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Abstract. This paper attempts to fit a production function for $audi industrial sector. The cross section
data are based on the industrial survey published in 1991 by the Ministry of Industry & Electricity. The
survey covers 1617 factory in different regions and activities in Saudi Arabia for the period May 89 to Jan-
wary 90, and the econometric approach is used for this purpose. Several production function models: Cobb
Douglass (with two production factors, simplified from, general or transcendental function, with three
production factors, constant elasticity of substitution function, and translog function, have been utilised
to estimate production parameters by applying OLS and WLS techniques. The regression results, after
correction from heteroscedasticity and multicolinearity, confirm that Cobb Douglass production function
with two explenatory variables (labor and capital) is consistent to industrial Saudi sector. Labor and cap-
ital elasticities are estimated at 0.44 and 0.63. Statistical tests demonstrated that their sum is insignificantly
different from unit. So Saudi production function is homogeneous of one degree, the returns to scale are
constant, and the elasticity of substitution equals one. This funciton is extended by adding a third produc-
iton factor: the raw materials, arid industrial product is replaced by gross industrial production. The pro-
duction elasticities of labor, capital, and raw materials are estimated successively to .23, 0.31 and 0.51.
Theit sum is statistically indifferent from unit, "The production models passing different statistical tests are
used to estimate marginal products and marginal rates of technical substitution of labor, capital, and raw
materials. Moreover, useful efficiency indicator is estimated for different Saudi industrial activities.




