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GCC Aggregate Economic Indicators 

  2005 2006 2007e 2008f 

         

Nominal GDP ($ bn) 612.3 717.9 799.7 912.1 

GDP per capita ($ '000) 17.5 19.8 21.3 23.4 

Nominal GDP (% change) 26.8 17.2 11.4 14.0 

Real GDP (% change) 6.8 6.1 5.2 7.8 

  Hydrocarbon GDP 3.2 2.7 1.4 6.4 

  Non-hydrocarbon GDP 8.5 8.9 8.0 8.1 

Inflation (%) 4.1 5.3 6.7 7.0 
Current-account bal.  
  ($ bn) 166.7 196.7 214.9 252.9 

  (% GDP) (27.2) (27.4) (26.9) (27.7) 

External debt (% GDP) 19.2 26.5 28.3 28.6 

Fiscal balance (% GDP) 20.3 22.8 18.8 21.5 
Central gov debt  
(% GDP) 27.9 22.3 16.9 12.6 

     

Memoranda:     

  Oil price (Brent; $/b) 54.4 65.4 72.5 79.6 

  Crude oil (m b/d) 16.0 16.0 15.5 16.1 

  Nat gas prod (m boe/d) 3.5 3.8 4.0 4.6 

e = estimate, f = IIF forecast. 

 

SUMMARY  OVERVIEW 
 

• With U.S. dollar weakness posing challenges to the 

conduct of exchange rate and monetary policy, 

debate about the suitability of the existing peg system 

has intensified. If the U.S. dollar continues to drift 

down and the Federal Reserve’s easing stance is 

maintained in 2008, then pressure for revaluation in 

the GCC could become irresistible. 

 

• Inflation is in double digits in Qatar and the UAE. 

Assuming that existing exchange rate regimes are 

not reconfigured, average inflation for the region is 

likely to climb to 7 percent in 2008 from 6.7 percent 

in 2007.  

 

• Growth is expected to pick up to almost 8 percent, 

after 5.2 percent in 2007, though inflationary 

pressures are beginning to sully the investment 

outlook for some countries. 

 
 The GCC’s economic boom shows little sign of 
abating. With sustained highly elevated oil prices, public 
and private investment is surging. Much of this 
investment is focused on tourism, though there is also a 
concerted push to expand the manufacturing base, along 
with basic infrastructure such as housing, roads, and 
ports. Consumers have recovered their poise following the 
stock market corrections of 2005/06 and import demand is 
brisk. Nevertheless, the external position remains robust. 
 

Economic Policies and Performance 
 

 GCC governments continue to pursue high growth 
strategies in a bid to provide employment for their young 
and fast-growing populations. Their absorptive capacity is 
growing rapidly. Government spending has gathered pace 
over the past year or so, and in 2007 outstripped revenue 
growth for the first time since the current oil boom began 
in 2002. In some countries the loosening of the fiscal 
stance is exacerbating inflationary pressures, which have 
been generated primarily by rapid population growth, 
supply bottlenecks, and the monetary consequences of 
large balance of payments surpluses in a context of 
currency pegs. 
 

• We estimate that the GCC fiscal surplus eased 
slightly to 19 percent of GDP in 2007 from 23 percent of 
GDP in 2006.  This was mainly the result of a 13 percent 
pickup in expenditure eclipsing a 4 percent gain in 
revenue. Nevertheless, expenditure stabilized as 
a percentage of GDP at 29 percent, while revenue eased 
to a still-formidable 48 percent of GDP. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 
 
 

 
 
 

• With oil prices high GCC governments are likely to 
step up the pace of capital spending. The danger of 
overcapacity remains real, but rising construction costs 
and other supply-side constraints might place a natural 
check on some of the more fanciful real estate projects 
that are in the planning stages. 
 
 Economic activity remains vigorous. The rate of 
nominal growth has cooled somewhat, but this largely 
reflects developments in the oil sector, rather than any 
softening of the nonoil sector. Indeed, we estimate 
nominal nonhydrocarbon GDP growth at 14.8 percent, 
unchanged from 2006.  
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• Notwithstanding the increase in government 
spending, the current boom is being led by the private 
sector. Private investment in tourism infrastructure, 
manufacturing, financial services, and 
telecommunications is buoyant, and has been helped by 
sizeable inflows of foreign credit and FDI.  
 

• The GCC’s external position remains robust. The 
aggregate current account surplus stabilized at 27 percent 
of GDP in 2007 as another year of record oil prices offset 
the impact of buoyant import demand.  
 

• This allowed the GCC to build its net foreign asset 
position to an estimated $1.8 trillion in 2007, from $1.6 
trillion a year earlier. The bulk of these assets are 
controlled by reserve and wealth management funds, who 
have deployed their resources according to market 
conditions. 
 

Outlook and Key Issues 
 
 The pace of economic expansion is set to remain 
brisk. High oil prices and broad-based economic 
liberalization have facilitated a surge in investment, and 
the significant number of projects underway will provide 
momentum for sustained nonhydrocarbon growth for 
several years to come. High oil prices have also allowed 
GCC governments to bolster their foreign asset positions, 
giving ample scope to maintain spending levels in the 
event of an oil price downturn. The global credit crunch 
might have some marginal impact on the pace of project 
implementation. 
 

• Nominal GDP growth is set to pick up to around 14 
percent in 2008. At around $900 billion, the area’s 
nominal output will be more than double that recorded as 
recently as 2003. In 2009 the pace of government 
spending might cool somewhat in line with the softening 
of oil prices that is envisaged in the IIF’s World 
Economic Framework, but there should be enough private 
sector momentum to sustain nominal growth of around 8-
10 percent. 
 

• The current account surplus is expected to widen 
slightly to around 28 percent of GDP in 2008, with a 
further increase in oil prices expected to offset the impact 
of burgeoning import demand. Notwithstanding the 
anticipated easing of oil prices in 2009, the GCC’s 
external position will remain extremely comfortable. 
 
 The main pressure point for the GCC economies is 
inflation. The inflationary impact of bottlenecks in the 
housing sector has been aggravated by exchange rate 
weakness. This is reducing the “send home” value of 
expatriate pay, and is in turn helping to bid up whitecollar 
salaries and entrench inflationary expectations. Credit 
growth has been further stimulated by loose fiscal policies  

  
in many countries of the region, while monetary 
management has been complicated by the U.S. Federal 
Reserve’s policy easing, which has compounded the 
impact of already negative real interest rates.  
 
 In combination, these factors have prompted many to 
question the long-term sustainability of their exchange 
rate pegs. We do not anticipate a wholesale abandonment 
of the dollar pegs, but revaluation of existing rates by 
some key countries is a possibility.  
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2007 Economic Indicators By Country 
(IIF estimates) 

  Saudi UAE Kuwait Oman Qatar Bahrain

              
Nominal GDP  
  ($ bn) 376.8 188.8 114.8 39.0 63.6 16.7
GDP per capita 
  ($ '000) 14.9 42.1 33.7 14.4 67.7 21.9
Nominal GDP 
  (% change) 7.9 15.7 11.8 9.4 20.7 10.3
Real GDP  
   (% change) 3.5 7.5 5.1 6.5 8.3 6.3
  Hydrocarbon 
  GDP -4.3 -1.0 1.9 -1.8 9.4 0.5
  Nonhydrocarbon 
  GDP 7.2 10.5 6.5 9.0 7.0 7.0

Inflation (%) 3.8 9.8 4.5 4.8 13.9 3.3

C/A bal ($ bn) 95.2 39.3 60.9 4.6 12.7 2.2

  (% GDP) (25.3) (20.8) (53.1) (11.8) (20.0) (13.3)
External debt  
  (% GDP) 14.4 56.1 27.0 26.0 39.3 957.91

Fiscal balance 
  (% GDP) 12.7 26.3 35.8 12.6 8.3 2.5
Central govt debt 
  (% GDP) 18.9 21.1 9.8 7.5 12.6 12.3

       

Memoranda:       
 C  Crude oil prod 
        (mb/d) 8.70 2.56 2.55 0.65 0.87 0.18

  Gas prod 
    (m boe/d) 1.30 0.87 0.23 0.47 0.97 0.19
1 Includes foreign liabilities of offshore banking units. 
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  Recent Economic Developments 
 
1.  GDP, Inflation and Unemployment 
 
 Economic activity remained strong in 2007. The 
rate of nominal growth cooled somewhat, but this largely 
reflected developments in the oil sector, rather than any 
softening of domestic demand. Indeed, we estimate 
aggregate nominal nonhydrocarbon GDP growth at 
14.8 percent, unchanged from 2006. At almost $800 
billion in 2007, the GCC economy is now on a par with 
that of Australia. 
 
 The distinction between activity in the oil and nonoil 
sectors remains pronounced. In nominal terms, the 
hydrocarbon sector is likely to have expanded by a 
relatively modest 8 percent in 2007 (Chart 1) This largely 
reflects an aggregate contraction in crude oil output of 
around 3 percent as Saudi Arabia--OPEC’s key producer-
-withheld oil from the market to support prices. The UAE 
also reduced crude output somewhat, although production 
in Kuwait edged up. 
 

Table 1       

GDP, Inflation, and Employment 

(2007)       

  Saudi UAE Kuwait Oman Qatar Bahrain

           
Nominal GDP  
   ($ bn) 376.8 188.8 114.8 39.0 63.6 16.7 

       
Nominal GDP  
   (% change) 7.9 15.7 11.8 9.4 20.7 10.3 

  Hydrocarbon 4.5 8.1 12.4 6.7 20.6 10.3 
  
Nonhydrocarbon 12.0 20.3 11.0 12.0 20.9 10.3 

       
Real GDP  
   (% change) 3.5 7.5 5.1 6.5 8.3 6.3 

  Hydrocarbon -4.3 -1.0 1.9 -1.8 9.4 0.5 
  
Nonhydrocarbon 4.6 10.5 6.5 9.0 7.0 7.0 

       
Population  
   (million) 25.3 4.5 3.4 2.7 0.9 0.8 
GDP per capita 
    ($ '000) 14.9 42.1 33.7 14.4 67.7 21.9 

       
CPI inflation  
   (% change) 3.8 9.8 4.5 4.8 13.9 3.3 

       
Unemployment 
    rate (%) 14.0 2.8 4.5 16.0 2.8 17.0 

Source: National Authorities and IIF estimates. 

 
 
 
 In addition, although international oil prices 
continued their ascent (and touched new heights in 
November) the pace has eased quite markedly, and even 
with the latest spikes, the average price of Dated Brent 
was only around 10 percent higher than in 2006. This 
contrasts sharply with the double-digit increases recorded 
in the 2003-06 period. 
 
 Nevertheless, the relatively subdued hydrocarbons 
performance in 2007 and 2006 should not detract from the 
sector’s importance to broader economic activity. Six 
consecutive years of rising oil earnings have given 
substantial support to government spending and private 
sector confidence.  
 
Chart 1 
Nominal GDP 
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e = IIF estimate, f = IIF forecast 

 
  
 In real terms, nonhydrocarbon growth is continuing 
to outpace hydrocarbon growth in every GCC country 
except Qatar (where the output of gas production is being 
ramped up as a series of multiyear investment programs 
come on stream).  
 
 Construction is a key growth driver:  the sector is 
now well diversified and includes substantial government 
infrastructure projects, ambitious tourism developments, 
roads and port expansion, shopping malls, and other more 
modest real estate projects. The sector is an important 
catalyst to growth in other areas of the nonoil economy, 
such as financial services, transport, and real estate 
services.  
 
 
 

January 16, 2007  
 

Member states of the Gulf Cooperation Council: 
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates (UAE). 
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Chart 2 
Real Nonhydrocarbon Growth 
(percent) 

0

2

4

6

8

10

12

Bahrain Kuwait Oman Qatar S. Arabia UAE

1996-2002 2003-2007

 
 
 Manufacturing also remains a leading source of 
regional growth, as investment is channeled towards 
exploiting the region’s comparative advantage in 
producing downstream energy products such as 
petrochemicals and metals. This is most advanced in 
Qatar and Saudi Arabia but is now a region-wide trend. 
 
Chart 3 
Indicators of Investment and Liquidity 
(annual change, billions of dollars) 
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 Government spending has risen, but the current boom 
is being led by the private sector. This is evident from the 
declining share of public expenditure to GDP. In 2002, at 
the outset of the current oil boom, public expenditure 
accounted for an average of 34.4 percent; in 2007, the 
average was a likely 28.9 percent. Meanwhile, the private 
sector has stepped up its investment, helped by robust 
inflows of debt and FDI, and the development of local 
financial markets. Nevertheless, the global credit crunch 
has seen some fall off in debt inflows during the course of 
2007 (Chart 3). 
 
 Vigorous economic expansion has resulted in large 
gains in GDP per capita. According to our calculations, 
aggregate nominal GDP per capita reached $21,300 in 
2007, more than double the level recorded five years 
earlier. There is a broad spectrum of income levels, 
however, ranging from Qatar’s $67,700 (one of the 
highest in the world) to Oman’s $14,400. This disparity is 
largely accounted for by the divergence in hydrocarbon 
output per capita (Chart 4).   The gap between GDP per 
capita and hydrocarbon production per capita in Chart 4  

 
reflects the different states of development of the 
nonhydrocarbon sector.  As countries with high levels of 
hydrocarbon production per capita have substantial 
expatriate workforces (mainly engaged in lower-paid 
jobs), nationals of Kuwait, Qatar and the UAE are 
wealthier than indicated by the per capita numbers.   
 
 
Chart 4 
GDP per Capita and Hydrocarbon Production per Capita 
(2007) 
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 Serious inflationary pressures are being generated in 
some countries in the region. According to official data, 
which tend to understate price pressures, average 
consumer price inflation in the GCC reached a 15-year 
high of 5.3 percent in 2006, and is likely to have risen to 
6.7 percent in 2007 (Chart 5). Inflation is trending 
upwards in most GCC countries, but is most pronounced 
in Qatar and the UAE, where consumer price growth is 
well in excess of 10 percent. Price pressures are being 
generated from a variety of sources. Primarily, they are a 
product of supply-side bottlenecks in a context of rampant 
population growth, and as such can be viewed as a natural 
expression of rapid economic development. 
 
 However, the situation is being aggravated by policy 
shortcomings. The preference for fixed currency pegs 
leaves the region’s central banks with few monetary 
policy options to stem liquidity growth. In the five states 
that have dollar pegs, the respective central banks have 
been obliged to follow the U.S. Federal Reserve’s recent 
interest rate cuts at a time when domestic credit growth is 
rampant. This has been compounded by the loosening 
fiscal stance of many GCC governments. 
 
 In addition, U.S. dollar weakness has served to 
degrade the value of expatriate workers’ “send home” pay 
when converted into their national currencies. This in turn 
is encouraging expatriate workers to demand higher pay 
rises, which is tending to entrench inflationary 
expectations, as well as boost nominal aggregate demand. 
Finally, dollar weakness has also raised import costs. The 
persistence of inflationary pressures prompted Kuwait to 
abandon its peg to the dollar in May 2007, and has 
encouraged calls for a similar move in other GCC states 
(see Monetary and Exchange Rate Policy). 
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Chart 5 
Inflation 
(official consumer price index; percent change) 
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 Unemployment data are limited. Based on the official 
statistics that are available, combined with various 
independent surveys, it is clear that unemployment rates 
diverge in line with oil and gas production per capita.  
The level of per capita hydrocarbon revenues is an 
important factor in determining the proportion of the labor 
force that the public sector can absorb.  In the resource-
rich countries of the UAE, Qatar and Kuwait, 
unemployment is below 5 percent, while in the other 
countries of the GCC it is in the region of 15 to 
17 percent.   
 
 With labor forces growing at around 4 percent per 
year, job creation is a priority throughout the region. 
However, the main source of wealth generation—the 
hydrocarbons sector—remains singularly unsuited to 
employment generation given its heavily capital-intensive 
nature. Consequently, governments have traditionally 
resorted to expanding public sector jobs in a bid to absorb 
those nationals looking for work. Even though burgeoning 
oil revenues have increased the absorption capacity of the 
public sector there is a realization that this policy is 
unsustainable in the long term.  
 
 Robust private sector growth is generating 
employment opportunities, but the bulk of positions are 
being filled by expatriate workers because of skill 
mismatches and nationals’ unrealistic expectations about 
pay and conditions. Schemes obliging private sector 
employers to hire more nationals (such as in Oman and 
Saudi Arabia) have had limited success, and most 
governments in the region are now focusing on education 
and training in order to match nationals with private 
sector job opportunities. This promises to be a long-term 
endeavor, however, and in the meantime the public sector 
will remain the employer of first resort for most GCC 
nationals. 
 
2.  Oil and Gas 
 
 The GCC plays a vital role in the global oil 
industry.  In 2006 it accounted for 18 percent of global 

production, around 39 percent of exports and a similar 
proportion of proved reserves. In Saudi Arabia, the GCC 
contains the world’s largest oil exporter and the only 
country with significant spare production capacity, of 
around 2 million barrels a day (b/d).   
 
 Oil production fell marginally in 2006 to 16 million 
b/d, reflecting OPEC’s decision to reduce quotas towards 
the end of that year (Kuwait, Qatar, Saudi Arabia and the 
UAE are members of the cartel). OPEC introduced 
further, more substantial cuts in February 2007 in 
response to a slight softening of global prices. Despite a 
subsequent strong recovery in prices, the cartel introduced 
additional, albeit modest, cuts to take effect in November.  
 
 In reality, output from all four GCC OPEC members 
edged up over the course of 2007, as the prospect of a 
downturn in prices receded. According to Middle East 
Economic Survey (MEES), collective output from these 
four countries was around 450,000 b/d higher in October 
compared to February. By contrast, output from Oman 
continued its long term decline owing to falling 
productivity at its ageing fields. Bahrain’s output, which 
remains meager, has also continued its gentle decline. 
 

Table 2       

Oil and Gas Data       

(2006)       

  Saudi UAE Kuwait Oman Qatar Bahrain

           
Proven oil 
  reserves (b bn) 264.2 97.8 101.5 5.6 15.2 .. 
Proven gas 
  reserves (boe bn) 44.5 38.1 6.8 6.2 162.2 0.6 

       

       
Oil production 
   (m b/d) 9.20 2.62 2.50 0.68 0.82 0.18 
Gas production 
   (m boe/d) 1.24 0.83 0.22 0.43 0.85 0.19 

       
Oil and gas 
prod/capita (boe) 147 265 272 144 615 173 

Source: National Authorities, BP, MEES, and IIF estimates. 

  
 The net result of these developments is likely to be a 
3.1 percent decline in output this year. However, further 
OPEC cuts seem unlikely in the short term and output 
from the GCC’s OPEC members should edge up again in 
2008. 
 
 All major GCC producers are undertaking projects to 
lift production capacity.  According to forecasts published 
by the International Energy Agency, production capacity 
in the four GCC OPEC members will rise by 3.8 percent 
to 17.94 mbd by end 2008 from the current level of 17.28 
million b/d.  By 2012 production capacity is projected at 
20.17 million b/d, though this appears somewhat 
optimistic. 
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Chart 6 
Projected Oil Production Capacity 
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 In Saudi Arabia, the national oil company, Saudi 
Aramco, is in the midst of a major investment program to 
expand production and refining capacity. It expects to 
have production capacity of 12.6 million b/d in place by 
2012, and plans to almost double its refining capacity to  
around 6 million b/d. The increase in production capacity 
will represent at least a third of the net increase in OPEC 
crude capacity over that time. The gross increase in 
capacity will be 2.7 million b/d, but this will be partially 
offset by 1.5 million b/d in lost output from aging fields; 
currently, two-thirds of Aramco’s upstream capital 
expenditure goes towards maintaining existing levels of 
production. 
 

 The UAE remains committed to raising crude 

production capacity from the current 2.7 million b/d to 

3.5 million b/d over the medium term, and is utilizing 

technologies provided by its upstream production partners 

(ExxonMobil, Royal Dutch/Shell, BP and Total) to 

achieve this. Projects totaling $40 billion are at various 

stages of development, though a number of them are 

technologically challenging. In Qatar, the state-owned 

producer, Qatar Petroleum, has continued its enhanced 

recovery programs at various fields, though much of QP’s 

investment is channeled towards gas (see below). In 

Oman, efforts are underway to boost the recovery rate at 

ageing fields, in a bid to reverse the steady decline in the 

Sultanate’s output. 

 
 The prospects for near-term capacity expansion in 
Kuwait remain stymied by the deadlock over Project 
Kuwait. The scheme, which aims to raise the production 
capacity of the country’s northern fields from 0.6 million 
b/d to 0.9 million b/d in collaboration with international 
oil companies, has been consistently opposed by 
parliament on the grounds that the constitution bars 
foreign ownership of natural resources. The appointment 
and almost immediate resignation of a new oil minister in 
late 2007 underscores the intractability of the political 
issues surrounding Project Kuwait. 
 

Chart 7 
Oil Price 
(Dated Brent; $/b) 
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 While the region’s national oil companies remain 
committed to expanding oil production capacity, their 
governments are increasingly directing them to focus on 
developing gas reserves, either to meet burgeoning 
domestic power demand, or exploit export opportunities 
that are not subject to OPEC caps.  
 
 
Chart 8 
Gas Production 
(m boe/d) 
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 In the UAE, where domestic demand is growing at 
10 percent a year, a shortfall of gas is forecast for 2012. 
Consequently, Abu Dhabi’s authorities have been forced 
to exploit the Emirate’s highly corrosive and toxic sour 
gas deposits in order to meet demand. In Saudi Arabia, 
where dry gas demand is growing at 6 percent a year, 
some industrial projects have experienced delays because 
of a shortage of gas feedstock, and Aramco has 
consequently decided to fast-track its gas expansion plans. 
Such is the demand that it is venturing into little-explored 
areas, such as the Red Sea and the Nafud basin in the 
north. Foreign firms are continuing to explore in the Rub 
al-Khali (Empty Quarter), though so far with little 
success.  
 
 In Qatar, QP has embarked on its five year, $83 
billion hydrocarbon investment program, three quarters of 
which is earmarked for natural gas projects. The 
authorities have invested heavily in natural gas over 
successive years, developing several distinct products and 
processes: LNG, piped natural gas (PNG), natural gas 



The Institute of International Finance, Inc. Gulf Cooperation Council Countries/Page 7 

liquids (NGLs), and, most recently, gas-to-liquids 
(GTLs).  In addition, natural gas is increasingly being 
used as a feedstock and as an energy source to produce 
petrochemicals, steel and utilities. 
 
 The authorities announced a three-year moratorium 
on new hydrocarbons projects in 2005.  The moratorium 
was prompted by several concerns, the pressing of which 
relates to the quality of the North Field reservoir (which 
may not be as homogenous as once assumed).  QP is in 
the process of appraising data from the large number of 
wells drilled so far, which will help form its field 
development strategy.  Projects that had already been 
committed to were not affected, but according to QP it is 
possible that development of some planned projects could 
be pushed back to 2012. 
 
 In Oman, much of the $13 billion that is being spent 
in the current five-year hydrocarbons development plan is 
being directed towards the gas sector, and in particular 
downstream industries, such as methanol, urea, ethylene, 
and aromatics. 
  
3.  External Sector 
 
 A further surge in oil prices pushed the GCC’s 
aggregate current account surplus up to an all-time 
high of $215 billion in 2007 (27 percent of GDP). This 
will allow further substantial accretions to the region’s 
vast stock of net foreign assets, which we now estimate at 
around $1.8 trillion. 
 
 Oil export earnings are estimated to have reached 
$381 billion in 2007, around 8 percent higher than in 
2006. Here, the decline in crude oil production has been 
more than offset by the buoyancy of international oil 
prices, which, following some softness in the early part of 
the year, rebounded forcefully to exceed $90/barrel in 
November. The main driver remains robust demand from 
Asia and the Middle East, allied to tight supply 
fundamentals. Geo-political tensions and speculation in 
the forward market have also forced prices higher.  
 
 Gas export revenues are also performing well, and 
are estimated to have climbed by 18 percent in 2007 year 
to $26 billion. Much of the growth is coming from Qatar; 
exports from the UAE have slowed as a greater 
proportion of gas resources are diverted to the domestic 
power industry. In total, hydrocarbons are likely to 
account for 77 percent of overall 2007 export earnings, up 
from 73 percent in 2002. 
 
  Nonhydrocarbon export earnings are also 
demonstrating strong growth, albeit from a low base. 
2007 was the eighth consecutive year that 
nonhydrocarbon exports grew at double-digit rates (an 
average 15 percent).  Nevertheless, nonhydrocarbon 
export data are distorted by intraregional trade and re-

exports, which account for around two-thirds of 
nonhydrocarbon exports.  Re-export trade is largely 
confined to the UAE, which is home to the region’s major 
transshipment ports, though trade through Kuwait into 
Iraq has picked up in recent years. 
 
  

Table 3       

Current Account, External Debt, and Official Reserves 

(2007; billions of dollars)     

  Saudi UAE Kuwait Oman Qatar Bahrain

       

 Trade balance 155.6 63.6 50.9 12.6 21.9 3.4 

  Exports (f.o.b.) 228.4 159.3 66.1 23.6 38.5 13.1 

   Hydrocarbon 204.7 76.0 62.8 18.9 34.9 10.2 

    Oil 204.7 68.2 62.8 15.6 19.7 10.2 

    Gas 0.0 7.7 0.0 3.4 15.2 0.0 

   Non-hydrocarbon 23.7 83.3 3.3 4.7 3.7 2.9 

  Imports (f.o.b.) -72.8 -95.7 -15.2 -11.1 -16.6 -9.7 

       

Services, incomes 

and transfers -60.4 -24.3 10.0 -7.9 -9.2 -1.2 

       

Current account 

balance 95.2 39.3 60.9 4.6 12.7 2.2 

  (% GDP) (25.3) (20.8) (53.1) (11.8) (20.0) (13.3) 

       

External debt 54.2 105.9 31.0 10.2 25.0 160.02 

  (% GDP) (14.4) (56.1) (27.0) (26.0) (39.3) (957.9) 

       

Official reserves 

(minus gold) 28.9 41.4 24.7 7.7 6.5 3.5 

(months of imports)1 (2.6) (4.1) (10.5) (5.0) (2.7) (2.0) 
1Imports of goods, services and incomes. 
2Includes foreign liabilities of offshore banking units. 

Source: National Authorities, and IIF estimates. 

  
 Buoyant domestic demand drove an estimated 
14 percent rise in import spending during 2007. Growth 
appears to have been most pronounced in Saudi Arabia, 
where demand for capital inputs for the broad-based 
industrialization program currently underway has 
spiraled. Qatar and the UAE, which have enjoyed 
stunning increases in per capita GDP, have seen strong 
growth in both capital and consumer goods imports, while 
Oman’s requirements for its energy expansion program 
have also lent considerable buoyancy to import demand. 
 
 Despite this, the surge in oil revenues was strong 
enough to push the aggregate trade surplus well above 
$300 billion in 2007, from $282 billion in 2006, 
stabilizing at 39 percent of GDP. When oil prices hit their 
nadir in 1998 the trade surplus was worth only 8 percent 
of GDP.   



Gulf Cooperation Council Countries/Page 8  The Institute of International Finance, Inc. 

 The deficit on the invisibles account is estimated to 
have expanded by around $8 billion to $93 billion, though 
it held steady as a percentage of GDP at around 
12 percent. The most significant rise has been on the 
services account, where spending is estimated to have 
increased by 17 percent, reflecting both strong import 
demand and growing labor costs at the middle- to senior-
management level. Availability of skilled construction 
personnel—such as project managers, architects, design 
consultants and the like—is an increasingly pressing 
supply side constraint, and represents one of the main 
drags on the GCC’s growth prospects. The rise in these 
costs was enough to offset strong tourism earnings in 
some countries, notably the UAE, Qatar, and Oman. 
 
 The surplus on the income account is likely to have 
consolidated in 2007 as robust earnings from the GCC’s 
stock of foreign assets dwarfed debt service outflows. 
Indeed, earnings from foreign assets may be undercounted 
in official data for political reasons. Unofficial estimates 
of the size of these asset stocks vary; the IIF puts the total 
pool of NFA at just under $1.8 trillion at end 2007 (Table 
4). The composition and geographical distribution of 
these assets is also difficult to gauge, though we present 
our own estimates in Box 1. (Note that internationally-
sourced data for 2007 are still incomplete and our analysis 
focuses on the 2002-06 period.) 
 
 In keeping with the region’s formidable oil wealth 
and the reluctance of official entities to take on external 
debt, income outflows have historically been fairly 
modest. Nevertheless, they have risen sharply in recent 
years, reaching $29 billion in 2007, from less than $10 
billion in 2003 in line with the accumulation of corporate 
debt. 
 

Table 4   

Net Foreign Assets    

(Public & Private, end-2007)   

  $ billion 
percent of 

GDP 

Bahrain 25 150  

Kuwait 280  244  

Oman 15  38  

Qatar 85  134  

Saudi  540  143  

UAE 850  450  

Total 1795  224 

Source: IIF estimates   
 

  
 Net transfer outflows, almost exclusively expatriate 
remittances, narrowed as a proportion of GDP for the 
sixth year in a row. This is surprising given the economic 
climate and the robust inflows of expatriate workers 
witnessed in many Gulf states. Remittances outflows are 
hard to track in fast-growing emerging economies, and 
the data may be incomplete. 
 

 Current account surpluses of the GCC member 
countries varied broadly in line with their dependence on 
oil as a source of export revenue.  In Kuwait, where oil 
accounts for 95 percent of total export earnings, the 
current account surplus is estimated to have reached 
53 percent of GDP.  By contrast, the surplus was only 
13 percent of GDP in Bahrain, which has to import some 
of its oil requirement.   
 

 Capital account data for most countries in the region 
are still lacking. Foreign direct investment flows have 
gathered pace in recent years, and have been particularly 
buoyant in the UAE, Saudi Arabia and Qatar, reflecting 
the rash of energy and construction projects underway in 
these countries, as well as the solid improvements to their 
respective business environments. Although stock market 
valuations have eased to more realistic levels, restrictions 
on foreign participation are likely to have limited external 
inflows to local equity markets. 
 
 Debt inflows have also shown pronounced growth in 
recent years (Chart 10). Much of this has been taken on 
by commercial banks as they attempt to match their 
growing exposure to project finance and mortgages in 
their domestic markets with longer-term external 
borrowing. 
 
 The buildup in commercial bank liabilities also 
reflects the increase in nonresident deposits prompted by 
expectation of exchange rate revaluation in some GCC 
countries. 
 
 Project finance borrowing has also been increasing 
across the GCC. Until mid-2007, strong demand for GCC 
risk among investors ensured that these funds were priced 
competitively. Indeed, such was the compression of 
spreads that local banks found it difficult to participate in 
syndications. However, with the squeeze in global credit 
conditions prompted by the subprime crisis in the U.S. in 
August, external lenders have become more discerning. 
This has not provoked any significant shortage of external 
liquidity, but some spreads have widened again as OECD 
banks begin to edge away from “non-core” lending. 
 
 Sovereign debt accounts for a small and declining 
portion of overall debt, even as some city-states (such as 
Abu Dhabi) have moved to set benchmarks for corporate 
borrowing by issuing “sovereign” bonds.  
 

In sum, external debt is estimated to have reached 
$226 billion in 2007, a three-fold increase on 2003. At 
28 percent of GDP, the aggregate ratio of debt is still 
benign, though the UAE’s external debt now exceeds 
55 percent of GDP. 
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Box 1: Tracking Capital Outflows 2002-2006 
 

 The GCC countries have accrued a substantial oil 

windfall since 2002 when global oil prices began their 

ascent. In the face of incomplete data, and in the context 

of acute global financial imbalances, there has been 

considerable interest in how this windfall is being 

deployed.  

 
 Given the lack of external capital account data for the 
GCC, the IIF uses the combined current account surplus 
of those countries as a proxy for the scale of their capital 
outflows. On this basis, capital outflows from the GCC 
during the period 2002-06 amounted to $530 billion. (In 
2006 alone, capital flows from the GCC were the 
equivalent of about a quarter of the U.S. current account 
deficit, or more than 80 percent of China’s external 
surplus.) 
 
  In the absence of GCC country data on the 
destination of these flows, the only option is to use 
counterparty data of which there are three principal 
sources: the U.S. Treasury International Capital 
System (TIC), which provides data on U.S.-resident 
banking sector assets and liabilities with foreign 
institutions, as well as foreign holdings of U.S. securities; 
the Bank for International Settlements, which provides 
data on the external positions of its reporting banks vis-à-
vis individual countries in its Quarterly Review; and 
Bloomberg’s database on mergers and acquisitions, 
which is useful for tracking major equity purchases (i.e. 
FDI) made by GCC companies and governments. It is 
noteworthy that neither the EU nor Japan provides data on 
securities holdings by nonresidents; Germany publishes 
limited data. 
 
 The TIC and Bloomberg data allow us to identify the 
geographical destination of $224 billion of the implied 
asset buildup by GCC countries during 2002-26. The BIS 
data indicate that GCC claims on BIS banks increased by 
$35 billion over the same period (though they do not 
reveal the geographical breakdown of these deposits). 
Together, these sources enable us to identify by asset 
class some $259 billion, or 49percent of the total outflow 
of capital from the GCC during the period.  
 
 On this basis, the following observations can be made 
about the changing composition of the identifiable 
component of GCC net foreign assets between end-2001 
and 2006. 
   

• The charts show a clear shift away from bank 
deposits: net BIS deposits declined from over 
45 percent of the identified total in December  

 
 
2001 to just 27 percent five years later. This reflects the 
global trend towards disintermediation and the rising 
importance of global capital markets for the allocation of 
funds, as well as low real deposit rates over the period. 
 
 
Chart 9 
GCC Identified Net Foreign Assets by Type – December 2001 
vs December 2006 
(net, percent) 

 
December 2001  
(Total = $176 billion) 

US banking 
depo sits, 0.6

, 

FDI ho ldings, 
11.4

B IS depo sits, 
45.4

US sho rt term 
debt, 1.4

US lo ng term 
debt, 14

US equities, 
27.2

 
 
 
December 2006  
(Total = $434 billion) 

US lo ng term 
debt, 20

US sho rt term 
debt, 7.9

B IS depo sits , 
27.4

FDI ho ldings, 
15.4

, 

US banking 
depo sits, 0.5

US equities, 
28.8

 
 
  

• One counterpoint to this trend is a much stronger 
appetite for M&A, with a pronounced pickup in 
GCC acquisitions in the past couple of years 
(telecoms firms, hotels, and downstream energy 
companies have featured prominently). 
Consequently net FDI holdings now account for 
around 15 percent of the total identified asset 
base, up from around 11 percent in 2001. 
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 Box 1 (cont.) 
 

• The appetite for U.S. equity is also undimmed, 
and this asset class remains the single largest 
element of the total with 29 percent.  It is worth 
noting that the GCC’s demand for equity 
holdings runs strongly against the grain of 
allocations favored by other major oil producers 
(Norway, Russia, Venezuela and Nigeria) where, 
as Pimco has noted, appetite for equities of all 
types remains weak.  

 

• Despite this growing demand for riskier assets, 
the GCC countries have not forsaken U.S. 
government debt, of any tenor. Indeed, the 
strongest growth in proportional terms has been 
in holdings of short term securities (mainly 
Treasury and Agencies), with their allocation 
increasing from 1.4 percent in 2001, to 
7.9 percent in 2006. Demand for long term paper 
also remains robust, increasing from 14 percent 
to 20 percent over the period. (Available data for 
2007 show demand for U.S. Treasury bonds 
holding up reasonably well, albeit with a small 
sell-off in the third quarter.)  

 
  What of the unidentified portion of the GCC capital 
outflows during 2002-06? This amounts to some $271 
billion, or about 51 percent of the total. Some $31 billion 
of this is identified as official foreign reserves, and is 
presumably held in very liquid instruments, but the 
whereabouts and composition of these is unknown; it is 
likely that a significant portion of this amount is included 
in the TIC/BIS data laid out above. In addition, we 
believe that there is a very substantial understating of 
GCC claims on the U.S., especially as such investors have 
had increasing access to intermediaries in recent years. 
This undercounting is possibly in the order of $100 
billion, or 19 percent of the implied buildup of $530 
billion. In addition, it is likely that around a third of net 
M&A activity involved U.S.-based acquisitions, 
equivalent to around $15 billion or 3 percent of the total. 
(All told, therefore, GCC acquisitions of U.S. assets over 
the period could have amounted to some $300 billion, or 
57 percent of the total.) 
  
 Much of the non-identified capital flows are managed 
by the GCC’s public investment authorities. These have 
more liberal mandates than their respective central banks, 
and appear to direct their resources towards higher risk 
asset classes. In addition, there is considerable private 
investment by high-net-worth individuals. Tracing the 
activities of both these groups is extremely difficult given 
only fragmentary, anecdotal evidence, but from our 
discussions with some of these investment authorities it is 
clear that they have a global portfolio invested across a  
 

range of asset classes, including equities, fixed income, 
real estate, private equity, hedge funds and CTAs. With 
the focus on growth, the geographical slant is increasingly 
towards emerging markets.  
 
 The first impact of this evolving strategy is that a 
greater share of GCC funds is staying in the MENA 
region, where quickening liberalization, privatization, and 
regional integration, as well as an increased pace of 
project implementation, and the emergence of Islamic 
financial instruments, has lured capital that would 
previously have headed away from the Arab world. All 
told, GCC investment into the broader MENA region 
could account for around $60 billion, or 11 percent of the 
implied buildup of $530 billion over the period 2002-06.  

 Europe is also attracting a significant share of these 

unattributed flows. Little firm data are available, but 

European equity and fixed income markets appear to have 

benefited from Gulf financial flows, particularly as the 

desire to diversify currency holdings has moved up the 

GCC’s agenda. Property markets in traditional centers 

such as the U.K, France and Switzerland also continue to 

attract significant inflows of GCC capital. Such flows 

may have constituted around $100 billion, or 19 percent 

of the implied build up. 

 Lastly, Asia has unquestionably been an important 

destination for GCC capital over the period. The evidence 

indicates that financial and investment linkages between 

the Gulf and Asia have been growing. In 2005-06 alone, 

according to UBS, the GCC announced investment 

projects in Asian infrastructure worth $155 billion. They 

typically have a five-15 year time horizon and have been 

concentrated in energy infrastructure. Gulf investors have 

also been heavy buyers of Chinese IPOs and Asian real 

estate. All told, GCC flows into Asia are in the same 

order of magnitude to those into MENA, at around 

$60 billion, or 11 percent of the total.  

 Based on these broad trends and orders of magnitude, 

Table 3 summarizes our estimates of the destination of 

capital outflows from the GCC countries over the past 

five years. 
 
Table 5  

GCC Estimated Geographical Distribution of Capital 
Outflows, 2002-06 
($ billion)  
  
U.S.         300 
Europe         100 
MENA         60 
Asia         60 
Other         10 
Total         530 
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Chart 10 
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4.  Financial Sector 
 
 The GCC banking sector is in good health. The 
sector had a largely disappointing 2006, following the 
sharp downturn in the region’s equity markets. 
Nevertheless, 2007 has seen a recovery in profit and asset 
growth in many of the large institutions, and encouraging 
demand fundamentals point to strong and sustainable loan 
growth over the medium term. 
 
 

Table 6     
Selected Banks' 
Performance     
(H1 2007, billions of 
dollars)     

  Assets  
percent 
change¹ 

Net 
Profit 

percent 
change¹ 

National Commercial 
Bank 49.06 18 942 6 
Samba Financial 
Group 34.45 14 684 -9 
National Bank of Abu  
  Dhabi 33.77 53 323 5 

Al-Rajhi Bank 33.25 23 848 -10 
National Bank of 
Kuwait 31.6 38 501 12 
Emirates Bank  
  International 31.41 59 327 24 
Kuwait Finance 
House 27.94 48 869 48 

Riyad Bank 26.28 7 401 24 
Abu Dhabi 
Commercial  
  Bank 26.16 18 265 -19 

Banque Saudi Fransi 23.29 16 378 -16 

¹over H1 2006     

Source: company reports 

     

  
 The banking sector benefits from a very benign 
economic backdrop. The high oil price environment that 
has been a feature of the region since 2002 has generated 
vigorous domestic demand, fuelling strong credit growth 
and helping to improve asset quality. Government policy 
has been supportive, encouraging diversification away 

from oil and the development of sectors such as tourism, 
petrochemicals, mining, health and education. 
 
 Key ratios attest to the health of the banking sector.  
Levels of capitalization are robust, with the average 
capital adequacy of commercial banks well in excess of 
the 8 percent minimum set out in the Basel accords (a 
number of GCC central banks impose a high minimum 
requirement). The region’s banks have become more 
proactive in writing off their legacy non-performing 
loans, and the average ratio of NPLs to gross loans has 
fallen to below 5 percent in most GCC countries. It 
should be noted that official guidelines generally 
recognize nonperforming loans at 90-days past due, 
though in the UAE the definition is 180 days past due (in 
practice many UAE banks use 90 days). 
 
 The stock market corrections witnessed in 2005-06 
did not, in the main, cause the region’s banks severe 
distress. Indeed, in many countries fee income was 
supported even in the aftermath of the corrections by 
increased trading frequency among marginal stocks 
(particularly in Saudi Arabia) and by the fact that many 
banks still earned decent brokerage fees as investors sold 
out of the equity markets. 
 
 In addition, the market corrections of 2005-06 
prompted many banks to improve their risk management 
systems, and augment their provisioning levels, as well as 
boost tier one capital levels. This trend has been helped 
by the phased introduction of Basel II criteria, a process 
that has been encouraged (with varying degrees of 
enthusiasm) by the region’s authorities. 
 
 Heavy exposure to construction and real estate 
remains a concern in some countries. This is difficult to 
quantify, given doubts over the final destination of 
consumer loans that are ostensibly made for other 
purposes, though the narrow field of investment 
opportunities suggests that banks’ exposure to real estate 
may be sizeable. The vulnerability of UAE banks in this 
regard has often been cited. However, we remain 
reasonably confident that a number of supply-side 
rigidities, in combination with strong population growth, 
will allow the sector to avoid a sharp correction (and 
might even ensure price buoyancy over the medium 
term).  
 
 Greater caution is perhaps warranted in some other 
GCC countries, where real estate projects may be less 
well conceived than in the UAE. Nevertheless, in general 
we are confident that with the improvements in 
provisioning and risk management witnessed in the 
region, a sharp downturn in the property sector would not 
provoke a systemic crisis in any GCC country. 
 
 Although the stock market corrections quite naturally 
triggered some cooling of loan growth in 2006, lending 
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has since picked up again as banks have boosted their 
retail activities.  Lending is being driven by consumer 
loan demand, combined with cross-selling of credit cards, 
and the introduction of new products such as mortgages 
and insurance. Rising demand for Islamic banking 
services has also prompted many banks to open Islamic 
subsidiaries or windows.   
 
 Mortgage lending offers substantial high-margin 
growth potential, particularly in countries with strong 
population growth. In the UAE and Qatar the rapid influx 
of young, professional expatriates points to a rich 
potential source of future loan demand. In the UAE, for 
example, HSBC expects $150 billion worth of real estate 
to enter the market over the next four years. 
 

 Yet there is also some caution given the hazy 

regulations governing property repossessions in markets 

that have yet to be tested by an economic downturn. One 

way round this problem is Islamic-structured mortgages, 

which use a leasing structure (ijara) that ends with 

ownership being transferred to the customer. A variation 

on this theme is a “diminishing musharka mortage,” 

which allows customers to gradually build up ownership 

of the property in installments determined by the 

customer, as opposed to the fixed payments involved in 

ijara.  

 

 On the corporate side, syndication for project finance 

deals has offered reasonable scope for GCC banks. 

However, their share of deals—and margins—has been 

squeezed by competition from global players, who have 

been able to leverage economies of scale and provide 

longer-term and cheaper finance to infrastructure projects. 

Nevertheless, the global credit squeeze may open the 

door—at least temporarily—to increased local 

participation as global banks shy away from non-core 

lending. 

  

 In general the scope for further loan growth is good. 

Penetration rates are low: private sector credit accounts 

for only around 37 percent of GDP in Saudi Arabia, for 

example. The highest level of penetration is in the UAE, 

with a rate of 77 percent, but this is some way short of 

OECD rates that are well in excess of 100 percent. Bank 

balance sheets are not overgeared, with loans and 

advances often well below the level of deposits. However, 

this is not uniformly the case: some of the UAE’s banks, 

including Emirates NBD, Abu Dhabi Commercial Bank, 

Sharjah Islamic Bank, and National Bank of Ras al-

Khaimah, have loan-deposit ratios of over 100, reflecting 

their energetic efforts to expand market share. 
 
 As loans outgrow the domestic deposit base in some 
countries, so banks have moved towards longer-term 
foreign borrowing. By June 2007 foreign liabilities in the 

UAE banking sector had reached $59.3 billion, up from 
$23.2 billion at end-2005. In Qatar the absolute level of 
liabilities is considerably smaller ($9.3 billion in August 
2007), but the buildup from $2.6 billion at end-2005 is no 
less pronounced.  
 
 From a strategic point of view, the shift towards 
longer-term foreign funding makes sense for banks that 
are increasing their longer-term lending (through 
mortgages or project finance). However, it is generally a 
more expensive option than customer deposits, and does 
leave banks vulnerable to shifts in the global financial 
climate. As such, the dislocation in international credit 
markets witnessed in 2007 raises concerns that local 
banks might find their access to credit in jeopardy should 
foreign banks begin to unwind their exposure to emerging 
markets.  
 
 This aside, the outlook for the banking sector remains 
positive. Banks can look forward to further deregulation, 
sustained high oil prices, and favorable demographic 
dynamics. The prospects for consolidation are less 
certain: the recent merger of the UAE’s Emirates Bank 
and National Bank of Dubai is a good fit and has 
potentially created one of the region’s financial 
powerhouses. However, it is unlikely to presage a wave of 
consolidation in the Gulf. Family loyalties and national 
rivalries are formidable barriers, as are regulatory caps on 
foreign ownership. The Emirates-NBD merger needed 
forceful prompting from Dubai’s government, which had 
majority stakes in both firms.  
 
 Following an initial period of hesitancy (which was 
prolonged in Saudi Arabia and the UAE) the region’s 
equity markets have recovered well from the 2005-06 
corrections (Tables 7 and 8). In early December 2007 all 
markets were posting double digit gains in year-on-year 
and year-to-date terms. The strongest performer has been 
Muscat, which had registered a 61 percent year-to-date 
gain by early December, closely followed by Abu Dhabi 
with 50 percent. After struggling for much of the year, the 
main Saudi index was showing a 26 percent year-to-date 
gain, while the Dubai Financial Market was 36 percent 
ahead.  
 
 The region’s bourses tend to be dominated by 
banking stocks. Markets have therefore responded 
positively to the resurgence of banking sector profitability 
in 2007, just as they responded negatively to banks’ 
declining fee income in 2006. Encouraging results from 
many of the region’s telecoms, construction, and 
petrochemicals firms have also helped improve sentiment. 
 
 IPOs continue to generate a good deal of interest (and 
have done even when indices remain flat). In many cases 
this reflects the deliberate underpricing of initial offerings 
by the authorities, a practice that is still widespread in the 
Gulf. The strategy is designed to distribute stock market 
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gains to as wide a base of investors as possible, but it also 
tends to underprice risk and inflate bubbles.  
 

Table 7         

Consolidated Stock Market Indicators 

     

  2004 2005 2006 2007¹ 

Transactions ('000) 15,237 52,214 102,107 50,955 

Transactions ($ billion) 552 1,374 1,559 898 
Market capitalization  
  ($ billion) 525 1137 732 1,062 
Number of listed  
  companies 492 579 508 556 
1 to December 10 
Source: Global Investment House 

 

 Established firms seeking to float their stock prefer a 

bookbuilding process, which allows them to gauge 

demand before listing, and so set a reasonable price. 

Bookbuilding also gives institutional buyers the comfort 

of knowing before the sale how many shares they will 

receive and what they will have to pay.  

 

Table 8         

Stock Market Performance 
(main indices, 
percent change)     

  2004 2005 2006 2007¹ 

Bahrain 33 24 -1.9 18.1 

Kuwait 34 79 -13.6 20.3 

Oman 24 44 14.5 61.2 

Qatar 65 70 -37.5 19.5 

Saudi Arabia 85 104 -52.5 26.4 

UAE – Abu Dhabi 172 132 -42.3 50.3 

UAE – Dubai 75 69 -44.4 36.3 
1To December 10     

Sources: NBAD. Bloomberg. 

 

 Attracting the involvement of institutions is 

becoming a more pressing concern around the region. 

Fuller participation of institutional investors would help 

to provide a degree of stability to stock prices since 

pension funds and insurance companies tend to hold 

shares for longer periods than retail investors. Their 

involvement would also instill confidence in the market as 

institutions most often invest only after conducting 

thorough analysis of companies, their strategies, and 

financial projections. Moreover, as significant 

shareholders, these investors have the ability to effect 

change in a company and can better represent minority 

shareholder interests. Currently, foreign institutional 

involvement in the GCC markets remains extremely 

limited. There are expectations that participation will 

eventually be broadened, but this is likely to be a 

medium-term process. 
 
 

Economic Policies 
 

 For the most part, GCC governments have 
continued to pursue policies aimed at encouraging 
rapid economic growth. They are supported in this by 
highly elevated oil prices, which have allowed substantial 
fiscal surpluses to be recorded even as spending has 
picked up. However, in some countries the rapid growth 
strategy has contributed to significant inflationary 
pressures, which have been exacerbated by fixed peg 
exchange rate systems.  Structural problems, such as rigid 
labor markets, extensive fiscal subsidies, and corporate 
governance shortcomings are being gradually addressed, 
but remain deep-rooted.    
 
 

1.  Fiscal Policy 
 

 We estimate that the consolidated GCC fiscal 
surplus eased slightly to 19 percent of GDP in 2007 
from 23 percent of GDP in 2006.  This was mainly the 
result of a 13 percent pickup in expenditure, eclipsing a 
4 percent gain in revenue. Nevertheless, expenditure 
stabilized as a percentage of GDP at 29 percent, while 
revenue dipped slightly to a still-comfortable 48 percent 
of GDP. 
 
 The non-oil fiscal deficit, which gives a broad sense 
of the sustainability of government spending over a long 
time horizon, remained pronounced in most countries 
(Table 9). In Saudi Arabia, where the nonoil deficit is 
increasing, and Oman, where it is more stable, the ratios 
are close to 30 percent of GDP. The main exception is the 
UAE, where significant nonoil income has been generated 
by Dubai. An important rider when considering the nonoil 
deficit in the GCC countries is the rapid accumulation of 
foreign assets in recent years, particularly by the UAE, 
Saudi Arabia, and Kuwait. In all these countries, this 
accumulation has been greater than the widening of the 
nonoil deficit, providing a large and growing alternative 
revenue source. However, in Oman and Bahrain, for 
example, large and/or widening nonoil fiscal deficits have 
not been matched by the accumulation of foreign assets.  
 

 The near relentless ascent of oil (and gas) prices 
underpinned the fiscal position in all six states. In 
aggregate terms hydrocarbons revenue accounted for 
around 84 percent of total government revenue, and was 
not less than 74 percent in any country. Nonhydrocarbons 
revenue climbed by around 6 percent to $69 billion owing 
to an increase in investment income (income from foreign 
assets is often excluded or understated in official fiscal 
outturns). Revenue from customs tariffs, fees and charges 
also posted gains. 
 

 This was also the first year since 2001 that 
expenditure growth exceeded gains in revenue. The 
13 percent increase in expenditure reflects growing 
capital expenditure commitments by many GCC 
governments, particularly in Saudi Arabia, Qatar and Abu 
Dhabi, and an associated increase in construction costs. 
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Table 9       

Fiscal Account       

(2007; billions of dollars) 

 Saudi UAE Kuwait1 Oman Qatar1 Bahrain

       

Total revenue 166.1 88.9 75.1 19.3 25.3 5.3 

  (% GDP) (44.1) (47.1) (65.0) (49.4) (38.6) (32.0) 

  Hydrocarbon 149.5 67.8 55.5 15.9 18.7 4.2 

  Nonydrocarbon 16.6 21.0 19.5 3.4 6.6 1.2 

       

Total expenditure 118.3 39.2 33.7 14.4 19.9 4.9 

  (% GDP) (31.4) (20.8) (29.2) (36.9) (30.4) (29.5) 

       

Balance 47.8 49.7 41.4 4.9 5.4 0.4 

  (% GDP) (12.7) 26.3) (35.8) (12.6) (8.3) (2.5) 

       

Nonoil balance -101.7 -18.2 -14.2 -11.0 -13.3 -3.8 

(% of GDP) (-27.0) (-9.6) (-12.4) (-28.2) (-20.9) (-22.5) 
Gross debt of 

central gov 71.3 39.8 11.0 2.9 8.0 2.0 

  (% GDP) (18.9) (21.1) (9.8) (7.5) (12.6) (12.3) 

 Domestic 71.3 27.6 9.3 1.6 4.2 1.9 

 External 0.0 12.1 1.7 1.4 3.8 0.2 
1Fiscal year ending March 2007 except for debt data which is 
calculated on a calendar year basis. 

Source: National Authorities and IIF estimates. 

 
 The cost of Saudi Arabia’s “economic cities”, which 
are to be ranged across the Kingdom, is expected to be 
borne principally by the private sector, but in many cases 
basic infrastructure and services will be provided by the 
government. In Abu Dhabi, there is some $140 billion 
worth of “megaprojects” mainly in the planning stage, 
most of which will require substantial public sector 
funding. Qatar is in the midst of an $83 billion five-year 
hydrocarbons investment program, which will be partly 
funded by the state-owned Qatar Petroleum (though this 
will not be captured by the fiscal accounts). The pace of 
civil capital spending in Doha has cooled somewhat 
following the completion of the December 2006 Asian 
Games, but upgrades to transport, health and education 
infrastructure are continuing apace. Elsewhere, Kuwait 
has ambitious plans to develop a raft of real estate 
projects, though execution has been – and is likely to 
remain – slow. 
 
 Current spending has also been buoyant in most GCC 
states. This remains dominated by public sector wages, 
which have been raised sharply in countries where 
inflationary pressures have eaten into real wages. 
Spending on subsidies, particularly on fuel, has also 
shown strong growth. Officially, all GCC governments 
remain committed to reducing nationals’ dependence on 
public sector employment; however, the nature of the 
unwritten social compact—which, simply put, provides 
GCC citizens with extensive “cradle to grave” welfare in 
exchange for political quiescence—places tight 
constraints on governments’ room for maneuver.  
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 Fiscal balances of GCC member states continue to 
vary in line with their hydrocarbon endowments.  
Kuwait’s fiscal surplus is estimated to have reached 
36 percent of GDP in 2007, compared to a surplus of 
2.5 percent of GDP in Bahrain. The bulk of each 
country’s surplus is likely to be transferred into the 
various reserve and reserve and wealth management funds 
run by GCC governments.   
 
 Repaying domestic debt is not a priority for most 
GCC states as the stock of debt is low and mainly 
comprises short- and medium-term paper that is used for 
monetary management purposes. Until recently the 
exception was Saudi Arabia, where a large debt was built 
up financing the fiscal deficits of the 1990s. In recent 
years the authorities have prioritized paying down this 
debt, and it had fallen to SR267 billion, or 19 percent of 
GDP at end-2007, from over 60 percent of GDP as 
recently as 2004. Largely as a result, aggregate GCC 
domestic debt is estimated to have fallen to 14.5 percent 
of GDP. 
 
 With oil prices breaching $90/barrel in late 2007, 
governments are likely to maintain their focus on capital 
spending as they bid to expand the absorptive capacity of 
their respective economies. The danger of overcapacity 
remains real, but rising construction costs and other 
supply-side bottlenecks might place a natural check on 
some of the more fanciful real estate projects that are in 
the planning stages. There are valid concerns that 
budgetary projections and fiscal outturns do not fully 
capture general government spending, particularly in the 
UAE where a good deal of public sector investment 
appears to take place off-budget. Nevertheless, the 
strength of oil prices, and the size of foreign asset 
cushions built up over the previous five years gives a 
robust underpinning to the fiscal outlook. 
 
2.  Monetary and Exchange Rate Policy 
 
 Monetary policy in the GCC states remains 
constrained by fixed exchange rates and open capital 
accounts. This impels domestic interest rates to track 



The Institute of International Finance, Inc. Gulf Cooperation Council Countries/Page 15 

corresponding rates in the U.S., while central bank 
operations are largely confined to smoothing liquidity 
conditions through the issuance of CDs or other 
instruments. 
 
 Given these parameters, the initiation of monetary 
easing by the U.S. Federal Reserve in September 2007 
has tended to exacerbate an already extraordinary buildup 
in local liquidity in the GCC (Chart 12). In the UAE, real 
interest rates are now heavily negative (indeed, they were 
negative well before the recent Fed easing), a situation 
that contributed to a near doubling of private sector credit 
in the twelve months to June 2007. In Qatar, where real 
rates are also negative, lending to the private sector grew 
by 56 percent in the twelve months to August 2007. In 
Bahrain and Oman, private sector credit grew by 
27 percent and 26 percent respectively in the twelve 
months to July. This buildup of liquidity has contributed 
to inflationary pressures in the UAE and Qatar, and to a 
lesser extent in Oman. 
 

Table 10       

Interest Rates and Exchange Rates 

(2006; period averages) 

  Saudi UAE Kuwait Oman Qatar Bahrain 

       
Deposit rate 
(3 m;   lc) 5.02  4.24  5.03  3.70  5.07  4.40  
Deposit rate 
(3 m; $) 5.13  4.00  4.51  4.60  n/a 5.30 

Differential -0.11  0.24  0.52  -0.90  n/a -0.90  

       
Exchange  
  rate (lc:$) 3.75  3.67  0.29  0.38  3.64  0.38  
REER (%  
  change) 0.21  4.41  1.74  -0.98  8.53  -0.42  

Source: National Authorities and IIF estimates. 

 
 
 The rapid gains in private sector credit have more 
than offset the paydown of domestic public sector debt, 
leading to a rapid expansion of broad money supply in 
most states. In the UAE broad money grew by 34 percent 
in the 12 months to end June, while M2 registered 
33 percent growth in the 12 months to May in both Qatar 
and Bahrain. 
 
 Efforts to control monetary growth are further 
hampered by the limited efficacy of open market 
operations. This stems from the shallowness of local 
financial markets and the fact that local banks have ready 
access to foreign capital (for example, market interest 
rates in Saudi Arabia are lower than the policy rate by 
some margin). Policy has been further complicated by the 
downward drift of the U.S. dollar, which has put 
additional upward pressure on import prices (many GCC 
states are heavily dependent on imports from the 
Eurozone and Japan). In concert, these factors have 

helped fuel debate about the continued suitability of the 
GCC’s exchange rate pegs (see Box 2). 
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 Notwithstanding the peg to a depreciating currency, 
the real effective exchange rate (REER) of the GCC 
currencies, a proxy for external competitiveness, has 
continued to appreciate. The weighted average of the 
REER appreciated by an estimated 2.6 percent in 2007, 
following a 3.2 percent appreciation in 2006. The average 
was pulled up by those countries with pronounced 
inflationary pressures (Qatar and the UAE); the index fell 
in Bahrain, Oman and Saudi Arabia. Qatar’s REER 
appreciated by an estimated 6.2 percent in 2007, while the 
gain in the UAE was 5.5 percent. However, neither 
country has yet suffered any obvious decline in export 
competitiveness, reflecting the fact that their principal 
export (hydrocarbons) is determined by a global market 
and priced in dollars. 
 
3.  Structural Policy 
 

a.  Projects 
 
 Lofty oil prices are continuing to support a variety 
of large-scale projects throughout the GCC. These aim 
to create employment, diversify the economic base, 
develop human resources and generate greater value-
added from hydrocarbon resources.  Extravagance and 
poor planning during previous periods of high oil prices 
resulted in unproductive investments. Greater private 
sector participation and better sequencing during the 
current boom suggest that more of the projects currently 
under preparation will be viable, though risks remain of 
overcapacity in some sectors. 
 
 The appetite for infrastructural development remains 
undimmed, despite widespread predictions of a 
slowdown. According to Meed Projects, there was $1.5 
trillion worth of GCC projects announced, planned or 
underway at end-September 2007, 42 percent higher than 
a year earlier—the highest annual increase since records 
were first compiled in 2004. Almost a trillion dollars of 
this was in construction (much of it tourism 
developments), while oil, gas and petrochemicals projects 
together claimed around $335 billion. 
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Box 2  Exchange Rate Debate 
 
 Debate about the long-term viability of the GCC’s 
exchange rate pegs has increased significantly over the 
past year. In May 2007, citing concerns about imported 
inflation, the Central Bank of Kuwait abandoned its peg 
to the U.S. dollar and reverted to a peg to a basket of 
currencies (a regime that it had used for many years 
previously). The move allowed the dinar to appreciate by 
around 4 percent against the dollar over the following six 
months, helping to reduce import costs and (eventually) 
quell speculative inflows. Indeed, month-on-month 
inflation in August registered a slight decline. However, 
the efficacy of the move is not definitive, since many 
analysts contend that Kuwait’s inflationary pressures have 
been generated largely by a tight housing market, and that 
the August decline had little to do with the new exchange 
rate regime. 
 
 Nevertheless, the apparent success of the Kuwaiti 
move has increased speculation about a similar change of 
regime in the UAE, where inflation is running at around 
10 percent according to official figures. Expectations of a 
change intensified in November when the Central Bank 
Governor, Sultan Nasser al-Suweidi, acknowledged that 
there was “strong pressure on the UAE because of higher 
inflation and an expected further deterioration in the 
dollar”. Mr Suweidi said that the UAE’s dollar peg was 
“under review”. 
 
 Up to this point, the monetary authorities had put up 
a spirited defense of the peg, insisting that imported 
inflation had played only a minor role in the UAE, and 
that retailers were willing to absorb currency costs in 
order to protect market share. The Governor’s revival of 
the issue appears to reflect growing complaints by UAE 
companies, who make three inter-related arguments: 

 

• Currency weakness is eroding the “send home 
value” of expatriate pay. This is making the UAE 
a less attractive destination for both blue and 
white collar workers. 

 

• White collar workers are in turn making inflated 
wage demands, which are helping to entrench 
inflationary expectations. 

 
 

 

 

• The situation is only likely to deteriorate given 

the outlook for U.S. interest rates and the dollar. 
 
 Corporate unease appears to have resonated with the 
rulers of Abu Dhabi and Dubai, who are committed to a 
growth strategy that requires relatively cheap and 
plentiful labor. Of the other GCC countries, Qatar most 
closely mirrors the problems being experienced in the 
UAE. The Qatari prime minister, Sheikh Hamad bin 
Jassim bin Jabr al-Thani, acknowledged in mid November 
that the dollar’s decline was “hurting our economy”.  
 
 Saudi Arabia’s central bank remains a staunch verbal 
defender of the country’s dollar peg, and insists that the 
Kingdom’s inflationary pressures are mainly a result of 
supply bottlenecks and the global increase in food prices. 
Revaluation would also entail a hit on the local currency 
value of its oil exports. With a comparatively low oil 
output per capita, revaluation would therefore entail some 
fiscal pain. Similarly, unlike the UAE and Qatar, Saudi 
Arabia has a higher proportion of its foreign assets 
denominated in U.S. dollars, which would lose value in 
riyal terms in the event of a revaluation. 
 
 Nevertheless, like Qatar and the UAE, Saudi Arabia 
is pursuing a rapid growth strategy that will require ample 
supplies of skilled and unskilled labor. These will prove 
difficult to attract if the value of the riyal continues to 
slip.  
 
 Given the Saudi authorities’ well known caution, 
they are most likely to maintain the peg at the current 
level. However, if the dollar continues to drift lower and 
the U.S. monetary authorities’ easing stance is 
maintained, then pressure from the Kingdom’s other GCC 
partners could begin to influence its position. Under these 
circumstances a one-time revaluation by the five GCC 
states with dollar pegs is conceivable.  
 
 This aside, the wholesale replacement of existing 
dollar pegs with basket pegs is unlikely in the short term. 
Such a move would throw up a number of technical 
challenges to the conduct of monetary policy, and would 
also force the GCC to abandon its monetary union project. 
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 Some 44 percent of the total was from the UAE, 
where Abu Dhabi’s infrastructure push has given a 
substantial fillip to activity. The pace of activity in Dubai 
also remains frenetic, as it attempts to match 
infrastructure delivery to a population growth rate of at 
least 8 percent. In Saudi Arabia the projects market was 
worth $363 billion at end-September, 27 percent higher 
than a year earlier, and reflective of the rollout of the 
Kingdom’s economic cities, along with the fast-paced 
development of Riyadh’s real estate market. 
 
 The project markets in Kuwait and Qatar have also 
shown brisk growth, of 18 percent and 21 percent 
respectively. However, the prospects for actual delivery 
are cloudier here than in Saudi Arabia and the UAE. 
Qatar has declared a moratorium on further exploitation 
of its gas reserves as it pauses to assess long term 
depletion rates. Consequently, a number of its planned 
energy projects will be delayed. In Kuwait, ambitious 
plans such as the $85 billion Silk City project have been 
weighed down by red tape and political wrangling (as 
have a number of other Kuwaiti infrastructure projects).  
 
 The global credit squeeze has had some impact on the 
GCC project market, though so far it has remained 
manageable. On average, deals are being priced at around 
10-15 basis points higher than at mid-year (before the 
subprime crisis erupted). This has not been enough to 
derail projects, but it does mean that deals are remaining 
in the market longer than anticipated as sponsors 
approach as many banks as possible in an effort to avoid 
having to alter their financial models.  
 
 Some analysts expect the decompression of spreads 
to be accompanied by a move away from the “covenant 
lite” deals that had become typical in the region (and 
elsewhere in the world). As such, the impact of the credit 
squeeze might be positive, encouraging greater due 
diligence and the reappraisal of those projects that may 
lead to overcapacity in the region. Petrochemicals and 
hotels are two sectors where the danger of overcapacity is 
pronounced.  
 
 
b.  Regional Economic Integration 
  
 Prospects for a single GCC currency in 2010 have 
dimmed over the past year. In December 2006 Oman 
declared that it would not be joining the single currency 
by the stated deadline, with the economy ministry citing 
concerns over the applicability of the GCC’s chosen 
convergence criteria. Oman has particular concerns about 
the budget deficit target (3 percent of GDP) which it 
believes will place unrealistic strictures on its economic 
policy in a context of declining oil output. The economy 
ministry has intimated that if Oman’s long term decline in 
oil production can be reversed, then the country might 
join the single currency at a later date. 

 The impact of this decision was compounded a few 
months later when Kuwait decided to drop its peg to the 
U.S. dollar and revert to its previous regime of a peg to a 
basket. Kuwaiti officials insisted at the time that the 
decision did not preclude the country joining the single 
GCC currency on schedule in 2010; however, most 
observers believe that Kuwait has charted out its own 
currency course in response to its inflationary conditions, 
and is unlikely to cede control of monetary policy again. 
 
 Officially, currency union remains on course. The 
GCC’s secretary-general insisted in October 2007 that the 
January 1 2010 deadline will remain in place. 
 
 Nevertheless, this seemed somewhat discordant with 
the consensus view that emerged from a meeting of GCC 
finance ministers and central bank governors three days 
earlier in Jeddah, where closing statements hinted at a 
possible reassessment of the 2010 deadline. At the 
meeting, the governor of the Saudi Arabian Monetary 
Authority said that the situation will be “reassessed taking 
into consideration the economic situation in the region in 
order to set a new date for the monetary union of the 
council.” It therefore seems likely that the deadline will 
be extended, possibly to 2015. This will give leeway to 
individual states to make their own exchange rate regime 
adjustments in order to dampen inflationary pressures, but 
by so doing will also reduce the chances of finding an 
acceptable common currency regime. 
 
 There was no further mention of the subject at a 
summit in Doha in December 2007, though the general 
parameters of a GCC single market were announced. 
These emphasized equal treatment for all GCC citizens in 
most fields of economic endeavor, though national 
implementation is likely to be a gradual process, possibly 
taking many years. Theoretically, the directive applies to 
non-GCC citizens as well, though this is confined to those 
“of moral character”, thereby granting considerable 
discretion to national governments. In June 2007 GCC 
labor ministers agreed a draft unified labor law, which 
revises the sponsorship systems that tie expatriate workers 
to their existing employment. Enabling workers to move 
to where they are most needed should in turn help to 
dampen wage price inflation. Similarly, if the 
development of the common market encourages cross-
border mergers and acquisitions, this in turn should help 
companies achieve economies of scale and so keep prices 
low. 

 
Outlook 

 
 

 The GCC’s economic boom is likely to be 
sustained well into the medium term. High oil prices 
are facilitating a surge in investment and the significant 
number of major projects under way will provide 
momentum for robust nonhydrocarbon growth for several 
years to come. With average oil prices expected to stay 



Gulf Cooperation Council Countries/Page 18  The Institute of International Finance, Inc. 

high in 2008, aggregate nominal GDP is forecast to 
expand by 14 percent to $912 billion. Despite the ongoing 
investment binge, oil prices will be high enough to allow 
an aggregate current account surplus of 28 percent of 
GDP, allowing individual states to make substantial 
additions to their reserve and wealth funds and keeping 
the GCC within the global financial spotlight. 
 
 The tightness in the global oil market is unlikely to 
abate in 2008. Potentially softer U.S. demand is likely to 
be offset by robust growth from China, India and the 
Middle East itself. With most OPEC members producing 
at or near full capacity, an anticipated easing of quotas is 
unlikely to have much material impact on supply.  With 
non-OPEC supply growth also forecast to remain weak, 
refining capacity tight and a variety of geo-political 
tension likely to continue simmering, Dated Brent is 
expected to average just under $80/barrel, with risk on the 
upside. In 2009 prices are expected to ease in line with the 
addition of more global refining capacity. 
 
 Gains in GCC crude output will remain modest, 
given that all but Saudi Arabia are producing at or near 
capacity. Indeed, the oil sector will be overshadowed by 
gains in gas production, as all GCC states continue to 
work hard to supply the feedstock for industrial 
expansion.  
 
 With high oil prices continuing to stimulate public 
and private spending, so the nonhydrocarbon sector 
should maintain its dynamism. Activity will vary between 
countries, but with two of the region’s oil giants, Saudi 
Arabia and Abu Dhabi, now committed to a wide-ranging 
infrastructural expansion, forward momentum will be 
significant. Construction will therefore remain the 
dominant sector, but contributions from services 
(particularly finance, telecommunications, and air 
services) and manufacturing will also be strong. The 
recent repricing of risk may have some bearing on 
marginal projects, but is likely to be positive if it leads to 
a more discerning approach in some sectors, such as 
tourism. 
 
 In sum, the GCC’s nonhydrorcarbon sector is set for 
another year of growth of around 14 percent in nominal 
terms, mirroring the rise in overall nominal GDP growth. 
At around $900 billion, the area’s nominal output will be 
more than double that recorded as recently as 2003. In 
2009 the pace of government spending might cool 
somewhat in line with softening (but still high) oil prices, 
but there should be enough private sector momentum to 
sustain nominal growth of around 8-10 percent. 
 
 Stronger oil prices will boost the aggregate current 
account surplus in 2008 to 28 percent of GDP—a record.  
Oil export revenues are forecast to climb by 13 percent to 
around $436 billion, while gas exports (mainly from 
Qatar) will contribute $35 billion. Nonhydrocarbons 

exports, which are dominated by re-exports from the 
UAE, have shown strong growth in recent years and are 
set to reach $141 billion in 2008. Together, GCC exports 
are forecast to reach around $612 billion in 2008, easing 
somewhat in 2009 as oil prices begin to trend down. 
 
 Import spending is forecast to grow by around 
15 percent in 2008.  Aside from the increase in goods for 
re-export, we anticipate further brisk growth in imports of 
capital goods and raw materials for the numerous ongoing  
construction projects. The impact will be exacerbated by 
higher construction costs and further drift in the U.S. 
dollar’s value.  Consumer goods imports will also rise on 
the back of robust private consumption.  Despite these 
pressures, the trade balance is expected to register a 
surplus of 39 percent of GDP next year. Import demand 
might ease slightly in 2009 as government spending 
begins to cool, but it should remain reasonably firm. 
 

Table 11     

Outlook     

  2005 2006 2007e 2008f 
         

Nominal GDP ($ bn) 612.3 717.9 799.7 912.1 
GDP per capita ($ 
'000) 17.5 19.8 21.3 23.4 

     
Nominal GDP (%  
  change) 26.8 17.2 11.4 14.0 

  Hydrocarbon GDP 47.2 19.8 8.0 14.5 
  Nonhydrocarbon  
    GDP 11.8 14.8 14.8 13.6 

     
Consumer price  
  inflation (av, %) 4.1 5.3 6.7 7.0 

     

C/A balance ($ bn) 166.7 196.7 214.9 252.9 

  (% GDP) (27.2) (27.4) (26.9) (27.7) 

  Oil exports ($ bn) 291.2 347.9 381.2 436.0 

  Gas exports ($ bn) 16.8 22.0 26.3 35.2 

External debt ($ bn) 117.4 189.9 226.3 260.4 

  (% GDP) (19.2) (26.5) (28.3) (28.6) 

     

Fiscal balance ($ bn) 124.5 163.8 150.4 195.7 

  (% GDP) (20.3) (22.8) (18.8) (21.5) 

  Fiscal revenue ($ bn) 297.1 368.8 381.6 456.4 
  Fiscal expenditure  
    ($ bn) 172.7 205.0 231.1 260.6 

     

Memoranda:     

  Oil price (Brent; $/b) 54.4 65.4 72.5 79.6 

  Crude oil prod (m b/d) 16.0 16.0 15.5 16.1 
  Natural gas prod  
    m boe/d) 3.5 3.8 4.0 4.6 

e = IIF estimate; f = IIF forecast 

 
 The deficit on the invisibles account is expected to 
widen. Rising global shipping costs are pushing up the cif 
cost of imports, while professional services associated 
with construction are at a premium.  These will more than 
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offset a healthy rise in services revenues stemming from 
tourism and financial services, allied to higher volumes of 
traffic entering the region’s ports. We forecast that the 
deficit on the transfers account will also widen.  Outflows 
of remittances are expected to grow in line with robust 
economic activity, strong inflows of foreign workers, and 
rapidly rising nominal wages.   
 
 Income earnings are expected to quicken in line with 
the GCC’s ever-expanding stock of foreign assets. 
Foreign borrowing has increased sharply in some parts of 
the Gulf, while growing inward investment is generating 
commensurate income outflows. Nevertheless, outflows 
will not keep pace with income inflows and the surplus 
should continue to grow over the medium term. 
 
 Capital account inflows are set to pick up. Foreign 
banks’ appetite for Gulf risk has wavered somewhat in the 
wake of the global credit squeeze, and this might have 
some impact on access to foreign funding for some of the 
smaller GCC banks in the short term. Nevertheless, given 
the broader context of increasing economic liberalization, 
substantial infrastructural expansion, and formidable oil 
reserves, the GCC should continue to attract robust 
inflows of foreign direct investment, as well as debt 
capital. This will push total external debt up to around 
$260 billion by the end of 2008, equivalent to 29 percent 
of GDP. Around half of this will emanate from the UAE. 
 
 These capital inflows will be dwarfed by outflows as 
the bulk of the current account surplus will be used to 
increase holdings of foreign assets.  GCC foreign assets 
(excluding official reserves) are set to increase by around 
$250 billion in 2008. These will continue to be 
diversified, both by currency and asset class, though we 
expect that liquid dollar instruments will continue to 
constitute a small majority of these holdings. Additions to 
official foreign exchange reserves will remain 
comparatively meager, at around $30 billion. This will 
give total reserves (excluding gold) of around 
$145 billion, or 4.3 months of import cover. 
 
 Risks and uncertainties to the forecast center on 
inflation and monetary policy. Inflationary pressures are 
acute in the UAE and Qatar, and are building in Saudi 
Arabia. While a certain level of inflation is inevitable, and 
desirable, in fast-growing emerging economies, the pace 
of price growth currently being witnessed in Qatar and the 
UAE has the potential to undermine competitiveness, 
cloud investment strategies and dampen growth. 
 
 At their root, inflationary pressures have been 
generated by a shortage of housing. Hence, once these 
housing markets tip into surplus, so price pressures should 
begin to recede. However, supply side bottlenecks and 
rising construction costs indicate that it may be some 
years before supply catches up with demand.  
 

 In addition, currency weakness has contributed to 
inflation, largely by reducing the “send home” value of 
expatriate pay, and so forcing up wage demands. With the 
outlook for further dollar weakness into 2008, the 
authorities in both the UAE and Qatar appear to be 
contemplating a revaluation or, less likely, a move to a 
basket. Saudi Arabia is more cautious and is unlikely to 
abandon its peg to the dollar, though a revaluation in 2008 
certainly cannot be ruled out. If the status quo is 
maintained, then average inflation of around 7 percent in 
2008 seems plausible. 
 
 Risks to the global oil price outlook center on the 
prospects for the U.S. economy. A severe and prolonged 
recession in the U.S. would likely show up as reduced 
energy demand in East Asia, given the importance of the 
U.S. export market. Under these circumstances, a 
softening in global oil prices would be likely, and with it 
some easing in the pace of GCC economic expansion.  
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