7.2 Encouraging Foreign Investment
Introduction

The proposed industrial development programs comprise a number of projects which
would require promotion on the basis of joint-venture with foreign investors, and to this
end, intensive promotion for foreign investment would be essential,

In encouraging forcign investment, therc are two reqhircmcnts which have to be
instituted. These are; _

a. Preparation of investment conditions more attractive for foreign investors in terms
of legislative and instifutional setups and industrial/business infrastructure, and

b. Undertaking of intensive activitics for forcign investment promotion.

In general, Oman's investment conditions are favorable for foreign investment.
Nevertheless, there are some arcas in which improvements would be needed in order to
prepare for more attractive conditions. A |

' Furthermore, even if those conditions have been well prepared, it seems hard to spur
foreign investment in Oman unless vigorous inducement is done to potfential foreign
investors, because majority of the world's industrial communitics has little knowlédge
about Oman, except for its endowment of oil and natural gas rcsoufces. And, further, it
scarcely provides any significant fcatures for industrial investments that will attract
particular attention of foreign industrial concerns duc to relatively small domestic markets
and limited resources available. In order for Oman to promote foreign investment, it is
crucial to undertake strategic promotion activities in a well-organized manner and fo
introduce Oman widely among industrial concerns abroad to induce their interest in
specific industries or projects in Oman.

Pfogram 2-1: Legisiative preparation for the improvement of foreign
investment conditions tc make more attractive for foreign
investors '

Program Description
(1) Legislation for foreign investment promotion :

The Foreign Investment and Business Law .‘(R.oy_a] Decrec No. 4/74) was
promulgated in- 1974. This law provides the regulations concerning the foreign
investment and business unde’rtaking'by foreign capital in Oman, which regulates the
business fields allowed for foreign capital, maximum limit of foreign ownership and

procedure for appliéation to be filed and license to be granted with the government
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authorization for forcign investment or business underfaking with foreign capital in the

country. Bui there is no stipulation the provision of legal assurance and incentives to be

provided for foreign investment that serve as the fundamentals for foreign investment
promotion.

The Government has provided scveral incentives for investment in industry under
the Law for the Organization and Encouragement of Industry promulgated in 1978,
which are applied to foreign investment as well as domestic investment, For foreign
investors, however, this law is implicit on whether those incentives are applied to foreign
investment and, also as to what cxtent the incentives are provided.

Foreign investors require a legal basis explicitly stipulating legal assurance on
foreign investment and also incentives and privileges to be provided. For intensive
promotion of forcign-investmeﬁt, it is rccommended to examine the set-up of an
omnibus legislation for foreign investment promotion, which includes:

1) Statement of the national policy and objective of pursuing foreign investment
promotion; o o i

2) Definition of industrial ficlds to be promoted and vice versa restricted for foreign
investment; '

3) Regulations on foreign investment and administrative procedures for application 1o
be filed and license to be granted on foreign investment;

4) Provisions for legal status and legal assurance on ownership and property held by
foreign capital, and also assurance of repatriation of invested capital and profits
generated therefrom; and

5) Provisions for tax incentives and any other fiscal incentive privileges to foreign
investment. '

These provisions must be elaborated in accordance with the deliberation of the
issues raised in the subsequent section. Further, if decision is made to set up a Free Zone
as proposed in Program 2-3, legislation for the Free Zone including the privileges given
to establishments and the requirements to be fulfilled by these cstablishments should be

included in the omnibus legislation for foreign investment promotion.

(2) Improvement of foreign investment conditions
Table 7-1 tabulates foreign investment conditions for industry in the Sultanate of
Oman and Dubai, UAE. Difference of major foreign investment conditions in these two
nations can be summarized as follows:
1) Restriction on business activities by foreign national or entity -
‘These two nations legislate.simi]ar restrictions on business activitics to be carried

out by foreign national or entity, - permitting them to conduct business activities only by
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means of commercial entitics with equity participation of nationals. 1t is also required
that this be registered in the respective nation and also, sccure a business license issued
by the relevant ministr'y of the respective government. Foreign ownership in those
commercial cntities is allowed by the Sultanate to the extent of 65% foreign majoriiy,
whereas in UAE, only minority share of up to 49% is allowed, except for special
entitics operating at Jebel Ali Free Zone. The UAE has a special legislation on business
activities located at Jebel Ali Free Zone, which permit 100% foreign ownership by
special legal entitics named Free Zone Establishments (FZEs) although FZEs' business
activitics are limited to those inside the Free Zone.
2) Assurance on foreign ownership _

The two nations stand on entircly same conditions with regard to the national
assurance given to foreign ownership. The government has never taken any
intervention on authorized foreign ownérship , and also, 100% repatriation of capital
and profits is allowed in the absence of foreign exchange control, although there is no
legislation c‘xpliciﬂy stipulating legal assurancc on forecign ownership and repatriation
of capital and profits. '

3) Tax incentives .

There is a substantial difference in taxation between the two nations. In Oman

business activities are subject to income tax imposed under the Tax Law, although the

- entities engaged in industry may be granted tax holiday for initial five years and another
five years subject to the sanction by the rclevant ministry. As a procedure, however, the
tax holiday is granted on a case~to--case basis against application submitted by entitics.
In UAE., although the decrees covering corporate tax exists, only tax assessment on oil
and/or gas producing companies and branches of foreign banks is practiced. FZEs are
assured with exemption from corporate tax for 15 years, which may be extended for
another 15 years. |

The two nations have import duties although there is a slight difference in the rates
of duties. In Oman the import duties are generally set at 5% of CIF value, while in UAE,
the dutics range between 1% and 4% but most commodities are currently charged at
4%.. In Oman, the entitics engaged in industry, especially for the ﬁlan'ufacturing of
products for exports may be granted exemption from impori duties fo be imposed on
imports of machinery and equipment required for production, and also on imports of
raw materials and semi-processed goods used for prbduction for the initial five years
and subsequent years subject to the sanction by the relevant ministry. However, it is
granted on a case-to-case basis against application submitted by entities. In UAE,,
there is no legislation granting such import duty exemption to the entities operating
outside the Free Zone, whereas imports into the Free Zone are duty free and subject to



normal rates of import duty to be imposed on those subsequently resold in UAE.
4) Employment regulations
The two nations have no virtual restriction on employment of cxpatriates. In Oman,

however, the entities engaged in industry are required to contribute costs for the
vocational training programs implemented by the government, as well as in conducting
training of Gmani workers employéd. These entities are also required to employ at
least 25% Omani workers from its total work force, this being a prerequisite for
applying industrial incentives as well as financial support provided by the government.

Comparing foreign investment conditions between Oman and UAE.,, there are some
areas in which impiovemcnt would be necessary in order to make the environment more
atiractive for foreign investors. Enumerated below are focal points upon which
deliberation is recommended.

1) Legal assurance on foreign ownership _

Foreign investors 'requirc legal assurance on foreign ownership, as well as
repatriation of invested capital and profits. To meet these requirements, it would be
effective to lay down legislation to assure foreign investors with ownership in Oman,
and their repatriation of invested capital and profits generated therefrom.

2) Alteration of licensing sysiem
a) Issuance of a single license incorporating an entity for industrial undertaking as
well as set—up of industrial establishment with foreign investment

Under the present legislation, foreign investors wishing to carry out industrial
undertaking in Oman will have to obtain a licensee for foreign invcstmént, and then a
license for industrial undertaking separately, since these two licenses are issued under
the two diffcrent governing laws, the Foreign Investment and Business Law and the
Law for Organization and Encouragement of Industry. These procedures may
discourage foreig:i investors because it involves duplication of project preparation
and documentation for applications which often causes  delay in project
implementation and increases’ in project cosis. It is recommended to examine
legislation for issuing a single license authorizing both foreign investment and
industrial undertaking. Jn this case an alternative system is to issue a provisional
‘license in accordance with a simplified application form, prior to the issuance of final
license, so that foreign investors can procced with detailed project feasibility study
and project preparation with confidence that the project as well as foreign investment
will be approved, provided it meets the conditions as indicated in the provisional

7-15



license. -
b}  Set-up of different status of license
If a single license may be issued for forcign investment and industrial undertaking,
it is recommended that such a license be issued in different status for granting tax
incentives as discussed in the subsequent section. The status may be classified into the
following three:

1. Special license for export industry
2. Special license for pioncer industry

3. Normal license

The special license for export industry shall be issued to industrial establishments
which undertake manufacturing, processing and/or packagihg of products for exports
including re—packing of imported commodities for re%xpoﬁ, prbvided that those

establishments arc obliged to export all or overwhelming majority of those products

or commoditics as indicated in the applicable law. The special license for pioneer
industry shall be issued to indusirial establishments which are engaged in new
import—substitution industry, or any other fields of industry promoted by the
government. The normal license shall be issued to industrial establishments which are
engaged in industrial undertaking in the field other than the above two. These
definitions must be stipulated in details in the applicable law.

¢) Issuance of special license for business undertaking inside the Free Zone
Program 2-3 proposes to set up a Free Zone. For implementation of the Free Zone
relevant legislation should be laid down; under which another special license should

be issued for business undertaking inside the Free Zone. '

3) Alteration of systems for grariting exemption from income tax and import duties

The Law for Organization and Encouragement of Industry stipulates the provisions

for excmptions from income tax and import duties to be granted to the entities engaged

in industry as follows: |

a. Exemption from income tax for the initial five ycar’é which may be extended for
subsequent five years subject to the sanction by MCI _

b. Exemption from import duties imposed on imports of machinery and equipment to
be used for production ' '

¢. Exemption from import dutics imposed on imports of raw materials and scmi-

processed goods used for production for the initial five years which may be extended
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subject to the sanction by MCI

These incentives are applied to the entities which have industrial license and also
employ Omani workers at least 25% of total work force, and MCI sanctions to grant the
incentives on a case-to—case basis after the investigation of application submitted by
the entities. Hence, entitics are unable to make sure in advance that the incentives will
be given to them. Foreign investors often desire to ensurc the provision of incentives
prior to making an investment decision, and therefore, the present system may
discourage investment decision by foreign investors. It is recommended to alter the
system so that the incentives may be granted to all eligible entitics without individual
applications. An alternative system for granting incentives is based on the issuance of
different status of license as discussed in the previous section. In this event, enfitics
holding special license for export industry may be entitled to import: duty free raw
materials, and semi-processed goods used for production as well as commodities re-
cxported with re—packing; provided that import duties should be paid for those re~sold
in the domestic markets or used in the produicts for domestic sales. An example of the

incentive granting systern is enumerated for deliberation in Table 7-2.

4) Reduction of income fax for entities employing Omani workers by categories
In order to promote the employment of Omani workers, it would be effective to give
~ some reduction of income tax for entitics employing Omani workers varying reduction

rates by category of workers employed.

Key Success Factors
1. ‘The objective of omnibus legislation for foreign investinent promotion is to give
potential foreign investors clear understanding on the foreign investment policy and
regulations, privileges and incentives , and administrative procedures to be complied .
Hence, the legislation should be laid down with precise stipulations as much as
- possible. '
2. Rligibility of entities for issuance of relevant ]1ccnse and incentives to be granted
should be clearly defined so that foreign investors can be sure whether they are
 cligible for such license and/or incentives to be issued or granted.
3. Application procedures for license and/or incentives should be simplified and
deregulated as much as possible, and the system for granting incentives should be
designed in a manner that ail eligible entities can avail them without investigation of

individual applications.
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Suggestion for Implementation

1. Form a task force team in MCI for drawing a draft of the proposed omnibus
legislation for forcign investment promotion.

2. Organize a steering committee with the representatives of relevant ministries for the
deliberation of the draft legislation thus drawn by the task force team, prior to the

legal deliberation and procedure for promulgation,

Program 2-2: Institutional set-up for promotion of foreign investment

Program Description
(1). Objective of the program

The objective of this program is to set up institﬁtiona_l functions which undertake
systematic activities for foreign investment promotion so that foreign investment can be
induced for the development of industries in Oman. Foreign investment promotion
aclivities, however, are generally time consuming and costly, For bringing about
immediate cost effect, it would be cfficient to undertake the initial promotioﬁ activities
confined to priority industries or projects.as well as tfarget countries. The program is
designed to undertake such selective promotion activities focused on the dcve]opmcﬁt of
those industries or projects as envisioned in the industrial development plan,

In Oman, domestic capital wili have adequate capacity to fina;lce industrial projects
except for huge investment projects which require pfoject finance from abroad, and
therefore, the role of foreign investors is to provide the management of ventures as
project partners, particuiau'lj,r technical managemént for operation and marketing of
products for exports as well as cqu'ity participation. Hence, the objectives of the program
are primarily focused on identifying and inducing such foreign partners who are
interested in industrial operation in Oman and assist in export marketing of the
produced products,

(2) Specific projects/industries and farget countries for foreign investment promotion
It is efficient to focus target countries in which intensive promotion activitics are
carried out to enjoin foreign partners to be involved in specific projects or industries
contemplated in the development plan. Hence, the target couniries should be selected
from among the countries where there are great possibiliiies- to identify those pariners.
Specific projects or industries to be promoted with foreign investment, as stated
earlier, arc thosc enumerated below: o
1) Natural gas based chemical projects
a} Poly-olefin petrochemical complex project
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b) Ammonia and urea complex project
¢} Chemical methanol project
2) Mineral based projects
a) Gypsum export project
b} Gypsum board/ gypsum fiber board indusiry
3) Export industries based on locational advantages
a) Food processing industry for exports
b) Agro-products re—packing industry for re-export
c) Knitwear industry for exports
d) Medicines re-packing indusiry for regional distribution and re-cxport

The three natural gas—based chemical projects enumerated above are large complex
projects which produce a large 'qua.ntity of products for exports, and which require huge
investments and strong management and marketing capabilities, Hence for thesc projects,
it is essential to establish joint venture with experienced foreign pariners who will
organize project finance and assume overall responsibility for project preparation and
implementation, technical management for opcration and export marketing of products.
The poly--olefin petrochemical complex project and chemical methanol project will be
dependent on exports to international markets, the major ones being EC and Japan.
Joint ventures with existing petrochemical or chemical manufacturers in EC or Japan
who have internationali marketing networks would be best suited for successful
development. Hence for these two projects, EC and Japan should be the target countries
for foreign investment promotion. The ammonia and urea complex project will be
developed for export to India since it is a large importer as well as large producer of urea
fertilizer, and therefore the partnership should be sought from existing fertilizer
manufacturers in India. : '

The gypsum export project is envisaged to develop the export of gypsum in bulk, so
a key for successful development should be tie—up with importers in captive market.
Japan is one of large gypsum importers, and hence Japan should be the target country in
secking a foreign partner of the project. As the gypsum board/ gypsum fiber board
industry is new in Oman, the development of this industry would require foreign

-partners who .have cxperiences in production with appropriate manufacturing
| technologies, and also in market devclopment and exports. Potential pariners could be
sought in EC, especially UK and Germany, since this indusiry has been established in
those countries. ' :

The third category of industry enumerated above include a variety {)f.cxpon industry
that can be established based on the Oman's locational advantages. These include
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export-oricnted food processing industry, agro—products re—packing industry for re~
export, knitwear industry for exports and medicines re—packing industry for regional
distribution and re—cxport. As discussed in the development strategy, there are two
factors from which the Oman's locational advantages may be cxplored. One is through
cost advaniage in sea transpori for Southcast Asia and East Asian regions by enjoying
freight discounts offered for return containers to those régions due to excessive inflow of
“cargoes from the former rcgions to the Mid-cast . Another advantage is the possible
adoption of sophisticated fechnologies and machines at economic costs due to free
import regulation and low financial costs available. These advantages could attract food
ProCcessors or agro-products exporters in India to locate their bases for food processing

~or re—packing of agro—products for exports, so that they can bring vaw materials or
processed products in bulk to con:vcrt_in'to' final products; and/or re—pack by using
sophisiicated machines with export grade high quality packages. Operations are costly
in India due to high duties imposed on imports of sophisticated machines and high
quality packaging material requirements not available from indigenous sources, and also
high costs for local finarice in India. At the same time these could also atiract potential
investors in Taiwan, Hong Kong and Singapore, for they can enjoy similar benefits for
exports to Southeast Asian and East Asian regions.

From the foregoing points of view, the target countries for forefgn investment
pmmotmn should be primarily focused on India, Taiwan, Hong Kong, Smgapore Japan,
and EC, cspecially UK and Germany. Table 7-3 enumerates specific projects or
industries to be promoted for foreign investment and types of potential investors to be
earmarked in these countries. Nevertheless, these target countries as well as specific
projects/industries indicate initial targets for the promotion, which must be reviewed for
further expansion or alteration of the proposed activities including the target countries
and industrial ficlds depending on the results of initial promoiion activities, and also
additional fields of industries identified for the foreign investment promotion.

3) Organizational structure, main functions and role for the promotion activitiés
In-order o carry out intensive promotion activities for inducing foreign investment
in the priority projects/industries from the target countries as discussed above, it is
proposed to sirengthen the organizational structure which undertakes special tasks for
those promotion activitics. _ _
The organizational structure is composed of: (1) the central units for the promotion
activities, (2) promotion service units in Oman, and (3) promotion units in the targct

countries. The main functions and role of the respective unit will be as follows:



1) Central unit for the promotion activities
This unit is the headquarters for the forcign investment promotion activities, which
will have to undertake the following functions:

a) Design and decision of specific action programs for foreign investment promotion
activities to be carried out annually in the industrial scctor, and preparation of funds
required for the activities. |

b) Monitoring of the progress and review of the action programs

¢) Instructions, supervision and coordination on the promotion activitics carried out at
the promotion units in Oman and the target countries.

d) Coordination with relevant ministries and other government agencies concerning
promotion activities, and liaison and coordination with foreign agencies located in
Oman. -

¢) Collection, accumulation and updating of data and information required for the
promotion activities, |

f) Preparation of written information and data base to be used for the promotion
activities, _

g) Response to inquiries from the promotion units concerning policy matters

h) . Arrangements for dispatching official missions to investment seminars or other
conventions for foreign investinent promotion abroad. -

i) Support activities to the prombtion units other than the above.

2) Promotion service units in Oman -
Besides the central unit, the setQup of promotion service units in Oman may be
useful. These service units will be engaged in the provision of various promotion
‘services under the instructions and supervision from the central unit. The main
functions to be carried out at these service units are as follows:
a) Sponsorship for potential foreign investors who will visit Oman as a group or as
individual with an interest of industrial undertaking in Oman.
b} Assistance for Omani nationals to visit foreign countries as a group or individual to
idcntify fbrcign p'artncrs for their projects.
¢) Provision of appropriate information and guidance to those potential foreign
investors visiting Oman. :
d) Introduction of counterpart industrial communities or enterprises as required by
those foreign visitors for their preliminary contact to identify local partners.
¢) Introduction and arrangements to relevant public agencies or professional
institutions as required by those forcign visitors for collection of data and
information,. ficld surveys or any other activiiies for project feasibility studies and
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preparation, _

£) One-spot services for assisting foreign investors in preparing and submitting
necessary applications to several government authorities related to the foreign
investment, business set—up and factory construction.

g) Any other services as may be required by potential foreign investors visiting Oman.

3) Promotion units in the targct countries

The role of the prdmotion units set up in the target countrics is to undertake
promotion activitics in the respective country, which will include the following
functions: _

a) General introduction fo potential investors with a presentation of industrial profile,
industrial investments oﬁportunities and investment environment/conditions in Oman
by means of advertisement in mass media and investment seminars.

b) Identification of potential investors through responses to advertisement, seminars,
questionnaire surveys, efc. |

c) Provision of written information or any other follow—up services to thus identified
potential investors. _

d) Set-up of window service networks (viz., public. agencies, banks and business
associations, cte.) which will undertake the d_istribuﬁon of written information
prepared, infroduction of potential investors and any other window services o those
interests.

¢) Monitoring of subsequent actions by those identified concerns with frequent
contact, and continuous services to them as required.

(4) Organizational sct—up
In light of the foregoing functions, the following factors should be taken into
account for organizational set~up of the relevant units. '

1) Central unit

The central unit should be set up in the Ministry. of Commerce and Industry for it is
the core of the foreign investment promotion related fo the industrial development in
Oman, and it should function as one of the policy instruments for ‘the industrial
development.

2) Promotion service units in Oman
While the central unit may carry out the function of the promotion service unit as

cnumecrated above, an alternative is to set up these units under the Chamber of



Commerce and Industry of Oman, Industrial Estate Authority and any other pertinent
institutions under the control and supervision of the central unit.

3) Promotion units in the target countries
For the top priority countries it would be best to set up an independent promotion
office where a promotion officer and local assistants are stationed. Especially in India it
would be more efficient to carry out the promotion activities confined to sonie selected
states (viz., Tamil Nadu, Kerala, Karnataka and Maharashtra), so the promotion office
should be located somewhere in the center of those selected states. In other countries
these units could be set up in the Embassy of the Sultanate of Oman, in which a
commetrcial attache can concurrently carry out the promotion activities with the

assistance of support officers dispatched from the control unit temporarily as required.

Key Success Faclors _
1. Success for the foreign investment promotion is derived from systematic activiﬁes,
which comprise: _

(1) Publicizing activities to introduce investment opportunitics in the industrial sector
of Oman widely to foreign industrial communities and to identify potential forcign
nvestors;

(2) Follow—-up and conduct infusion activities to identificd potential investors
maintaining a continuous contact and, providing information on other services as
required for their pre~invesiment studies and decision-making on investment;

(3) Information activitics to prepare, accumulate and update data and information
needed for the publicizing activities, follow-up and infusion activities;

(4) Consulting services for business set-up by those investors, including application
for any legislative and administrative procedures; and

(5) Monitoring activitics to monitor the progress of foreign investment, assess the
cffect of the foreign investment promotion activities and review the action programs

for any intensification and alteration.

2. For the identification of potential investors, it would be efficient to have different
apprb_achcs respectively (a) for specific large~-scale projects such as. petrochemicals,
urea fertilizer, chemical methanol and gypsum and (b) for wider fields of industries
such as, food processing and re—packing of agro—products and medicinces for re—
exporis. Whereas the identification of potential investors for specific large pfojects

“could be worked out through individual contacts with leading manufacturers and
relevant business concerns, the publicizing activities such as publicity in ncwspapcr



and other mass-media, investment seminars, questionnaire surveys and any other
systematic approaches would be required in order to identify potential investors. for
wider ficlds of industrics as mentioned above. For the latter activitics, it is important
to prepare publicity materials to arouse interest in Oman's industry from indusirial
communities abroad, which include general information on the country, investment
environment and conditions, profile of selected industries, and industrial investment

opportunitics and prospective benefits offered.

3. The provision of data and information as needed by potential investors for their pre-
investment studies and project preparation is an important instrument for promotion.
To this end, it is vital to sct up a data base for responding fo their requirements in time.
While scrutinizing items and depth of data and information really needed, reference

may be made from feedbacks among continuous contacts with potential investors,

4. Another importance is to provide thoughtful services to potential investors visiting
Oman. Hence it is crucial to set up service networks providing such services in Oman.

5. In order to work out the promotion activitics in the farget countries abroad, it is
esscntial fo tie up with pertinent counterpart institations in the target countrics. It
would be efficient to carry out the promotion activities focusing on certain regions
and industrial communities in those target countrics. Hence, the counterpart
imstitutions must be carcfully sclected in carrying out the activities intensively on the
said focused regions and industrial communities,

Suggestion for Implementation
1. Organizational set—-up
(1) Lead agency: MCI _
(2) Support role: RIEA, OCCI, Embassics abroad .
(3) As for the promoiion offices abroad, it is recommended to have a promotion office
only in the top priority countries including India, while other target countries could
be covered with assistance of commercial attache of embassies.

2.  Implementation step
(1) Form a "Special Foreign. Invcstmcnt Promotion Task Force” to carry out the
1mplcmentat10n planning including budgctary preparation. '
(2) Establish the central unit, promotion service units in Oman, and promotion units in
the target countries abroad with assistance of the Embassy.



(3) Establish the tic-up with counterpart institutions in the target countrics.
(4) Undertake the promotion activities in each unit according to the implementation

programs prepared,

Program 2-3: Promoting the set-up of Free Zone

Program Descriptlon

(1) Objective of the Free Zone

The "proposed indusirial development strategy calls for the promotion of
'rhanufacturing industry for exports and re~packing industry for re-export which could
foster the development of packaging industry as well as packaging materials
manufacturing industry in Oman,

These industrics involve external trade busincss for the import of materials and
semi-processed products for final processing, goods to be packed for re—export, and the
export of the thus processed and/for packcd goods, and therefore this iﬁdustry would
require assurance of free operation of those import/export business duty frec. At the
same fime, many of foreign operators being intercsted in such operation in Oman may
prefer undertaking with full ownership since those undertakings should be a part of their
overseas operation. _

_ The Foreign Investment and Business Law limits the maximum ownership of non—
Omani capital up to 65%, and also prohibits the undertaking of trade and service by
non—-Omani capital. Although the Law for Organization and Encouragement of Industry
provides for tax incentives to be granied to industrial establishments satisfying certain
conditions which include exemption from import duty on imporis of machinery,
equipment and spare~parts used for production and also on jimports of raw materials and
‘semi-processed inputs required for production for the first five years of operation
extended subjc'ct to sanctions by the Ministry of Comunerce and Industry, these
provisions seem insufficient to attract foreign investors to set up their operation bases for
export processing or re—packing for re—export in Oman.

For the promotion of foreign investment paﬁiculaﬂy for the development of export
processing industry and re—packing industry for i‘e-cxp(irt in Oman, it would be
effective to set up a Free Zone in Oman similar to Jebel Ali Free Zone at Dubai, UAE,,
which functions as a business enclave facilitating free trade and industrial operation by

 foreign capital.

2) Basic concept and framework of Free Zone to be set up
This program aims to promote the sct~up of a Free Zone in Oman as a means for
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foreign investment promotion. The basic concept and framework of the Free Zone to be

set up in Oman are enumerated below:

1) Development concept

The basic concept of the Free Zone is to create a special zone which accommodates
cntities or cstablishments engaged in manufacturing of products for exports, re-
packing of imported commoditics for re~export, or relevant trade or services, The Free
Zone should be developed within a boundaty separating it from industrial estates or
other industrial or business zones, and should be well established with adequate
industrial/business infrastructure, common service facilities and residential facilities for

managers and workers.

2) Entities/establishments to be located in the Free Zone _

Entitics or establishments to be located in the Free Zone are those incorporated with
foreign and/or domestic capital to undertake (a) the manufﬁscniring, processing and/or
packaging of products mainly for exports, (b) re—packing of imported commodities for
re—export, (c) offshore trades or (d) relevant trade and services. |

3} Location of the site :
The Free Zone should be located in proximity to the commercial port as well as
existing industrial center, One of feasible sites may be the vicinity of Rusayl Industrial
Estate.,

4) Facilities to be developed
- Facilitics to be developed in the Free Zone are cnumerated below.
a) Land for office and factory buildings for individua! cstablishments
b) Standard buildings to be leased as offices by some locators
¢) Administration office for the authority of Free Zone
d) Common service facilitics
i}  Exhibition and convention rooms
ii)  Banks and a post office
iif}  Custom office
iv) Common warchouses :
v)  Centralized container yard including container loadingfunloading facilities,
which enable locators to handle containers and custom clearance directly inside the
Zone, '



e) Infrastructure
i) - Internal roads and access roads
ii)  Electricity supply system
i) Water supply system
iv)  Fuel supply system
v)  Teclecommunication system _
vi}) Scwage, drainage and waste water treatment and disposal system
vii} Solid disposai system
f) Residential facilities

5)  Services 1o be provided

a} Supporting _sfervices by the Free Zone Authority office for locators to comply with
the government's administeative procedures '

b} Custom clearance

c) Banking, insurance and'pos'tal services

d) First aid and clinic services .

¢} Forwarding and shipping arrangements by appointed forwarders and shipping
agencies having offices in the Free Zone | '

f) Inspection services by internationally authorized inspection institutions

g) Maintenance and repair services by appointed contractors

6} Privileges to be granted to establishments in the Free Zone

a) Permit to cstablish 100% _foreign—oWned entitics as .special legal entities named
Free Zone Entities (FZEs); provided that FZEs inside the Free Zone be restricted to
undertake business activities such as, the manufacturing of products solely for
cxports, re-packing of imported commoditics sblcly for re—export, or offshore trades.

b) Exemption from income tax for FZEs for a certain period, and reduction of income

" tax varying the scale of net cxport earnings, employment of Omani workers and

utilization of local made products. (This provision may also be applied to entities
holding special license for export industry.)

¢) Duty free importation into the Free Zone, with import duties imposed'only to those
resold in Oman or used for production for domestic sales.

d) Establishments set up in the Free Zone by entities holding other Hcenses are treated
as those established outside the Zone.

7} Form of development and nianagemcnt of Free Zone
There are two altemativas for the development of the Free Zone. Onc is to develop
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it with public finance, and another way is to develop it with joint venture between the
Omani public authority and foreign privatc'invcstors. For the management of the Zone,
the public authority should take initiative for the overall management, particularly as
regards to public administration related to business activitics .by entities established in

the Zone, while some service components can be commissioned to private entities.

Key Success Factors

1. The objective of setting up the proposed Free Zone is to function as instruments for
attracting foreign investors. Fucilities and services as well as privileges to be provided
should be thoroughly examined to make it more attractive ,to cnable it to compete
with Jebel Ali Free Zone and other similar facilities in GCC. _

2. Convenience for shipping, adcquate supply of elcétricity and water, and well
established telecommunication services are crucial for the Free Zone. Tt is essential to
ensure these supports prior to the implementation of Free Zone.

3. The function of the Free Zone should be designed so as to have close linkages with
cxisting industrial estates and existing industrics in Oman.

Suggestion for Implementation

1. Conduct a feasibility study for the development of Free Zone.

2. Once the implementation of Free Zone is decided, form a task force for the project
management.

3. Form the Free Zone Authority for the overall management of the Zone and public
administration related to the business activities of entitics cstablished in the Zone.



7.3 Intensifying financing programs/schemes for industrial development
Introduction

The industrial development program requires a large amount of investment with
domestic investment by the private sector in Oman as well as foreign investment from
abroad. For successful achievement of the industrial investment envisaged in the
development program, it is vital that the financing sources be able to provide adequate
funds to cater to investment demands.

Further, the development of export-oriented small and mediim-scale light processing
~ industries will be intensively pfmn’otéd in the development program. These industries need
relatively large amounts of working funds rcquired' for the importation of raw materials or
semi-processcd goods as well as export credit, for which they require easy access to
short-term loans available at possible low financing costs. Foreign investors will ikewise
have to secek such access. Thus, it is crucial to intensify short-term financing programs in
encouraging those export industrics. _

In Oman there are two financing sources which have provided medium and long-term
loans for industrial devclopment in the private sector. Thesc are the financing schemes
provided by Oman Devclopment Bank SAOG (ODB), and the government soft loan
scheme managed by the Ministry of Commerce and Industry.

Oman Development Bank SAGO {ODB)

ODB is a state—owned bank established in 1976 which provides assistance in realizing
development projecis in Oman by granting loans, participating in the share capital, and
providing technical assistance to companics registered under the Commercial Companies
Law and to carry out other banking | services. Profile of ODB's main activities is
enumeratcd in Table 7-4. ODB. providés medium~ and long—term loans and equity
participation mainly to private sector projects in indusiry, agriculture,. petroleum, mining,
fisheries, services and other economic sector related to development. Since its
commencement of activities in 1979 and up to the end of 1992, ODB has financed about
290 i.ndustrial.projects amounting to RO, 59.0 million loans, for total project cost of RO.
166.0 million. Besides the ordinary prdject financing, ODB has recently started a financing
scheme for small--scale industries which finances pro;ects below RO. 100,000; a financing
scheme for vncatmna] training graduatcs WhICh finance them in setting up their own units;
and a professmnai fmancmg scheme to help graduates or any - cquwaient degree holders
setting up thclr professmndl units, Table 7-5 shows the breakdown of ODB finance to
industry by sub-sectors. Further ODB has started export finance by setting-up the Export
Guarantee and Finance Unit in 1991,



Governnment Soft Loan _

‘The government has sct up a government soft loan scheme to provide financial support
for the private sector in the ficlds of industry and touristn under Royal Decree 48/87
promulgated in 1987. This loan is disbursed by ODB interest free with loan approval
sanctioned by the Ministry of Commerce and Industry. Total of the Government Soft Loan
sanctioned up to the end of 1992 amounts RO. 16.6 million for 68 projects.

These are medium-— and long—term loans to finance investment for industrial projects.
Short-term loans to finance work'ing funds arc provided by commercial banks, There are
21 commercial banks operating in Oman, among which 10 are locally incorporated while
the other 11 are branches of forcign banks. | -

When the domestic and foreign investment is promoted as envisioned in the prop'oscd
industrial development plan, the demands for medium and long~term loans will
substantially increase along with increases in number of projects, as well as project costs
much larger than those financed until the present. At the same time, the requirements for
short-term loans to finance working funds will increase with expansion of industrial
undertakings, particularly those for exports. The following recommends to review the
present financing programs/schemes with a view of intensifying them to meet the

increasing financing requirements as stated above,

Recommeandation

(1)} Intensification of financing functions to finance large industrial projects
The proposed industrial development plan, as discussed earlier, eh’visages to
promote large industrial projects such as petrochemical and gas—based chemical projects.
These projects require large investment in the order of R0O.150 to 200 million
respectively, amounting RO.500 to 600 million in total. Assuming 30 to 35% of total
investment may be financed with equity capital, the project sponsors would seek project
finance from financing institutions in the order of RO.100 to 140 -million for the
respective project, thus totaling in the amount of RO.300 to 400 million at least. As these
projects will be developed on the basis of joini-venture with foreign '_invést(_)rs, those
forcign investors would ﬁl‘r'ange finance for foreign exchange expenditures including
those for equipment and machinery imported as well as services by foreign contractors,
cither by means of project finance or export credit provided by forcign banks, However,
these finance will require underwriting or gharantee by Omani banks. In addition, local
costs normally accounting for 20 to 30% of total financing requirements should be



financed by local banks in Oman. These financing requirements are cstimated to be
about R0O.30 to 40 million for the respective project, amounting R0O.100 to 120 mitlion.

Under the present banking system in Oman, ODB would be the main financing
institution for these projects, ODB, however, has not practiced financing such large
amount of loans nor has.cxperienccd.in underwriting and guarantee for foreign finance,
although it is authorized to undertake such activitics, This occurred since such large
projects have not been implemented in Oman except for only a few public scctor
projects such as the oil refinery and cement factory which have been developed with
public finance. Further, the financing requirements anticipated for the foregoing projects
far exceed the ODB's current lending capacity.

In order to promote the proposed large investment projects, it is recommended to
take immediate actions in intensifying ODB's financing capacitics to finance those

projeets.

(2) Expansion of financing functions for mediom-scale proj ects

- Besides the financing requirements for large investment projects discussed above,
the financing requirements for medium—scale projects will aiso increase with increases
in number of projects as well as a size of project costs for individual projects. ‘The
envisaged projects require average project costs in the order of R0.1.0 to 1.5 million
for the each respective project, totaling to RO. 300 to 400 million for 250 to 300 projects
to be established in the next five years. Even though some of these projects will be
realized on the basis of joint-venture with forcign investors, domestic finance would be
needed for them since majority of foreign partners for those medium-~scale projects may
be weak in financial capacity and also have limited access to foreign financing
institutions. '

The ODB's present operating policy Jimits the loans or guarantees advanced {0 one
project to the extent that does not exceed 100% of the paid—up capital of the company or
establishment and its reserves, or 10% of the total resources of the bank whichever is
lower. In the case of Government Soft Loan, the maximum ceiling of the loan provided
for the individual projects is up to 100% of the paid-up capital for these located in
Muscat and 125% for those outside Muscat, but not more than RO.ZS0,000 except for
public share holding companies. These lending conditions compel investors to seek
finance with equity capital or loans from other financing sources up to 50% of project
costs, which may cause constraint in financial arrangements by investors.

In order to cope with investors' requirements as well as increasing investment
demands, it is recommended to take immediate actions in intensifying the ODB's project
finance schcxﬁe and the Government Soft Loan scheme. Main issues to be reviewed will



be as follows:

1} Lending limit on projects

For medium-scale projects foreign investors arc used to seek finance through loans
to the extent of 65 to 70% of project costs, while financing the remaining 30 to 35%
with equity capital. In order to mect these financing requirements, it is recommended to
examine possibilities of EXﬁandi.:lg the maximum limit of medium and long—term loans
provided for individual projects.

2} Fund raising to meet increasing financing demands

The main fund resources for finance by ODB including the Government Soft Loan
arc government loans in addition to its capital. ASSurriing RO. 40 to 50 million of loans
may be required annually, the funds available for the ODB's financing seem inadequate
{0 meet increasing financing requirements foreseen for the next five years, and therefore
it is recommended to investigate possible neans for raising funds to meet increasing
financing demands.

3) Intereststructure _

The ODB's project loan is provided at the interest rate ranging 3% and 6%
depending on the location of prcjccfs, with a subsidy provided by the government
although the actual rate of interest is currently at 9%. For the Government Soft Loan,

- ODB's financing costs are fully compensated with the govcinmcnt subsidy to make the
loan free of interest, The applicable interest structure should be reviewed with a view
of maintaining possible low interest rates by taking info account possible maximum
extent of government budget to be provided as interest subsidy, as well as financing
costs if other sources of funds are raised, while seeking fo maintain the present interest
rates, since this is one of favorable faciors cncouraging forcign investment.

4) Organizational structure for lending the industrial project loans _

For intensifying financing functions to meet increasing financing requirements, one
of critical issues i to infensify the organizational structure for efficiently Iéﬁding the
industrial project loans, particularly in shortening the time for project appraisal and loan
processing. An aliernative way is fo transfer the appraisal and loan sanction for the
Government Soft Loan to ODB by combining its project loan scheme and Government
Soft Loan scheme.

(3) Pre-shipment export finance
The ODB Export Guarantee and Finance Unit operates export guarantee finahcc
scheme. It issucs guarantee to the Omani exporlers, giving them security with regérd to
the returns from their export sales. These guarantees cover risks of non-payment or



suspension of payments by importers for commercial; economic or political reasons.
This system also provides exporting companies with a financing subsidy enabling them
to reduce their export costs. The subsidy is granted for export loans provided by
commercial banks, incorporating 5% subtracted from the commercial costs of borrowing
and applied through the entire period of the export financing, which include pre—
shipment and post—sh_ipmcnt finance.

This scheme substantially encourages the proinotion of export industrics. However,
the commercial banks limit the provision of pre—shipment axpoﬁ finance to exporters
due to borrowers' limited financial capacity.

Many of manufacturers engaged in processing imported materials for exports Iike
export garment manufacturers require relatively large amount of working capital for
importing materials, requiring therm to procure those materials affer recciving order from

“buyers. It would be contributed to eﬁ:poricrs if pre-shipment export finance is expanded
by giving gﬁarantéas to them in discounting the Letter of Credit opened by importers or
promissory notes issued by export agents, This way, exportcrs can issue the Letter of

- Credit for the import of required matenals with minimal working funds.

Suggestion for implementation

1. Fomu a joint study committee by MCI and ODB to study the foregoing aspects for
necessary actions.

2. - Take appropriate actions based on the thus prepared action plans.



7.4 Human Resource Development
Introduction

Historically, most of human resources required for industrial 'dcvciopmcnt of Oman,
including engincers, technicians, and managers, have relied on external rcsourcbs,
specifically, expatriate employees. As the present labor regulations provide no restriction
on employment of foreign workers and since neighboring Southwest Asian countries have
abundant excess labor supply capacitiés, Omani industries will have no difficulty in
employment of expatriate workers.  Also from the moderate pace of industrial
development, ény immediate sirain or pressure is unlikely to arise in the country's labor
market in the immediate future.

On the other hand, however, little pfogréss has been made in developing indigenous
human resources required for the industrialization process. In particular, local industries
do not have ability to nurture industrial work forces by themsclves.

The task for developing human resources in Oman is derived from the need of
nurturing Omani industrial manpower who can lead industrial development, and also lead
in the training of Omani nationals who are unable to get jobs due to lack of industrial skills.
This situation is entirely different from the human resource development requirements in
industrialized countries or newly industrializing countries where it is based more on
supplying labor, upgrading its quality to meet the demands of the industries.

The government has given high priority to the upgrading of education system which
provides the basis for human resource development, and it has achieved substantial
progress in recent years. The government ekpenditurcs for education surged from 1.8% of
total in 1975/76 to 5.1% in 1985/86, and then to 7.3% in 1992/931) . Literacy rate of 6
years or older was recorded at 52% in 1992. '

The public education system in Oman consists of 6 years in primary school (completed
at the age between 12 -~ 14 years) , 3 years in preparatory school (completed at the age
between 15 — 17 years), and 3 years in secondary school or technical school comprising
commercial, agricultural and industrial fields. As for post-secondary education, there is
one university, Sultan Qaboos University, and other technical colleg:es. Also, many people
study at forcign universities and colleges. Educational costs, including those for studying

in overseas university, are borne by the government.

B According to ADRB report "Key Indicators of Developing Asia and Pacific” countries”, educational expenditure in
Asean countries was 15-18% except 12.7% of Indonesia and 21.1% of Thailand. {1990)
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In addition, the Ministry of Labor and Vocational Training operates a vocational
training system. It was started as a corporate training institute of Petroleum Development
of Oman (PI3O), which was transferred to government control. It has been expanded to an
extensive traiﬁing system consisting of 9 secondary vocational fraining institutes to train
graduates from preparatory schools. As it is unable to mect current needs, rcstmcturing
has been done and thus a new systern started in September, 1994, Under the new system,
4 out of 9 existing vocational training institutes (Sceb, Tbri, Saham, and Sur) are converted
to technical fraining centers, and remaining 5 (Darsait, Salalah, Ibra, Musanha, and Nizwa)
10 technical colleges?). '

The V_dcational training centers provide trainings for trainees aged 15 years or older
regardless of educational background, which consist of a 6-month fundamental course
including ficld training, and advanced courses in subsequent 2 years. Graduates from the
fundamental course are allowed to take job and have work experience before entering the
advanced course. Major fields of training are automobile, construction, wood-working,
machining and electronics, and curriculums are prepared for trainees who have completed
primary education.

The fechnical colleges, on the other hand, offer 3~year programs® for graduates from
general or technical secondary schools to train technicians in the fields of electrical
engineering and electronics, mechanical engineering .(automobilcs, machine tools, air-—
conditioning, and refrigeration), civil engineering (architecture and land sﬁrvcy_ing),
laboratory science (schobl laboratory, physics, i:hemistry, biology), computer science, and
business (inanagement, accounting, secretary, marketing, health). All the courses are
provided in English. In addition, the government provides financial assistance for qualified
corporate education and training programs to cover a certain part of training cost and
trainee's salary.

The government curr‘ent_].y undertakes intensification of vocational training as well as
upgrading of the educational systerm. Nevertheless, these efforis have not resulted in
significant advancement of the human resource devcloPment until the present.

Employment of new graduates in the private scctor is still limited. For instance, 75%
of graduates from those technical colleges are employed by the governmeni sector
including military service, thus those working in thé private sector account for small
portions. Also, many graduates engaged in private companics often resign within a short
period of time to get jobs in the government secior. Given the decrease in employment
opportunity offered by the government sector and the increase in youth population,

2) There had been another technical college in Muscat before the new system started.
3) 1t was 2 years—programs before the 3 years—programs started from September '94.
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developing employment opportunitics in the private sector becomes a more important
issue in the immediate future. _

The current problem related: to the country's labor market is not atiributable to the

“educational and vocational training system. It should be noted that the issue related to
education and training of workers required by the manufacturing sector is somewhat
different from that seen in other developing countries. The critical issuc on the vocational
training system is represented by very limited job opportunitics for graduates offered by
the'rﬁanufacturing_scctor. 1t is duc to their tcchnical capabiliﬁes and skills being far below
the level required by the manufacturing sector, rather than just virtual deficiency of
employment opportunitics offered by the manufacturing sector. - Tt should be noted,
however, that the private sector scems to expect too much from new graduates,
notwithstanding the problems related to the training system. As mentioned earlier, Oman
has abundant supply of expatriate engineers and fechnicians, so that employers prefer to
use expatriate workers who are readily capable to carry out jobs efficiently with higher
productivity despite higher salary or wages paid. ' For the graduate side, on the other hand,
the private sector is less attractive than the governiment sector, since the former offers
lower salary not to mention other unfavorable conditions. '

The vocational training institutes provide training which are comparable to those in
other countries. Hence, any immediate improvement in the present training system is not
necessarily required. '

In the future, along with the deepening and diver_sificati_dn of industries, curricula for
the training can be focused on specific arcas really needed by the industries, while trainers
can build up their practical capabilitics, so that the vocational tra'inirig can hurture
industrial work forces who have technical capabilities and skills to meet the requircment
by the industries. In this regard, efforts to increase participation of those graduates in the
private sector is essential, since their lessons can serve to provide as the basis for pursuing
the foregoing institutional build—up.

Another issue on human resource development in Oman is represented by lack of
indigenous engineers, technicians and managers who should be the nucleus for leading the
industrial development. As mentioned carlier, these staff in the private sector are mostly
filled bj' expatriatc workers. ILocal business owness are rarely involved in maﬁagemcnt,
which is handled instead by expatriate managers. This situation makes it difficult for the
industries to play as seeds for future indusirial development. As discussed in the industrial
development stratégy and scenario, the intensive promotion of foreign investment for new
industrial undertakings and the development of large-scale industrial projects will
accelerate the future industrial development. Nevertheless, the sustainable growth could



not be achieved only with these developments, The existing industries should also grow
and diversify in its pfcsant operation to link to the forcgoing development, for which the
managers and other key staff engaged play an important role in identifying the seeds, and
establish commercial underfakings based on the thus identified seeds.

In practice, however, most of cmployed expatriates stay in the Sultanate for a short
term of two to five years, before they are replaced by their successors. This has led to
pobr accumulation of business and technological cxpcric.ncc in the country. The resultant
deficiency of key personnel who can identify the sceds for business development may
hinder the diversification and growth of SMIs, and the development of linkage or
support'mg industrics.

Although the human resource development is  the vital task, the
i:'nprolvcmcnt/upgrading of the existing éduCation,’training system does not seem to be an
effective measure for the intended human resource ‘development. The existing system
itself is well organized under the curfent situation of demand for the training of
engineers/technicians or managers. More practical training can be provided only through
QJT, prepared by industrial undertakings to meet specific jobs, or a similar type of
organized field fraining under practical working conditions, The government has been
taking several measures fo encourage employment of indigenous workers in the private
sector, in addition to the public sector. Despite this govcmmént efforts, the private sector
has failed to develop human resources, such as engineers, technicians and managers, who
can lead future industrial growth, whereas some results are seen in the public sector.

Major impending problem in human resource development in the private sector is lack
of adequate demand for eéngineersftechnicians and managers in the industfy; the jobs are
available, but these positions are usually occupied by expatriates ready to work on that
position. Local Omani skills of to-be-techmicians/engineers or managers arc still
insufficient to take over the position. They nced further on—the—job training (OIT).
Manageim‘mt prefer to employ the readily workable tcchnicians/cngineérs Or managers.
Omani to—bcﬂechnicians/cngineefs' or managers, on the other hand, do not feel
comfortable at their work place without their senior giving adequate instruction. Further,
their work place is full of foreign workers, and they feel isolated from their society when

they are in the work p'lacc.

The féliowin’g two programs are proposed o help develop necessary human résource,
one for engineers and technictans, and another for managers.



- Program 4-1: Long-term technical skill acquisition program

Program Description
(1)' Contents of the program
Al present, private companics prefer to employ expatriate engineers and technicians
who can perform work without special training. In addition, compahics who emplby
Omani workers are not ready to provide OJT for new emiployces since expatriate staff do
not have time to give trainings. As a result, Omani workers employed without job

expericnce are left out in line operation.

The key for the human resource dcchOpIﬁent, parlicularly of techniciansfengineers,
will depend on the method of iintroduction by the first generatieﬁ of technicians/engineers
o the work place. Once the first generation can successfuﬂy be in the work pIacc, the
second generation can receive an adequate instruction from them, and they can be trained.

The proposed program will provide a long-term on-the~job training in public—
implemented projects or abroad, and churn out ready—to-work technicians/engineers
before they perform their jobs. The measures to achieve this are as follows:

1) Send trainces to public—implcmcntéd projects, or abroad for on—the~job training in
the actual work place with scholarship for tfrainces during the training period
2) For public-implemented projects;

a) The government makes the public-implemented projects with the obligation of
undertaking training of a certain number of Omani trainees for two to three years for
each.

b) The costs for cmploymg tramcc:s will include dddltl()nd] costs for undertaking the
trammg to be subsidized by the government '

3) For sending trainces abroad,;

a} Tie up with regional industrial communities/associations in industrialized countries

b) Request to receive trainces for long-term training (at least 2 years, but dcpcndmg
on the réquircd périod for mastery) in their actual work place

(2) Main fields of the trainings
Such trainings should focus on: ('1) indusirial ficlds which have great possibilities to
gfow as linkage or supporting industries or small-scale eprrt industriés, and (2) those
upon which transfer of techhoio'gies cannot be gaincd | adequately through just
acquisition of production equipment. In particular, these fields should be cons;dcrc:d for

the overseas trainings.



In view of the priority industries for development and their possible effects to induce
the development opportunities for new undertakings, training in the following arcas are
recommended: '

Short- and medium-term

1) Food processing

2) Manufacturing of packaging materials
Medium-— and long~term

1) Metalworking

2) Plastics processing

3) Ceramiics
4) Computer and information technology

Key Success Faétor
(1) Need for in_iﬁativc by the government

In Oman, the private sector does not have urgent need for the human resource
development, as they can use expatriate engineers and managers to meet immediate
requirements. However, development of the human resources is essential from the
context of long term national economic strategy. Under this situation, the dcvclopme'ni

- of human resources cannot rcly solely on the private sector. The government should
intensively undertake the human resource development with its initiative.

The human resource development basically should respond to actual needs and
therefore, any program for human resource development should be prepared so as to
meet specific demands. Thus, the proposed program will be effective only when many
job opportunities become available with advancement of industrialization in the country;
otherwise, the trained personnel will not obtain jobs to show results of their training on,
rendering training fruitless.. Nevertheless, the situation peculiar to Oman requires a
different program approach. ‘

This program aims to develop human resources who have specific competence to
meet the requirement for certain fields of industries, by means of intensively carrying
out special training with the government initiative rather than just lcaving it to the

. market mechanism, fo cope with the particular conditions observed in Oman, This may
involve a certain risk that can result to misallocation of human resources due to limited
job “opportunities offered for those trained personnel. Nevertheless, the government
should undertake the development program under its leadership, notwithstanding the
cost of such a risk, because it requires a long time for achieving its objective.



(2) Appropriatc manner for providing subsidy
The government cncourages companies to employ Omani workers as trainees by
providing subsidy to thosec companies. However, this system has hardly brought about
- successful results since most of those private companies have never conducted adequate
training, Under this situation, the present system of providing subsidy to all applicable
companies scems less effective. Instead, this program proposes selective and systematic

provision of subsidy in the form of scholarship.

(3) Treatment of engineers and technicians
In any country where availability of engineers is limited, the demand for engincers
currently far exceed the supply, employers tend to offer them with excessively favorable
conditions, compromising their discipline. In fact, many engineers prefer to perform
only desk work staying in office rather than field supervision. However, technological
improvement is attained in every cffort paid in watching and improving field opcrations
all the time. For this reason, it is important to put fresh-engineers for OJT in workplace
where engihcefs arc assigned to carry out their duly in the production field, and also
train them in field-oriented practice and discipline, even if it cost paying higher salary to
some extent. .
The same policy should apply to technicians. In Oman qualification of technicians
is often overestimated, and hence many graduates from vocational training institutes are
over confident with their capabilities. The provision of qualification is an effective tool
" to encourage trainees in studying, but if qualification is granted without pay.ing regard to
applicability, it may mislead them into neglecting acquisition of field practice.

Alternatives

(1) Overseas trainings : .

Generally, training courses prepared by various instituies abroad do not involve
long duration of field training at workplace. Since engineers and technicians in Oman
are expected to assume their post without initial training, the contemplated training
program should emphasize accumulation of field cxperience under different settings,
rather than passive training under the controlled enviromment. Thus, the overseas
training should be conducted not only by participating in such training courses, but also
arraniging special OJT type training at factorics.

(2} Training system by OJT : :
Even if the existing vocational training institutes are upgraded, it is very difficult to
train students to acquire technologies and skills equivalent to those held by expatriate



engincers and technicians. Fist of all, Oman does not have sufficient accumulation of
industrial experience to producé teachers who have vast expertise and experience in field
practice of industries. Even if such experienced teachers are employed (in this case,
expatriates), there still is a limit in the scope of training provided at the vocational
training institutes. OJT is indispensable for acquiring practical capabilities to deal with a
variety of problems cncouniered in production field.

Suggestion for Implementation
(1) Organizational set-up

1. Lead agency: Ministry of Labor & Vocational Training

2. Support roles: MCI, OCCI, Government-operated projects

3. Form the management commitice for the program with representatives of relevant
ministries and institates

4. Set a guideline for governinent--operated projects to employ the prescribed number
of Omani workers. After a certain period of time, cach employee has option to work
for the project or seek for other opportunities. Note that the employce, who choose to
work for the préjcct must meet qualification set by the project,' thus, it is not obliged
{0 continue ernployment of an unqualified person.

5. The cxecutmg agency of this program pcrmdlcally recruit candidates for overseas
training, arrange their training abroad, and assist their job—getting after compleuon of

the overseas training.

(2) Relationship with the existing program

Since the subsidy program for companies recciving trainees does not produce much
result, it should be replaced with the new program once it is ready for implementation.

In practice, however, it should take a fairly long period of time to conduct all
training with the new program, so that the existing program should be phased out in the
course of step~wise transition to the new program. _

On the other hand, the existing vocational training institutes should provide basic
training for the trainecs to whom special training shall be provided under the new
program, Hernce, the training at the existing institutes should be continued with further

improvement and upgrading.

(3) Implementation steps
1) Set-up of the management committee
The first step is the set-up of the program management committee, which will
identify sponsoring companies in Oman and abroad. Also, it will set up a network with



industrial communities in Oman to which assistance will be provided 1o arrange

employment of personnel trained abroad under the new program.

2) Formulation of the implementation program
The implementation program should be formulated for continuous operation
assuming that budgetary arrangement with prospective sponsoring companies can be

made for the necessary costs and expenses.

Program 4--2: Management skill improvement program

Program Description

As mentioned earlier, most of Omani factory owners are not'dircctly involved in
management and employ expatriate managers who manage factories on behalf of those
owners. While reliance with expatriate managers is inevitable at present since adequate
management know-how has not been accumulated yet in the country, the country should -
be prepared for development of local management capabilitics in the next generation.

This prograln is designed to mobilize qﬁaliﬁed young people who aspire to become
business owners or managers, and o provide them with confinuous training so that they
can do management by themselves in the future. Candidates include young employees,
sons of business owners, bank or government employees, who intend to operate their own
business, but not necessarily setting particular qualification.

Major areas of training are: _

1) Exploitation of market needs and seeds of new business opportunities: organized
four on pioneer businesses in the country as well as abroad, presentétion of R&D
results at domestic and overseas research instituteé, etc. H

2) Provision of the place for information cxchange'bem.reen different industrics and
ficlds to which participants belong; |

3) Management tfaining, including business planning and administration, production
conirol, marketing, etc, |

Key Success Factor
(1) Cost sharing by member organizations and incentives for paﬂicipation
In this arca, various activities including regular seminars have been carried out.on a
continuous basis by IDU in MCI, while OCCI also conducts manégci_nent seminars to its
members as required. However, participants are alwélys limited to business owners who

are already management-minded. As a step to encourage management-mind of other



business owners and potential entrepreneurs, it would be useful to set up a program to
motivate them. _

In this connection, a program fully sponsored by the government will not bring
substantial cffect even if it may draw a certain number of participants. The program
should attract participanis who expect some ‘tesults so that they will be willing to
participate despite their subscription. Idcally, the program necds to be voluntarily
organized and managed by participants at their own cost. At the same time, it should
have attractive features, such as meetings with busincss leaders and government officials
and granting of an annual award by the Sultan.

(2) Preparation of high quality program including seminars inviting foreign lecturers

In Oman, an increasing number of companics, led by government enterprises, has
certain business experience and know-how. The program can tap experienced business
managers, bankers, and government officials. At the same time, it is also important to
organiic'a series of seminars by foreign lecturers who have learned lessons experienced
in other countries. :

It should be noted that the learning through the experiences and know-how of the
other countries should not be confined to case studies on industrialized nations, which
are often not applicable to developing countries. The studies should focus on
expericnees in countries which have been pwisuing industrialization in the similar
direction as Oman, which include Dubai, Singapore, india, Hong Kong, and Taiwan.

Alternatives
- Wider scope of educational activities for motivating management-mind
Seminars and workshops are effective means of enlightening pcisons who have
positive interest on management. However, an important issuc in Oman is how to
~ encourage business owners and their successors or pofential entreprencurs in the
motivating a management-mind. Toward this end, it is necessary to conduct not only

seminars but also more wider scope of enlightening activities.

Suggestion for Implementation
(1) Organizational Set—up
1. Lead agency: OCCI
2. . Support roles: MCI
3. To establish a preparatory committec for the set—up of the program in OCCI, with
participation of persons' who act as core members for the preparation.

4. To solicit contacts to concerns by the preparatory committee to raise members



5. The government shall provide subsidies to cover the whole costs incurred for
preparation, and 80% and 50% of the operating cost respectively in the first and
second year. The government subsidy should also cover the cost for recruiting new
members, and 50% of the cost for inviling foreign lecturers, while other costs and
expenses will be funded through membership fee and other revenues. |

(2) Relationship with the existing program

OCCI has a similar programn but it is only for its members, IDU's activities should
include those not covered by the program. Thus, these activities are complementary in
some part and cannot be replaced' with the proposed program. Nevertheless, duplication
of efforts and resources is inevitable, if all of them arc to be opcerated on a continuous
basis, in light of the fact that potential members are relatively limited in number. A
possible solution is to organize a coordination committee by the three organizations. The
function of the commiltee is to review the individual action programs prepared by each
of the three to recommend any part of those program which can be conducted jointly.
To maintain independence of the organizations, it is important for them to develop their
own activity plans, based on which possibility of joint activities should be considered.

(3) Implementation period
The preparatory committee should be organized immediately. The committee shall
carry out preparatory work for the set-up of the program, while undertaking activities to

raise members.



7.5 Establishment of Technological Basis
Introduction

For countries where technological advancement is still behind the world standards, it
is important to adopt and assimilate advanced foreign technology, thus keeping pace with
the lastest adopted worldwide.

For less industrialized countries pursuing industrialization, the establishment of
technological basis is esscatial, particularly in building up the following requisites:
1) Preparation of the environment cilcburaging transfer of foreign technology
~2) Ability to select and adopt appropriate technology |
3) Technical capability to carry out improvement of technologies, engineering, product
development and other technical development based on thus transferred technologies

to attain more advanced ones.

The overwhelming majority of industrics existing in Oman use technologies
transferred from abroad. There are few indigenous technologies or even those transferied
from abroad a long time ago and iilhcritcd_as traditional technology, but these technblogies
have not been adopted in existing up—to—date industries.

This phenomenon has been seen in the course of industrialization in many
industrializing countries. It is most econontical to transfer advanced technologies available
in foreign countries, thereby filling a technological gap if there is a lack of domestic
technological resources to develop such technologies within a short period of time.

Oman has virtually no restriction or imposes any obstacle in the transfer of foreign
technology®): since the legislation is relatively free on foreign investment, technology

transfer, and imports of machinery and equipment.

The statutory basis for the registration of trade and service marks has now been in
place since January 1989, A trademark is protected for a renewable 10-year period from
its date of registration with the MCI5) . Included within the scope of trademarks are any
‘words, letters, signaiures, drawings and similar symbo]s that are used to distinguish

commodities, products or services.

| Scemingly, these favorable conditions have allowed companies to successfully select,

) It scems to be no problem importing industrial technology at the present tevel in Oman. However, in the future, it
. is necessary to set up a Jaw and/or system to protect technology when Oman imporis high technology in the future.
5) In Asean couniries, a term of license is: 14~20 years in Indonesia, 20 yeass in Thailand and Singapore,
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introduce, and adopt appropriate technology. In practice, however, previously transferred
foreign technologies present various problems for the interest of industrialization in the
country. Technologics transferred to Oman have been selected in consideration of the
limitations prevalent, and the industrial development pcculiar to the couniry, namely (1) a
small domestic market, (2) necessity to import most of raw materials and parts duc to lack
of industries to support operation, and '(3) availability of relatively low-cost skilled iabor
from abroad. Thus transferred technologics are mostly conventional oncs appropriate for
labor-intensive production in small and medium-scale, rather than advanced technology
enabling economic production in international scale. Since industrialization is still at an
carly stage and domestic production is undertaken in a limited scope through import
substitution, the existing industries can afford to sustain even with the adoption of such
less advanced technologies.

‘The existing industry has suffered no particular difficulty in production based on those
technologics. This is due to the following reasons: |

(1) Those technologies are commercially proven ones which have bécn used in many
countries over many years, and the factories adopting those technologies are operated
by expatriate engineers and technicians who are already familiar with them.

(2) When the government gr.ants an industrial hicense to manufacturers for certain
products, it defines the standards applicable to the production of those products,
forcing the licensed manufacturers o produce the products confdrming to such
standards. Hence, those manufacturers produce the products with some level of
guality control fo meet the set standards.

_ The Omani industry, however, lacks the basic capabilitics to assimilate transferred
-technologies and accumulatc.tcchnologies for further advancement. Expatriate engineers
and technicians employed in- the Omani companics generally fulfill only assigned dutics
since they work under a short term contractf. There are no indigenbus engineers and
technicians who have vast expericnée in_applicatibn of those transferred technologies, nor
those who can absorb technologies and Skillsl held by expatriate engineers and technicians.
Under this situation, Omian has so far lack the resource to lead tecﬁnological advancement
based on technologies transferred from abroad. '.
Transferred technologies have been used without any nnprovement or modlﬁcatlon
either at the time of adoption or during subsequent operation. Those technologies become
obsolete and lose competitiveness, as these face teclmblogical innovation and advancement
in industrialized couniries, thus, compelling Oman to acquire new technologies.

In the past, Japan and other industrialized countries have adopted various techndldgies



transferred from abroad, and the leading role of those transferred technologies which has
contributed to the subsequent technological advancement has often been overestimated or
overemphasized. While such transferred technologics served to provide the basis for
subsequent industrial development, the successful development was attributed much to
their téchnologica] capabilitics and resources to absorb said technologies. For instance,
Japan has been devoted to  research and'dcvclopmcnt of technologics since the early
1900s6): whilc intensively proceeding the adoption of foreign technologics between 1950
and 1970. This has resulted in successful achievement of improvement of technologics as
well as development of new technologies through absorption of transferred technologies.

The future vision of the industrial development strategy, as discussed carlier, indicates
the importance of (1) the development of technological infrastructure, such as testing and
inspection facilitics, from which functions of the technical service center and regional
distribution center in the Middle East shall be based., (2) the development of linkage or
supporting industries such as metal-working and plastics processing, and (3) the
development of human resources to undertake the foregoing services. These can be well .
worked out by using imported equipment and expatriate personnel. However, more
importantly is the nurture of the ability to identify and commercialize seeds of
technological improvement and innovation from daily operation in the industries. In view
of this, techn‘ollogical: accumulation and build-up of capability and rescurces for
technol{)gy development is essential, (1) by nurturing Omani engineers who are engaged in
carrying out technologxcal research and development, (2) while encouraging longer stay of
qualificd cxpatriate engineers with incentives (including grant of citizenship) to undertake
such technological accumulation, research and development.

In particular, it is vital to: (1) undertake continuous research and development of
indigenous technologies specialized in Oman, (2) while nurturing Omani researchers and
engincers o undertake these research and development work.

At the same time, another importance is to build up functions that will guide and assist
the development of new industrial undertakings, including those already identified in some
areas. These functions should be undertaken by Omani engineers and researchers or
alternatively by utilizing qualified foreign experts who are engaged with long—term
commitment in the future. However, the initial stcp up can be launched by temporary

employment of forelgn experts. -

6) The Japanese expendllure of R&D in 1942 was vtrlu'ﬂly the same level of R&D expenditure in 1959 (’Iechnology
Innovation and Industry in Japan, 1964)



Most of the industrial standards are adopted from the foreign or international standards
directly or with some modification. This adoption procedure is one of the efficient ways
to promote standard development. Nevertheless, there are some arcas where the industrial
standards 5pccif_icall'y applicable to the local conditions arc necessary to be developed?) .
This will help improve the manufacturing and distribution cfficiencies. In addition, and
more importantly, it will help the country formulate its technological basls, in ferms not
only of research capability, but also of human resource dcveIopment

To meet the foregoing needs for the establishinent of technological basis, it is
proposed to undertake a program which is designed to provide assistance for technological
research and development, and product development, thereby building up capabilities and
resources for technological development. Details of the proposed program is described

below.

Program 5: Establishment of technological research and product
development assistance function

Program Descriptlnn

The program entails the setting up of an institutc which carry out (1) R&D for the
development of technologies that promote the efficient utilization of locally available
resources, and also for establishing product specifications to meet the local conditions, and
provide (2) technical assistance and guidance to industries for product development as
required by them. ' '

The program has two principal objectives. - The primary objective is to carry out R&D
activities for the development of appmpnatc technologies related to - the products
specialized in Oman for which there are no foreign technologxes readlly available. The
results of these R&D activities will be disserminated to the mdustrles Another objective is
to develop competent R&D personnel through 1mplementat10n of the foregoing R&D

activities,

In Oman, as any R&D for technological development have never been coﬁdut:ted by
pub'lic research institutes nor by privétc companics, no basis for tc_chhological
development at present existed. Further, it must _avoid the duplication of 'any'R_&D efforts
in technological fields where_ other countries have advanced. Oman should undertake
R&D applicable to the lbcally specialized conditions with regard to certain technologies

7) It does not mean to neglect the importanee of development of regional standards (GCC Standards), but can be
used as a basis for development of the regional standards.
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developed in other countries, rather than carrying out basic research for the development
of new technologies.

The organization and functions of the proposcd institute, and main theme and activities
for R&D are enumerated below. '

(1) Main theme for R&D
1) Technologics for processing some indigenous resources in which available foreign
technologies are not directly applicable; due to special quality or limited reserves of
materials to be processed, or due to specialty of materials which are not available in

industrialized countries.

Examples:

(1) Use of kaolin resource: — Kaolin available in Oman is high quahty but has color, and research on
usage of colored kaolin is essential.

(2) Diverse use of date: - development of technologies for utilizing fruit, leaf, and trec of date. Since
the dates arc planted in very limited regions, it has rarely been a subject of R&D.

2) Development of product specifications and applicable technologies to meet special
market requirements (such as small markets, special climate conditions, etc.) which
are not readily satisfied by available foreign specifications and technologies.

Examples:

(1) Development of special specifications for automotive parts to be used under desert climate: — 1o
establish industrial standards for automotive parts that can withstand harsh environmenial conditions
including high temperature and inclusion of said.

(2) Development of regional standards for construction materials related to energy saving.

) Majcr functions
1) Research and development of technologies
2) - Technical consultation and guidance =
3) Rescarch and dissemination of technical information

4) Relevant market and economic research

(3) Organization (not including the administrative section)
1} R&D department on mineral resource utilization technology
2} R&D departiment on construction materials
3) R&D department on machine parts



4) R&D department on agro—industry technology

5) Market and economic research department

6) Public relations and service depariment (or coordination department); consisting of
a unit responsible for dissemination of R&D results to the industrial community, and a
unit to receive inquiry from the industry, followed by assignment to related

departments and monitoring and coordination of work progress.

All the departments cxcept for 5) and 6) perform the functions of 1) to 3) among
four functions listed above.

Key Success Factor .

1) It is difficult o identify themes for R&D based on requirement by the industrial
communitics since they have no specific need for R&D because of their present
opcfatioﬁ entirely relies on technologies transferred from abroad as well as expatriate
staff and workers, and also for the following reasons:

a) They did not find any need for improvement of those technologies at present
because most of the technologies have been transferred during the last few years.

b) Expatriate eng:ineers and technicians are uscd to raise no specific suggestion on
| improvement of adopted technologics. '

c) Demand for technological improvement is not made known to the public due to the
absence of a consulting organization,

In order to overcome the foregoing deficiency, the proposed institute should
function to identify any potential nceds and seeds for techno:logica}' development
underlying in the private sector. To this chd, the institute should carry out the
following activities:

a) To identify and grasp technical issues faced by the industrial community through
technical conisultation and guidance service. For this activity it is important to make
the industrial community recognize and appreciate the functions and activities of the
institute for cncouraging the ‘utilization of those functions and activitics by the
industrics. In this connection, the public relations department - (or service
coordination department) should play a central role.

b) To incorporate demands from various industries into the annual plan of the institute,
Those demands can be identificd by means of setting up a consulfative committee
organized with the representatives of relevant govérnmeht authorities and industries,
through other appropriate means.



2) "Effective and productive use of locally availablc resources” has been and is one of

major R&D subjecis in many countries. However, almost all of modern technologics
have been developed for possible use of widely available resources, as the result of
long~standing research, tests and experiments. If any R&D is carried out on some-
resources simply aiming at utilizing available resources, it may often fail to
accomplish with successful commercialization. In order to avoid such risk, it is
important to justify economic feasibility of the rescarch projects at an early stage, and
the market and economic rescarch department should be organized within the institute
to carry out such function.

Suggestion for implementation

(1) Organizational set-up

1.
2.

Lead agency: MCI

To organize the institute as an enfirely new organization or an organization
incorporating DG Specifications. Assuming relatively limited demand at the initial
stage, the latter may be more effcctive, since the existing testing and technical
consultation service functions as well as manpower held by the DC Specifications can
be utilized. _

While the institute should use local human resources (those having industrial
experience), experienced foreign personnel should be employed at the initial stage to
establish a definite direction for R&D and its methodoldgy.

(2) Implementation steps

1.

Detailed study on theme for R&D and the organizational structure for conducting
R&D: Prior to implementation, a study should be conducied to identify R&D needs
and seeds in the industry as well as in the country in genera'], define the imiediate
activities, and to define its functions and activities in coordination with those of other
government authorities and institutions, particularly DG Specifications, the Ministry
of Petroleum and Minerals, the Ministry of Agriculture and Fishery, and government-
controlled inanufacturing entities. As the industry has no definite demands yet, the
study' should identify pbtcntial needs and seeds underlying in the industry, and should
also assess thlis_ identified needs and seeds to make it sure whether those are really
effective to build up the technological basis in line with the future vision of the
industrial development. _

Based on the result of the above study, theme for R&D should be defined and an
organization suitable for such activities should be formed. Foreign experts capable of
supporting specific R&D activities and identifying future development needs and



seeds through R&D and technical assistance to thc industries shall be retained as

required.

Other Relevant Programs:
(1) Program 2-2: Liberalization of trade and investment
(2) Program 4-1: Human resource development

Other Recommendations: .

(1) To maintain the current strici attitude for product quality for Omani products to
gain recognition in the international market

(2) To prepare for the development of system in protecting intellectual property, which
will be the basic requirement for the future development as the regional technology

center



7.6 Further Grading up of Infrastructure
Introduction

For the indusirial development, the port is the most crucial infrastructure which
requires upgrading. To aitain the target of the Future Vision, which emphasizes making
the most of the Oman's locational advantage, the port will play an important role.

Electricity and water supply will also be very important for supporting industrial
.develcnpmcnt. Both electricity and water are projected to be in short supply in some yecars
to come as existing sup_piy sources become limited, but the proj.ects to increase those
supply are already under study. There is almost no problem for the communication system
at present, as observed by industrics.

_The' industrial sites, in genefal, are sufficient for industrial developfncnt in the
foreseeable future, 'Hnwevcr, in view of inducing various business activities from abroad,
further development of the industrial sites will be necessary, especially the extension of
preferential treatment to export industries, and the existence of industrial estates catering to
certain industrics.

The following discusses the requirements of further grading-up of port facilities and
industrial estates for supporting industrial development. -

Recommendation for Port facilities

There is a reasonable presence of two important ports in Oman, namelj' Mina Qaboos
and Mina Raysut. The former was opened in 1974 and built from its entrance to the Gulf
while the latter is located in the southern region of Salalah and commenced operation in
the same year, The Mina Qaboos port is geared at serving modern port needs and the
Mina Raysut port was initially intended for smaller vessels but was later expanded to

receive larger vesscls and meel increasing container traffic.

Operating Status of Existing Ports

(1) Mina Qaboos

1) Port Facilitics
~ There arc already various types of cargo that the Port of Mina Qaboos can handle
ahhually, owing to the existence of modern port facilities. It has a total of 13 berths, a
majority of which has draft depth of at least 30 ft.. The port also has a total open
-storage area measuring 1.7 million square ft. and a total transit shed area of 235,000
square ft.. Among the notable port é_quipment are two 35-ton ganiry cranes. The
grdwiﬁg demand for modern facility nceds is sustained with the regular upgrading of
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port equipment.

2) Existing Capacity
The Mina Qaboos port can handle a total of 2 million tons of cargo of various types,
ranging from conventional to bulk cargo. The vastness of its container yard with an
area of 4,7 hectares can accommodate 1,600ITEU'S loaded containers and 600 TEU's
empty containers.

(2) Mina Raysut
1) Port Facilities
With the harbor's expansion in 1982, a container terminal was made available with
a 35-ton container handling gantry crane. The Mina Raysut port has 8 deep water
berths with depth ranging from 4 to 10 m, an oil pier that can accommiodate an oil
tanker weighing up 1o 35,000 DWT, not o mention the shallow berths to receive
launcht;s; fugs and small boats. An upe,n' storage area totaling to 200,000 m? and a

covered transit shed area reaching 12,000 m? is also present.

2) Existing Capzicity . ‘ .

The expanded port now boasts of having an annual cargo ihroﬁghput of 1 million
tons. s container yard is capable of storing 900 TEU's of loaded containers, 650
TEU's of empty containers and 28 TEU's reefer units.

Expansion Plans
(1) Overview _ _

Further port development is envisioned for the two above-mentioned ports and the
creation of a new port, to cope with the increasing cargo traffic. A segment of Mina
Qaboos port development has already been started, and fund allocation for other phases
of activities is already part of the Mina Qaboos Development Plan. A Master Plan for
the Mina Raysut port on the other hand, cnvisages to make the port attractive to more
shipping lincs. The corresponding cxpansion will be based on a study of demand
forecasts for container transshipment. '

(2) Mina Qaboos :
Four areas are involved in the Mina Qaboos port deévelopment, “These are, 1) main
- maritime works, 2) drédging of the access channels and harbor basin, 3) buildings and
other infrastrﬁctures, and 4) procuremeént of cquipment. As mentioned earlier,
development works already started particularly in undertaking main maritime works.
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‘These include conversion of the existing berths into container berths installing quay-side
container handling gantry cfancs, which will be supplemented with 8 rubber—tire moving
container handling gantry cranes. Dredging of a channel and harbor basin to a depth of
13 m has been done to complement the reclamation of Shufaify Bay by using the
dredged material, developing a 15~hectare container storage area. Zoning of available
arca and its reallocation will also be initiated. Iikewise, entry and exit gates, and small

modern maintenance workshops will be made available.

(3) Mina Raysut

Much scems 1o be desired after the Mina Raysut port's first expansion, and the
objective of making it aftractive to more shipping lines prompted the Ministry of
Communications to conduct a detailed comprehensive stﬁdy identifying the short and
long—term requirernents of the port. .Preiiminary findings indicate that a 10% growth by
the year 2015 may reach a container transshipment of 290,000 TEUs. The Master Plan
which embodies the Mina Raysut port development is divided into three phases and is
expected to be completed before the year 2015. '

{(4) New Port _ _
The need for a new commercial port in Northern Oman was confirmed as the result
of comprehensive feasibility studies conducted. Its need can be established on two
grounds, first, to meet traffic demand forccasts and sccond, to cope with future type of
fully-loaded vessels. Prospective sites are not yet determined but those being
considered are sites ncar Sohar, Khaburah, Suwaiq, Musanah, Muraysi, Haradi, Quriyat
and Sur. The selection will be based on detailed comparative studies and investigations.
The New Port will not in anyway diminish the importance of the Mina Qaboos port
because of the projected overflow of 1.7 million tons, of the 3.7 million ton cargo
requirement that needs to be served in Northern Oman. By the year 2000, the port of
Mina Qaboos can cater to only 2.6 million tons of the fotal demand. Fund allocation for
the detailed study of this pmjéét may be part of the current Five~Year Plan, but actual
construction 'may be started after the required funds are allotied in the Fifth Five Year
Plan which is to start by January 1996.

Recommsandation
~ Upgrading of port facilities not only to cope with the increase in cargo handling
volume expected in the future, but also to make the most of the locational advantage
 of Oman: ' _
a) Upgrading of port to be able o receive major international container lines
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b) Promotion of major container lines to make a stop over to the port _
The following considerations should be taken for port expansion and new port
construction projccis

1) Implementation program for the port expansion and new port construction project
must be drawn to meet the growth of throughput cargo volume. Nevertheless, in
order to attract international container lines, consideration should be made to satisfy
minimum requirement as enumerated below, _ |

a) To have container handling capacity more than nearby ports, includihg Jebel Al
Sharjah, Fujayrah, and Khawr Fakkan; and

b) To secure sufficient spzice for future expansion, with a view to exceeding the size
of Jebel Ali Port in the future, _

' 2) A candidate site may be located within an area extending from Sur to.Sohar via
Muscat or an area in or around Salalah. Container lines may prefer a location near an
arterial line, which makes Salalah the most sujtable. Considering the distance of
subsequént inland transportation, however, a site should be selected near Muscat on

* the northern coast generating the largest container demand.

3) Natural-gas based chemical industries (such as urea fertilizer, chemical methanol,
and petrochemical) are likely to be located near Sur in consideration to accessibility to
LNG pipelines. On the other hand, these products arc gencrally shipped by bulk
carriers or chemical tankers, and they can be handied at a port different from the
container port. A final decision should be made by taking into account overall
cconomic factors including possible economic benefit by using a single port. The
samec concept should apply to the gypsuin project,

Recommendation for Industrial Estates

Overview
(1) Infrastructure Support
The nccessary infrastructure facilities are more or less standard across industrial
estates in Oman, These include roads, tclecomm_unibaﬁon system, scwagc'treatment
system, solid garbage collection and disposal system, and the like, Social infrastructure
also exists in the form of banks, shops, and medical facilities. Utilities such as water,
gas and eleclricity are offered at subsidized rates.

(2) Land Plots and Sheds _ 7 _ _
Basic infrastructure are land plots and pre~built sheds that suit various scale of

industrial requirements, these being available in different sizes. A maximum rental



period of 50 years including a 25-year rencwal rights are accorded to tenants. The lease
of these plots and cven the sheds are also subsidized at 0.250 baizas per square meter
annually for the former, and RO. 2 to RO. 4 per squarc micter for the latter. Said rates arc

subject to review every five years.

There are three 'cxis'ting industrial estates, namely, Rusayl, Raysut and Sohar, but

there also are other industrial estates which are under development.

Rusayl Industrial Estaie
(1) Size of Land Plots and Sheds
Covcrmg a land area of 110 hectares, this industrial estate consists of 125 plots each
with a size averaging 1,000 m?. The size of pre--buiit sheds on the other hand, ranges
from small 300 m2 to huge 4,500 m2.

(2) Occupancy Rate -

At present, about 65 factories are located in this site, and 20 more factories are now
~under construction, The Public Establishment for Industrial Estatc (PEIE) has allocated
~ 55 of industrial sheds it built, and 9 units are being constructed and already reserved for

tenants. To date, there remains about 45 tenants waiting to be allotted with units. In
view of the prevailing and future demand, expansion efforts invelving about 50 hectares

has been conceived.

)] " Amenities and Support Services
The site is qupported with several amenities which include health care faClhthS post
office, bank, mosque, and a cornmerc;al center. In addition, government services are
made accessible because concerned public offices are lodged inside the estate.
Residential amenities are extonded with the presence of a housing complex, supervxsad
and maintained by PEIE, which becomes the home for 1,000 employees, and later to

accommaodate 5,000 employees once fully developed.

Raysut Industrial Estate
(1) Size of Land Plots and Sheds
The Raysut Industrial Estate has been alloted with a total land arca of 103 hectares,
of which 30 hectares has been developed under the Phase I Project: About 56 land plots
are made available with sizes varying from 1,350 m? 0 6,300 m2, Further construction
will be effected this year.



(2) Occupancy Rate
There are already 6 factories with advanced facilitics covering an area between
13,000 10 21,000 m?, Meanwhile, other seven plots are given to investors.

(3) Amecnities and Support Services

The estate boasts of the existence of mosque, guest house, mutawaa house and car
parks within the administrative complex. The estate’s administration office likewise
houses the post office, bank and a clinic. Plans are underway for having separate

building for these latter services.

Sohar Industrial Estate
(1) Size of Land Plots and Sheds |
This industrial estate is constructed on 36.6 hectares of land during its first phase
development. The first phase construction involved 50 land plots of different sizes
ranging between 1,200 to 11,000 m?. Pre-built sheds of various sizes ranging between
450 to 1,500 m? are also oftercd.

(2) Occupancy Rate - :
About 8 advanced factories and 15 plots which have been designated to investors
producing various products, comprise the estate.

(3) Amenities and Services
Similar to the Rusay! and - Raysut industrial estates, built in the Sohar industrial
estate are a mosque, bank, post office, clinic, car parks, small gardens, guest house and
the like. Expansion—related works to provide other amenities and services are also

planned.

Recommendation

In view of inducing various business activilies from abroad; further development of
the industrial sitcs will be ncces.sa'ry, especially the prcferenti'al treatment for export
industries, and industrial estates specialized for specific industrics.

The former is discussed as "Establishment of Free Zone" in Program 2-3.

The latter type of industrial estates designed for specific industries will contribute to
the modernization and higher productivity of the industry. It includes industrial estates
specialized in apparel industry with common facilitics for upgrading the operation, as
discussed as "Industrial Project for Upgrading an Existing Apparel Indusiries”, and that of

metalworking indusiries, which will particularly be required as supporting industrial basis

. 7-58



sometime in the futurc with accumulation of industry,  Food industries often enjoy the
provision of facilitics specifically prepared for the industry, such as water supply facilities,
packagihg assistance center, raw material storaging facilities, ctc.. The provision of such
facilities might attract foreign investments in this field, though a marketing research is
required in advance to confirm the demand,

These industrial estates designed for specific industrics may be a part of the zoncs
within the existing/planned industrial estates, depending on the demand size,
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Table 7-4 Profile of Oman Development Bank SA0G

-_—

Legal Status : . State—own specialized bank
2 History . Established in 1976
Operation commenced in 1979
3. Share Capital > R.O. 10 billion
4. Principai Activities

(1}  Advancing and guaranteeing medium and long term loans to Omani establishments and
companies which are subject to the Commercial Companies Law No. 4/74 and registered in
the Sultanate of Oman. These leans will be used in the financing of development
expendityre in sectors of iﬁdnstry, agriculture, petroleum, mining, fisheries, services and
any other economic sector related to development.

(2)  Participation in the capital of Omani joint stock companies operating in any of the above-
mentioned sectors,

(3) Provision of technical assistance to Omani companies with regard to studies  and
preparation of projects for implementation.

(4) Obtaining loans from the Govemment and other parties including regionat and
international organization either through direct borrowing or in the form of bonds issued
for public subscription. _

(5)  Managing and actling as an agent for the Government:

a) for the disbursement and collection of vaefnnmnt Soft Loan, and

b) in operating Export Guarantee and Finance Unit
5. Loans, Advances and Investments in Companies (R.O. million)

- Loans and Advances Investment in Conpanies*

1992 : 18.99 272
1993 17.46 287

(* shares at cost)



8. Porifolio by Sub-sectors

Sub-sectors Percentage of Portfolio

1). Tood processing, beverages,

and storage facilities 19.1

2) Construction 15.9
3) Agriculture and fisheries 13.3
4) - Textiles and garments 9.2
5) Chemical industries : 7.9
6} Metal products 6.6
7) Paper and printing ' 71
8) Fumiture 0.3
‘9)  Small scale industries : 1.6
10) Miscellancous 19.0
100.0



Table 7-5 ODB Financing to industry (by Sub-Sectors) 1979 - 1932

(R.O. 'D00)
No.of Total Project Average Cost ODB's Total Average Loan % of ODB's
. Loan {o
Project Cost per Project Loans per Project p
roject cost
1. Foodstuff and 73 36,101 495 14,735 202 40.8
beverages industry,
and warehousing
facilities
2. Chemical industry 64 34,872 545 15,922 249 45.7
3. Building materials 56 49,877 591 11,239 201 22.5
4. Furniture industry 13 4,986 384 2,245 173 45.0
5. Paper and printing 34 11,010 324 4,832 142 43.9
6. Textiles and garments. 13 10,985 845 2,775 213 253
7. Metal products 28 11,303 404 5,128 183 45.4
8. Other industries 10 6,959 696 2,17 217 31.2
Sub-total {1-8) 291 166,093 571 59,047 203 35.6
9. Small scale industries 36 1,693 47 751 21 44.4
& vocational training
Total 327 167,786 513 59,798 224 35.6
Source: ODB
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8 Recommendation on Implementation of Government Support
Programs for Industrial Development

8.1 Phased implementation

Since the government support programs recommended in the foregoing cover various
areas of activitics, they are necessary to be implemented one by one according to the
extent of importance. In addition, there are some programs which will not be effective
unless the prerequisite conditions are fulfilled in advance, and therefore, phased
implementation is more adequate in this sense. _

Figure 8-1 indicates the timing of government support programs for their effective
implementation, assuming the promising industrial projects stated in 6.4.3 will materialize
at an carlicst possiblc time.

As already discussed, the immediate task for industrial development in this country is
to increase its industrial accumulation making most of the resources and markets available,
though they are limited. Thus, the priority of industrial development is to be placed on
improvement and strengthening of existing industry, and promotion of investment,
particularly of private sector, for increasing production for both domestic and export
markets. The aggressive pmm'otion of foreign investment with anticipation to the
capability for marketing and technology will be the core of inv'cst_mcnt promotion.
Therefore, promotion of investment by foreign capital and promoti()n of bxport, among
others, are the necessary actions to be taken immediately. _

The development of industrial infrasiructure, which is i_ndispénsable for supporting
future development of industry, is also necessary to be taken action at the carlicst, taking
into account the time required for the development,

The program for developing technological basis, particularly its initial steps, should be
started as soon as possible, in that it is indispensable for the future development of industry,
and it takes time, although the need for it by existing industrics is not significant
apparently, However, the program should not be implemented without considering the
extent of increase in industrial accurnulation in this country, so as to avoid the over
building up of the basis disproportionate to the stage of industrial development.

“The program of human resource development could result in adverse effect without
adequate demand for the resources, and therefore, should be implemented also in response

to the increase in industrial accumulation,



8.2 Organizational Setup for Program Implementatian

The recommendations for organizational setup for implementing the individual
programs are described in the fofcgoing sections. The enforcement of various support by -
organizations centering the Government, is essential in one hand, but duc attention is
necessary on the other hand to avoid over investment in implementing the programs which
is often caused by the small size of the market. The organizational setup is necessary to be
fntegrated among the programs with similar activities and functions, and to prevent
develop independent organizations for each required functions regardless of its size. The
organizations should be either expanded or established as a Scparate organii'ation, when the
necessity arises, in accordance with increase in their activitics.

The following indicate the possibility of setting up.organiza'tion integrating it among
the different programs: _

1) The organizations for setting up institutions for promotion of foreign investment
(Program 2-2), and promotion of export (Program 1-2), may be integrated' into one.
However, the trading house for promotion of small/medium export (Program 1-2)
should be a separate organization to ensure their spc_cific function.

2) ~ The consideration is necessary for the program of deveiopinerit of technological
basis (Program 35), to avoid duplication of investment with ﬂ:m cxisting Directorate
General of Specifications. 'Further, the existing testing and inspection facilities_ of the
Directorate General should be utilized as much as possible. Nevertheless, rescarch
and development by Omani themselves should be ensured as intended in this program.






Study/plan for decision

Figure 8-1 Indicative Phased Implementation Plan
1995 | 1998 | 1997 1998 1999 2000 2001 2002 2003 2004 2005
Presumed implementation plan of promising industrial projects/ infrastructure development o
: S i SR ! A Ind. development as a side
" . A Nelv export developmentiprojects Expansionfconstruction of effectiof free zone-based
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export industries (apparel industries, etc.) (nypsum, Gypsum boa i f“ - L industries
1L Industrial development on the basis of port development and foreign investment promotion/free zore development (Repacking indus trié;: b
Petrochemical Projects warehousing, fransportation, etc.}
Government support programs
Ensuring Export Market
1.1 Institutional setup for export promotion _
_ Study/plan for decision frsuceem _ - I
Preparation | Jem——— . - .
Commencement of operation A ) - ~
4. 2 Trading Company Development )
Sludylplan for dﬂCiSiOn R o T ~ )
Preparation . e — — ]
Commencement of operation
Encouraging Foreign Investment _ -
2. 1 Legislative preparation for the improvement of foreign investment conditions to make more attractive for foreign investors

. ‘Preparation

Commencement of operation A o o
2. 2 mnstitutional setup for promotion of foreigh investment ' “
Study/plan for decision e R o
Preparation : L
Commencement of operation o A

2. 3 Promoting the setup of Free Zone

Study/plan for decision

Preparation/construction

Commencement of operation

Intensifying financing programs/schemes for industrial deveiopment

Study/plan for decision

Preparation

Commencement of operation

Human resource development

4. 1 Long-term technical skill acquisition program

Study/plan for decision

Preparation
Commencement of operation

4. 2 Management skiill improvement program

Study/plan for decision

Preparation

aEC————)

- Commencement of operation

&

Establishment of technological basis

5.  Establishment of technological research and product development assistance function

Study/fplan for decision

Preparation

Commencement-of operation

_‘U‘M, _— .

Further grading up of infrastructure

Study/plan for decision

Preparation/construction

Commencement of operation
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ANNEX 1

ANALYSIS OF THE EXISTING INDUSTRY BY SUBSECTOR






1. Food and Beverage Industry

1.1 Generai

The food industry in Oman consists of oil and fafs, bakery products, snack food and
confectionery proddétion,- soft drink and mincral water, in addition to an ordinary
processing industries of grain mill products, meat, fishery products, vegetables and fruits.

Aﬁmng them, only the fish processing/canning industry is located near production
sources, while other subsectors are mostly located near their markets.

While the fish 'processing subsector establishes itself as a major export industry, other
subsectors mainly serve domestic demand and export a surplus. In 'addiiion, there are
some subsectors, e.g., tea bags, which equally serve domestic demand as well as export
markeis because of their édvantages in distribution networks.

Most of the subsectors rely on imported raw materials, excepting the fish processing
subsector as well as secondary and tertiary processing industries.

The extent of ;irocessing is relatively limited in most of subsectors, which produce
general food products. Orﬂy few of them develop their own products according to market

needs.

207 manufacturing enterprises are registered in the food and beverage industry. 25%,
52 enterprises, have a capital of R0.100,000 or over. These relatively large enterprises
have successfully infroduced technology, equipment and experts from foreign countries at
an carly stage of operation. They are now manufacturing relatively high quality products,
which are shipped to domestic markets or are exported when a surplus arises. However,
most of them had relied on foreign companies for technology transfer only at the initial
stage, and are relying on expatriate engineers for their operation. _
~ There are 104 small enterprises and micro enterpriscs with a capital of R0.25,000 or
less, accounting for 50% of total. GO enterprises of them are bakeries 23 are flour mills,
and 20 are engaged in spice and coffee milling and packaging. '
Medium-size enterprises with a capital between RO. 25,000 and 100 000 amount to
51 (25% of total), of which 29 are bakeries. 13 enterprises are classified as other food
products, consisting of relatively large enterprises engaged in ice manufacture and
conféctionery production, and sm'a'll_ and medium-size enterprises in ice manufacture,
confectionery production, milling and repacking of spice, coffee and beans.. Remaining 9
enterprises are in the arcas of meat processing,' dairy products, fish processing/canning,
and soft drink production. Many of them have a capital of R0.50,000 or more, and their
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characteristics are similar to thosec of the above-mentioned enterprises with capital of
'R0O.100,000, mainly differing in that they only serve local demand.

1.2 Meat Processing

‘Two companies are registered in the meat processing subsector, One is located in
Muscat and another in Salalah, The former packs and processes fresh and frozen meats
(producing meatballs and sausages) and cxports more than 80% of its total production.
The latter mainly supplies products to the southern area.
~ The country imported RO. 24.5 million worth of meats and processed products in
1992, Imporis of {ive animals totaled RO. 9.4 million. Gn the other hand, doniest_ic meat
processing industry accounts for a very small portion of the domestic market. Annual
sales of the largest supplier arc limited to around 1 million Rials, and the country's expoité
" of meats and processed products, and live animals amount to RO. 7.3 million.

The value of locally produced meat processing products accounts for more than 55%
of the local demand. lﬁ.pra'ctice, however, local products maintain market share of 20% or
less. Also, export prices arc much lower, 60% - 80% lower than domestic ones. This
indicates that domestic demand for processed meat products is rclatively small. Also,
domestic suppliers arc facing intensive competition with imported products, so that they
have to export surplus products not consumed in the domestic market.

The raw material cost for processed meat products accounts to 85% of the total
production cost, which exceeds sales prices.  Under these circumsfances, a new
investment project cannot be expected in the industry unless local demand for meat
processing products grows significantly.

1.3 Dairy Products

Ten cnterpriscs are registered in the subscctor. 2 are located in Dhofar and serve the
southern area. Other 8 companies are fargeting Muscat. All of them are relatively large in
size, and 7 have a capital of R(0.100,000 or over. Only one company in Muscat exports its
products, which value is limited to Icss than RO. 1 million. :

Oman imports RO. 27 million worth of dairy products annually, Those not produced
locally, such as butter and cheese, are mainly imported from Europe and Australia. On the
other hand, locally available pmducts-compéte with imports from the UAE and other
GCCs. In fact, they face strong competition from the GCC products, and the largest local
supplier estimates their share of the domestic market below 30%. 2 GCC-based dairy
companies have established their own distribution channcls within Oman, _

The exporter is one of the companies- established under the government policy in the
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1970s which prom()téd import substitution in all the industrial areas. In the 1990s, the
company started exports of evaporated milk, yogurt, and ice—cream to the GCC countries
{accounting for 10% of its sales in 1991), which improved operating results. Unlike other
foodstuff, the company does not export dairy products to dispose a surplus not sold in the
domestic market. Rather, it scems to be the result of aggressive marketing activity.
Nevertheless, it is difficult for the company to gain cost competitiveness against products
from other GCC countrics.- Therefore, the cstablishment of the brand ifnage and the
reinforcement of quality competitiveness are the key to the success in the export market.

The daity industry procures less than 20% of its raw materials from local sources.
Two thirds are fresh milk bo'ught from dairy farms; and remaining one third comprise of
packaging materials. Powder milk, butter, and other materials are mostly imported. Also,
30% - 50% of packagmg materials are imported.

In light of the fact that the production base in the UAE has the similar Wcakne‘;s
however, Oman has opportunity to accomplish further import substitution and export

promotion in this subsector.

1.4 Vegetable and Fruit Processing/Canning

Only one public enterprise, PAMAP, is registered in the subsector. PAMAP has 23
disiribution centers throughout the country which collect agricultural products. It also
produces lime powder and pickles, which are exported to the GCC countries, but not
significant in value due to insufficient market research. '

Again, the low productivity of the agricﬁltural sector in the country inhibits large—
scale, stable supply of vegetables and fruits for processing. At the same time, one should
take notice of the fact that vegetables and fruits supplied only by a dozen of large farms
are processed, and constitute major portions of foodstuff that are successfully exporied
from the country. ‘This suggests that a small-scale food processing operation that use
reliable supply sources and that serve specialized demand may become feasible since it is
easier for farms to grow vegetables and fruits according to customer needs. However, the
quality of products is not particularly high compared to competing products from Syria,
Jordan, and Egypt. In addition to the need for quality improvement, the amount and type
of supply varies greatly with seasons, so that the capacity of food processing plants nceds
o bc'dé'signcd carefully to prepare for a low operation rate in a certain season.

The country's imports of vegetables and fruits in 1992 amounted to RO. 56.5 million
(Table A1-1-1), compared to RO. 4.8 miilion of cxports. In total, processed vegetables
and fruits accounted for RO. 9.3 million. Only processed tomato products exceeded 1
million Rials, totaling 1.8 million Rials. Thus, tomato products seem to be most suitable
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for import substitution in terms of production sizel) , but the imports are not large enough
to offer cconomy of scale.

1.5 Fish Processing

Thirteen compénics are registered in the fish processing subsector. ‘Ten have a capital
of RO.100,000 or larger, and 3 are R0.70,000 or larger. .

Almost all of fish processing companies in the country have been established to export
ﬁshcry're_sourccs_ available in the country. Their geographical distribution is relatively
dispersed in accordance with the availability of fishery rcsources along the coast.

The value of exports in 1992 was RO. 13.4 million, or 29,600 tons (Table A1-1~2),
while imports amounted to around RO. 1 million. Lobsters account for approximately
20% of exports on a per value basis (2.6% by weight) and are mainly exported to Japan,
the UAE, and Italy. Other fish products are exported to Korca and the UAE, which
account for 53% of total, followed by Saudi Arabia and Japan. The four countries
represent 70% on‘a per valuc basis and 80% by weight.

The degree of local processing is relatively low, and most of producis are stcamed
(lobsters) or frozen. Some are dried. The low level of local processing is reflected in a
sinall percentage of depreciation cost, less than 10% of total production cost. On the other
hand, labor cost accounts for 10% - 20%. While foreign workers form a majority of work
force in the industry, the percentage of Oman workers is relatively high at 30% — 40%.

The unstable fish catch is the major probiem of the fish processing industry. It still
has to be modernized, and is not capable of having a sufficient catch to meet the
processing capacity. Also, many cafches are wasted further reducing supply. The

‘shortage of raw materials for the fish processing industry alwaj,'_s presents a risk of a
sudden cost increase, which discourages the  industry to invest in more advanced
processing facilities, On the other hand, diversification of pioducts such as fish meal is
hindered by various problems on the side of the fishing industry, including insufficient
surplus catch. '

While Oman is known to have prospective fishery rcso_u.rccs, it constitute diverse types
of fish and other marine life that attract most of attention. Accurate estimate of fish
resources has not been done. ‘Thus, a future prospect for the fish p_roccssing/canning
industry in the country arises only after available fish resources arc identified accurately,
as well as the process after catch become modernized.  Also, the development of products
using these fishery products, such as pet food, needs to be considered.

Duis reported that a new project to produce fomato ketchup became operational recently based on imported pulp. -
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1.6 Qil and Fat Processing

Two companies, one in Muscaf and another in Salalah, are registered as oil and fat
processing companics. The latter is a small company (having a capital of R0.25,000) in -
Dhofar and its details are not known.

The company in Muscat has a capital of more than R0.100,000, imports and refines
raw vegetable oils, and packages them and cxports 25% of total production (as of 1991,
50% at present). ' '

The country's imports of oil and fat amounted to RO. 7.3 million, mostly vegetable oil.
Of total, 60% ~ 70% (90% according to thc company in Muscal) are assumed to be
unrefined raw oil. As Shipments to the domestic market remained unchanged in 1990 and
1991, the production increase came from export growth, alihough the capacity utilization
ratc hovered at around 65%. According to trade statistics, oil and fai exports amount to
RO. 3.2 million and are destined to the GCC countries where 8 competitors (4 in Saudi
Arabia, 2 in the UAE, 1 in Bahrain, and 1 in Kuwait) are opcrating.

The cost of the im;iortcd raw oil accounts for 55% of the total production cost, and
that of locally procured materials (including packaging materials) represents 7%. The
plant uses relatively old facilities and cquipment, and depreciation expenses account for
only 4% of the production cost. In this subscctor, import substitution has nearly reached
its limit. Together with a very high ratio of cost for raw materials from tofal costs, a new

development project cannot be expected for this indusiry.

1.7 Grain Miiling

TWenty four enterprises are registered in this category, and only one company, statc—
operated:()man Flour Mills, is classified to be a large enterprise. Remaining 23 companies
arc small enterprises or micro~cnterprises haviﬁg a capital of less than R0.25,000, and are
assumed to be grain mills serving Jocal markets. _ '

Imports of grain mill products are very small (RO. 500,000 for flour and other
secondary processed products) compared to grain imports amounting to RO. 30.1 million
This indicates the progress of import substitution. In addition, RO. 5 million of fertiary
processed products, such as baby food and pasta, are imported,

In the primary processing industry, the raw material cost accounts for nearly 90% of

_tdfal. ' As mentioned earlier, import substitution has also been completed mostly in this
area. A major iséuc, ins{t;:ad{is how 'tg increase the opcraﬁng rate of processing, which is
70% at prosent. Clearly, it will depend heavily on cxport growth (currently 10% of
produciion’ on a value basis) and development of domestic and export demand for tertiary
processed prdduéts. The Iatter shows high potential, albeit quantity is not very large.
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1.8 Bakery

Bakeries amount t0 91 oui of 201 registered entities in the food processing sector, the
largest in number. All of them serve local markets, and 81 are classified as small
enterprises or micro-enterprises having a capital of R0.50,000 or less. 10 companics are
relétivcly large with a capital of RO.75,000 or over; 6 arc located in Muscat, 2 in Al
Batinah, and 2 in Dhahira. The iwo companies in Al Batinah serve Muscat as well as local
markets. _ '

One company located in Al Buraimi exports bakery products to the adjacent UAE and
is classified as only one exporter in the subsector.

The country imports breads, biscuits and other bakery products worth RO.2.39 million.
Major exporters are the UAE (R0O.647,000) and the UK {R0.549,000).

1.9 Animal Feed

Two companics registered in the category have a capital of more than RO.100,000 and
produce animal feed based on grains. One cornpény is located in Muscat and another in
Salalah to meet demand in each local market. '

Animal feed imports amount to RO,789,000, ‘estimated 0 be less than 5% of total
demand. (By weight, 6,000 tons are imported, compared to total consumption of 150,000
tons). Thus, impbrt substitution has been mostly completed for grain—based animal feed.

The cost of raw material as a percentage of total production cost is relatively high at
70% — 80%. In the southern region, production capacity is fully utilized and new capacity
is being added. On the other hand, the capacity utilization rate is below 70% in the
northern region. Since products from the southern region cannot compete in the export
market due to a high transporiation cost, the subsector's further expansion entirely depends
upon domestic dernand.

1.10 Beverages

Ten companies are registered in the soft drink and mineral water subsector, and 8 have
a capital of R0.100,000. ' '

Most of them are fruit juice (or essence)- based soda drmk makcrs except for onec
mineral water manufacturer, and one juice drink producer using 1mp0rted fresh fruit j ]mce

The company produces juice drink from imported fresh fruit j ]u1ce raw material, under
license from a U.S. juice maker and exports its products to the U.S. in addition to the
domestic market. The company also supply juice to a distributor in the UAE on an OEM
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basis.

- The company imports raw material natural fruits juice from India, concentrates from
the U.S., and bottles and paper packages in printed form from various sources. Together
with its location in Salalah, the company operates in a very unique environment, One
factor that justifics the successful startﬁp of the company is the Indian government's policy
to ban the usc of foreign brands (not any more).

Most of raw materials used by the soft drink makers, excepting cases used in the
minecral water production process, are imported. Packaging materials are mostly imported,
with the exception of plastic bottles that are molded by some manufacturers. Other
packaging materials locally made are limited to shipping containers.

Geographically, one company producing mineral water is located in an interior arca
because of proximity to a source of raw material (water), while other soft drink
manufacturers are located in major places of consumption including Muscat, Salalah, and
Sur. | _

Oman imports RO.17 million worth of beverages annually. Of total, non-alcohol
beverages, cxccpting mineral water (R0O.165,000), amount to RO.11,330,000. Of which
R(.10,280,000 are imported from the UAE. These beverages are mostly produced and
supplied by multinational corporations (MNCs), indicating their formidable market power.

1.11 Chocolate Products

. Although only one ]a.rgé éompany; {with a capital of R0.100,000 or over) is registered
in the category, there seem to be 6 medium-sized enterprises and 5-6 small enterprises
serving the market?) .Domestic demand for chocolate products is cstimated at around 4,000
tons annualiy, of which 60% — 65% are that of low-end market where local products and
foreign products imported from the GCCs are competing Consumers in the fow-end
market are price conscious, and the quality of producte is mostly poor.

 On the other hand, the high—end market is quality conscious, and thcre is only one
lcading domestic supplier serving the market, which accounts for around 15% of total.
The remaining market is controlled by several MNCs.

Most of raw matcnals are imported, while the locally pmcured materials — vegetable
oil, packagmg materials (corrugate cardboards and polycthylenc bags) and some
intermediate products ~ account for as many as 10% of the total production cost. Finally,
date — a purely indigenous food material ~ is used in some products, but it accounts for

only 2% of the total production cost.

2) They also produce other products and arc registered in other category.
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1.12 Other Food Products

49 c'ntcrpriscs are registered in the "other food products” catcgofy_. Those with a
capital of R0O.100,000 or over are mainly making ice, snack food and confectionery. Also
included are repackers of tea bags, coffee, salt, tomato powder, spice, and rice.

1.13 Geographical Distribution of Food Processing Companies

Most of food processing companies are located in Muscat that has a large
concentration of population. In fact, 128 out of 205 companies registered in the category
(62%) are located in Muscat and Al Batinah. Then, around 20 companies are located in
each of other arcas to serving local markets. _

Among food companies having a capital of RO.50,000 or more, only a few of them
are located in arcas outside Muscat and Al Batinah, with the ekccptibn of fish processing
and 1:;akcry. In A'Shargiya, for instance, onc dairy, one beverage, and 4 other food |
companies (including icc making) are located. In A'Dhhira, 2 companics in the other food
category and one mineral water producer, as mentioned earlicr, are located. Finally,
Dhofar has a more diverse industrial base because of local demand, consisting of one meat
processing, two dairy, one other food, one animal feed, and four beverage makers.

1.14 Food Processing Subsectors Not Present in Oman

Among SITC's 4~digit code industries, Oman does not have sugar refining and related
products, alcohol products, and tobacco products, for which imports amount to R0.7.05
Rials, RO.4.05 million, and RO.71.62 million, respectively (Table A1-1-3). The absence
of alcohol and fobacco industries is understandable because of religious and cultural
orientation of the country. As for sugar refining, it has been located in areas accessible to
material sources, and secondary processed products have been located in or near places of
consumption or distribution centers from which primary products are shipped in the past.
At present, however, large integrated plants are incrcaéih’gly located near sources of raw
materials. Thus, if Oman intends to establish sugar production one possible approach is to
cmerge as a distribution center in the Middle East, '
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