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Can the GCC Weather
the Economic Meltdown?
by Onn Winckler

As the storms of economic crisis gathered throughout Europe, Asia, America,
and the rest of the world in late 2007, one area alone seemed immune. By
 mid-July 2008, oil prices had skyrocketed to almost $150 per barrel (p/b),

higher than ever before, and the Gulf Cooperation Council (GCC) states of Bahrain,
Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates (UAE) seemed set
to benefit from a huge financial surplus. This rosy scenario was short-lived; soon enough,
the wave of economic disaster sweeping the world reached the shores of the Persian
Gulf, damaging the petroleum export revenues as well as the oil-related and tourism
businesses. But beyond having to cope with the dramatic economic turndown, the crisis
has exposed an Achilles’ heel in the oil-based economies of the region. The GCC coun-
tries’ traditional reliance on foreign nationals for labor as well as their subsidization of
the native population through make-work “white collar” jobs seems no longer sustain-
able and may have disturbing short- and long-run political effects.

Onn Winckler is associate professor in the
Department of Middle Eastern History, Univer-
sity of Haifa.

     BOOM TIME

During the four years prior to the onset of
the crisis, the economic growth rate worldwide
was impressive with global gross domestic
product (GDP) real growth rate amounting to
4.5 percent in 2005, 5.1 percent in 2006, and 5.2
percent in 2007.1 Those economies under the
jurisdiction of the UNESCWA (U.N. Economic
and Social Commission for Western Asia)—
Egypt, Sudan, Jordan, the Palestinian Author-
ity, Syria, Lebanon, Iraq, Yemen, and the GCC
countries—exhibited slightly better growth.
This increase, amounting to 6.9 percent in 2005,
5.9 percent in 2006, and slightly declining to 5.4
percent in 2007,2 led to a substantial improve-

ment in the living standard of these countries.
The major factor for the rapid economic de-

velopment in the Arab region as a whole, but
particularly in the Persian Gulf oil economies, was
the rapid rise in both oil production and oil prices.
In 2008, crude oil production of the GCC coun-
tries skyrocketed to 16.4 million barrels per day
(b/d), representing an increase of 7 percent from
the previous year (see Table 1, page 52). This
resulted from the rapid increase in consumption,
rising from 84 million b/d in 2005 to 86.9 million b/
d in the first quarter of 20083 because of burgeon-
ing, worldwide oil demand led by the emerging
economies of Asia, mainly China and India.

1  Forty-Fifth Annual Report-1430H (2009G), Saudi Ara-
bian Monetary Agency, Riyadh, p. 8, table 1.1.
2  Survey of Economic and Social Developments in the
ESCWA Region, 2007-2008 (New York: U.N. Economic
and Social Commission for Western Asia, 2008), p. 1,
table 1.
3  International Petroleum Monthly, U.S. Department of
Energy, Energy Information Administration (EIA), Wash-
ington, D.C., Dec. 2009, table 2.1.
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The rapid rise in oil consumption was ac-
companied by accelerated increases in prices,
which skyrocketed to $131.2 p/b on average in
July 2008, compared to $88.4 p/b in January 2008
(see Table 2, page 53), and to $23.1 p/b in 2001
(see Table 3, page 54). In 2008, GCC oil revenues
amounted to $575 billion,4 compared to $328 bil-
lion in 2007, and only $137 billion in 2003 (cur-
rent prices).5 In mid-June 2008, prior to the peak
of the oil prices a month later, the Saudi Eco-
nomic Survey reported that “Saudi Arabia is mak-
ing over a $1 billion a day in oil revenues.”6

Driven by the increase in oil and gas revenues,
total governmental revenues in Oman increased
by more than 50 percent between 2006 and 2008,
from $10 billion in 2006 to $15.6 billion in 2008.7

In addition to oil and gas revenues and their
related petrochemical products, the GCC’s eco-
nomic expansion since 2004 has also been driven
by the rapid growth of the tourism industry.
While the global tourism industry grew rapidly
in the 2000s,8 this increase was marked with nu-

merous setbacks, beginning with the devastat-
ing consequences of the September 11, 2001 Al-
Qaeda terrorist attacks on the United States,
through attempted and actual terrorist attacks
in Europe and Asia during the decade, the U.S.
invasion of Iraq in 2003, and culminating in sky-
rocketing oil prices in mid-2008 that affected air
travel adversely. Despite this, GCC tourism in-
dustries expanded more than twice the world-
wide average during the decade and were gen-
erally characterized by stability with only minor
ups and downs, even during periods of regional
tension. Consequently, during the past decade,
the tourism industry became one of the economic
cornerstones of the Persian Gulf states, both in
terms of development and employment genera-
tion, even in Saudi Arabia, which is traditionally
opposed to any tourism activity not of a religious
nature.9 By 2008, GCC travel and tourism activi-
ties contributed the seemingly inconceivable
amount of $113 billion, namely, more than 10 per-
cent of their total GDP (see Table 4, page 55).

In general, from 2002-08, the GCC economy
tripled in size, reaching the unforeseeable
amount of $1.08 trillion in 2008 with a surplus in
the current account balance of $292.3 billion,
representing 27.1 of the total GDP—an increase

4  “GCC Growth Starts to Revive, Oil Revenues Set to
Increase, Saudi Arabia Seen as Key to Continuing Moderate
Oil Prices,” State News Service, Oct. 1, 2009; Mahmoud
Mohieldin, “Neighborly Investments,” Finance & Devel-
opment, Dec. 2008, p. 40.
5  Indo-Asian News Service, Aug. 21, 2008.
6  Saudi Economic Survey (Riyadh), June 11, 2008.
7  Facts & Figures, 2008 (Muscat: Sultanate of Oman,
Ministry of National Economy, June 2009), p. 7.
8  “World Tourism Barometer,” U.N. World Tourism Or-
ganization, Madrid, Apr. 2010, p. 5.

9  Yoel Mansfeld and Onn Winckler, “The Tourism Indus-
try as an Alternative for the GCC Oil-Based Rentier
Economy,” Tourism Economics, Sept. 2007, pp. 333-60.

         Table 1: Oil Production in GCC States, 2000-10 (thousands of b/d) 

 

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010** 

 
Saudi Arabia 

 
8,404 

 
8,031 

 
7,634 

 
8,410 

 
8,897 

 
9,353 

 
9,112 

 
8,651 

 
9,261 

 
8,250 

 
8,240 

UAE 2,368 2,276 2,082 2,248 2,344 2,378 2,540 2,504 2,681 2,413 2,414 
Kuwait 2,079 1,998 1,894 2,136 2,289 2,529 2,535 2,465 2,586 2,350 2,350 
Qatar   737   714   679   676   755   766    821    807    924    927 1,020 
Oman   970   960   897   819   780   774    738    710    757    813    855 
Bahrain*   190   190   190   240   209   187    185    180    180    180    180 

 

Total 

 

14,748  

 

14,169 

 

13,376 

 

14,529 

 

15,274 

 

15,987 

 

15,931 

 

15,317 

 

16,389 

 

14,933 

 

15,059 
  

* Including Bahrain’s share of Abu Sa‘afa oilfield. 

** Jan.-Mar. average. 

Source: EIA, International Petroleum Monthly, June 2010, table 1.1; ESCWA data. 
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of 44.7 percent compared to 2007.10

Thus, by mid-2008, the economic
situation in the countries of the
GCC was better than ever with for-
eign assets having increased dra-
matically from $1,036 billion in 2006
to $1,352 billion in 2008; the Sau-
dis’ foreign assets alone increased
by 85 percent within that two year
span.11

A major consequence of the
GCC’s flourishing economic situa-
tion was a dramatic increase in the
number of foreign laborers. During
this decade, but particularly dur-
ing the past five years, in each of
the Persian Gulf countries, the
numbers of foreign laborers dra-
matically increased, including in
Bahrain12 and Oman,13 the two
countries where the labor force na-
tionalization policy is considered
to be most successful. Overall by 2008, foreign
laborers in the GCC countries numbered 10.6 mil-
lion compared to 8.5 million in 2005.14

  IMPACT OF THE GLOBAL
  FINANCIAL CRISIS

The economic situation in the GCC coun-
tries during the first half of 2008 was enviable,
with all projections indicating high oil prices and
steadily increasing foreign direct investment

(FDI) as the two major factors for continued,
rapid economic expansion for the foreseeable
future. Analysts continued to predict a glowing
future for the GCC economies not only after the
onset of the financial crisis in the United States
but also after its spread to other countries. Thus,
in a late February 2008 speech in Dubai, Joseph
Ackerman, chairman of both the International
Financial Institute and the board of Deutsche
Bank Group, commented that “the effect of the
economic slowdown in the U.S. will be mild be-
cause of the large number of infrastructure
projects in the GCC states.”15 Regarding the
Middle East and North Africa (MENA) region
as a whole, the World Bank’s 2008 MENA Eco-
nomic Developments and Prospects report pre-
dicted: “Average growth of about 5.6 percent
is expected over the next three years. Oil prices
are expected to remain buoyant, leading to high
levels of investment.”16 Similarly, in late July
2008, The Saudi Gazette quoted an optimistic
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10  The Saudi Gazette (Riyadh), Aug. 1, 2008; Regional
Economic Outlook, Middle East and North Africa (Wash-
ington, D.C.: International Monetary Fund, May 2009), p.
37, table 2, p. 49, table 15.
11  Garbis Iradian, “GCC Regional Overview,” Institute of
International Finance, Washington, D.C., Sept. 28, 2009,
p. 2, table 2.
12  Main Economic Indicators for the Year 2008 (Manama:
Kingdom of Bahrain, Ministry of Finance, July 2009), p.
4, table 2.
13  Central Bank of Oman Annual Report, 2008 (Ruwi:
Central Bank of Oman, July 2009), p. 24, table 2.5.
14  Onn Winckler, Arab Political Demography: Popula-
tion Growth, Labor Migration and Natalist Policies, 2nd
ed. (Brighton and Portland: Sussex Academic Press, 2009),
pp. 147-66.

15  Asharq al-Awsat (London), Feb. 25, 2008, quoted in
MEMRI Economic Blog, Feb. 25, 2008.
16  2008 MENA Economic Developments and Prospects
(Washington, D.C.: The World Bank, 2009), p. xiii.

g g g

    * Jan.-May average. 

            Table 2: OPEC Reference Basket Price  

                for Crude Oil, 2008-2010 (current prices) 

2008       US$/B 2009       US$/B 2010       US$/B 

January 88.4 January 41.5 January 76.0 

February 90.6 February 41.4 February 73.0 

March 99.0 March 45.8 March 77.2 

April 105.2 April 50.2 April 82.3 

May 119.4 May 57.0 May 75.5 

June  128.3 June  68.4   

July 131.2 July 64.6   

August 112.4 August 71.4   

September 96.9 September 67.2   

October 69.2 October 72.7   

November 49.8 November 76.3   

December 38.6 December 74.0   

Average 94.5 Average 61.1 Average* 76.9 
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report from the Gulf Finance House (GFH), one
of the leading Islamic investment firms in
Bahrain:

The strong economic and investments boom
in the GCC region will also continue apace for
the medium term. With oil prices expected to
remain in triple digits for the remainder of
2008, and several major capacity expansions
in the pipeline across oil and non-oil sectors,
the GCC states remain firmly on course for
strong, broad-based economic growth for the
medium term.17

Despite the spread of the global financial
malaise, these positive projections continued,
largely based on the assumption that this
worldwide crisis would be quite similar to that
of the oil crisis of 1973-74. During that period,
developed economies were severely affected
as a result of sharp increases in oil prices while
the Persian Gulf oil economies expanded rap-
idly through growing oil revenues. In fact, this

scenario did actually recur in the second half
of 2007 and the first half of 2008.

However, all of these optimistic forecasts
suddenly collapsed following the crash of oil
prices from their peak of $131.2 p/b on average
in July 2008 to $69.2 on average in October 2008,
and then to less than $40 toward the end of the
year (see Table 2). The collapse of Lehman
Brothers in mid-September 2008 increased the
worldwide panic, and the GCC economies could
no longer escape the global recession. The
huge financial liquidity that existed in the Per-
sian Gulf economies since 2004 evaporated al-
most immediately. A gloomy economic atmo-
sphere spread as well; in March 2009, the Fi-
nancial Times quoted an employee of Dubai
International Capital: “It’s a nightmare. We go
into the office unsure if we will have a job at the
end of the day.”18

In 2009, GCC oil revenues amounted to $302
billion, a decline of 42 percent from 2008 and
even lower than that of 2007 and 2006.19 Con-
sequently, (see Table 5, page 56), the real GDP
growth rate in all the GCC countries (with the
exception of Qatar, which continued to enjoy
high growth rate20) stagnated, with a negligible
contracted growth rate of -0.2 percent on aver-
age, translating into a decline of at least 2.8 per-
cent in per capita terms.21

The sudden slump in oil revenues has had
a ripple effect on oil-related industries. For ex-
ample, Saudi Arabia Basic Industries Corpora-
tion (SABIC) had a net loss of $260 million dur-
ing the first quarter of 2009, its first quarterly
loss in seven years. The sharp decline in
SABIC’s profits was the result of the drop-off
in both the production scale and the prices of
the products due to stagnation in the automo-
tive and electronic industries worldwide.22

17  The Saudi Gazette, Aug. 1, 2008.

18  Financial Times (London), Mar. 17, 2009.
19  Emirates Business 24/7, Jan. 11, 2010.
20  “Qatar 2009 Article IV Consultation,” Country Report
no. 10/41, International Monetary Fund, Washington, D.C.,
Feb. 2010, p. 20, table 1.
21  Regional Economic Forecast (New York: U.N. Eco-
nomic and Social Commission for Western Asia, Dec.
2009), p. 4.
22  MEED (Dubai and London), Sept. 8, 2009 supplement.

Table 3: OPEC Reference Basket Price*  

           for Crude Oil, 1996-2007  

 
Year US$/B 
1996 20.3 
1997 18.7 
1998 12.3 
1999 17.5 
2000 27.6 
2001 23.1 
2002 24.4 
2003 28.1 
2004 36.1 
2005 50.6 
2006 61.1 
2007 69.1 

 

* The RBP, introduced on June 16, 2005, consists of: Saharan 

Blend (Algeria), Girassol (Angola), Oriente (Ecuador), Iran 

Heavy (Islamic Republic of Iran), Basra Light (Iraq), Kuwait 

Export (Kuwait), Es Sider (Libya), Bonny Light (Nigeria), 

Qatar Marine (Qatar), Arab Light (Saudi Arabia), Murban 

(UAE) and Merey (Venezuela). 

Source: OPEC, Annual Statistical Bulletin-2008 (Geneva, 

2009), p. 113, table 71; OPEC Bulletin, May 2010, p. 90, table 

1. 
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RAK Steel, based in the
UAE, stopped production
in fall 2008 at its 500,000
ton-a-year plant. The
downturn in raw material
demand led not only to a
decline in profits but to a
delay in the planned ca-
pacity expansion.23

The decline in profits
in private sector companies
led, naturally, to cuts in
wages. During the first
quarter of 2009, for ex-
ample, the salaries of con-
struction workers in Per-
sian Gulf states fell by 15 percent on average.24

This fall in wages was mainly due to the decline
in demand for labor as many projects were can-
celled completely or their implementation was
delayed. Further, across the Gulf, there was a
marked decline in tourism activities beginning
in the third quarter of 2008, with the worst situ-
ation in Dubai. As the tourism industry is inex-
tricably linked to various industries and ser-
vices, the slowdown in the tourism industry had
an impact on many other sectors as well, in-
cluding construction and building, banking and
insurance, and transportation.

From the onset of the crisis up until April
2009, an estimated $364 billion worth of projects
(28 percent of the $1.3 trillion projects in the
pipeline) have been put on hold or cancelled in
the UAE alone, almost all of them in construc-
tion.25 In Bahrain there has been a significant
reduction in private investments since the third
quarter of 2008.26 In Saudi Arabia, U.K.-Aus-
tralian mining giant Rio Tinto announced in De-
cember 2008 that it was unable to finance its 49
percent stake in a $10 billion aluminum joint ven-
ture with the Saudi Arabian Mining Company

(Ma‘aden).27 In general, it seems that about half
of the “mega-projects” in the GCC came to a
halt due to the recession.28

The first to suffer from the diminishing
scale of economic activities in the Persian Gulf
states were foreign laborers as a large percent-
age of them were employed by the construc-
tion and building sector. However, the crisis af-
fected the national workforces as well because
the recession actually damaged a fundamental
pillar of the GCC’s current employment policy—
the massive use of cheap foreign labor for low-
end employment needs in order to provide
higher-end job opportunities for nationals. This
employment policy was best evidenced in the
tourism, construction, and financial sectors
where the number of indigenous employees had
expanded rapidly during recent years. Since
these sectors were hit more dramatically than
others, the number of new job opportunities for
nationals in these areas declined significantly.
Moreover, as many employers sought to reduce
costs, they took advantage of government re-
ductions in the quota percentage for nationals
by hiring cheaper foreign laborers instead of
more expensive citizens.29 At the fifteenth an-

Winckler: GCC Economies

23  MEED, Sept. 8, 2009 supplement.
24  MEED, Apr. 10-16, 2009.
25  “The UAE: 2009 Mid-Year Economic Update,” Samba
Financial Group, Riyadh, July 2009, p. 1.
26  See, for example, MEED, Apr. 17-23, 2009.

27  MEED, Jan. 23-29, 2009; Rio Tinto Alcan, media
release, Dec. 17, 2008.
28  The Gulf News (Dubai), Feb. 3, 2010.
29  See, for example, Arab News (Jeddah), Apr. 30, 2010.

        Table 4: Travel and Tourism Economy as Percentage  

                          of GCC Economies, 2006, 2008 
 

   US$ millions  
  (current prices) 

 

 Percent of total GDP Country 

  2006    2008  2006 2008 

Bahrain 2,851 3,037 20.90 14.80 
Kuwait 4,999 6,815 7.3 5.0 
Oman * 4,366 * 9.8 
Qatar 4,154 8,754 11.4 12.40 
Saudi Arabia * 41,300. * 9.2 
UAE 15,736. 49,603. 12.1 22.60 
 
* No data available. 

Source: The Travel & Tourism Competitiveness Report, World Economic Forum, Geneva, 2007, 

2009.  
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nual conference of the Emirates Centre for Stra-
tegic Studies and Research in February 2010,
Bahraini labor minister Majeed al-Alawi de-
clared, “The GCC employs seventeen million for-
eign workers, but has more than one million un-
employed citizens.”30

It should be noted, however, that despite
the worsening of the employment situation,
many nationals still do not want to work in many
occupations. For example, persuading Saudis to
work on a building site is a tough sell as they
prefer to work in the public sector or in a clerical
job.31 Hence, despite the severe recession, the
“rentier mentality” (relying on income or wealth
that is unrelated to actual work and risk bear-
ing32) of the nationals continues to contribute
to underemployment and unemployment.

   COPING WITH THE CRISIS

The governments of the GCC states are
dealing with the consequences of the crisis in
a number of ways. One approach is to imple-
ment expansionary fiscal policy by increasing

public spending to
counter the slump in
private sector activity.
This has been carried
out in the main by
raising the budget for
public works, prima-
rily in the infrastruc-
ture arena for electric-
ity, water desalination,
transportation, and in
the tourism sector.
This policy has three
goals: to maintain
the economic activity
level, to create new
job opportunities for

the national workforce, and to prepare for the
end of the crisis.33 Thus the Qatari 2009-10 bud-
get is expected to be the largest ever with the
launch of large-scale infrastructure projects such
as construction of the New Doha International
Airport and the Sidra Hospital, expansion of the
Ruwais port, large-scale road-building, expan-
sion of drainage systems, and improvements in
educational and vocational facilities.34 Overall
by early 2010, more than $229 billion worth of
projects were planned or under way in Qatar
alone.35 The 2009 Omani budget was 10.8 per-
cent higher than that of 2008 despite the sharp
decline in governmental revenues.36 Saudi capi-
tal spending for 2009 is also projected to be 36
percent higher than in 200837 and includes $7
billion for a railway linking Damman and Jeddah

30  The Gulf News, Feb. 3, 2010.
31  MEED, Oct. 9-15, 2009.
32  Hazem Beblawi, “The Rentier State in the Arab World,”
in Giacomo Luciani, ed.,  The Arab State  (London:
Routledge, 1990), pp. 85-98.

33  See, for example, Central Bank of Bahrain Economic
Report, 2008 (Manama: Central Bank of Bahrain, 2009), p.
12; The Saudi Gazette, May 1, 2010.
34  “Qatar 2008 Article IV Consultation,” Country Report
no. 09/28, International Monetary Fund, Washington, D.C.,
Jan. 2009, p. 13; “Qatar 2009 Article IV Consultation,”
Feb. 2010, pp. 4-5; MEED, Feb. 6-12, 2009; “Country
Report, Qatar,” Economist Intelligence Unit, London, Oct.
2009, p. 10.
35  MEED, Feb. 5-11, 2010.
36  Central Bank of Oman Annual Report, 2008, p. 8.
37  Saudi Economic Survey, Dec. 24, 2008, Mar. 18, 2009;
“Country Report, Saudi Arabia,” Economist Intelligence
Unit, London, Nov. 2009, p. 8; “Saudi Arabia,” SAMBA
Economic Monitor, Samba Financial Group, Riyadh, Oct.
2009, p. 14.

Table 5: Real GDP Growth Rate in GCC States, 1996-2009  
(in percentage) 

   Country 

 
  1996-9 2000-4 2005 2006 2007 2008  2009*

Saudi Arabia 2.1    3.7 5.6 3.2 3.4 4.2 -0.8 
Bahrain 4.0 5.6 7.9 6.5 8.1 6.3 2.8 
Kuwait 1.2 6.8 11.4 6.3 4.6 6.1 -1.2 
Oman 2.9 4.6 6.0 7.2 6.1 6.0 2.4 
Qatar   12.0 9.1 6.1 12.2 9.5 16.0 8.9 
UAE 5.2 7.6 10.5 9.4 5.2 7.4 -1.5 

 
*October 2009 estimates. 

Sources: 2008 MENA Economic Developments and Prospects (Washington, D.C.: The World 

Bank, 2009), p. 7, table 1.3; Survey of Economic and Social Developments in the ESCWA Region, 

2008-2009 (New York: U.N. Economic and Social Commission for Western Asia, Mar. 2009), p. 

4; Regional Economic Forecast (New York: U.N. Economic and Social Commission for Western 

Asia, Dec. 2009), p. 2, table 1. 
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through Riyadh.38 Overall, total GCC bud-
get spending in 2010 is likely to increase
by 14 percent to a record of $354 billion,
boosted mainly by high oil prices.39

In addition, each of the GCC coun-
tries without exception has adopted ex-
traordinary measures in order to restore
confidence and to stabilize the financial
sector, among them, cutting interest rates,
providing bank deposit guarantees, re-
ducing requirements on bank deposits,
and introducing new credit facilities in
order to strengthen bank liquidity.40 The
Persian Gulf governments have also in-
jected capital into private banks to en-
courage them to lend more to the private
sector.41

In Saudi Arabia, for example, the re-
serves requirement for banks has been
lowered from 13 percent to 7 percent, $2-
3 billion has been injected into banks in
the form of dollar deposits, all bank de-
posits have been guaranteed, and the
government has allocated an additional
$2.7 billion in credit to low income citi-
zens having problems accessing loans.42

Riyadh took an additional step to
spur private sector hiring of nationals. In
April 2009, the Saudi Human Resources
Development Fund offered to pay half of
the first year’s salary in advance for Sau-
dis who were newly hired by private firms.
Previously, it had paid a 50 percent bonus after
the completion of the employee’s first year on
the job. The aim of the advanced payment was
to tempt companies to increase the number of

employed nationals since getting credit from
banks had become more difficult since the onset
of the financial crisis.43 Saudi authorities also
strengthened the inspection regime for private
companies’ adherence to the government-man-
dated quotas for national employees.44

Increasing oil production spare capacity in
order to sustain moderate prices for the long-
run was another measure adopted by many GCC
members. There were two goals for this increase:
First, stable and moderate oil prices constitute a
major tool for global economic recovery, which
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By 2008, GCC travel and tourism activities
contributed $113 billion to the Gulf states’
economies, namely, more than 10 percent of their
total GDP. But following the financial crisis, there
was a marked decline in tourism activities. As the
tourism industry is inextricably linked to other
industries and services, the slowdown in the
tourism industry had an impact on many other
sectors, including construction and building,
banking and insurance, and transportation.

38  MEED, Aug. 21-27, 2009; MEED Yearbook 2010, Dec.
21, 2009.
39  “GCC 2010 Outlook,” Samba Financial Group, Riyadh,
Feb. 2010, p. 11.
40  Central Bank of Bahrain Economic Report, 2008, p.
12; “Country Report, Saudi Arabia,” Nov. 2009, p. 7;
“Qatar 2009 Article IV Consultation,” Feb. 2010, pp. 8-9;
Iradian, “GCC Regional Overview,” Sept. 28, 2009, p. 8,
table 7.
41  See, for example, “Kuwait Article IV Consultation,”
Country Report no. 09/152, International Monetary Fund,
Washington, D.C., May 2009, pp. 9-10.
42  “GCC 2010 Outlook,” Feb. 2010, p. 10.

43  Arabian Business.com, Apr. 1, 2009.
44  Arab News, Apr. 30, 2010.
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the GCC economies need for their own recovery.
The second aim has been to maintain a long-
term demand for oil at the expense of alternative
energies. In mid-2009, the Saudi Arabian crude
production capacity amounted to 12.5 million b/
d,45 more than 4 million b/d above its produc-
tion scale in early 2010 (see Table 1). Since the

peak of oil prices in mid-
2008, the Saudi authori-
ties have consistently
emphasized both their
huge proven oil reserves
and spare production
capacity in an effort to
convince oil consumers
not to switch to alterna-
tive energy sources.46

The Kuwaiti government
is currently acting to in-

crease its oil production capacity to 4 million b/
d until 2020.47 Maintaining the level of the cur-
rent global oil demand is viewed as insurance
for long-term governmental revenues, also en-
abling the GCC governments to maintain high
expenditure levels.

Despite considerable damage to the GCC
economies resulting from the global crisis, the
situation in these countries was and still is much
more favorable than that of the rest of the world’s
economies. In the developed economies, expan-
sionary fiscal policy has been financed by loans
while in the Persian Gulf states, it is financed by
governmental reserves from previous oil boom
years. In the case of Oman— the GCC economy
with the lowest per capita oil revenues—the pro-
jected $2.1 billion 2009 budgetary deficit included
only $259.7 million from borrowing with the re-
maining $1.844 billion to be financed by govern-
mental reserves.48 In other GCC economies, there

was no need for borrowing to finance expan-
sionary budgets.49

    DUBAI PROVES
    THE EXCEPTION

The exception to all this was Dubai due to
its unique economic structure. Since its modern
beginnings in the early twentieth century, Dubai
has had a cosmopolitan economic philosophy.
In the 1930s, Dubai’s port and suq (market) were
the largest in the Gulf with a quarter of its 20,000
inhabitants foreigners. Despite the discovery
of oil in 1966, Dubai’s rulers developed an eco-
nomic diversification policy.50 With a current
oil production level of about 240,000 b/d and
proven oil reserves only sufficient until 2030,51

Dubai’s oil revenues were, from the start, con-
sidered a temporary tool to promote economic
diversification.

As a result, prior to the crisis, Dubai was an
example of an oil-based economy that had suc-
ceeded in achieving economic diversification. In
2008, the tourism industry, for example, contrib-
uted (directly and indirectly) about 30 percent to
Dubai’s total GDP52 while oil and oil-related in-
dustries constituted only 2.1 percent.53 Overall
during the 2000-08 period, Dubai’s GDP growth
rate amounted to 13 percent on annual average—
higher than all of the other GCC economies and
even higher than that of China and India.54

The downside to this was that Dubai had
less substantial financial reserves from oil ex-
port with mega-projects financed through mas-

45  Reuters, May 6, 2009; Financial Times, June 11, 2009;
Iradian, “GCC Regional Overview,” Sept. 28, 2009, p. 10;
MEED, Dec. 18-24, 2009.
46  “Saudi Arabia’s Petroleum Policy and Its Economy,”
Saudi Arabia Ministry of Petroleum and Mineral Resources,
Riyadh, accessed May 21, 2010.
47  “Country Report, Kuwait,” Economist Intelligence
Unit, London, Nov. 2009, p. 14.
48  Central Bank of Oman Annual Report, 2008, p. 8.

49  See, for example, MEED, Jan. 22-28, 2010.
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sive loans. Dubai had gambled that its tourism
industry, the largest in the Gulf area and char-
acterized by such landmarks as the Palm Is-
lands, Dubailand, and the Burj al-Arab hotel,
would continue to expand.

However, Dubai’s economic miracle ended
during the third quarter of 2008. Within a few
weeks, Dubai deteriorated into its worse reces-
sion ever. The speed of its downfall paralleled
the speed of its growth. The International Mon-
etary Fund (IMF) has calculated Dubai’s total
debt in early 2010 at $109.2 billion, or 130 per-
cent of its 2009 total GDP.55

The tourism industry was perhaps hit hard-
est. From its beginnings in the mid-1980s,
Dubai’s tourism industry never relied on the
sun, sand, and sea model aimed at the middle
class but focused almost exclusively on top-
end tourism. Dubai was the area’s entertain-
ment hub and a destination for congresses and
international competitions.56 A large percent-
age of the industry was based on working meet-
ings and seminars of the largest multinational
companies and banks, the same firms most dam-
aged by the crisis, which would naturally cut
expenses by eliminating such costly gatherings.
Thus, Dubai’s room occupancy rate declined
through 200857 with continued deterioration
through 2009.58 Indeed, the latest IMF report on
the UAE stated that “even though Dubai has
achieved an impressive degree of diversifica-
tion and has become a major trading and ser-
vices regional hub, recent events call into ques-
tion the sustainability of enhancing growth
through large-scaled and highly leveraged prop-
erty development.”59 As a member of the United
Arab Emirates federation, it is likely that Dubai
will manage to extricate itself from its current re-
cession with some “brotherly” assistance from

Abu Dhabi.60 The question remains: What policy
will Dubai’s leaders adopt to ensure that this
kind of recession will not wreak havoc again?

  RECOVERY AND
  THE RENTIER DILEMMA

It appears that timely responses by the GCC
governments to the worldwide financial crisis
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58  Arabian Business.com, May 18, 2009.
59  “United Arab Emirates 2009 Article IV Consultation,”
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A residential tower under construction rises
in Dubai, United Arab Emirates. The decline
in profits in private sector companies has led
to cuts in wages. During the first quarter of
2009, the salaries of construction workers in
Persian Gulf states fell by 15 percent on
average. This fall in wages was mainly due
to the decline in demand for labor as many
projects were cancelled completely or their
implementation was delayed.
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brought about stability in their economies when
most other worldwide economies were still shaken
by it. Since the second quarter of 2009, the Per-
sian Gulf economies have gradually returned to
solid growth.61 Much higher than expected oil
prices—above $70 p/b on average during the sec-
ond half of 2009 compared to $41-$50 in early 2009
(see Table 2)—were a major contributor to the
recovery, allowing the continuation of aggressive
spending plans.62 The GCC economies have thus
far managed to weather the global crisis reason-
ably well. Only Oman and Bahrain suffered from
public finance deficit in 2009, but even there the
deficits were minimal.63

A major sign of the area’s economic recov-
ery is the increasing recruitment of foreign work-
ers since March-April 2009.64 Hence, workers’

remittances from the GCC countries
in 2009 increased by almost 8 per-
cent,65 compared to a decline of 6 per-
cent of the global remittances.66 Simi-
lar signs are seen in the recovery of
many GCC companies’ performances
since the third quarter of 2009,67 and
many companies based in the GCC are
using current low prices for raw mate-
rials and real estate to develop new
projects.68

According to the World Bank,
the growing trend is expected to con-
tinue in 2010, based on high oil prices
and the GCC’s expansionary bud-
gets.69 A major contributor to the
GCC’s current economic growth is the
rapid recovery of Asia’s emerging
economies, particularly that of China
and India.70 A critical economic risk
for the GCC countries would be a
sharp decline in oil prices below the

fiscal and current account break-even point. As
oil prices are much higher than this, Gulf econo-
mies are largely secure from falling into a deep
recession.

However, this economic good news exposes
a more problematic long-term vulnerability.
While the GCC economies and governments are
secure for the short-run, the recent crisis ex-
posed a fundamental economic weakness within
the Gulf states, i.e., the structural contradiction
between the goals of increasing privatization and
economic liberalization on the one hand and the
rentier mentality of their societies on the other.

Historically, the GCC elites encouraged la-
bor policies that enabled private employers to
recruit as much foreign labor as needed with little
restriction on minimum wages. Meanwhile the
vast majority of the national workforce was em-
ployed by the public sector under lucrative work

65  The Saudi Gazette, Apr. 2, 2010.
66  Emirates Business 24/7, Mar. 29, 2010.
67  “Country Report, Saudi Arabia,” Nov. 2009, p. 18.
68  MEED, Aug. 28-Sept. 3, 2009.
69  The Daily Star (Beirut), Apr. 7, 2010.
70  Regional Economic Forecast, p. 1.

Saudi Arabia Basic Industries Corporation
headquarters in Riyadh. The sudden slump in oil
revenues has had a ripple effect on oil-related
industries. In 2009, SABIC had its first quarterly loss
in seven years as a result of stagnation in automotive
and electronic industries worldwide.
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conditions and high salaries. But with the
privatization of government assets and estab-
lishments, employees are transferred from the
public to the private sector, signaling the ruling
families’ abandonment of their “rentier commit-
ment” to their citizens in the form of large-scale
public sector employment.

On the political front, the Gulf states have
remained stable due to the existence of the rentier
formula : no personal income tax but no political
representation for nationals. But today’s GCC
subjects, in contrast to those of the 1970s and
1980s, are better educated with more university
graduates. Will these better-informed and so-
phisticated subjects continue to allow the rul-
ing families to make political decisions without
the guarantee of public sector employment?
What would the political consequences of a rapid
increase in unemployment among the national
workforces be, particularly among this educated
younger generation? This was an important
question even prior to the onset of the current
global recession when unemployment in recent
years amounted to more than 10 percent in each
of the GCC countries.71 In addition, there has
been a steady increase in the percentage of the
foreign population to the total population, a
community that may some day soon demand a
voice and amelioration of their working and liv-
ing conditions.

Gulf rulers, it should be noted, are fully
aware of these problems. With some minor dif-
ferences between the countries, they are trying
to cope using three parallel mechanisms.

The first approach is to steadily increase oil
production capacity to ensure the financial re-
sources needed to maintain the rentier system.
This also helps to continue demand for oil as
the world’s primary energy source at the expense

of pursuing alternative energy sources.
The second strategy is to withdraw gradu-

ally from their prior pro-natalist policies (adopted
mainly by the two most populous countries,
Saudi Arabia and Oman) while simultaneously di-
versifying the ethnic and national composition
of the foreign labor population. The strategy here
is to inhibit large group
cohesion and a potential
demand for citizenship by
foreign workers.

Finally, in contrast
to the previous policy of
trying to replace foreign
workers with nationals,
Gulf leaders now empha-
size the creation of as
many suitable job oppor-
tunities as possible for
the national workforces,
particularly for educated, first-time job seekers.
This is to be accomplished through economic
diversification and the development of new ar-
eas, which, while demanding a large foreign
workforce also provide many job opportunities
for higher-end nationals, particularly in the fi-
nancial sector and the tourism industry.

All of these policies and measures, how-
ever, have the potential to solve the GCC socio-
economic problems in the short run only, as none
of them can ensure the development of modern
industries, which demands first and foremost a
withdrawal from the current rentier political for-
mula. However, to withdraw from the rentier for-
mula is to totally change the political system
that constitutes the cornerstone of their rule.
Ultimately the question remains: How long can
Gulf ruling families maintain the current struc-
ture as their national populations continue to
grow? What is the breaking point which would
cause the entire GCC rentier system to collapse?
At present, these crucial questions remain open.71  “International Labour Migration and Employment in

the Arab Region: Origins, Consequences and the Way For-
ward,” Arab Employment Forum, Beirut, Oct. 19-21, 2009,
p. 5; Forty-Fifth Annual Report-1430H (2009G), p. 244,
table 18.7.

In GCC states,
there is
no personal
income tax but
no political
representation
for nationals.


