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After years of mystification and theoretical overemphasis
on the role and functions of the state, an increasing number
of scholars have recently begun to “demystify” and “disag-
gregate” the state’s powers and ability to affect change in so-
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ciety. Observers of the Middle East have been no exception,
with an overwhelming majority focusing on the impressive,
often massive edifices of the state, its leaders, or its institu-

tional 'aurrangemcnts.2 Equally prevalent have been recent
studies that zero in on the limitations of Middle Eastern
states, especially those without substantial oil resources, and
on developments compelling them to readjust and in some

cases abandon their traditional modus operandi.” Almost all of
these works have focused on the institutional and economic
exigencies of the Middle East’s rentier states and their ensu-

ing vulnerabilities to pressures from civil socicty.4

This article examines the limitations of the Middle East-
ern state from a somewhat different angle, namely the nature
of its relationship with a type of economic actor that may
best be described as “semi-formal.” These are primarily com-
prised of members of the petite bourgeoisie and owners of
small and medium-sized enterprises (SMEs). The article be-
gins with an examination of the phenomenon of economic
semi-formality within the larger context of the political econ-
omy of non-oil rich Middle Eastern states. It argues that these
states face diminished capacities in their efforts to regulate the
economic activities of the petite bourgeoisie and some SMEs.
At best, the state can only partially enforce its regulative
agendas on the activities of these economic actors, resulting
in the emergence of the economic phenomenon of “semi-
formality”: those economic activities that are only partially or
episodically regulated by the state. Semi-formality, the article
argues, is not simply the result of entrepreneurs’ natural im-
pulse to evade state regulations. It is, more fundamentally, a
function of the state’s own limited capacities to fulfill the
regulative tasks it sets for itself. The state’s uneven enforce-
ment of regulative policies—uneven over time or in relation
to different economic actors—allows nonstate economic ac-
tors, whether overwhelmingly in the formal sector or in the
informal sector of the economy, to slip in and out of semi-
formality.

Those whose economic activities can be classified as
semi-formal tend to come from one of two overlapping, in-
terrelated economic backgrounds: the petite bourgeoisie, and
the SME sector. The petite bourgeoisie, the article argues,
exists in a condition of near-permanent semi-formality, as
neither the state nor the petite bourgeoisie itself makes con-
certed efforts to actively engage the other. At best, the inter-
action between the two tends to be episodic and, when it does
occur, often superficial. The economic activities of most
SMEs, on the other hand, are technically supposed to be

regulated by the state. However, limitations in the state’s ca-
pacities, which are mostly a product of its institutional and
information deficiencies, often allow the SMEs to slip into
and out of semi-formality.

Relative economic autonomy from the state does not
necessarily translate into overt political activism. In fact, semi-
formal economic actors are among the groups least likely to
engage in open political activities directed against the state.
This reluctance to partake in political endeavors is largely
rooted in their precarious existence both in relation to the
vagaries of the national macro-economy and the occasional
harassments of state agencies and their officials. For the most
part, petite bourgeois semi-formals, similar to industrialists
and organized labor groups, are “contingent democrats,”
casting their lot with or against the ruling establishment when

it suits their material interests.” Put differently, the political
dispositions of semi-formals are largely shaped by practical
economic considerations.

Limited or impaired capacities are not unique to the
states of the Middle East and can be found elsewhere in the
developing world, and even in countries with advanced capi-
talist economies. Nevertheless, it is within the late developing
countries where states’ capacities generally confront their
greatest challenges, rendering them “weak” in relation to

comparatively “strong societies.”” This article’s focus on lim-
ited state capacities and economic semi-formality in the Mid-
dle East should not be construed as the region’s exceptional-
ism in this regard. Both phenomena can be found elsewhere
in the developing world, and, to a lesser extent, even within

highly advanced, industrialized countries. The purpose here is
to explore the causes and consequences of these two phe-
nomena in specific relation to the Middle East.

The Middle East, of course, is far from monolithic, and,
at the broadest level, two general types of political economy
may be found there. There are a small number of “oil monar-

chics,”8 in which the state has substantial oil revenues at its
disposal and governs over a relatively small number of citi-
zens through the largesse of the “petro-economy” More
common, however, are states whose economies are more in-
tegrated and are non-oil rich, or, as in the case of Iran, Iraq,
and Algeria, even if they have oil, the revenues accrued from
it are insufficient to placate the population by buying off their
political quiescence. This latter group of Middle Eastern
states has had a harder time coping with the difficulties of
rentierism over the last two decades, and, as a result, their
reactions to mounting societal pressures—ranging from de-
grees of accommodation to heightened repression—have

9 . .
been more extreme.” For analytical and comparative purposes,
the focus here is on these less wealthy, more integrated
economies, found primatily outside of the Arabian Peninsula.
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The Politics of Negative Equilibrium

Unlike actors within the formal and the informal sec-
tors—whose economic activities tend to be marked by ex-
tremes of procedural formality versus near-complete infor-
mality—semi-formal enterprises operate out of formally
established businesses, but conduct their business with little
regard for formal procedures or regulations. The inability of
the state to firmly establish its authority over these semi-
formal entrepreneurs is due to a complex, dynamic series of
interactions and processes. Both in its stated policies and in
actual practice, the state tries to bring semi-formal enterprises
under its control, at least financially if not bureaucratically. It
thus creates bureaucratic institutions and agencies for this
specific purpose (e.g the Ministry of Economy, Chambers of
Commerce, etc.). However, state agencies and their function-
aries are often simply ignored by petit bourgeois small and
medium-sized enterprises, whose commercial practices strad-
dle formality and informality. The merchants’ successful
snubbing of the state is partly due to the state’s own inherent
limitations: quite simply, the state needs to preserve its avail-
able resources in order to more effectively co-opt and regulate
the activities of wealthier industrialists and organized labor.
Despite pretensions to the contrary, the state simply does not
have the omnipresence that its policies would require. Equally
important are the dispositions and the capabilities of the en-
trepreneurs themselves. Many neither trust the state’s inten-
tions nor agree with its overall ideological, political, or eco-
nomic agendas. Consequently, they circumvent state
procedures and regulations whenever possible. In short, in the
Middle East one finds what Joel Migdal calls “limited states”
both in general and in specific relationship to semi-formal

enterprises.10

A negative equilibrium of sorts has thus developed be-
tween a state that is not quite able to implement many of its
economic agendas and a society whose economically autono-
mous actors, in the form of the semi-formal SMEs and the
petite bourgeoisie, are only partially able to evade the regula-
tory reaches of the state. The state, of course, is far from
completely irrelevant. Its orchestration of the national macro-
economy still influences the lives of all citizens, irrespective of
the economic sector to which they belong. The non-economic
initiatives of the state can also be just as profoundly conse-
quential for the lives of the citizenry: conscription, policies
toward ethnic or religious minorities, state-sponsored gender
equity or discrimination initiatives, and compulsory education
laws, to mention only a few. But in terms of routine economic
interactions between the state on the one hand and those
outside of the formal sector on the other, the prevailing pat-
tern of relationship is one of general disconnect. State con-
trol over social actors, their resources, and their activities is
neither as direct nor as complete as state actors would like. At
the same time, it is sufficient for state actors to continue
holding onto power and, if they wish, to maintain the status
quo seemingly indefinitely.

This potential for stasis is largely a product of the priori-
ties of semi-formal entrepreneurs. Though far from being a
unitary class actor, the semi-formal sector has both the politi-
cal autonomy and the necessary resources to resist state con-
trol and regulations and to even present a potentially serious
challenge to the state. Nevertheless, the following pages argue

that the semi-formal entrepreneurs’ primary preoccupation
remains economic—maximizing benefits—and not necessar-
ily political. Although semi-formal enterprises play a crucial
role in the economies of the Middle East and can conse-
quently flex their economic muscles against the state, they
have so far failed to do so on a consistent basis. In fact, ex-
cept for brief interludes when these entrepreneurs have en-
tered into strategic alliances with other social actors opposing
the state—as they did in Iran’s 1905-11 Constitutional and
1978-79 Islamic Revolutions and as they have done in Alge-
ria’s civil war since 1992—they have generally avoided delib-
erate efforts to change or undermine the political status quo.

By and large, semi-formal entrepreneurs tend to be po-
litically pragmatic and, at most, they finance activities that
gradually help erode the legitimacy of the state. Otherwise,
they tend to be apolitical, which further reinforces the lack of
a viable institutional nexus in the Middle East between state
and society. More importantly, semi-formality perpetuates a
precarious political balance rooted in partially effective pene-
tration by the state and partially successful evasion by poten-
tially influential social actors. The ensuing negative equilib-
rium between the Middle East’s non-oil rich states and the
societies over which they govern is among the main reasons
the region remains one of the last authoritarian holdouts.

In recent years, the rentier economies of the Middle East
have experienced crises of one form or another, and in the

process almost all economic actors have been affected.11 The
political and economic consequences have been most acute
for the formal sector, whose organic links with the state are
relatively the most extensive. The downturn has also affected
the informal sector, but not neatrly as directly or as extensively.
In fact, in the Middle East, as in other parts of the developing
world, there is little that the state can or is willing to do about
the informal sector. As for the semi-formal entrepreneurs,
while they have suffered as a result of the general economic
slowdown, their relations with the state—which have been
minimal and friction-ridden—have not changed. Their wealth
and relative autonomy from the state have afforded them con-
siderable economic leeway and freedom of action. However,
so far at least, most semi-formal entrepreneurs have chosen
not to translate their relative economic autonomy into politi-
cal power or to curtail the powers of the state. The main rea-
son for this lack of sustained political pressure by these en-
trepreneurs lies in their continuing preoccupation with
economic endeavors. As a result, in the Middle East there is a
basic economic disconnect between the state and one of soci-
ety’s most preponderant economic actors, which in turn per-
petuates an absence of meaningful, routine procedural and/or
institutional venues for state and society to interact.
The Phenomenon of Semi-Formality

Much of the literature on the political economy of the
Middle East focuses on the formal sector and its relations
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with the state. ~ There are a few other studies, equally rich in
depth and insight, that concentrate on the informal econ-

13 . .
omy. = Although there have been some perceptive studies of
the bazaari merchants and other economic “informal net-

14 . )
works,”  none examine the semi-formal economy and the
pivotal relationship between its actors and the state in a sys-

. 15
temic manner.
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Unlike the other two “sectors” of the economy—the
formal and informal sectors—it is rather difficult to speak of
a semi-formal “sector” per se. Due to the agendas, disposi-
tions, and capacities of the state, and its inconsistent regula-
tion of the economic activities of social actors (discussed
below), the boundaries between the formal and informal
sectors are largely porous. Firms and other business enter-
prises, both large and small, therefore, can slip in and out of
semi-formality. In many ways, semi-formality is a condition, at
times temporary, within which established firms operate.
Nevertheless, there is a category of entrepreneurs, conven-
tionally referred to as members of the petite bourgeoisie, for
whom semi-formality is more permanent. Michael Mann’s
definition of the petite bourgeoisie is revealing in this respect:

The petite bourgeoisie owns and controls its means of

production and its own labor but employs no free wage

labor (as in Marxist definitions). The typical petite bour-
geois business employs dependent family labor at non-
market rates (usually below them). The “owner” may be

a person, family, or a partnership of friends, usually on a

substantially noncontractual basis—profits, losses, and

labor obligations are shared according to diffuse norma-
tive understandings of family and friendship, unlike the
more impersonal partnerships of larger business. The
petite bourgeoisie has capitalist property ownership but

with “nonfree” wage labor; it is familial and particularis-
16

tic.

In the Middle East, the petite bourgeoisie is primarily com-
posed of small shopkeepers, bazaar merchants, petty traders,
and small-scale manufacturers. Most of these merchants op-
erate out of small, nondescript stalls often found in the
commercial districts of cities large and small, especially in the
bazaar area and other inner-city marketplaces.

Semi-formal enterprises, whether belonging to the petite
bourgeoisie or the SMEs, can have substantial financial and
economic resources at their disposal. Although these business
establishments are often officially registered and licensed,
much of their transactions are conducted informally and un-
officially, bound not by specific government regulations but
by internal, complex dynamics that have evolved within and
between each of the businesses over time. The commonplace
use of promissory notes and the havaleh system to transfer
money from one party to another, in preference to going
through the formal banking system, is a prime example. Due
to their outward appearance, these businesses can give a mis-
leading impression of volume of capital they generate.

Semi-formal enterprises generally fall into one of two
categories. Many specialize in the sale of one or more specific
goods—fabrics, carpets, jewelry, leather, copper and brass,
bridal and dowry goods, herbs and spices, nuts and dried
fruits, patisseries, etc. There is often only one owner, although
some stores may be owned by a partnership of two entrepre-
neurs. Many of these businesses are found in the bazaar—in
fact, these are often the on/y businesses found in the bazaar,
with each wing of the bazaar or section within each wing
housing similar businesses. Nevertheless, there are too many
of these establishments to fit into the narrow alleys and the
limited spaces available in the bazaar. They can, therefore, be
found throughout the business districts of most larger towns
and cities as well.

Other semi-formal businesses offer a variety of services,
including lending money, selling cars or real estate, general
contracting, importing industrial or automobile spare parts,
and the like. In Egypt, there is an expansive informal credit
market, which includes Islamic investment companies and
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rotating savings and credit associations.  Similar semi-formal
financial services can be found throughout the Middle East,
complementing the role of commercial banks and filling gaps

in their range of services.© More importantly, they present a
human face, and trusted, traditional networks of business
associates, which state agencies cannot provide.

Since these types of businesses tend to be more capital
intensive and require some technical or bureaucratic know-
how, many of these enterprises are made-up of a partnership
of two or more investors and entrepreneurs. It is not un-
common to come across an individual with investments or
other types of involvement in a number of such businesses.
Unlike shops and stores that sell goods and products, these
service businesses tend not to be concentrated inside the ba-
zaar. Instead, many line the streets and the neighboring areas
around the bazaar and are also found in other hubs of eco-
nomic activity throughout the city.

In large measure, the phenomenon of semi-formality is a
product of the evolution of the political economy of the
Middle East over the last century or so. Despite occasional
attempts at fostering substantive economic change and in-
dustrial growth throughout its territories, especially in Istan-
bul, and, under Muhammad Ali, in Egypt, Ottoman adminis-
trators largely avoided embarking on initiatives that would
alter the basic class configurations of the societies over which

they ruled.” An expanding state bureaucracy did, of course,
facilitate the rise of an embryonic modern middle class and a
bourgeoisie. But most of the Middle East entered the twenti-
eth century with a class make-up that was not too different
from that which had existed a few centuries before. The top
was occupied by a ruling class of courtiers, followed closely
by a landed aristocracy, to which also belonged leading mili-
tary commanders, wealthy merchants, and tribal leaders. Then
came a very small middle class, members of the petite bout-
geoisie, and an endless pool of unskilled (or low-skilled)
landless peasants, many of whom lived in chronic, abject pov

erty.20 Throughout Ottoman rule and even in the era of na-
tional independence beginning in the 1920s, the state basically
left the petite bourgeoisie alone. The interlude of European
rule—1920s to the late 1940s—did not significantly alter this
class arrangement, although accelerated social change did
provide further stimulus for the growth of the middle classes.
Nevertheless, as far as petite bourgeois shopkeepers and ba-
gaari merchants were concerned, they had pretty much been
left alone by the state from the beginning of the eighteenth
century until the 1950s.

Beginning in the early 1950s, earlier in a couple of coun-
tries and later in some others, in almost all Middle Eastern
countries, state-led economic development was seen as the
most promising paths to industrialization. Egypt’s Gamal
Abdel Nasser led the way, soon to be accompanied by Habib
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Bourghuiba in Tunisia,” Houari Boumediene in Algeria,

Muammar Qaddaffi in Libya, and Hafiz Assad in Syria.23
Similar statist policies were adopted by the many short-term
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leaders of Iraq and Turkey, as well as by the Iranian monar-
Chy.24

Across the board, the state’s socialist policies were de-
signed with an eye toward fostering infrastructural develop-
ment at the national level, as measured by various macro-
economic indices. To achieve these economic goals, and at the
same time solidify its domestic base of support, the state de-
veloped and in turn relied on rather elaborate corporatist ar-

rangements with various social classes.” The state’s main goal
was to encompass within its orbit of control various influen-
tial, organized economic actors. In almost all cases, these in-
cluded labor unions such as those of teachers, workers in
large industrial plants, civil servants, wealthy merchants and
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industrialists, and what remained of the landed classes.” Fre-
quently, a ministry of awgaf (religious endowments) and re-
ligious affairs, or something similar to it, was also created to

incorporate the clerical establishment into the state”

Left out of this corporatist formula were petit bourgeois
traders and others with similarly informal means of economic
production. This was largely a product of limits on the state’s
institutional abilities, which are discussed in greater detail in
the following section. For now, it must be noted that despite
the socialist rhetoric of the state, the petite bourgeoisie
maintained considerable autonomy from the state even at the
height of socialist experiments in the 1950s and the 1960s.

This relative autonomy was greatly enhanced when the
state abandoned its socialist experiments throughout the
1970s and the 1980s. In one form or another, the liberaliza-
tion drives of the past two to three decades have been de-
signed to enhance domestic political legitimacy, improve eco-
nomic performance, encourage greater foreign direct
investment, and shed some of the overarching tentacles of

28
the state.” More than two decades on, the long-term conse-
quences of these liberalization programs for Middle Eastern

economies remain unclear.” There are, nevertheless, two in-
terrelated consequences that are so far clearly evident. To
begin with, privatization has drastically increased the number
and total output of private enterprises throughout the Middle
East. In Algeria, for example, the number of private enter-
prises grew from around 10,000 in 1980 to approximately

25,000 in 1995.” A similar doubling in the number of private
enterprises occurred in Syria between the early 1980s and the

early 1990s.” And, in Egypt, where the pace of privatization
has been somewhat slower, by the late 1990s, some 104 of
314 state-owned public enterprises had been partially or

wholly privatized.32 These and other state-sponsored eco-
nomic liberalization programs throughout the region have
made it easier for industries to slip into semi-formality (and
out of it when necessary). Secondly, so far at least, liberaliza-
tion has not resulted in a significant enhancement of state
capabilities in relation to most social actors, especially mem-
bers of the petite bourgeoisie. It is to the examination of
these phenomena to which the article turns next.
State Capacity in the Middle East

Over the last few decades, states in the Middle East have
engaged in concerted and largely successful efforts to signifi-
cantly enhance their institutional and political capacities. Nev-
ertheless, despite noticeable accomplishments in such areas as

infrastructural development, economic growth, national de-
fense, and state-sponsored social change (such as literacy pro-
grams, health and welfare initiatives, employment projects,
and the like), these successes have been far from uncondi-
tional. Today, the Middle Eastern state faces serious chal-
lenges not only from the outside (menacing neighbors and
enemies), but, more importantly, from within. These include a
myriad of economic difficulties (chronic unemployment,
structurally rooted budget deficits, rising populations, insuffi-
cient foreign direct investment, noncompetitive industries,
etc.), frictions with ethnic and/or religious minorities, and
increasing popular demands for greater representation and

political accountabi]ity.33

In specific reference to the domestic economy, and in
particular in its dealing with the formal and informal eco-
nomic sectors, the state faces a more basic problem, one of
penetration. Given that the formal sector is—theoretically at
least—the most organized and is bound by official procedures
and regulations, the state has relatively the greatest degree of
influence and control over its activities and its growth in size
and productivity. In contrast, the informal sector remains
largely outside of the state’s purview, often due to the state’s
deliberate neglect. But even if the state wanted to regulate the
SMEs and the petite bourgeoisie, it often lacks the adminis-
trative and institutional capabilities needed to regulate the
economic activities of the countless micro-businesses that
operate informally. The semi-formals hover between the for-
mal and the informal sectors. The state has neither the politi-
cal will nor the institutional capacity to control those entre-
preneurs whose economic activities are characterized by semi-
formality.

Why is this the case? The answer lies in the state’s con-
tinued reliance on three interrelated, reinforcing phenomena
designed to prolong its political longevity. They include ren-
tierism, corporatism, and the liberalization programs of the
1980s and beyond. Combined, these phenomena go to the
heart of “ruling bargains” on which most states of the Mid-

dle East have come to rely.34 Nevertheless, they have also had
the paradoxical effect of undermining the state’s penetrative
capacities and its ability to satisfactorily regulate the activities
of the petite bourgeoisie.

Rentierism is a deeply ingrained feature of literally all

Middle East economies.” Despite its pervasiveness, however,
rentierism undermines the state’s penetrative capacity in rela-
tion to society in two fundamental ways. To begin with, ren-
tierism results in underdevelopment in the state’s extractive
capabilities. As Hootan Shambayati has observed, “states
normally have to penetrate society in order to extract and
redistribute the economic surplus. Under rentier conditions,
in contrast, the state’s main function is distribution, not ex-
traction. The state’s extractive capacities are likely to remain

underdeveloped, or actually to decline.”” In particular, the
state’s fiscal capacities, necessary for the mobilization of do-
mestic resources, remain largely absent, as the Libyan state
realized when it sought to dismantle some of its controls over

the econorny.37 Emphasis is on the distribution of rents in ways
that would accrue the highest levels of political returns to
state actors. The state need not, therefore, devote great energy
for the extraction of resources, the most significant of which is
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taxes, from social actors or for detailed regulation of their
economic activities. Paradoxically, despite their heavy roles in
the national economy, rentier states are not well integrated
into the domestic economy because they often lack the neces-

sary co-optive institutions.”

The rentier state tends to be most hands-off in relation
to the petite bourgeoisie and small and medium-sized enter-
prises. As noted earlier, semi-formality tends to be most per-
vasive among the SMEs and petit bourgeois traders. Due to
the structure of the national economy, especially given the
continued prevalence of centralized economic decision-
making and state-owned enterprises, SMEs are unlikely to be
engaged in economic activities with significance for “national
security,” even as broadly as “national security” is often de-
fined in the Middle East. In other words, there is seldom a
political and/ot security imperative to closely monitor the
economic activities of the SMEs, and even less so those of
the petite bourgeoisie. When the state does interact with these
economic groups, its primary purpose is to facilitate the per-
petuation of the rentier system and, therefore, the distribution
of rent revenues instead of detailed regulation. Eva Bellin’s
observations about Tunisia can well be applied to other, simi-
lar cases:

To entice Tunisian entrepreneurs into undertaking indus-

trial ventures, the state resorted to a wide battery of by

now familiar measures. These measures included gener-
ous tax breaks, easy credit, protection from foreign com-
petition, licensed monopolies for production for the do-
mestic market, guaranteed profits (through controlled
cost-plus pricing), and guaranteed government contracts
where possible. In short, the state’s strategy was to
sweeten the prospects of profitability in industry by of-
fering entrepreneurs special opportunities to harvest
rents, rents available thanks to government intervention
in the workings of the market. These measures, it was
hoped, would lure risk-averse entrepreneurs into the ferra
. . . 39
incognita of industry.
Rentierism’s emphasis on distribution over extraction has a
second detrimental consequence for the state’s penetrative
capacities, namely its lack of adequate information. Insuffi-
cient attention to resource extraction impedes the govern-
ment’s ability to collect adequate data on various economic

actors in socicty.40 Few SMEs and petit bourgeois entrepre-
neurs are likely to voluntarily furnish information to the
state’s agencies in order to be more thoroughly regulated by
them, unless, of course, it is to their advantage. Even for pur-
poses of distribution, the state often finds itself with insuffi-
cient information about entrepreneurs and their absorptive
abilities. As a result, states are often forced to rely on informal
contacts and other personal information sources in order to
acquire technical knowledge, determine the viability of pro-

jects, and award contracts. The potential for corruption and
cronyism is enormous. At the same time, the state’s awareness
of and ability to adequately regulate the economic activities of
social actors is compromised.

This begs the question of whether or not the state wants
to know about and to regulate the petite bourgeoisie to begin
with. Where does the penetration of the petite bourgeoi-
sie—and by implication the regulation of its economic activi-
ties—fit insofar as the state’s “ruling bargain” is concerned?

The answer, in short, is that the state does not really care to
know much about the petite bourgeoisie and its economic life,
at least in comparison with other economically active groups,
the regulation of which, or outright control, it considers to be
politically more important.

As discussed above, due to its own organizational and
economic preferences, the petite bourgeoisie has not really
made efforts to become a part of the state’s corporatist ar-
rangement, but neither has the state actively sought to incot-
porate the petite bourgeoisie within itself. Instead, most states
in the Middle East have used the state bureaucracy to foster
corporatist and/or clientalistic ties with members of the ut-
ban middle classes, industrialists, and, in some instances, with

organized labor.” The state has not, however, shown a will-
ingness to commit its available institutional resources to or-
ganically link itself with an economically active sector that
lacks its own, pre-existing means of internal organization and
mobilization. Workers have unions, many of whom are either
organized and hence controlled by the state to begin with, of,
if initially independent, are quickly brought into line with the
state’s objectives. Civil servants are organically linked to the
state, and to one another, through the bureaucracy. Wealthy
merchants and industrialists are also linked to the state
through business dealings, various patronage networks, or

personal connections.” However, although small traders and
shop owners often have their own guilds and syndicates, they
are generally considered both economically and organization-
ally too weak or insignificant to be included in the state’s -

<
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corporatist scheme.  Often, we see the “convergence of in-
terests of public- and private-sector elites”—as in Syria,
Egypt, Algeria, Iraq, and elsewhere, which has resulted in the

emergence of a so-called “new bourgcoisie.”45 But literally
nowhere in the Middle East do we see consistent efforts on
the part of the state to regulate the economic activities of the
petite bourgeoisie.

There are other reasons for the petite bourgeoisie’s his-
toric exclusion from the state’s corporatist arrangements.
First, the ruling class itself has had no organic links with petty
traders and small entrepreneurs, coming instead primarily
from the armed forces at first and, later, self-recruiting from

the military-bureaucratic establishment.*0 Also, for the ideo-
logically more aware politicians of the region, neither the
SMEs nor the petite bourgeoisie had been singled out for
their great mobilization potential by the prevailing ideologies
of the day. If anything, within the context of the state’s fran-
tic drive toward modernization, they were seen as parasitic
and an impediment to modernization rather than as an engine
of progress. In other words, the state’s political ideology saw
no need for control of the petite bourgeoisie nor for its in-
corporation into the ruling bargain.

Furthermore, the petite bourgeoisie did not really fit into
the state’s economic development plans. In fact, especially
with the statist policies of the pre-infitah period, the mighty
and urgent task of national development was entrusted to
large state-owned enterprises, or at most to parastatals. More
ideological states (Iraq and Syria, and to a lesser extent Egypt
under Nasser) at times viewed private entrepreneurs with
disdain and suspicion and were, therefore, often hostile to

them.”’ Although not necessarily disdainful of the petite
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bourgeoisie as a class, the state certainly saw it as devoid of
developmental potential and, therefore, inconsequential for

national economic dCVClOment.48 There is no evidence to
suggest that the state’s conception of and approach toward
the petite bourgeoisie has changed in the post-znfitah era. The
upshot has been a largely hands-off approach by the state
toward the petite bourgeoisie, both politically and economi-
cally, resulting in the latter’s relative autonomy, at least in its
economic activities.

The relationship between the state and the SMEs has
been only slightly different, marked by greater bureaucratic
and administrative control. If anything, the liberalization re-
forms of the late 1970s and the 1980s, which were invariably
designed to reverse the sluggish economic performance of
the past decades and revamp the state’s domestic legitimacy,
only loosened some of the restrictive policies of the state
toward small and some medium-sized enterprises. Thus even
in the most state-centered of the economies of the Middle
East—-Syria, Algeria, and Egypt—there were noticeable in-
creases in private-sector participation in the economy and a
concurrent proliferation of private firms. Given the authori-
tarian retrenchments of the 1990s, and, among other things,
the troubling “bread riots” of the late 1980s in Egypt, Jordan,
and Morocco and the bloody Algerian civil war that began in
1992, the political success of these privatization efforts is

open to questi()n.49

Nevertheless, what can be surmised is that privatization
did not qualitatively enhance the capacity of the state to
regulate either the petite bourgeoisie or the SMEs. Economic
liberalization was not concomitant with the initiation of the
necessary institutional adjustments that would have enhanced
the state’s capacities vis-a-vis the economic sectors. Various
privatization laws were enacted, and in literally all countries of
the Middle East specific government-funded agencies have
been established to help private enterprises get off the
ground and operate successfully. In Turkey, Jordan, Egypt,
and Tunisia, the state has especially targeted the SME sector
for growth and development. Turkey’s Small and Medium-
Sized Industry Development Organization, Kucuk ve Orta
Olcekli Sanayi Gelifltirme ve Destekleme (KOSGEB), is a
case in point. Among other assistance services, the organiza-
tion, in coordination with other government agencies, lends
consulting and technical advice to Turkish SMEs at affordable
prices. By and large, however, past the initial phase of secur-
ing the necessary permits, it is still largely up to the private
entreprenecurs themselves to engage with state agencies on a

regular basis.”’ Despite the efforts of organizations like
KOSGEB in Turkey and elsewhere, those institutional defi-
ciencies that in the past mitigated the state’s ability to collect
information, to know about and accurately assess the work-
ings of most small and micro-enterprises, continue to exist.
Privatization, in short, has not fundamentally affected the
phenomenon of semi-formality. If anything, by swelling the
ranks of the private sector, it has given it greater depth and
salience.
The State and the Semi-Formals

A closer look at the state’s relations with semi-formal
enterprises reveals the emergence of a precarious, uneasy
balance between the two, one marked by minimal interaction
and, despite mutual feelings of suspicion and mistrust, gen-

eral neglect and avoidance. Although the state has often cre-
ated highly elaborate procedures aimed at regulating the op-
erations of businesses, semi-formal enterprises seldom bind
themselves by state regulations when it comes to such crucial
matters as, hiring or firing employees, lending or borrowing
money, setting the price of goods and services, observing
child labor laws, remaining open or closed on certain state-
mandated holidays, and the like. Quite frequently, proprietors
of small and medium-sized businesses consider government
regulations intrusive and ill informed, tedious and cumber-
some, designed to maximize the benefits accrued to the state
and thus ultimately harmful to business. They therefore tend
to mistrust the formal institutions of the state and view the

bureaucracy in an adversarial ]ight.51

In an attempt to derive revenues from society in forms
other than what may appear as taxes or levies, many Middle
Eastern states often collect “fees” of one magnitude or an-
other from businesses. To the merchants and businessmen
who bear the brunt of these fees, they often appear arbitrary
and unfair, wasted at best on misguided state projects or at
worst on corrupt officials. Even banks and other official
lending agencies are viewed with suspicion. They enable the
state to keep track of one’s assets and to tax hard-earned
savings. Even worse, in times of crisis or instability, the state
may simply seize one’s assets. Unofficial moneylenders, espe-
cially those with a history of doing fair business, are often
held in much higher esteem than formal banks and other in-
stitutions affiliated with the state. Evading the state, therefore,
and the multiple layers of institutions and officials attached to
it, is considered as central to the economic vitality of petit
bourgeois and SME businesses as almost any other endeavor.

It is important to remember that semi-formal entrepre-
neurs often percezve the state to be an obstacle to their desired
economic goals. This perception tends to be more accurate
than not. Most developing states do indeed see the private
sector as weak, likely to engage in speculation and profiteer-
ing, and prone to sell out the national interest through alli-

ances with foreign capital.52 The state also tries to regulate
what goes on within semi-formal enterprises as much as pos-
sible and to collect its share of tax revenues generated by the
sectot’s economic activities. Despite their often unpretentious
and unassuming storefronts—though there certainly are
plenty of glitzy shops and fancy boutiques that cater to the
urban bourgeoisie—semi-formal entrepreneurs tend to be
affluent and have substantial capital at their disposal.
Throughout the Middle East, with the exception of the oil
monarchies, the middle classes (or those who view themselves
as a part of the middle class) have difficulty making ends
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meet.” The regional recession that started as far back as 1986
and has continued intermittently so far has not helped mat-

ters.” Many have to take second or even third jobs in order to
be able to afford their rent or mortgage, or the countless du-
rable goods that have become essential to middle class living
(including, more recently, computers, satellite television, and
cellular telephones). More and more families find it necessary
to have two incomes, with an increasing number of wives

having to join the ranks of the formally employed,55 In Alge-
ria, for example, a number of “small-time black market entre-
preneurs,” the trabendistes, fly between Algiers and coastal
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Spanish cities in search of small durable goods—tape record-
ers, jeans, auto parts, etc.—to sell to interested buyers back

home.” In recent years, an increasing number of Iranians
traveling to Persian Gulf states also bring back consumer
goods for resale on the black market. Within such a context,
when urban life and the maintenance of a certain lifestyle are
struggles for most of the middle classes, semi-formal entre-
prencurs are distinguished from the rest by their wealth and
their disposable income. Yet unlike professional technocrats
and other more affluent members of the upper classes (physi-
cians, industrialists, high-ranking bureaucrats, etc), not only
do they not engage in conspicuous consumption, but, more
importantly, their institutional and organic ties with the state
are also either minimal or nonexistent.

It is here that the main significance of economic semi-
formality lies. In their social and cultural outlook, in their pur-
chasing habits, and their lifestyle, semi-formal entrepreneurs
resemble (and in fact overlap with) the middle classes. As
such, they do not see much that is redeeming about the state
or its leaders, seldom share its ideology or its policy agendas,
and have at best a utilitarian approach to its institutions and
its personnel: best avoided at all costs unless they somehow
further one’s own cause, which, most believe, happens only
rarely. Nevertheless, unlike the so-called state bourgeoisie,
semi-formal entrepreneurs often enjoy considerable economic
autonomy from the state. The state’s contacts with semi-
formal enterprises are irregular and sporadic. Its ability to
collect taxes and other fees is inconsistent and depends on
such variables as the wiliness of entrepreneurs to evade its
institutions and its personnel, the effectiveness of the state’s
own agents, the whims of policymakers, the zealotry or apa-
thy of bureaucrats charged with policy implementation, and

the like”” Thus the state’s efforts aimed at curtailing eco-
nomic semi-formality and its ability to extract resources from
the petite bourgeoisie and most SMEs are at best uneven and
at worst minimal.

In the final analysis, semi-formal entrepreneurs come as
close to exercising autonomy from the state as any of the
groups or segments in society can. What makes this autonomy
particularly troubling for the state is the semi-formal entre-
preneurs’ potential economic muscle and their ability to often
influence the supply of a specific good in the country (e.g
spare parts or car tires). More troubling for the state is the
ability of both the SMEs and the petite bourgeoisie to regu-
late themselves unofficially and to operate without the state’s
patrimonial guidance and supervision. In fact, on their own,
semi-formal enterprises can often fulfill many of the eco-
nomic functions that the state performs for other sectors,
while still managing to remain commercially viable and com-
passionate. These include providing temporary or long-term
employment for friends and family, rendering financial assis-
tance in times of need, wisdom and guidance to those who
seek it, acting as referrals (wasta), and the many other similar
functions around which daily life revolves.

It goes without saying that there is great potential for
friction between the state and semi-formal entrepreneurs over
economic concerns. Suffice it to say at this point that as an
entreprenecurial class, the primary focus of semi-formal entre-
preneurs is to maximize their profits in an environment of
minimal government regulation and interference. As such,

they often see the “over-politicized” state’s ubiquitous ambi-
tions as an inherent detriment and at times even a threat to
their economic interests.

Adding to this potential economic friction is the monop-
oly that many Middle Eastern states maintain on access to
much needed heavy equipment, advanced machinery, and raw
materials (fuel, coal, cement, iron, papet, etc.) that semi-
formal entrepreneurs ay need to conduct their business. Due
to the nature of their business concerns, semi-formal entre-
prencurs seldom need these or other materials to which the
state has ready access. Nevertheless, in those rare instances
where they might be needed, there is potential for competi-
tion and friction.

In the face of the state’s insistence on modernizing the
economy—enforced with varying degrees of intensity and
conviction throughout the Middle East—many entrepreneurs
in the semi-formal sector are accustomed to relying on tried
and tested traditional methods and procedures for conducting
business. In essence, the state tries to promote an economic
and financial culture that is ostensibly modern (“modern” as
defined by the state), but one that most semi-formal entre-
preneurs see as alien and untested, and, therefore, refuse to
embrace wholeheartedly. An example of this occurred in
Egypt in the late 1980s and the early 1990s when the state
built a modern-looking shopping mall in the outskirts of
Cairo and sought to rent or sell store spaces to merchants
from the sug (bazaar) at subsidized prices. To this day, many
of the spaces remain vacant. In its efforts to give the econ-
omy a more modern look, the Egyptian state underestimated
the strength of traditional economic networks and ways of
conducting business.

Yet another potential source of friction between the state
and semi-formal businesses is the latter’s preference for non-
state and nonformal venues for financial transactions. The
birth and spread of parallel financial institutions and prac-
tices, especially in Egypt, and the widespread use of Islamic
finance, both in Egypt and elsewhere, tend to erode the le-
gitimacy of the state, but it does so only gradually and over
time. In fact, in the larger scheme of things, it is unclear, and
indeed questionable, how effective of an opposition strategy
such alternative investments might be. Nevertheless, most
such extra-state actors that make the functions of state agen-
cies redundant can have a politically oppositional flavor, how
ever ineffectual. In essence, the sector’s oppositional stance is
rather pragmatic: it opposes the state in whatever subtle ways
it can, but it refrains from openly antagonizing state actors or
agencies.

It is important to note that the semi-formal entrepre-
neurs’ relations with the state are not always oppositional.
There may, in fact, develop a relationship between the two
that is mutually beneficial and reinforces at once the political
and the economic status quo. This is the type of relationship
that appears to have developed in the mid- to the late-1970s
in Egypt when a number of entrepreneurs benefited from
and in turn vigorously supported President Sadat’s snfitab
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policies.” Also throughout the oil monarchies, there is a
wealthy and influential class of merchants, often situated just
below the royal family, with whom the royals maintain exten-

. . . _y . -
sive familial, clientalistic, political, and economic ties.” And,
in Iran, in the early years of the Islamic Republic at least,
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there appeared to be substantial support for the new regime
and its policies in the bazaar and in other segments of the

semi-formal economy.()0 There is little doubt that in these and
in other countries of the Middle East, the pursuit of cliental-
ist politics and rentier economics by the state has kept the
semi-formal sector content and politically quiescent for rela-
tively lengthy periods of times. Clearly, favorable conditions
for growth, prosperity, and high levels of consumer spending,
as fostered and encouraged by the state, go a long way toward
alleviating the potential irritations of semi-formal entrepre-
neurs with the state and, over time, may even turn many of
them into one of the state’s main sources of financial sup-
port. It is pragmatism rather than ideological commitments
that characterize the economic and political predispositions of
most semi-formal entrepreneurs.

Conclusion

This article has examined the two interrelated phenom-
ena of limited political capacity and economic semi-formality
in relation to the non-oil rich economics of the Middle East.
Petit bourgeois entrepreneurs and most SMEs have a procliv
ity to avoid extensive and regular contacts with the state, es-
pecially when it comes to regulating their economic activities
over time. Instead, these “semi-formal” businesses, while
keeping their contacts with official state agencies to a mini-
mum, often rely on existing networks of contacts, informa-
tion, and resources. They neither welcome in-depth contacts
with the state, nor do they necessarily have favorable percep-
tions toward the state’s agencies or their agendas. Despite the
much-propagated economic and political liberalization pro-
grams of the 1980s and the 1990s, the semi-formal sector’s
perceptions of and relations with the state have changed little.
Even with their new democratic rhetoric, the microeconomic
nexus between the states of the Middle East and the societies
over which they rule—whether in the form of regulation or
control, or even various means of assistance and encourage-
ment—remains largely limited to the employees and owners
of the formal sector. An equally sizable segment of the eco-
nomically active population remains oblivious to much of this
economic interaction between the state and society.

The ensuing gap between the state on the one hand and a
significant segment of the economically active population on
the other has consequences that go beyond economics. In a
sense, in the Middle East the state and society remain largely
isolated from one another, and their occasional contacts re-
volve around the distribution of rent revenues by the state to
social actors. Not only do state agendas become harder to
implement, but society’s own capabilities to mobilize around
political goals also become somewhat compromised. Because
of their particular economic and political positions, semi-
formal entrepreneurs tend to be highly pragmatic in their
pursuit of political ideals. Thus the relative autonomy that the
SMEs and the petite bourgeoisie enjoy from the state does
not automatically make them natural agents for demands for
political change or accountability. Semi-formal entreprencurs
are likely to put their economic interests above political ideals.
Even more likely to do so are members of the informal sec-
tor, for whom earning a livelihood is simply a matter of sur-
vival. It is little wonder, then, that despite highly adverse eco-
nomic conditions throughout the Middle East in recent years,
especially in the non-oil rich states under discussion here,

political activism by both the semi-formals and the informals
have at best been episodic and very infrequent. In short, the
political control of the state remains intact, even in the face of
reduced capacity and pervasive economic semi-formality.
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