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ABSTRACT 
 

This study addresses the following research question: “Taking into account the major 

trends in oil extraction and depletion, economic diversification and development, and 

population growth, what policies should be adopted by oil-exporting countries in the 

Arabian Gulf region to sustain high living standards?”  The countries of interest 

include Saudi Arabia, the United Arab Emirates (UAE), Oman, and Kuwait. 

Standards of living in these countries have generally risen during the last 35 or so 

years, even after real output per capita fell substantially in the mid-1980s. Public 

consumption has been very high by international standards and the countries have not 

been able to save and invest adequate amounts overseas.  

Economic diversification has often been limited in scope, in that the ‘new’ industries 

tend to be highly dependent on oil themselves. There is thus an urgent need for further 

reforms to achieve a broader-based economy and an increased role for the private 

sector. Greater emphasis will need to be placed on improving the technological 

knowledge and capabilities of Gulf citizens.  

In the 1970s, labour was imported primarily to meet the needs of rapidly developing 

domestic economies. After 1980, however, the importation of foreign labour became a 

self-feeding process that was not necessarily in the best long-term interest of the 

nationals. The governments have made numerous efforts to limit the number of 

foreign workers, but have not met with significant success, mainly because of the 

absence of a coherent strategy and a lack of consistent application of regulations. Both 

of these can be related to an underlying lack of political will.  

 xi



Gulf countries should apply regulations concerning the repatriation/rotation of foreign 

labour more consistently, and should pay foreign workers higher effective wages. 

Some of this increase should be saved and invested, to be paid as end-of-service 

‘gratuities’ that would help foreign workers re-establish themselves upon returning to 

their own countries.  

For nationals, a coordinated strategy should be implemented to develop their skills 

and capabilities for employment in practical occupations, and to prepare them to be 

internationally competitive in the long run. Instead of giving every citizen a job in the 

public sector, it is preferable to provide a basic benefit (income supplement) that does 

not interfere with incentives to work in productive jobs in the private sector.   

Results from the simulation model demonstrate that no matter how big their oil 

reserves are, the countries will have to face severe deteriorations in wealth and living 

standards if historical trends continue into the long term. However, if appropriate 

adjustments are implemented early enough, some of the worst consequences can be 

avoided. Essentially, these adjustments work by reducing current consumption and 

increasing investment, thus allowing physical and human capital stocks, as well as the 

net stock of assets held overseas, to grow more rapidly.  

Results from the survey of opinions indicate an awareness of the serious problems that 

would ensue following the depletion of oil, and considerable willingness to 

contemplate a wide range of fundamental changes to sustain standards of living in the 

long term. Nevertheless, care will need to be exercised to ensure that any changes 

made will not infringe upon the basic right of all individuals. 
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CHAPTER 1 

INTRODUCTION 
  

1.1 BACKGROUND AND SIGNIFICANCE  

 
Oil-exporting countries, especially those in the Middle East, occupy a special role in 

the world economy and world politics. As events during recent decades, particularly 

the 1970s, have shown, continuing economic prosperity on a global scale and 

international peace depend, to a considerable extent, on the uninterrupted flow of oil 

exports from these countries to major importing nations, such as the USA, Japan, 

Western European countries, and, more recently, China. 

 

Yet prosperity and stability in these oil-exporting countries are by no means assured 

in the medium-to-long term. Faced with the prospect of oil reserves being depleted in 

the foreseeable future, with few viable alternative lines of production, and with 

rapidly rising populations, these countries have already experienced significant 

declines in per capita wealth and, in some cases, in per capita income. The trend may 

accelerate in the coming decades. Falls in income levels and living standards, in turn, 

can potentially lead to socio-political disruptions, with possible consequences for oil 

exports and therefore for world economic health. These issues are of interest to not 

only residents of the countries being studied, but also to all those who are concerned 

about future global economic and political developments.  
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_____________________________________________________________________________________________ 

1.2  RESEARCH QUESTIONS 

This study addresses the following research question: “Taking into account the major 

trends in oil extraction and depletion, economic diversification and development, and 

population growth, what policies should be adopted by oil-exporting countries in the 

Arabian Gulf region to sustain high living standards?”.  Saudi Arabia, the United 

Arab Emirates (UAE), Oman, and Kuwait are selected as being representative of the 

countries of interest.   

In attempting to answer the above overarching question, a number of smaller, more 

specific issues arise.  First, it is necessary to gain an understanding of:  

(i) major historical and likely trends in oil production and depletion, and how they 

compare with optimal extraction rates as suggested by standard theory of 

exhaustible resources; 

(ii) past efforts in the area of economic diversification away from near-total reliance 

on the oil sector, and how successful such efforts have been or are likely to be; 

and 

(iii) major developments in the labour market and demographic trends. 

Further, it is necessary to analyse  

(iv) the linkages between these trends, and their effects on wealth and living 

standards;  and 

(v) the likelihood that there will be sufficient political support for the relevant 

governments to undertake any policy reforms that may be required.   

_____________________________________________________________________ 
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Each of these five topics will be treated in a separate chapter.  From an understanding 

of the major trends outlined in (i) to (iii) we can analyse their combined impact on 

wealth and income, and proceed to the question of what strategies, if any, can be 

implemented to prolong high living standards.  Once this has been addressed, it will 

be of interest to turn to the question of the level of awareness among residents of the 

relevant countries with respect to the main issues raised in the study, as well as their 

attitudes toward the main policy options available to the respective governments.  

Knowledge of these attitudes will assist in the formulation of measures which 

governments could adopt to mobilise support for any necessary adjustments. 

1.3  METHODOLOGY  

It should be emphasised that, although this PhD research is undertaken within the 

Discipline of Economics at Griffith Business School, it is not concerned solely with 

economics, or economic policies.  Instead, it has much in common with research in 

public policy, strategic management and change management. Accordingly, several 

research approaches are adopted: 

 Simple descriptive statistics and quantitative analysis to study short- and long-

term trends in major variables; 

 Qualitative analysis to understand the interactions between key variables, 

supplemented by findings from theoretical and empirical studies in the 

existing literature; 

 Numerical simulation to gain insight into, and illustrate, the above interactions 

and the effects of various government strategies; and 
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 A questionnaire survey to gauge actual awareness of the seriousness of the 

problems involved and of the likely policy responses. 

 

1.4  MAIN AREAS OF CONTRIBUTION 

There have been many studies of the issues raised above. However, they have tended 

to focus on specific issues, such as the management of oil resources, or efforts to 

diversify economic activity, or foreign labour—each as a separate topic on its own. 

By contrast, the aim of this study is to draw together the major trends and 

developments in oil depletion, economic diversification and population growth in the 

Gulf region under a consistent analytical framework, with a view to gaining a better 

understanding of their inter-relationships and their combined effects on living 

standards.  

To that end, the study’s first contribution will be to help establish a consistent and 

comprehensive overall picture of the current situation with respect to the above issues. 

This involves sifting through a large quantity of information which comes from a 

wide range of sources and is of uneven quality; comparing, contrasting, assessing and 

reconciling data; discerning recurrent patterns and trends, and overarching themes; 

relating specific facts and figures to broader ideas and themes; analysing these themes 

against the background of established theory and previous research in the area; and 

revising and refining ideas and arguments in the light of new findings. 

As a second contribution, a simulation model will be developed to facilitate analysis 

of the interactions and effects of world developments and government policies in 

these areas. To the best of our knowledge, this is the first time a numerical simulation 

model has been constructed for this purpose in the Gulf context. Although its building 
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blocks are generally simple and intuitive, the inter-relationships between these 

building blocks are numerous and complex, and their net effects are difficult to 

evaluate without an explicit model. The model, presented in Chapter 6, is designed 

primarily as a tool to understand how the various factors combine and impinge on 

living standards, rather than as a black-box tool for forecasting. Of particular interest 

is the model’s capacity to facilitate sensitivity analysis and explorations involving 

different combinations of policy measures. 

In keeping with its main purpose and policy-oriented nature, the study includes a 

survey of opinions. This is a third contribution. To our knowledge, the survey is one 

of the first attempts to objectively gauge awareness among Gulf residents regarding 

the above issues and regarding possible policy responses. Such awareness will be 

essential if grass-roots support is to be secured for any major policy reforms that the 

authorities may wish to implement. 

1.5  STRUCTURE OF THESIS 

The remainder of the study is structured as follows.  Chapter 2 provides a brief 

historical review of the Gulf region, and some essential information regarding the 

political, economic, and social structure in each of the four countries of interest. The 

reviews culminate in an examination of major trends in living standards in these 

countries, as measured by not only per capita income, but also standard socio-

economic development indicators.  

In Chapter 3, a review is conducted of major principles and well-known theoretical 

results in the area of exhaustible resources management. The main findings from this 

review are then compared with actual trends in oil extraction and in real oil prices. In 
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addition, the actual levels of consumption, government saving, and overseas 

investment are examined and compared with the levels that theory regards as the 

maximum allowable consumption, and the minimum saving and investment required 

in order to preserve wealth and sustain consumption. 

Chapter 4 considers the experiences of Nauru and Norway, two examples of how 

countries dependent on non-renewable resources can either descend into poverty upon 

depletion of such resources, or use them wisely to further increase their wealth. This 

leads to an examination of the efforts made to date by the countries of interest to 

diversify their economies. The chapter then draws some lessons that might be learnt 

from these experiences, and considers the type of policy framework that would 

facilitate the necessary changes. 

Chapter 5 examines developments and policies that have had a major impact on the 

rate and composition of population growth in the Gulf countries. An issue of special 

relevance is the large and growing presence of foreign workers. As in the previous 

chapter, the experiences of two countries (Germany and Singapore in this chapter) are 

analysed, to highlight the consequences of alternative sets of policies. The chapter 

also discusses the causes and consequences of the current heavy reliance on foreign 

labour, the policies adopted by the countries to manage the issue, and possible policy 

options in this field for the future. 

In Chapter 6, a numerical simulation model is developed to bring together the main 

elements of the analysis presented in the preceding chapters, and to analyse the broad 

time paths that the Gulf oil-exporting countries may expect to follow, up to and 

beyond the time when oil reserves become exhausted. The description of the model 

proceeds from a very simple flow diagram to a complete listing of all projected values 
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of a spreadsheet-based simulation model, together with a detailed account of the 

relationships between the various variables. Alternative scenarios are studied to 

compare and contrast the effects of a range of possible government responses, and to 

identify issues and parameters to which the model’s results are particularly sensitive. 

A survey of opinions was conducted in order to gauge public awareness of the above 

issues, and to obtain an indication of whether the necessary policy adjustments are 

likely to be acceptable to the residents, especially the nationals, of the countries of 

interest. The results of the survey are presented in Chapter 7. The questions that were 

asked relate to the level of awareness of the sample group to issues connected with oil 

extraction and depletion, economic diversification and development, and population 

growth and related issues. Respondents’ expectations about their current and future 

standards of living are also analysed.  

The last chapter contains a summary of the main findings and their policy 

implications, as well as a discussion of the main shortcomings of the present study, 

and possible directions for further research. 
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CHAPTER 2 

BACKGROUND 

2.1  INTRODUCTION 

In order to gain insight into the factors that determine living standards in present-day 

Arab Gulf countries, it is useful to have an understanding of the major events and trends 

that have shaped the ways of life in these countries. Thus, this chapter will present some 

essential background information about the region from several perspectives – cultural, 

political, and economic. In particular, Section 2.2 will present a brief historical 

overview covering three periods: the 1970s, the 1980s including the Iran-Iraq War, and 

the period post-1990 incorporating the US-Iraq Wars.   

Building on this historical review, Section 2.3 will provide some information specific to 

each of the countries of interest; namely, Saudi Arabia, the UAE, Oman, and Kuwait. 

All of these countries have one thing in common, in that they are all heavily dependent 

on their non-renewable natural resources. This section will provide further details 

regarding the political, economic, and social structure in each country. 

Section 2.4 will consider trends in living standards in these four countries. The 

measures of living standards of interest include per capita income, government 

subsidies, and standard socio-economic development indicators. Section 2.5 will 

provide a summary of the chapter’s main points.  

 8 
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2.2  BRIEF HISTORICAL REVIEW 

The fortunes of the Arab Gulf region have waxed and waned throughout a history that is 

perhaps as old as that of human civilisation itself. In this review, we shall focus on 

events in modern times, beginning with the 1970s. For a very brief overview of 

historical events from ancient times to the 1970s, see Appendix 2A. 

2.2.1  The 1970s 

The beginning of the 1970s witnessed a number of dramatic changes in the region. They 

ranged from the attainment of independence by four Arab Gulf countries (the UAE, 

Bahrain, Qatar, and Oman) to several international events that shook the world. 

In the early 1970s, Saudi Arabia realised that its neighbouring states, such as Yemen 

and Iraq, as well as the Arab-Israeli dispute, posed serious threats to its security. At the 

same time, Kuwait, with its limited size and lack of power, used its increasing oil 

revenues as an important tool in shaping and pursuing foreign policy. After gaining 

their independence in 1971, the Gulf states of Bahrain, Qatar, and the UAE pursued 

conservative political policies whilst implementing free market economic policies. Their 

external interests were mainly limited to Gulf politics, international trade especially in 

oil, and the Arab cause (Long 1978). 

The oil embargo of 1973 to 1974 saw crude oil prices quadrupling from about US$3 to 

US$12 a barrel. It began in the wake of the Yom Kippur War when four of the then six 

members of the Organization of Petroleum Exporting Countries (OPEC) – Saudi 

Arabia, the UAE, Kuwait, and Qatar – demanded that Israel’s Western allies cease their 
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support for Israel or the four countries would shut down all oil export production 

facilities. At a meeting of all Arab oil exporting countries bar Iraq, held in Kuwait City 

on 16 October 1973, a decision was made to cut oil production by five per cent. On the 

next day, Saudi Arabia and several of its oil-producing neighbors agreed to cut off all 

oil exports to the US. Two days later, Libya declared that it would do likewise and 

increased the price of its oil from US$4.90 to US$8.25 a barrel to all other countries. 

Iraq opted for even more extreme measures: it nationalised all Western oil companies’ 

assets and placed strict embargos on countries that supported Israel (Alhajji 2004). 

As to be expected, the resultant increases in oil prices had a great impact on the various 

governments’ revenues and plans for development. They also served to increase the 

international political influence of the respective countries. As Long (1978: 94) 

succinctly summed up: ‘…the years 1968 through 1975 have seen the Gulf producers 

not only gain control of their own resources, but also gain the power to set prices.’ The 

sudden onset of oil wealth had another major impact. The Arab Gulf countries became 

the destination for thousands of immigrants from less wealthy states nearby in the Arab 

world and within the Indian subcontinent, resulting in a massive increase in the 

population of the whole region. 

Towards the end of the decade, another major event rocked the region – the Iranian 

revolution, which saw the deposition of the Shah in 1979 and the rise to supreme power 

of the spiritual leader Ayatollah Khomeini. As Iran was a major member of OPEC, the 

disruptions to oil exports caused by the turmoil in that state initiated a significant 

increase in the world’s crude oil prices, from about US$14.56 in 1978 to US$28.91 per 

barrel by December 1979 (Energy Information Administration 2004).  
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2.2.2  The 1980s 

The Iran-Iraq war that began in 1980 inflicted a huge cost on the whole region. 

Increased insurance premiums relating to shipment of oil during the conflict, as well as 

military interruptions to oil tanker movements out of the Arabian Gulf, adversely 

impacted upon the industry. One estimate of the economic cost to Iran alone, for the 

first five years of the conflict, was around US$309 billion (Mofid 1990). 

The Iran-Iraq war raised various security concerns for the smaller Gulf countries, 

resulting in the acknowledgement that there was an urgent need for closer ties amongst 

them. The Heads of State of six Arab Gulf countries (namely Saudi Arabia, the UAE, 

Oman, Kuwait, Bahrain, and Qatar) met on 25 May 1981 in Abu Dhabi, UAE, and 

created the Gulf Cooperation Council (GCC). Their main objective was to establish a 

common market and a defense system that would protect these countries from external 

threat (Davies 1990). 

During this decade, the region experienced a major slump in oil prices, particularly in 

1986, for several reasons. Firstly, new, large non-OPEC oil exporters such as Norway 

and Venezuela entered the global market. Secondly, many OPEC members were 

exceeding production quotas set by that organisation. This prompted the largest 

producer, Saudi Arabia, to abandon its efforts to keep up oil prices by restricting its own 

production levels. As a consequence, OPEC production increased from 13.7 million 

barrels per day (b/d) to 18 million b/d. Simultaneous to these events, OECD countries 

experienced a fall in demand for crude oil because of the development of new 

technologies, vehicles that were more fuel-efficient, and alternative power generation 
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plants in response to the oil price shocks of the previous decade. World consumption of 

oil fell from 51.2 million b/d in 1979, to 45.7 million b/d in 1985. 

The slump in oil prices had a major adverse effect on Gulf economies because their 

main source of income was oil revenue. The economy upon which this shock had the 

biggest impact was that of Saudi Arabia. Aside from the need to liquidate its foreign 

assets to finance ongoing development projects, the kingdom contemplated, for the first 

time since the discovery of oil within its borders, an imposition of income taxes. 

However, this suggestion was rejected before implementation. At the same time, albeit 

to a lesser extent, the economies of the smaller Gulf States were also negatively affected 

by the fall in oil prices (Wilson 1990). 

The summer of 1988 finally signaled an end to hostilities between Iran and Iraq. The 

immediate reaction from all stakeholders in the region was one of great relief. Oil 

prices, which had collapsed in 1986 to below US$10 a barrel for the first time since 

1973, immediately rallied. Unfortunately, this rally proved short-lived when it was 

realised that both Iraq and Iran, in their need to remedy the devastation of the war and to 

repair their defenses, would urgently need money that could only come from increased 

oil production (Road 1990). 
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2.2.3  Post 1990 

The year 1990 witnessed the invasion of Kuwait by Iraq on 2 August. The consequences 

of this action were disastrous for both the region as a whole and for Iraq itself after the 

US-led Coalition forces freed Kuwait from Iraqi forces. Following the finalisation of a 

cease-fire on 28 February 1991, Iraq was placed under UN sanctions for more than ten 

years. The comprehensive economic embargo inflicted severe penalties on both the Iraqi 

people and the Iraq economy (Alnasrawi 2001). 

Kuwait, the victim of the invasion, agreed to contribute (in conjunction with a number 

of other Gulf countries) billions of dollars towards the cost of the war. For the repair 

and/or reconstruction of damaged and destroyed oil facilities, environmental clean-up 

and rebuilding of destroyed infrastructure, Kuwait alone paid approximately US$60 

billion. According to Deen (2003), the 1991 Gulf War was to be blamed for a loss of 

approximately US$600 billion from the combined GDP of the Middle Eastern countries. 

In the period between 1992 and 1997, the Gulf countries experienced slow but steady 

economic growth, despite a number of external shocks that impacted upon the region. 

These shocks included the decline in oil prices that followed an OPEC increase of 

production to 25.3 million b/d in 1993 (the highest in over a decade). Regional tensions 

were increased by the nuclear tests undertaken by India and then Pakistan in 1998, 

coupled with the presence of large numbers of citizens from both countries residing in 

the Gulf region. Among other regional security problems was the invasion by Iran of 

three disputed UAE islands. Whilst this unresolved matter is still before the 
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International Court of Justice, it has not served to destabilise the region to any great 

degree (Chabrier 1998). 

A highlight of this period was the undertaking of massive economic development 

projects, which constituted part of the GCC economies’ efforts to move away from their 

near-total reliance on oil, especially after the fall of crude oil prices in 1998. 

Furthermore, at the start of 2003, many political issues within the region (such as border 

disputes) were resolved and greater economic ties between the members of the GCC 

were established. As a consequence of these actions, relationships between member 

states of the GCC were strengthened and economic trade barriers were eased through 

unification of various external customs tariffs. 

The final external shock experienced by the GCC region in this period was prompted by 

the 11 September 2001 attacks on the World Trade Center in New York and the 

Pentagon in Washington, DC. In response, US forces entered Afghanistan, 

overthrowing the ruling Taliban regime and seeking to capture Osama Bin Ladin, who 

was considered to be the driving force behind the terrorist attacks. Shortly after that, the 

US led a coalition of countries in an invasion of Iraq, leading to the downfall of the 

Saddam Hussein regime and, at the time of writing, the continued presence of US 

dominated coalition forces in Iraq. Analysts advising the UN Secretary General have 

estimated that the current war will cost the Middle East economies at least one trillion 

US dollars (Deen 2003). 

 

 



 Chapter 2: Background 
_______________________________________________________________________________________________ 
 
 

  

 
______________________________________________________________________ 

 15 

2.3  COUNTRIES OF FOCUS 

One of the main aims of this study is to identify socio-economic issues confronting 

countries, in particular the Gulf oil-exporting countries, which are heavily dependent on 

their non-renewable natural resources. Although Iran is part of the Gulf, it is not 

included in the study as it is the only non-Arab country in the area and, as such, differs 

greatly from the other Gulf states in terms of history, culture, and ethnicity. Similarly, a 

reason for the exclusion of Iraq as a special case was that, over the past several decades, 

Iraq has been involved in major warfare and undergone political upheavals that have 

made its development path very different from those of the other Gulf countries. It 

would make little sense to group Iraq together with the GCC countries that, by and 

large, have been able to pursue stable and peaceful growth. 

Among the six members of the GCC, the study will focus on four, namely Saudi Arabia, 

the United Arab Emirates (UAE), Oman, and Kuwait. Because of data limitations and in 

the interest of making the best use of the available resources, Bahrain and Qatar are 

excluded from the study. This exclusion is not expected to result in any serious bias in 

the analysis, as both countries are very small relative to the other GCC states. Bahrain’s 

population in 2000 was 638 thousand and Qatar’s was 579 thousand compared with a 

total of 31.1 million for all the GCC states (GCC Secretariat General 2001). In terms of 

geographical size, Qatar’s area is about 11,000 square kilometres, while Bahrain’s is 

only 665 square kilometres, compared with 2,285,407 square kilometres for all the GCC 

countries (see Figure 2.1). 
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Figure 2.1: Countries of Focus 

 

Saudi Arabi, UAE, Oman, and Kuwait share many common economic, demographic, 

political, and social characteristics. First, they are all dependent on one primary source 

of income, namely the hydrocarbon sector of oil and gas. This dependence makes them 

vulnerable to fluctuations in oil prices and to the eventual depletion of oil reserves. 
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The second commonality is the absolute-monarchist structure of their political systems, 

wherein the decision-making power is concentrated in the hands of a ruling family. The 

role of the legislative assemblies, where they exist, is largely nominal or consultative. 

Thirdly, these countries are sparsely populated and, with the exception of Saudi Arabia, 

have populations that are less than 4.05 million (Middle East Online 2004). Thus, the 

small size of the domestic market prevents these countries from reaping the potential 

benefits of economies of scale in the form of lower unit costs of production.  

About 53% of the GCC countries’ total population is under 15 years of age (Gulf 

Marketing Review 1995). This demographic feature has been a constraint on the 

development of the region. Economic expansion meant an increase in the demand for 

workers; this in turn led to an influx of foreign workers, which changed the 

demographic composition of the population (Winckler 1997). 

2.3.1  Saudi Arabia 

Saudi Arabia is the largest of all the Gulf States. It has a landmass of approximately two 

million square kilometres and a population of about 25 million (CIA World Factbook 

2004a). 

Saudi Arabia is the oldest single nation among the contemporary Arab Gulf states. It 

dates back as far as 1744, being the outcome of a partnership between political 

elements, represented by Muhammad ibn Saud, and religious elements, represented by 

Muhammad ibn Abd al Wahhab, in Ad Diriyah near Riyadh. This cooperation led to the 

domination of Najid (in the central region of the current Saudi Arabia) by the Al Saud 
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family. The importance of this family can be seen in the fact that the country’s name, 

‘Saudi Arabia’, incorporates the name of the ruling family. 

Abd al Aziz ibn Abd ar Rahman Al Saud expanded the border of his Emarah (State) 

from Najid to Hijaz (comprising both Mecca and Medina) by first capturing Riyadh in 

1902, Hail in the north in 1921, and finally Hijaz in 1927. He was aided by the Ikhwan 

or ‘brotherhood’, a fervent group of Wahhabi Bedouin warriors. In 1932, the Kingdom 

of Saudi Arabia was established in its current form, with King Abd al Aziz as its first 

monarch. Even at its inception the new kingdom had very close ties with the US – a 

relationship sustained to the present day (Metz 1993b). Unlike the other Arab Gulf 

States, Saudi Arabia has never been conquered by any other country.  

The present political system in Saudi Arabia has largely been shaped by King Faisal 

(who reigned from 1964 to 1975). He established a system where the king wielded 

absolute power, but the support of the religious leaders (or Ulama) was essential for the 

legitimacy of the king’s rule. During the last three decades of the twentieth century, the 

king’s position grew stronger relative to that of the Ulama within this system. There has 

been a written constitution and a Bill of Rights since 1992. The former provided for a 

sixty-member consultative body (Kjeilen 1996b).   

Since the beginning of the 1970s, Saudi Arabia’s economic strategy has been to 

diversify its economy away from oil, and to maintain oil prices at a level that 

discourages consuming nations from substituting oil as a source of energy (Mackey 

2002). Even though significant steps have been taken to reduce the dependency on oil 

and encourage investments in other sectors, a growing population and the continuous 
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provision of social welfare for all citizens have placed huge constraints on the 

government budget. 

Most Saudis are of Arabic descent, but there exist other ethnicities in the society, such 

as Turks, Iranians, Indonesians, Indians, and Africans. Many people belonging to these 

minority ethnicities migrated to the kingdom during pilgrimages and reside specifically 

in the Hijaz region on the Red Sea coast. Despite a lack of detailed government data on 

Saudi Arabia’s population, estimates of more than 25 million people have been deemed 

realistic. This would give the country a population growth rate of more than 2.4% 

annually (CIA World Factbook 2004a). 

2.3.2  The United Arab Emirates 

The current population of the UAE is approximately 4.041 million people (Middle East 

Online 2004). It has a landmass area of 82,880 square kilometres. 

As outlined in Appendix 2A, the tribal areas that are now the UAE succumbed to the 

Portuguese invasion in the sixteenth century. They subsequently became part of the 

British Empire in the nineteenth century (Kazim 2000). Abu Dhabi and Dubai were 

originally the homes of Bedouin desert nomads. In the 1760s, the tribe of Bani Yas 

began to settle in Abu Dhabi. Subsequently, in the early nineteenth century, one of the 

branches from the Bani Yas tribe settled in Dubai and created their own separate state 

(Kazim, 2000). A tribe called Qawasim controlled the northern emirates of Ras Al 

Khaimah and Sharjah. This tribe was in continuous dispute with Great Britain because 

they possessed a powerful fleet of over 60 large vessels that could challenge the British 
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naval presence in the Gulf. In 1820, Great Britain signed a peace treaty with six 

emirates (Abu Dhabi, Dubai, Sharjah, Ajman, Umm Al Qaiwain, and Ras Al Khaimah), 

which ceded to Britain total control over their defence and foreign policy. In 1853, the 

sheikhs of these emirates signed a peace agreement amongst themselves to form what 

became known as the Trucial Emirates. The Trucial Emirates were of minor importance 

in the region until the discovery of oil in Abu Dhabi in the 1950s (Heard-Bey 1999). 

In 1970, while Britain prepared for its ultimate withdrawal from the Gulf region, it 

strongly recommended that the nine local states (comprising the Trucial Emirates, 

Fujairah, Bahrain, and Qatar) formulate a federal structure that would serve the future 

interests of all (Heard-Bey, 1999). However, the emirates failed to reach consensus, and 

Bahrain and Qatar withdrew from this proposed federation. 

A provisional constitution was established in 1971 and amended in 1972. The seven 

federating emirates were Abu Dhabi, Dubai, Sharjah, Ajman, Umm Al Qaiwan, Ras Al 

Khaimah, and Fujairah. Located on the Arabian Peninsula, the UAE borders Oman and 

Saudi Arabia (See Figure 2.1). Even though the federation was created in 1971, the 

permanent constitution was not formally adopted until 1996 (Heard-Bey, 1999). 

In the provisional constitution, it was agreed that Abu Dhabi would be the capital of the 

new country and that the President and Vice-President of the country would be elected 

for five-year terms by the Supreme Council of Rulers (which comprises the rulers of the 

seven federating states). Sheikh Zayad of Abu Dhabi was elected as the first President, 

whilst Sheikh Rashid of Dubai was elected as the first Vice-President.   
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The seven federating emirates have retained autonomy within the new federation, but 

the federal government has total jurisdiction over matters pertinent to national affairs. 

The federal government includes: the Federal Supreme Council of Rulers; the President 

and Vice-President of the Union; the Federal Council of Ministries; the Federal 

National Council (a consultative body); and the Federal Supreme Court.  

The country’s first president, Sheik Zayed (1971-2004), was also the Sheikh of Abu 

Dhabi. He played an important role in the UAE’s political, economic, and social 

development. In particular, he pursued a policy of intensive infrastructure development 

in all seven emirates. A major hurdle that this policy confronted was the country’s 

limited labour force. As a result, a large influx of guest workers was permitted to enter 

the country to contribute towards its development and benefit from its wealth. At 

present, foreign workers account for at least 75% of the total population (Kapiszewski 

2001; Middle East Online 2004).  

Before the discovery of oil, the UAE had a population of less than sixty thousand 

inhabitants, most of whom earned a living from pearling and small-scale agriculture. Oil 

export has totally changed the UAE, and the newfound wealth changed the lifestyle and 

living standards of the people beyond recognition (Al Abed 1997). After about 45 years 

of oil exporting and despite extensive efforts to diversify its sources of income, the 

government of the UAE is still heavily dependent on oil revenues for its fiscal budget 

(Kapiszewski, 2001; Middle East Online, 2004). 
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2.3.3  Oman 

Oman, with an area of 212 thousand square kilometres, is geographically the second 

largest country in the GCC. With a population of 2.9 million, Oman falls into third 

place after Saudi Arabia and the UAE (CIA World Factbook 2004c). 

The first historical reference to Oman dates back to around 3000 BC and relates to its 

export of copper to Sumeria (Arab German Consulting 1998). At the time, Oman was 

known as Megan, and had a reputation throughout the Gulf region and the Indian 

subcontinent for good quality copper. It was to destinations in this locality that 

Omani/Megan boats laden with copper ingots plied on these early trading voyages. 

Like the rest of the Gulf countries, Oman became part of the Muslim World in the 

seventh century. It was a stable state until Portugal seized the principal port, Muscat, in 

1508 and held it for over 150 years. In 1650, the Yarubid Imamate recaptured Muscat 

and progressively reclaimed Omani territory from the Portuguese. By 1719, a civil war 

erupted between two major tribes, ending with the consolidation of the sultanate of 

Oman under Ahmed ibn Said of Yemen in 1744. The members of the present royal 

family are his descendants. In the early 1800s, Oman controlled African Zanzibar, 

southern coastal Iran and the area between Pakistan and Iran. Nearly all these 

possessions were lost over the course of the nineteenth century except for an area that 

was subsequently ceded to Pakistan in 1958. Oman became a British protectorate in 

1891 and was one of the last countries in the Gulf region to develop its oil sector. Its 

first shipment of oil was exported in 1967 (Metz 1993b). 
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The present Sultan, Qaboos, seized the throne in July 1970 by overthrowing his own 

father, Sultan Said Bin Taymour, who died in 1972. Since the mid-1970s Oman has 

rapidly developed into a modern state with a free market economy (APS Oil Market 

Trends 2000). Sultan Qaboos placed a high priority on the development of Oman, and 

one of his first actions was the creation of the Ministry of Development in 1973. This 

Ministry is responsible for planning and facilitating economic development. The huge 

increase in Oman’s income, between 1973 and 1974, as a result of oil exports helped the 

development plans to boost the economy (Cordes 1980). 

Most of Oman’s population are Arabs and are either Ibadi or Sunni Muslims. Aside 

from this, there is a wealth of diversity in ethnic groups and native tongues. The high 

representation of these minority groups in Omani political and commercial life exceeds 

their proportion of the total population (Peterson 2004). 

Unlike the other small, oil-rich Gulf States, Oman is a relatively large country 

geographically with a tiny but widely distributed population. As a result, it could not 

follow the same path of development as the others. In 1974, when it was recognised that 

Oman had to adopt a more expensive form of development that could not be supported 

solely by its oil revenue, empathetic Arab Gulf, European, and American governments 

provided financial support, but it is clear that such support could not be sustained 

indefinitely (Peterson 2004). 

Of the four countries considered in this research, the Sultanate of Oman appears to 

require the most serious attention. It is not a member of OPEC and has a relatively low 

level of oil reserves, which are expected to be depleted in less than twenty years. With 
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oil production currently set at approximately 900 thousand b/d, the option of sustaining 

the sort of standards of living attained during the oil boom is no longer feasible 

(Critchlow 2003). 

The outcomes of Oman’s efforts to diversify and invest surplus oil revenues have been 

mixed. The government created the State General Reserve Fund (SGRF) in 1980. 

However, the SGRF’s performance has been hampered by frequent changes to its 

operating rules that often diverted it away from the initial purpose (Fasano 2000). 

Though Oman has one of the highest growth rates in the Middle Eastern region in terms 

of non-oil output, with real annual growth rate of 7.3% between 1980 and 1997, this 

will still be insufficient to compensate for the anticipated decrease in oil production 

(Mansur 1999).  

2.3.4  Kuwait 

Kuwait is a nation of only about 18 thousand square kilometres and currently has a 

population of around 2.2 million. It is bounded by Iraq to the north and Saudi Arabia to 

the south-west (CIA World Factbook 2004b). 

Kuwait’s history is deeply entwined with that of its ruling family, the Al Sabah. This 

family has ruled, since 1756, a country with no clear borders separating it from its 

neighbours. Even though Kuwait was an independent emirate nominally under Ottoman 

suzerainty, the Ottoman Empire (aided by Germany), attempted to invade Kuwait in 

1899. In response, the then sheikh successfully obtained British protection, thus 

averting Ottoman designs upon Kuwait. Whilst remaining a British protectorate, in 1914 
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Kuwait attained autonomy. Shortly after, however, a territorial dispute ensued between 

Kuwait and Saudi Arabia, which was exacerbated by the discovery of oil in Kuwait in 

1938 (Kjeilen 1996a). The Kuwaiti ruler signed a concession agreement with Great 

Britain in 1934 designed to protect both Kuwait’s territorial sovereignty and Britain’s 

commercial interests in the Kuwaiti oil fields. This agreement contributed to a 

resolution of the Kuwaiti-Saudi Arabian territorial dispute. In 1961 Kuwait was one of 

the first small states in the region to gain full independence when the British 

protectorate was finally and completely terminated (Metz 1993a). 

The oil fields in Kuwait were among the first and most rapidly developed of all the oil 

fields in the Arab Gulf region. Kuwait’s modern economy had its inception when the 

first shipment of oil was exported in 1946. With continuous and rapid development of 

the Kuwaiti oil industry, the Kuwaiti population gained the benefits of a high living 

standards at an earlier point than the rest of the GCC countries (Khouja 1979). Despite 

fluctuations in price and production levels, the oil sector has remained the dominant 

component of Kuwait’s economy (Khouja, 1979). By 1953, Kuwait had become one of 

the largest oil producers, in the Gulf, a remarkable fact given its small size.  

Prior to the Iraqi invasion in 1990, Kuwait possessed foreign assets valued at between 

US$80 and US$100 billion. Half of these assets were depleted as the result of the Gulf 

war and by the much-needed reconstruction that followed it. The US contributed 74% 

of the forces that liberated Kuwait from Iraqi control, at a financial cost estimated to be 

between US$61 billion and US$71 billion. Of this amount, US$53 billion was 

reimbursed to the US by various countries from around the world. Because of their 
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close involvement, Kuwait, Saudi Arabia, and other Gulf States contributed US$36 

million between them towards such reimbursement.   

During this conflict, many Kuwaiti government assets were appropriated by Iraq and 

transported to that country. Other assets and much public infrastructure were damaged 

or destroyed during the course of the invasion, especially those pertaining to the oil 

industry. Five hundred Kuwaiti oil wells were set alight by Iraqi forces prior to their 

retreat, causing large-scale ecological and economic damage. In the post-war period, 

Kuwait faced mammoth reconstruction tasks costing about another US$160 billion. 

Kuwaiti asset levels, both foreign and domestic, were severely depleted as a 

consequence. The Iraqi invasion also impacted upon the political and social spheres of 

Kuwaiti life, in that there has been a big decline in reliance upon foreign workers, 

although this will not be for long. 

As in most Arab Gulf states, the Kuwaiti government plays a dominant role in the 

economy. It is the largest employer and the main distributor of wealth among its 

citizens. As at the end of the fiscal year 2001, Kuwait had a total outstanding public 

debt of US$8 billion, although its official external debt was zero. 

2.4  TRENDS IN LIVING STANDARDS 

Human beings represent both the primary resource and ultimate beneficiaries of socio-

economic development (Human Development Report 2004). Over the millennia, 

notable philosophers and economists such as Aristotle, Adam Smith, and John Stuart 

Mill have reiterated the view that the acquisition of wealth is not a means unto itself. 
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Rather, the utilisation of such material goods for the betterment of overall well-being 

represents the ultimate goal of the development process (Human Development Report 

2004). 

Terms such as ‘well-being’ and ‘standards of living’ embody concepts that cannot be 

summarised solely by personal income data. They take into account other factors such 

as the capability of members of a society to live long and healthy lives, to be 

knowledgeable and to have access to resources necessary to sustain a lifestyle 

commensurate with the community’s expectations. Thus, measuring human 

development is not simply a matter of measuring national incomes. Other aspects such 

as life expectancy, infant mortality, health care standards, and literacy rates all 

contribute in various degrees towards the prevalent levels of prosperity (Human 

Development Report 2004). 

2.4.1 Human Development Index 

This section will commence with a consideration of the Human Development Index 

(HDI) compiled by the United Nations (Human Development Report 2004). This index 

takes account of a wide range of socio-economic indicators. We will use the HDI to 

compare the progress achieved by the four GCC countries with a developed country 

(US), a medium human development country within the same region (Turkey), and an 

Arab country (Egypt) with lower income levels, and several country groupings 

recognised in the above report. The period of analysis is 1975 to 2002.  As Figure 2.2 

shows, Saudi Arabia’s HDI increased from 0.602 to 0.768 in 2002. The latter level was 

higher than the average HDI for other Arab states, as well as for the countries classified 
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in the report as ‘medium human development’ and ‘middle income’ (not shown in the 

figure). Despite its more modest oil resources compared with Saudi Arabia, Oman 

achieved a more impressive rise in HDI, from 0.493 in 1975 to 0.770 in 2002. The UAE 

started with a relatively high HDI of 0.744 in 1975 and experienced moderate increases, 

reaching 0.824 in 2002. Kuwait had a very similar HDI path to that of the UAE. Even 

with the Iraqi invasion (demonstrated by the absence of data for 1990), Kuwait managed 

to sustain a rising trend in its HDI, reaching 0.838 in 2002. 

Figure 2.2: Human Development Index 
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By comparison, Egypt enjoyed substantial increases in HDI, from 0.438 in 1975 to 

0.653 in 2002, when it was just above the average for all Arab states (0.651, not shown 

in the figure). Similarly, Turkey’s HDI increased from 0.590 to 0.751 during the same 

period. The latter figure was almost the same as the average for all middle-income 

countries (0.756). The US, as a representative developed country, also experienced 

increases in HDI during the period, reaching 0.939 in 2002 (Refer to Appendix 2B, 

Table 2B.1 for more details). 

From the above, it can be seen that in general Kuwait and UAE had the highest HDIs 

among the four GCC countries, and their HDIs were generally similar. Saudi Arabia 

possessed the third highest HDI among the four GCC countries, whilst Oman had the 

lowest. However, in recent years, Oman’s figures have been quite similar to those of 

Saudi Arabia. HDIs in all four GCC countries have tended to rise throughout the past 25 

or 50 years. The most pronounced of these rising trends was experienced by Oman, 

followed by Saudi Arabia.   

While GCC countries as a group have continued at levels below those attained by the 

US, Saudi Arabia and Oman have been able to narrow their respective gaps with the 

US. By contrast, the GCC countries have sustained higher levels than those attained by 

Egypt, although Egypt has been able to close the gap somewhat. Even though Turkey 

had a lower per capita income than the GCC countries, its HDI path was very similar 

and close to that of Saudi Arabia.  

As of 2002, all four GCC countries considered had HDIs comparable to, or higher than, 

the average for all middle-income countries (0.756). Saudi Arabia (0.768) and Oman 
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(0.77) were slightly above, and the UAE (0.824) and Kuwait (0.838) were substantially 

above this average. In 2002 all four GCC countries had HDIs that were substantially 

higher than the average for all medium human development countries (0.695) and the 

average for all Arab states (0.651). 

2.4.2 Health Indicators 

Figure 2.3: Life Expectancy 
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As can be seen in Figure 2.3, all of the countries considered experienced an overall rise 

in life expectancy. Throughout the period, the US continued to enjoy the highest life 

expectancy. The GCC countries, Egypt, and Turkey closed the gap with the US because 

of rapid increases. The fastest rise was clearly experienced in Oman; nevertheless, the 

rising paths in Egypt, Turkey, the UAE, and Kuwait were also remarkable. High 
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incomes have enabled life expectancy in GCC countries (even Oman) to rise above 

those of Turkey and Egypt since about 1990 (see Appendix 2B, Table 2B.2 for details). 

 

Figure 2.4: Infant Mortality 
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Figure 2.4 shows that all countries have experienced a decline in their infant mortality 

rate. While most countries have narrowed the existing gap with the US, the fastest 

declines were in the UAE and Oman. The GCC countries now have much lower rates 

than Egypt and Turkey. 
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Table 2.1: Hospital Beds Per 1000 Population 

 
 

 1980 1989

Saudi Arabia 1.87 2.14
   

UAE 2.85 4.07

   

Oman 1.81 2.69

       

Kuwait 3.74 3.04

 1997 2001
Saudi Arabia 1.43 1.31

 

UAE 1.70 1.25
(Saudi Arabia and UAE    
Ministries of Health) 

(Askari 1997) 
 

The trend in hospital beds (Table 2.1) increased in most of these countries during the 

1980s. However the 1990s data, which is from a different source (in Saudi Arabia and 

the UAE), shows a decreasing trend. The discrepancies are too large for there to be 

much confidence in any comparisons across the two sets of data. Nevertheless, the 

1990s data suggest that rises in health care standards may have stalled in that period. 

2.4.3 Education Indicators 

Rates of adult literacy have increased in all GCC countries, with the most rapid rise 

being experienced by Oman, followed by Saudi Arabia and the UAE (see Table 2.2). 

Nevertheless, Kuwait has maintained the highest literacy rates in the region since 1970. 

As of 2002, GCC countries’ literacy levels were higher than that of Egypt but lower 

than Turkey’s (which has a lower per capita income), and certainly much lower than 

that of the US. 
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Table 2.2: Adult Literacy Rate  

 1970
Saudi Arabia 9
UAE  
Oman  
Kuwait 54
  
Egypt  
Turkey  
United States  

1990 2002
66.2 77.9
71.0 77.3
54.7 74.4
76.7 82.9

55.6
86.5
100

 
(Abdelkarim 1999b)              (Human Development Report 2004) 

    
 

As Table 2.3 shows, all GCC countries experienced an overall increasing trend in gross 

primary school enrolment between 1970 and 1992. The rises in Oman and Saudi Arabia 

were remarkable. As of the end of the 1990s, Kuwait had a ratio comparable to Egypt 

and not much below the US, Followed by the UAE which had a ratio similar to 

Turkey’s. Saudi Arabia’s ratio was the lowest of the countries considered, at around 

69%. Table 2.4 displays similar trends and patters in secondary school enrolment. 
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Table 2.3: Primary School Enrolment Ratio (Gross) 

 
  

 1970 1992
Saudi Arabia 45 75.2
UAE 93 95
Oman 3 85.4
Kuwait 89 95.1
   
Egypt 
Turkey 
United States 

1998/99
69.0
89.0
85.0
97.0

 
97.0
90.0

100.0

(World Resources Institute 2004)  (UNESCO Institute for Statistics 2005) 

 

Table 2.4: Secondary School Enrolment Ratio (Gross) 

 
  

 1970 1992
Saudi Arabia 12 46
UAE 22 69
Oman  57
Kuwait 63 82
   
Egypt   
Turkey   
United States   

2001/02 
69 
79 
79 
85 

 
88 
76 
93 

(Abdelkarim 1999b)    (UNESCO Institute for Statistics 2005) 

 
 

Tertiary enrolment data indicate that GCC countries experienced rapid increases during 

the 1980s (see Table 2.5). Nevertheless, as of the end of the 20th century, tertiary 

enrolment ratios in these countries were generally lower than in Turkey and far lower 

than in Egypt or the US. 
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Table 2.5: Tertiary Enrolment Ratio (Gross) 

  

 1980 1992
Saudi Arabia 7 14
UAE 2 10
Oman 0 6
Kuwait 11 14
   
Egypt   
Turkey   
United States   

1998-2001 
22
10

8
21

 
38
24
71

(Abdelkarim 1999b)    (UNESCO Institute for Statistics 2005) 

Human Development Report (2004) data shows that the net primary school enrolment 

ratio in the UAE fell from 100 to 81 between 1990/91 and 2001/02, while Saudi 

Arabia’s ratio stagnated at 59 during the same period. These recent trends are a matter 

of some concern and are worth watching more closely. 

2.4.4 Information and Communications Indicators 

Table 2.6: Television Sets Per 1000 Population 

  1965 1970 1975 1980 1985 1990 1995 2000 
 

Saudi Arabia 73 87 110 219 245 249 257 273
UAE n.a. 0 45 89 94 99 270 234
Oman n.a n.a 4 32 644 657 611 595
Kuwait 106 134 149 257 262 330 350 425
Egypt 10 15 16 32 80 117 165 227
Turkey 0 11 26 78 158 230 292 288

United States 362 395 486 562 650 776 820 835

(World Resources Institute 2004) 

The number of television sets per 1000 people is a measure of access to information 

among a country’s population. Table 2.6 indicates a rising trend in all countries but 
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with, however, more rapid rates of growth in the GCC countries, Turkey, and Egypt. 

The highest rates of ownership in the GCC are within Oman and Kuwait, while the 

UAE and Saudi Arabia have similar rates to those of Turkey and Egypt. This result is 

due in part to cultural preferences rather than income. 

Table 2.7: Telephone Lines Per 1000 Population 

2002
361

 
1010

 
255

 
723

 
 
 
 
 
 
 
 

 1980 1989
Saudi Arabia 43.43 81.64
   
UAE 116.01 246.09
   
Oman 133.6 70.75
   
Kuwait 117.09 161.62

(Askari 1997; World Bank Group 2004) 
 

As Tables 2.7 and 2.8 show, GCC countries have all experienced substantial increases 

in the number of telephone lines and mobile telephones per 1000 people. (Note that 

figures for 2002 in Table 2.7 include both fixed lines and mobiles while the figures for 

1980 and 1989 refer to fixed lines only.) As of 2003 access to telecommunications 

services in some GCC countries (such as the UAE and Kuwait) was comparable to, or 

even greater than, in the US. 

Table 2.8: Cellular Mobiles Per 1000 Population 

 1990 1995 2000 2003

Saudi Arabia 1 1 66 299
UAE 17 52 506 992
Oman 1 4 63 ..
Kuwait 10 69 212 563
Egypt 0 0 20 81
Turkey 1 7 236 391
United States 21 125 376 540

(World Resources Institute 2004) 
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Table 2.9: Internet Users Per 1000 Population 

 1996 1998 2000 2002

Saudi Arabia 0 1 21 60
UAE 4 74 271 346
Oman 0 8 34 65
Kuwait 9 30 67 102
Egypt 1 2 7 27
Turkey 2 7 29 61
United States 165 303 435 546

(World Resources Institute 2004) 

As Table 2.9 shows, the number of Internet users rose in all countries, with the UAE 

closing the gap with the US more rapidly than any of the other countries within this 

study. The US is still the country with the most Internet users as a proportion of its 

population. However, the UAE has the highest growth rate followed by Kuwait and 

Oman. Surprisingly Turkey, despite its relatively lower per capita income records a 

higher Internet penetration rate than Saudi Arabia. Within this group of countries, Egypt 

is the country with the lowest number of Internet users per 1000 residents. 

2.4.5 Transport and Energy Indicators 

Table 2.10: Passenger Cars Per 1000 Population 

 1980 1990 1995 
Saudi Arabia 67.3 98.1 93.9 
UAE .. 96.5 84.2 
Oman .. 82.9 93.8 

Kuwait .. .. 339.4 
Egypt 8 20.6 22 

Turkey .. 33.6 52.3 
United States 484.8 573.3 535.7 

(World Resources Institute 2004) 
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Table 2.10 indicates that, as of the mid-1990s, car ownership in the GCC countries was 

far high than in either Turkey or Egypt, although still much lower than in the US. 

Similarly, GCC power generation per capita in 2000 far exceeded the level in Turkey 

and Egypt, and (in the case of Kuwait and the UAE) was not too far below the US level 

(Table 2.11). 

 
Table 2.11: Power Generation Per Capita 

 
  Power Generation 

 (Mw/Hour/Capita) 

 1980 1989
Saudi Arabia 4.19 6.75
UAE 6.14 10.09
Oman 0.81 2.65
Kuwait 6.55 8.59
   
Egypt   
Turkey   
United States   

 
1999-2000

4.7
9.88
2.88

10.43
 

0.9
1.35
13.4

 
 
 
 

 

 

(Askari 1997) (California Energy Commission 2004; World Bank Group 2004) 
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2.4.6 Public and Private Consumption 

Figure 2.5: Public Consumption Per Capita 
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Figure 2.5 shows clearly that, between 1983 and 2002, while the US, Turkey and Egypt 

experienced increases in public consumption per capita or relatively flat trends, all of 

the four GCC countries witnessed declining trends. As of 2002 the US had the highest 

per capita public expenditure, followed by the four GCC countries (the UAE, Kuwait, 

Saudi Arabia, Oman, in that order) and then Turkey and Egypt (this order is similar to 

that of GDP per capita for the countries considered). 

 



 Chapter 2: Background 
_______________________________________________________________________________________________ 
 
 

  

 
______________________________________________________________________ 

 40 

Figure 2.6: Private Consumption Per Capita 

Private Consumption per capita (1995 prices)
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Similarly, as Figure 2.6 shows, US private consumption increased during the period 

from 1983 to 2002. Meanwhile, Egypt had a slight rising trend while Turkey 

experienced a V shaped pattern (with no evident trend). Of the four GCC countries, 

there displayed downward trends; the only exception was the UAE. 

2.4.7 Government Subsidies 

As a result of the sudden increase in wealth that the GCC countries experienced in the 

1970s and early 1980s, many services (particularly in health and education) and 

subsidies (mainly relating to housing, electricity, water, and fuel) were provided by the 
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governments of Saudi Arabia, UAE, Kuwait, and Oman. These subsidies tend to 

encourage consumption of water, electricity, and fuel. Other subsidies and incentives 

have also been provided by these governments in areas of agriculture. A complete 

assessment of the magnitude of all subsidies in each GCC country is difficult because of 

information constraints (Askari 1997). Nevertheless, Figure 2.7 and Table 2B.6 (in 

Appendix 2B) suggest that subsidies per capita have generally tended to rise since the 

late 1970s , despite fluctuations (in real terms) in oil prices and oil revenues. 

Figure 2.7: Subsidies Per Capita 
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More recently there have been instances of policy being tightened. For example, Saudi 

Arabia’s domestic petroleum prices have been increased to roughly the equivalent of ex-

refinery prices on the world market. Similarly, in the UAE, electricity and water charges 
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were increased by approximately 30% in 1995. However, for the most part, water and 

electricity continue to be directly or indirectly subsidised throughout the GCC (Askari 

1997). 

2.4.8 GDP Per Capita 

While well-being is not solely dependent upon income, GDP per capita is a convenient 

indicator that does provide some information about living standards. Since 1970 Arab 

Gulf countries have experienced sharp fluctuations in their per capita incomes, caused 

mainly by variations in world oil prices.  

Figure 2.8: Per Capita GDP (PPP) 

Per Capita GDP (PPP) based on 1985 prices
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Figure 2.8 shows that real GDP per capita (using purchasing power parity conversion 

rates) in the US rose during the period 1971-2001, while it displayed relatively flat trend 

in Turkey and Egypt. By contrast, most GCC countries experienced clear downward 

trends since 1980, so that real GDP per capita in 2001 was lower, or not much higher, 

than the corresponding 1971 levels. 

In Saudi Arabia real per capita income decreased from US$15663 in 1981 to around 

US$7878 in 2001 (refer to Appendix 2B, Table 2B.8). According to the IMF, living 

standards in Saudi Arabia slipped from among the world’s highest in 1981 to the level 

of a middle-income nation in 1993. Some individuals may still be rich, but as a society 

Saudi Arabia is not (Hanna 2002). Of course in PPP terms, real GDP per capita in Saudi 

Arabia (and Oman) as of 2001 was still more than double that of Turkey, a potential 

member of the European Union, and the levels in the UAE and Kuwait were even 

higher. In terms of comparison with the US, however, GCC per capita GDP levels were 

about one-half of the US level in the same year. Taking into account the fact that the 

UAE level, for example, had been more than double the US level in 1976, it is evident 

that the strategies pursued by GCC countries during the last several decades have 

generally not served them particularly well in efforts to raise per capita output on a 

sustainable basis. 

2.5  CHAPTER SUMMARY 

From the analysis presented in this chapter, it can be seen clearly that oil has been a 

major determinant of living standards in the four GCC countries being studied. The 

chapter also reviewed historical developments during the last three or so decades, as 
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well as salient political, social, economic and demographic features of each country. 

These brief reviews served to provide background to an examination of trends in living 

standards in these countries. 

In the analysis, measures of living standards include not only the familiar GDP per 

capita but also a broad range of other indicators of human development, including 

health, education, access to information and communications, transport, energy 

consumption, and private and public consumption. Use is also made of the composite 

human development index compiled by the UNDP. While information gleaned from 

any of these indicators in isolation would be subject to potential bias and, therefore, 

could be quite misleading, the collective assessment of a reasonably comprehensive set 

of indicators is more likely to reflect the true nature of the situation. 

The analysis suggests that standards of living in GCC countries have generally risen 

during the last 35 or so years. Currently GCC living standards are at least comparable to 

those in countries described by the UN as “middle income countries”. In many aspects 

they are higher than in Turkey, a potential member of the EU, and far higher than in 

Egypt and most other neighbouring Arab countries. These observations hold for most of 

the data examined. 

There are some apparent discrepancies, however. Per capita real GDP and public 

consumption in GCC countries tended to decline during the 1980s and 1990s, reflecting 

the declining trend in real oil price throughout much of this period. The fall in real 

public consumption per capita may have resulted in a slight deterioration in one of the 

health indicators, namely the number of hospital beds per 1000 inhabitants. 
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Nevertheless, the overall picture that emerges is one of societies that continued to enjoy 

rises in living standards, even as the real value of their per capita output continued to 

fall from the peaks reached in the early-1980s. 

As will be seen in subsequent chapters, in order to finance a rising standard of living 

while facing a decline in real income, GCC countries had to reduce savings or, on 

occasions, to dis-save, i.e., use up some of the accumulated past savings. These 

measures reduced wealth compared with what otherwise would have been achieved. 

Increases in the number of inhabitants compounded this by reducing wealth per capita 

even more rapidly. The implications of these trends and possible policy measures to 

address them are the subject matter of Chapters 3 to 7. 
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CHAPTER 3 

THE OIL SECTOR 

3.1 INTRODUCTION 

countries has depended largely on the real value of oil on international markets, and that 

ajor role in political, social, demographic, and cultural 

developments in these countries. In this chapter, we turn to a closer examination of the 

 and major 

ften highly 

technical literature. However, in keeping with the primary purpose of this study, which 

is to focus on practical, policy-oriented matters, the review will concentrate on some 

cacies and 

elevance to 

 of what is 

te of extraction, and the related question of what is the expected path of 

oil prices in the future. The analysis will also throw light on the conceptual foundation 

underlying various strategies for sustaining wealth and standards of living beyond the 

exhaustion of oil. 

From the previous chapter, it can be seen clearly that the economic strength of the GCC 

oil has continued to play a m

oil sector itself. 

Section 3.2 presents a brief summary of some well-established principles

results from the theory of exhaustible resources. This is a voluminous and o

key, intuitive insights provided in seminal works, rather than intri

complexities that are intellectually interesting but may be of limited direct r

policy-makers in the near term. In particular, we shall consider the question

the optimal ra
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The basic principles and conceptual tools reviewed in Section 3.2 will inform our 

discussion of not only actual developments in the oil sector (Section 3.3), but also past 

imulation model presented in Chapter 6 

will also make use of these important conceptual tools.  

three main 

consumption, saving, and investment. The last section of the chapter, Section 3.4, 

 

 HEORETICAL FINDINGS 

3.2.1 Theory of Exhaustible Resources 

otal energy 

supply, accounting for about 40% of this total, compared with about 26% for coal, 24% 

for natural gas, and 10% for other sources (Mackenzie 1996). All three of the fuels 

 form and 

to the early 

rent needed 

on the theory of the mine, Gray argued that a profit-maximising mine owner would tend 

to adjust production so that rent, defined as the difference between price and marginal 

cost, would rise at the same rate as the rate of interest (Chermak 2000). 

and potential developments in other sectors of the economy (Chapter 4) and other 

aspects of social life (Chapter 5). Indeed, the s

The analysis of oil-sector developments in Section 3.3 is organised around 

areas: oil prices and real interest rates; oil production levels; and oil-financed 

contains a summary of the main points raised in the chapter.

3.2 KEY PRINCIPLES AND T

It has been estimated that oil makes the largest contribution to the world’s t

named above are essentially exhaustible, as they take millions of years to

regenerate. 

The economic theory of exhaustible resources can be traced back at least 

twentieth century. In 1914, Gray argued that Ricardo’s economic concept of 

modification to take into account the exhaustibility of some natural resources. Focusing 
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The underlying reasoning behind the above prediction was formalised in 1931 by 

Hotelling, who pointed out that the owner of land with mineral deposits has two 

arket. 

ver time, it 

g that this 

ically feasible). Hotelling then proceeded to ask a number of interesting 

questions: 

come, and 
ts contents 
rtainty of 
 the price, 
er, may be 
. Where is 
ction vary 

 extraction 
he amount 
lowly that 
orever but 
ppose the 
e greatest 
 compare 
f laborers 

ubsidiary industries when a mine is exhausted? How can the state, 
by regulation or taxation, induce the mine-owner adopt a schedule of 

ut import 

(Hotelling 
1931: 19).  

the core of 

r wave of 

nding the 

Club of Rome’s projections regarding limits to growth and the oil price shocks of 

the 1970s. Many of these theoretical analyses were distilled and consolidated in 

Pearce and Rose (1975), Dasgupta and Heal (1979), Hartwick and Olewiler 

options: to leave the mineral in the ground, or to excavate and sell it on the m

Unless there is an expectation that the value of the mineral will increase o

would be better for the owner to extract all of it in the present period (assumin

is techn

How much of the proceeds of a mine should be reckoned as in
how much as return of capital? What is the value of a mine when i
are supposedly fully known, and what is the effect of unce
estimate? If a mine-owner produces too rapidly, he will depress
perhaps to zero. If he produces too slowly, his profit, though larg
postponed farther into the future than the rate of interest warrants
his golden mean? And how does this most profitable rate of produ
as exhaustion approaches? Is it more profitable to complete the
within a finite time, to extend it indefinitely in such a way that t
remaining in the mine approaches zero as limit, or to exploit so s
mining operations will not only continue at a diminishing rate f
leave an amount in the ground which does not approach zero? Su
mine is publicly owned. How should exploitation take place for th
general good, and how does a course having such an objective
with that of the profit-seeking entrepreneur? What of the plight o
and of s

production more in harmony with the public good? What abo
duties on coal and oil? And for these dynamical systems what becomes of 
the classic theories of monopoly, duopoly, and free competition? 

These questions, and Hotelling’s attempts to answer them, established 

the early theory of non-renewable natural resources. Another majo

theoretical developments took place in the wake of the debate surrou
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(1986), Heal (1993), Knees and Sweeney (1993), and Pezzy and Toman (2002). 

More recent efforts, such as Livernois and Martin (2001), Cavallo (2002), or 

. For our 

ocusing on 

ensive but 

In this, our discussion will follow the examples set by 

Hannesson (1998 and 2001). 

A simple principle that serves as the conceptual starting point for much thinking about 

su  Sir John Hicks:  

 people an 
ication of the amount which they can consume without impoverishing 

themselves …(I)t would seem that we ought to define a man’s income as the 
to be 

Let wealth be denoted by W. If it generates return or earns interest at the rate r, then 

ed 

nable, then 

 from one 

ning of the 

 the current period. If this persists, W will 

be driven to zero, so the situation is ultimately unsustainable. Conversely, if 

consumption is less than income during this period, the resultant saving will augment W 

so that it will be higher at the start of the next period. 

Tilton (2003) have focused on specific areas or circumstances of concern

present purposes, a relatively non-technical approach to this literature, f

the basic concepts and the key insights, is more useful than a compreh

less accessible survey. 

3.2.2 Conservation of Wealth and Sustainable Consumption 

stainable consumption and wealth is the Hicksian Rule, attributable to

The purpose of income calculations in practical affairs is to give
ind

maximum value which he can consume during a week and still expect 
as well off at the end of the week as he was in the beginning. (Hicks, 1946: 
172).  

income X is equal to rW. For example, if r is 5%, then 5% of W can be consum

without an erosion in the value of W. If the rate of interest r is sustai

consumption equalling rW is also sustainable, as the value of W is maintained

period to the next. By contrast, if consumption exceeds income, at the begin

next period W will be less than it was during
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Applying the above basic principle to mineral wealth requires some extensions. First, 

some of the mineral can be left in the ground, and the value of this portion of mineral 

 

ut to other 

rease in the 

neral in the 

cial assets). 

situation is sustainable. Thus, an economy dependent on an exhaustible resource can 

still be sustainable in the sense that the total value of its assets can be kept constant 

 X can be 

round, and 

ed and sold 

during the current period. If the appreciation proceeds at a sufficiently rapid rate, or if 

the extraction rate is sufficiently low, all of the extracted mineral can be used to finance 

consumption. If, however, the appreciation rate is low relative to the extraction rate, part 

be saved and converted into 

3.2.3 Conversion of Wealth from Oil Reserve to Non-oil Assets 

As long as consumption is less than the proceeds from extracted mineral (which is 

mainly oil in the case of the GCC countries), there is some positive saving, and this 

serves to convert wealth from the form of oil reserve to other forms, such as financial 

wealth is expected to increase due a rise in the real price of mineral. Second, some

mineral will be extracted and sold, and the proceeds can be invested or p

economic uses, thus generating a return. In this context, income X is the inc

combined value of wealth W held across the two forms of assets, namely mi

ground, and non-mineral assets (which, in turn, could be physical or finan

Again, if consumption is just equal to X, the value of W will be kept unchanged, and the 

(Farzin 2004).  

From the above reasoning, there are essentially two ways that income

generated: through an appreciation in the value of the mineral left in the g

through interest or other forms of return from the use of the mineral extract

of the proceeds from the extracted mineral will need to 

non-mineral assets in order to keep W unchanged. 
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assets held overseas or domestically, and physical and human capital held domestically. 

Indeed, Beblawi (1984: 129) argued that oil extraction is not ‘production’ in the usual 

e. 

 misnomer. In fact, there is 

little income earned; by and large there is only an exchange of assets’. 

sian sense 

cted 

value in the distant future is subject to the risk of possible technological changes that 

would reduce demand and decrease prices. By contrast, many non-oil assets (such as 

uipment, or human capital) are renewable, in that they can be used to 

produce new goods and services, thus replacing themselves as well as generating 

ed up all of 

l of 

consumption. As Hannesson (2001) argued, such downward adjustments in the standard 

 be painful for individuals as well as for entire societies. 

Essentially, this is an issue of inter-generational equity: the current generation can use 

erations to 

share some of the benefits. 

enerational 

fairness proposed by Rawls (1972) requires the aggregate consumption level to be 

maintained at a constant level over time. The sustainability rule developed by Solow 

(1974) and Hartwick (1977) emphasises the importance of reinvesting rents from 

sense of the word, but rather ‘a transformation of real assets (oil) into foreign exchang

What is usually referred to as the Gulf States’ income is a

Oil is non-renewable; any income generated directly from it (in the Hick

defined above) would be due solely to increases in its value. Moreover, its expe

machinery and eq

consumable income. 

Without the above conversion of oil to non-oil assets, a country that has us

its oil reserves will find itself unable to sustain the previous, oil-financed leve

of living are likely to

up the oil wealth for its own benefit now, or it can choose to allow future gen

In this connection, there are two relevant concepts. The criterion of inter-g
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natural resources to acquire and accumulate renewable capital so as to generate a 

sustained stream of income supporting a steady consumption path (Farzin 2004). 

epends on 

son (2001) 

 those that 

In order to 

ic strengths 

ad. 

en adopted 

s a portion 

assets that, 

te of return. For this scheme to work, 

the rules of operation must be such that withdrawals from the fund to finance 

consumption are not allowed under normal circumstances. 

 is actually 

ploy it. In 

e minimum 

pital, expertise and other factors of production 

necessary to develop and exploit the deposit’ (Bomsel, 1992: 62). Exhaustible 

resources, such as oil, have a fixed total supply; this is one of several ways that a factor 

of production can generate economic rent.  

Whether the newly acquired assets should be held domestically or overseas d

the size and level of development of the domestic economy. Hannes

suggested that, for some countries, the most profitable investments would be

improve the infrastructure and increase the skill level of the population. 

spread the risk, however, a small country with a limited range of econom

would probably be well advised to invest some of its financial resources abro

One of the possible ways to convert oil to non-oil assets, and one that has be

by a number of countries, is to establish a national investment fund that take

of the proceeds from oil extraction and invests it in a portfolio of diversified 

together, provide both security and a reasonable ra

3.2.4 Future Values of the Economic Rent of Oil  

The economic rent of a factor of production is the difference between what it

paid and what would be the minimum payment required to secure or em

mining, rent is ‘the surplus earned by a mineral deposit over and above th

earnings required to attract the ca
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Mineral wealth is the present value of the stream of future mineral rents. Thus to 

calculate total mineral wealth, we need an estimate of the size of the deposit, as well as 

ject to 

the present 

lue of rent 

t the future 

ove 

together. For example, a fall in oil prices may coincide with a matching decrease in the 

Subsection 

rcent rule’ 

 the mine owner must choose 

t of H ). 

Let Pt denote the price of the mineral in period t, Ct the unit cost of extraction in period 

t, and r the rate of interest. Rent per unit is thus

estimates of future rents per unit of the mineral. But the latter estimates are sub

great uncertainty as prices may change substantially over time. In practice, 

value of future rent per unit is often assumed to be the same as the current va

per unit, because typically it is assumed that rent increases at the same rate as the 

interest rate, and this is also the rate of discount that must be used to conver

rent to present value. It should be noted that oil rent and oil prices do not always m

cost of extraction: in this case, oil rent would remain unchanged. 

Returning now to the problem posed by Hotelling that was described in 

3.2.1 above, we can readily see how he derived the well-known ‘r-pe

predicting the future path of oil rent values. Recall that

between two basic alternatives: to let the mineral remain in the ground or to extract and 

sell it. The following exposition follows tha annesson (2001

 tt CP   

 extr

in period t and  in 

(1 + r)( ) in time t + 1. Optimal allocation of action between the two periods 

ount, (1 + r)(

11   tt CP

period t + 1. Rent in period t can be invested at the rate of interest r, thus yielding 

tt CP 

would be such that this am tt CP  ), is equal to 11   ttP C . 

the present (discounted) value of the future rent is the same as the present period’s rent: 

 

In other words, 

)1(
11

r

CP
CP tt

tt 


   (1) 



Chapter 3: The Oil Sector 
 

 

 
54 

Using the above reasoning recursively, we obtain the result that the rent in period t will 

be: 

 
)()1( tT

TT
tt r

CP
CP 


  (2)  

where PT – CT is the rent of the last unit extracted, in period T . Ac

equation (2), the rent in

cording to 

 period t is equal to the present (discounted) value of the rent in 

e applies to 

, extraction 

 to increase 

 that rent increases at that rate. By contrast, falling extraction 

l advancement could result in a constant or 

perhaps even declining price. 

The above model can be modified slightly and extended to provide insight into the 

question of traction. or sim sider a continuous-

time version of equation (2) where extraction cost is zero for all time periods: 

                                                                      (3) 

the last period of extraction. 

Equations (1) and (2) also imply that the owner expects rent to increase exponentially at 

a rate equal to the rate of interest (Solow 1974). Note that this r-percent rul

present and future rents rather than present and future prices. If, for example

costs rose over time because of poorer quality of deposits, price would have

by more than r to ensure

costs as a result of, for example, technologica

3.2.5 Optimal Rate of Extraction  

 what is the optimal rate of ex F plicity, con

rt
t ePP 0
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In equation (3), the reference price is  for a ‘base’ year 0, rather than  for the 

‘terminal’ year 

0P  TP

T as in equation (2). Taking the derivative of  with respect to time 

gives: 

 

tP

t
t rP

dt

dP
           (4) 

es ov . Given the which states that price ris er time at the same rate as the rate of interest

simplifying assumption that 0tC  for all t, this is essentially the r-percent rule 

The price  determines how much will be sold on the market ( ). A reasonable 

simp ption is that  is inversely related to , w t elasticity –b 

(where b>0): 

         (5) 

where A>0.  From (5) we can verify that: 

 

discussed in the previous subsection. 

tP

lifying assum

tQ

ith a constantQ tP

brtb
tt ePAAPQ   )( 0

t

tb
t

t

t

P

Q
bbAP

dP

dQ
  1         (6) 

so that the elasticity is: 

 b
Q

P

dP

dQ

t

t

t

t            (7) 
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The total quantity of oil extracted cannot exceed the total reserve available at time 0, 

which can be denoted by : 

 

 

0S

  
T T

rbtb
t dteAPdtQS

0 0

00  

)1(0 rbT
b

e
rb

AP 


          (8) 

the evolution of the system

If there is no upper limit to how far  can increase, equations (3) and (5) will govern tP

 as T  approached infinity, and equation (8) becomes: 

 
rb

S  0
0           (9

from which the base price 0 can be determined. This model involves so

strong simplifying assumptions. Nevertheless, it helps us to ga

AP b

) 

me rather 

in insight into the 

possible time paths of . From equation (3),  is expected to grow 

w ). 

assumption 

rease without bound. Let there be a ‘backstop’ price 

P

 and t t t

exponentially while tQ  becomes smaller and smaller, as sho n in equation (4

As Hannesson (1998) shows, the above model can be extended to relax the 

that tP  can inc

P Q P

*P  beyond which 

oil p e cannot increase, due for example to substitution of oil at such a high price by 

other resources. Let 

ric

T  denote the time when this price is reached. The -percent rule is 

now expressed as: 

          (10) 

r

 Ttr
t ePP  *
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Again, the time derivative of  is . The quantity of extraction is now: 

         (11) 

Integrating this from time 0 to 

tP trP

)(* )( tTrbbb
tt ePAAPQ  

T  gives: 

 

 


T

t dtQS
0

0  

 
 1

* bPbr
 brTe

A
         (12) 

his model. 

from which T can be derived. 

Figures 3.1 and 3.2 illustrate the paths taken by tP  and tQ  over time in t

Following Hannesson (1998), it is assumed that A = 1, *P =1, b = 2, and

Hannesson considered two alternative value of r, namely 0.100 and 0.050. In 

  = 100. 

Figures 3.1 and 3.2, time paths corresponding to r = 0.015 are also displayed. The 

figures show clearly that as the rate of interest decreases, the slopes of both time paths 

become flatter.  

0S
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Figure 3.1: Optimal Price Time Paths with a Backstop Price 
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Figure 3.2: Optimal Extraction Rate with a Backstop Price 
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3.2.6 Maximum Sustainable Consumption 

ere income 

sis, we can 

son (2001). 

er year for 

In order to gain an understanding of the level of saving that would be required to 

preserve and increase wealth (in non-oil as well as oil assets) to the point wh

flowing from it can finance a steady level of consumption on a sustainable ba

consider another simple model. The exposition is based mainly on Hannes

Suppose the country expects to enjoy oil rent to the value of $100 million p

T  years. For simplicity, we assume this rent level stays the same throughout the 

lifetime of the oil reserve. Each year, the country consumes X and saves 100 – X for 

investment, at a rate of return r. When oil runs out, the total value of accumulated 

investment would be: 

       

    
r

rX T 11100 


XrXrXF TT 100...11001100 21  

    (13) 

From the Hicksian concept of income discussed above, rF would then be the level of 

income and consumption that can be maintained without reducing the value of F. As the 

country wishes to smooth consumption over time, it equates X with rF, giving: 

     1)1100  TrXrFX  

Therefore, 

  











Tr1

1
1100          (14) 
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Equation (14) gives the level of consumption permissible and sustainable, provided the 

rent not consumed  X100  is invested wisely. Of course, if rents increase or decrease 

be more complicated, but the underlying 

principle is illustrated clearly by the example. 

eturn r and 

onsidering 

proportion of rent that must be saved decreases to almost zero for r = 0.10 and T = 50. 

With a time horizon of 50 years and an interest rate of 1%, the proportion that can be 

consum

le 3.1: % (X) of Rent that Can Be Consumed Sustainably 

r         T T = 10 T = 20 T = 50

over time, the above calculations would 

From equation (14), it can be seen that X depends critically on the rate of r

the time horizon T. Table 3.1 shows these relationships more clearly by c

some plausible values of r and T. As r and T increase, X also increases, so that the 

ed is 63%. 

Tab

 

 
r = 0.01 9.5 39.2 63.0
r = 0.05 38.6
r = 0.1 61.4

91.3 99.2
99.1 100.0

 

rent should 

 times. As 

ership is in 

legislation governs how the oil rents are shared among members of the public. In GCC 

countries, this role is elevated to such a high level that the countries are often described 

as rentier states, where the main income for the nation derives from oil rents, and where 

3.2.7 Distribution of Rent and Role of Government 

The issues of who own the mineral deposits (oil reserve) and to whom the 

be distributed are managed differently in different societies at different

Bomsel (1992) argued, however, even where the mining operation or its own

the hands of private-sector entities, the government has a major role to play, in that its 
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political stability depends on the government’s management of the rent distribution 

process. 

ovide for a 

wealth, the 

investment. 

support for 

traint is 

applied throughout all levels of society. Transparent and consistent rules are necessary, 

as the various constituencies will tend to ‘ask for a larger share of the pie in good times, 

n 2002: 8). 

es: (1) the 

blem: how 

and (3) the 

uses and overtime. 

c een concerned with the absorption and taxation 

problems. In the next subsection, we will turn to the macroeconomic problem. 

ir national 

 economic 

 

economies, and their per capita incomes often decrease in the long term, with high 

levels of foreign debt. These problems have become associated with mineral wealth, 

under the label ‘resource curse’. The negative relationship between natural resources 

From the previous passages, especially Subsection 3.2.6, it is clear that to pr

sustainable level of consumption in the longer term from the current oil 

relevant country needs to restrain consumption, and emphasise saving and 

The government can play a leading role in this process. Of course, popular 

such self-restraint is more likely to be forthcoming if it is seen that the res

fearing that if they do not, other constituencies might take it away’ (Hausman

As Daniel (1992) pointed out, mineral-exporting countries face three issu

taxation problem: how to maximise mineral rents; (2) the macroeconomic pro

to manage aggregate economic level in the face of uncertain rent receipts; 

absorption problem: how to allocate mineral rents across competing 

Mu h of the discussion above has b

3.2.8 Resource Curse and Dutch Disease 

Some developing countries depend heavily on their mineral wealth for the

income. Past experiences suggest that they generally fare poorly in

development: their economies tend to be less diversified compared with resource-poor
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abundance and long-term economic growth has been explained in terms of four factors 

highlighted by Sachs and Warner (1995): 

 long-term decline of commodity prices compared to manufacturing goods 

prices of commodities that represent 

3. The main commodity sector attracts capital, skilled labour, and entrepreneurs 

ommodity exports may drive up the value of the domestic currency 

to levels that make other tradable sectors in the economy uncompetitive 

’ affecting 

ining 

sector, these problems become deeply entrenched and affect their long-term growth 

potential. For example, on average workers in countries that are rich in oil may become 

less entrepreneurial because government oil revenues are so large that it is more 

ore wealth 

economies, 

to mineral-related industries. Some workers essentially give up, because the general 

wage level rises so much that it prices them out of employment. Government policies 

aimed at addressing the distribution of rents (such as unproductive jobs in the public 

1. The

prices; 

2. The high volatility in trading levels and 

main sources of income for the relevant countries; 

away from other sectors, especially manufacturing; and 

4. Increasing c

internationally. 

The problems described in 3. and 4. above are typical of the ‘Dutch Disease

countries with a booming export sector. In economies totally dominated by a m

profitable to engage in rent-seeking activities than attempting to create m

(Hausmann 2002). 

This disincentive problem is quite apparent in the traditional sectors of these 

where the workforce generally declines because of an increasing tendency to be diverted 
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sector, subsidies to loss-making private sector enterprises, unprofitable state enterprises 

and high tariff protection) only erode incentive, motivation, and competitiveness 

s finance a 

difficult to 

ressure for 

enerous support. Ultimately, of course, the situation is not sustainable 

The challenge for the government is, therefore, to break this cycle of dependency. The 

ng run, do 

ies. In the 

ill depend 

 as 

priate rate at which new technology can be imported and 

ng wage costs to internationally 

uncompetitive levels (Mayer 1999). 

3.3 ACTUAL DEVELOPMENTS IN THE OIL SECTOR 

3.3.1 Oil Prices and Real Interest Rate 

 

 

 

 

further. These redistribution systems do not encourage the efficient production of goods 

and services. Rather, they tend to result in a welfare state where oil revenue

multitude of government subsidies that become entrenched over time and 

eliminate. Indeed, a vicious circle exists in that government support leads to p

even more g

(Bomsel 1992). 

country needs to develop true strengths in areas of production that, in the lo

not depend on government hand-outs or other forms of oil-financed subsid

end, the balance between oil-based development and non-oil development w

on the level of human skills, infrastructure, and other accumulated physical capital,

they will determine the appro

absorbed to develop industrial strengths, while not raisi
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Figure 3.3: Crude Oil Prices in Real Terms (2004 US Dollars) 

 

(WTRG Economics 2005) 

Figure 3.3 shows that apart from periods of very high real prices in the 1870s, 1970s, 

and mid-2000s, oil prices between the 1870s and today were flat, rather than following 

 during the 

out US$20 

barrel over 

, such as the 1970s. Indeed, 

it does not appear that oil prices follow a predictable trend in real terms. As Hannesson 

(2001) pointed out, over the long term, there is little evidence that mineral prices in 

general have increased at a rate comparable to the real rate of interest. 

 

an increasing trend as predicted by economic theory. The real price of oil

twentieth century started at the same level at which it ended the century, ab

per barrel in 1999 terms. Even though the average price was about $20 per 

the entire period, there was a great deal of volatility at times

s1065697
Text Box
Figure removed, please consult print copy of the thesis held in Griffith University Library or refer to http://www.wtrg.com/oil_graphs/oilprice1869.gif
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Figure 3.4: Real Interest Rate 
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05) and 

 by theory 

 interest rate has been volatile, as can be 

ubjected to 

r Two (due 

. The main 

 reserves at 

 (Hannesson 1998). As discussed previously, the 

early-1970s then saw a spectacular surge in oil prices. The 1973-1974 oil embargo 

caused prices to leap from US$2.30 per barrel in 1972 to US$10.41 in 1974. By 1980, 

prices hit a high of US$36.01 (Zind 1999). 

Source: the nominal interest rate is measured by the annual 10-year bond yield rate (Shiller 20
the price index is the US consumer price index (Seattle Finance Department 2005). 

The differences between movements in oil prices in reality and as predicted

could be explained by two factors. First, the real

seen in Figure 3.4. Second, both the demand and supply of oil have been s

major shocks and changes in trends.  

For example, despite an increase in the global demand for oil after World Wa

to strong economic growth), oil prices declined in real terms until the 1970s

reason for this was the increase in supply caused by new discoveries of large

various locations around the world
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By contrast, a major development in the 1980s was a substantial decline in the demand 

for oil. World consumption fell from 51.2 million barrels a day in 1979 to 45.7 million 

rces for oil 

ere was an 

licy shifted 

 market shares, with members producing over and 

Subsequent to the 1986 crash in oil prices, OPEC members came to an agreement about 

uotas was 

ota system 

). The 1990s were 

characterised by fluctuating oil prices, reflecting major political and economic events, 

Between 1980 and the mid-1990s, two main factors combined to put downward 

e cheaper 

gical progress. Second, there was a general substitution trend toward 

cheaper forms of energy. Had this trend accelerated, the prices of oil and other minerals 

could have fallen further, and the value of the remaining reserves would have been 

reduced drastically. 

As it happened, real oil prices began trending upward again since around 1995. On the 

supply side, the post-2000 period will continue to witness a decline in output from the 

non-OPEC members as their reserves begin to run out. OPEC members, particularly the 

barrels a day in 1985. A trend toward greater conservation in consuming countries, the 

de-stocking of existing oil inventories, and the substitution of non-oil resou

as a source of energy all contributed to this development. At the same time, th

increase of production from non-OPEC countries. In addition, OPEC’s po

from defending oil prices to defending

above their allocated quotas (Abdulla 1999). 

the necessity of maintaining stable prices. In 1987 a new system of q

introduced, based on the amount of reserves each member had. This new qu

had to be changed when Iraq invaded Kuwait in 1990 (Heard 1998

such as the Iraqi invasion of Kuwait and the Asian financial crisis (Hollis 1998). 

pressure on oil prices in real terms. First, the unit cost of production becam

due to technolo
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large Arab Gulf producers, are likely to be the only producers with the capacity to 

expand substantially in the future (Hollis 1998). 

rld-wide is 

ccording to 

ill have to 

n barrels a 

 

meet the need of the fast growing economies of China and India. China, for example, 

surpassed Japan to be the world’s second largest oil consumer in 2004. Its consumption 

on barrels a day is about double its production rate and is expected to grow 

even further. In addition, India’s oil consumption is expected to increase between 4% 

because of 

y 

side, and the continuing growth of the Chinese and other economies on the demand side. 

This price was about 30% higher than the average level of prices in 2004 (Dunkley 

2005). 

 

Despite trends toward the use of alternative energy, demand for oil wo

expected to increase by more than 50% in the first quarter of this century, a

the Energy Information Agency (EIA). Therefore, oil-producing countries w

expand their combined production to accommodate an additional 44 millio

day by 2025 (CBC news online 2005). Much of this growth in supply is required to

of 6.63 milli

and 7% a year.  

By the middle of 2005, oil prices had increased to about US$50 a barrel 

concerns regarding political instability in major oil-producing countries on the suppl
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 Historical Oil Production in GCC Countries 

 

Figure 3.5: Oil Production, Saudi Arabia 
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Figure 3.6: Oil Production, UAE and Kuwait 
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Figure 3.7: Oil Production, Oman 
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 (United Nations 2001)  

With the exception of Kuwait, GCC countries generally recorded increase

levels of oil production during the past 30 or so years (see Figures 3.5, 3.6

This contradicts theory, which would predict a steady decline in production

reason behind the increases in production in Saudi Arabia and UAE is t

s or steady 

, and 3.7). 

. The main 

he need to 

protect the value of their huge oil reserves; this makes them respond to large jumps in 

oil prices by increasing their production to dampen price increases. Their purpose is to 

give industrial countries less incentive for switching to alternative energy, and to 

rices, these 

ject to any 

an has been free to increase its production and it has chosen to do 

so in an attempt to maintain high levels of domestic spending even though its oil is 

running out. The sharp drop in Kuwait’s output in 1991 was caused by the Iraqi 

invasion. 

achieve strategic stability in the oil market. Conversely, in times of low p

countries tend to reduce output to moderate price falls. 

As for Oman, which is a non-OPEC member, its oil production is not sub

quota. Therefore, Om
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Table 3.2: Recent Oil Production, GCC Countries (' 000 barrels/day) 

4 Change April 2005 Average 200
Saudi Arabia 9080 426.8 9600 
    

E 2325 100.0 2375 
   
   
   

Kuwait 2266 183.5 2685 

UA
 
Oman 
 

 (Dunkley 2005) 

After oil prices started to increase in 2004, OPEC GCC countries responded by 

increasing oil production, as shown in Table 3.2. Their efforts, however, did not stop 

er the past 

ch more rapidly 

accounts for almost one-quarter (263 billion barrels) of the world’s oil reserve of 

1,137.55 billion barrels. The UAE and Kuwait possess 98 and 99 billion barrels 

ve of not 

countries, 

 rest of the decade, accounting for about 60% of 

GDP in each country in 1977 (see Table 3.4). Since then, it has fallen in all of these 

countries, but still remains substantial at approximately 30% overall. Further discussion 

of this trend will be provided in Chapter 4.  

 

crude oil prices from exceeding US$50 per barrel by April 2005. 

As background, Table 3.3 gives estimates of world oil output and trade ov

twenty or so years. It can be seen that world trade in oil has grown mu

(3.3% p.a. on average) than world output (1.3% p.a.). As of 2005, Saudi Arabia alone 

respectively (OPEC 2003). Oman, on the other hand, has a proven oil reser

more than 5.5 billion barrels (EIA 2005). 

The oil sector began the 1970s as the largest contributor to GDP in all these 

and continued in that position for the
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Table 3.3: World Crude Oil Production and Exports in 1000 Barrels/Day 

ear uction Y Prod Change in Exports Change in %  % 
1983 52405  21170  
1984 52993 1.1% 21509 1.6% 

85 52273 -1.4% 20641 -4.0% 
86 55091 5.4% 23011 11.5% 
87 54606 -0.9% 22649 -1.6% 
88 56888 4.2% 24328 7.4% 
89 57784 1.6% 25830 6.2% 
90 59106 2.3% 27223 5.4% 
91 58736 -0.6% 27858 2.3% 
92 59332 1.0% 29087 4.4% 
93 59130 -0.3% 30458 4.7% 
94 59890 1.3% 31342 2.9% 
95 60322 0.7% 32050 2.3% 
96 61494 1.9% 33157 3.5% 
97 62880 2.3% 34798 4.9% 
98 65137 3.6% 37038 6.4% 
99 63403 -2.7% 36203 -2.3% 
0 65663 3.6% 38826 7.2% 

65302 -0.5% 38262 -1.5% 
2002 63934 -2.1% 37555 -1.8% 

6.7% 

Average  1.3%  3.3% 

19
19
19
19
19
19
19
19
19
19
19
19
19
19
19
200
2001 

2003 67090 4.9% 40066 

 (OPEC 2003) 

Table 3.4: Contribution of the Oil Sector to GDP (1977-1998) (%) 

 

 

 

 (United Nations 2001) 

 

 

 

ar di Ara U Oman Kuwait Ye Sau bia AE 
1977 63 59 61 61 

1981-1985 42.8 48.9 60.3 61.4 
1986-1990 28.9 38.1 47.2 37.2 
1991-1995 35.2 37.6 39.1 37.5 
1996-1998 34.4 28.2 37.7 38.7 
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 Consumption, Saving, and Investment  

Private and Public Consumption 

Table 3.5: Private Consumption as % of GDP 

1983 1993 2003 

3.3.3

  2002 
Saudi Arabia 4 33.1  5.2 48 36.8 
UAE 25.6 
Oman 31.4 

49 48.5 
45.3 41.2  

Kuwait 44.3 43.5 55.8 49.6 

.4 48.8 

 (World Bank Group 2004) 

  62 
Turkey   50 
United States   67 

Egypt 

 (World Resources Institute 2004) 

Table 3.5 indicates that private consumption, as a percentage of GDP

increased during the past 20 years in the UAE, Oman, and Kuwait, bu

considerably in Saudi Arabia in recent years. Comparing GCC figures to those of Egypt

, generally 

t declined 

, 

Turkey, and the US, we find that all four GCC countries have lower private 

as 37-56% 

Table 3.1, 

est of more 

particularly 

 oil 

price has a declining trend, the need to consume less, save more, and invest wisely to 

maintain wealth becomes more pressing. During the 1980s and first half of the 1990s, 

real oil prices tended to fall, as we have seen in Subsection 3.3.1. 

consumption ratios than these countries. As of 2002, private consumption w

of GDP in GCC countries, compared with 50-67% in the other countries.  

Compared with the maximum permissible consumption ratios listed in 

especially for cases of a time horizon of 20 or more years and a rate of inter

than 1% per year, these actual consumption-to-GDP ratios may appear not 

high. However, we should note that Table 3.1 assumes that oil price is constant. If
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Table 3.6: Public Consumption as a % of GDP, GCC Countries 

1983 1993 2002 2003   
Saudi Arabia  24.6 29.8 26.5 26.1 
UAE  14.7 

26  
21.2 35.9 26.4 25.9 

19.5 
.6 30

17.7
.1 24

16.2 
.6 Oman 

Kuwait 
 (World Bank Group 2004) 

 11 
 11 

United States   15 

Egypt  
Turkey  

 (World Resources Institute 2004) 

tends to be much higher than in Egypt, Turkey, or the US. Thus it would

public consumption is a source of concern, in terms of over-consum

inadequate saving for appropriate levels of national investments in non-oil 

raises the question of whether the size of government consumption relative

output has been optimal in the GCC countries. A study by Hassan Aly (200

Moreover, public consumption as a percentage of GDP in GCC countries (Table 3.6) 

 seem that 

ption and 

assets. This 

 to national 

0) came to 

the conclusion that the optimal size of government for these countries was 12%, whilst 

to 29% for 

conomically 

ent about 17% and 

eriod, while 

urity and defence 

will always be matters of great concern to resource-rich countries with small 

populations, defence spending of 10% of GDP or more is very high by international 

standards and represents a major opportunity for saving and investment forgone. 

in reality this size ranged between 17%, as in the case of Saudi Arabia, 

Oman. 

Large amounts of government expenditures in GCC countries are spent on e

non-productive activities. For example, Saudi Arabia and Oman sp

16%, respectively, of GDP on defence and security over the 1972-1988 p

Kuwait spent 6% and the UAE 5% (World Bank 1994). Although sec
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Another important area of public spending is the generous subsidies provided to shelter 

residents from the true costs of government-provided services and public utilities. 

ong residents, 

they reduce the 

eas 

an capital, which would have been 

more effective in helping citizens to prepare for the future. 

as 91.2% 

nited 

penditures is a 

s also led to 

oil prices (e.g., during the mid-

19  In other words, 

surpluses were only possible during periods of high oil prices. 

Table 3.7: Oil and Gas Revenu s as %  Tota tual Budget Revenues 

ear udi Arabia UAE Oman Kuwait 

Although such subsidies are a means to distribute oil rent more widely am

they are probably not an ideal tool for that purpose in the long run: 

government’s capacity to invest in productive non-oil assets, such as overs

investments, domestic infrastructure and local hum

Government Finance and Public Saving 

As Table 3.7 shows, the share of oil in total government revenues in 1980 w

for Saudi Arabia, 96% for the UAE, 86% for Oman, and 82% for Kuwait (U

Nations 2001). Excessive reliance on oil revenues to fund government ex

reflection of the under-development of non-oil sectors of the economy. It ha

budget deficits when oil revenues fell because of low 

80s) but government expenditures could not be adjusted accordingly.

e  of l Ac

Y Sa
1980 91.2 82 96 86 
1987  8 88.4 

88  8 85.9 
89 66.2 8 90.8 
90 76.4 8 89.8 
91  83 8 76.7 

 80.2 79.7 88.2 
1993  80.1 78.9 83.7 
1994 74 76.6 77.6 89.9 
1995 72.1 75.3 77.4 89.6 
1996 76.1 72.2 76.8 89.6 
1997 77.8 72.6 70.6 88.9 
1998 56.5   80.6 

 1.6 
19  3.2 
19  2.4 
19  

 
4.6 

19 .4 1.3 
1992 

(United Nations 2001) 
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The large amount of revenues generated in the period 1973-1983 allowed GCC 

countries to direct funds into major infrastructure investments and still amass large 

sons 

rastructure projects 

s and 

s spending habits and expectations of continuing 

Saudi Arabia’s oil revenues plunged from US$113 billion in 1981 to US$20 billion in 

981 to 

over the same 

ee Table 3.8). 

l market 

recovered. However, the deficits have not only remained, but actually worsened 

(Almuneef 1996). The Iraqi invasion proved to be a major further setback to the public 

finance of GCC countries. Kuwait, Saudi Arabia, and the other GCC countries paid an 

amount close to US$100 billion to free and rebuild Kuwait. 

 

 

 

 

 

financial reserves. Yet, when oil prices fell, the governments were not able to reduce 

their expenditures commensurate to the reduction in revenues. One of the rea

behind this is that they were committed to continue with the large inf

started at the time of surpluses. But it is also true that government subsidie

assistance became institutionalised, a

governmental largesse became entrenched. 

1986. The UAE’s revenues suffered a similar fall, from US$18.7 billion in 1

US$7 billion in 1986. Kuwait’s fell from US$14.8 billion to US$6 billion 

period. As a result, budget deficits began to develop in the early-1980s (s

Initially the GCC governments were not very concerned about these, as they believed 

that the deficits were only temporary and would disappear as soon as the oi
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Table 3.8: GCC Government Budget Deficits and Surpluses as % of GDP 

 udi Ar UAE Oman Kuwait Sa abia

1982 0.3 -2 -15.0 .9 -5.0 
1983 -6.0 -6.5 -5.0 -3.0 

984 -13.0 -3.9 -12.0 
985 -16.0 -5.8 4.0 -16.0 
986 -22.0 -14.7 -21.0 -26.0 
987 -25.0 -6.3 -3.0 -13.0 
988 -18.0 -11.1 -11.0 -16.0 
989 -12.0 
990 -19.0 -6.3 6.0 -154.0* 

9.0 -7.0 101.0** -154.0* 
1.3 -4.5 -36.0 

1  -8.0 
1  
1  
1  
1
1 -5.1 -5.0 -3.0 
1
1991 -1
1992 -15.0 
1993 -10.0 -4.6 -9.0 -22.0 

   

 aqi invasion. 

** The reason behind this surge in the government’s balance is an unexpected rise in oil 

t. 

engthened 

pour 1997). They 

e (Middle 

East Economic Survey 2001). Nevertheless, Alyousif (2004) found that the GCC 

countries have displayed a trend toward larger government deficits in recent years. The 

centage of GDP in 1999 was 2.8% in the UAE, 3.5% in Saudi Arabia, 

and 1.5% in Oman. Notably, Kuwait proved to be the exception with a 10.6% surplus.   

External Account 

 to the extent 

where their external accounts generally worsened when oil prices fell and improved 

only when oil prices increased. This means that they have not been able to save and 

invest overseas adequately when oil prices were weak. For example, because of 

 (Almuneef 1996)  

 * This figure applied to both 1990 and 1991 because of the Ir

prices, to double the level used by the government in planning its budge

A change in policy came about during the mid-1990s, when the countries str

efforts to reduce budget deficits and promote the private sector (Sassan

were aided in the implementation of this change by higher oil prices at the tim

deficit as a per

GCC countries also rely heavily on oil for export income (Table 3.9),
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declining oil prices and continuing reliance on oil for exports, the current account 

balances of the GCC countries were transformed from a combined surplus of US$66 

billion in 1981 to a total deficit of US$4 billion in 1985. 

abl of O p  T orts (in %) 

ear di Arabia Oman Kuwait 

T e 3.9: Share il Ex orts in otal Exp

Y Sau UAE 
1975 99.31 97 9  .73 9.71 
1980 
1985 94

99.16 9 91.52 
.38 76.87  93.62 

1990 84.93  89.15 77.8 

 6.16 

 (Askari 1997) 

cent 
Arabia UAE Oman Kuwait 

Re
data Saudi 
1994  95   
1996 89    
1997   76  
1998    91 

 (United Nations 2001)  

f consumption, 

which could only be satisfied by imports. In 1989, imported goods made up between 

34% and 57% of total consumption for the GCC countries. Their inability to adjust 

il prices meant that, at times, they had to draw upon their 

reserves, or to borrow overseas (Abdelkarim 1999b).   

oms in the 

1970s were held in various forms of foreign assets. In the 1980s and 1990s, however, 

the governments had to cash in some foreign assets or reduce foreign currency reserves 

to finance ongoing projects or extraordinary payments (Almuneef 1996). To illustrate, 

Generous oil-financed government expenditures cultivated high levels o

quickly to sharp drops in o

National Investments Overseas 

The large sums of monies saved by the GCC countries from the two oil bo
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as shown in Table 3.10, Saudi Arabia saw its total accumulated foreign assets fall from 

US$85.4 billion in 1985 to US$15.4 billion in 1993, as a result of repeated withdrawals 

the mid-1980s, and the payment of part of the costs of the 

war to liberate Kuwait.  

Table 3.10: GCC Government Foreign Investment Assets (in US$ billions) 

198 19 1 2001 (est.)

after oil prices weakened in 

 5 90 993 

Saudi Arabia 85.4 54 1 60.0  .6 5.4 
UAE 28.4 46.6 53.4 150.0 

0.0 
9 

Kuwait 37.6 62.1 15.5 10
Oman 1.4 2.0 1.9 3.

 
 (http://www.sama.gov.sa/newreports/xls/annual/en/section1/tab1-7a.xls) 

ountries to 

billion held by 

priva  

public hands and several hundred billion US dollars held by individuals (Pope 2000). 

T 11: GCC ntri ore nvestment Assets in (US$ Billions)  

001 (est.)

Note: Oman’s SGRF is about 12% of GDP according to the IMF 

The Wall Street Journal estimated the value of foreign assets held by GCC c

be nearly US$1 trillion. As Table 3.11 shows, the UAE alone has been estimated to hold 

around US$250 billion ($150 billion held by the government, plus $100 

te individuals), while the estimate for Saudi Arabia includes US$50 billion in

able 3.  Cou es’ F ign I

 1985 1990 1993 2
Saudi Arabia 136.8 125.0 78.9 600.0
UAE 48.5 83.8 89.6 250.0

.7 93.8 68.2 150.0
1 2.7 2.7 12.6

Kuwait 58
Oman 2.

 
(http://www.sama.gov.sa/newreports/xls/annual/en/section1/tab1-7a.xls) 

Note: Oman SGRF is about 12% of GDP according to IMF 

(http://www.newsmax.com/archives/articles/2002/9/6/132729.shtml) 

 (Central Bank of Oman) 
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3.4 CHAPTER SUMMARY 

 theoretical 

esources management. Among the most relevant 

findings for our purposes are the following: 

 unit of oil can be expected to increase over 

time at the same rate as the rate of interest; 

 low relative to the rate of 

extraction, part of the proceeds from oil will need to be saved and converted 

s to ensure 

dequate savings for the above purpose: The shorter the time horizon to the end 

 High levels of government consumption may mean that not only are public 

rivate sector 

We have also examined actual developments in the oil sector. In particular, Subsection 

3.3.1 considered actual developments in oil prices, and contrasted these with trends 

predicted by economic theory. Subsection 3.3.2 reviewed estimates of historical oil 

In this chapter we have reviewed some major principles and well-known

results in the area of exhaustible r

 The real value of economic rent per

 The optimal rate of extraction is likely to fall over time;  

 If the rate of appreciation in the value of oil rent is

into non-oil assets in order to maintain a country’s wealth; 

 Consumption must be less than a certain proportion of such proceed

a

of oil extraction, and/or the lower the interest rate, the more needs to be saved; 

and 

savings inadequate, they also pose a disincentive for people in the p

to save, invest, and work productively.  
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production by GCC countries and found that there has been a general increase, rather 

than a declining trend, in production.  

, and overseas 

nsumption 

 very high by 

uctive 

e have also 

found that governments have remained heavily reliant on oil revenues to finance 

expenditures. This led to budget deficits when oil revenues fell, as typically 

ssible only 

when oil prices fell and only improved 

when oil prices increased. These imply that these countries are not able to save and 

In reviewing government policies, such as generous subsidies and make-work 

as 

etitiveness, 

overnment 

ge for the 

reak this cycle of dependency. The countries need to develop true 

strengths in areas of production that, ultimately, do not depend on oil-financed 

subsidies. In the next chapter, we turn to an analysis of how Gulf countries have 

managed this challenge. 

Subsection 3.3.3 examined the levels of consumption, government saving

investment and found significant problems. In particular, while private co

does not appear to have been too high, public consumption tended to be

international standards, and moreover to be directed economically non-prod

activities, e.g., defence and security, and generous government subsidies. W

expenditures failed to adjust accordingly. Budget surpluses have been po

during periods of high oil prices. Similarly, GCC countries still rely mainly on oil for 

exports. Thus the external account worsened 

invest overseas adequately when oil prices are weak. 

employment in the public sector, aimed at addressing the distribution of oil rents, it w

argued that in the long run they will erode incentive, motivation, and comp

and will tend to result in a self-perpetuating, vicious circle, whereby g

support leads to pressure for even more government support. The challen

governments is to b
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CHAPTER 4 

ECONOMIC DIVERSIFICATION AND DEVELOPMENT 

4.1  INTRODUCTION 

As discussed in previous chapters, the economic and social development of the Gulf 

countries over the past several decades has been financed largely by government oil 

revenues. Moreover, it appears likely that any further development of the region will 

continue to depend on oil resources, at least in the near term. Of course, GCC countries 

are well aware that one day oil will run out, and all have made efforts to diversify their 

economies in order to reduce dependence on oil. Whether their current living standards 

can be sustained in the long run will depend on the success or otherwise of such 

attempts. Accordingly, this chapter analyses the diversification efforts of the four 

selected GCC countries. 

The chapter is organised as follows. Section 4.2 reviews the approaches that Nauru and 

Norway, both highly dependent on non-renewable resources, adopted to lessen their 

heavy reliance on such resources. The experiences of these two countries are of great 

relevance to the Gulf countries. Nauru, in particular, is an example of how a resource-

rich community may have to accept drastic reductions in living standards if adequate 

preparation has not been made before mineral wealth is exhausted. 

The next four sections, sections 4.3 to 4.6, examine the economic diversification 

strategies implemented by Saudi Arabia, the UAE, Oman, and Kuwait. Section 4.7 then 
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draws some lessons to be learnt from these experiences and considers the type of policy 

framework that would facilitate the necessary changes. Section 4.8 summarises the main 

findings of this chapter.  

4.2 TWO CASES OF ECONOMIC DIVERSIFICATION 

4.2.1  Nauru as a Case Study 

Nauru is one of the smallest countries in the world, with a population of around 10,000, 

on an island of about 8.2 square miles in the Pacific Ocean (see Figure 4.1). The island 

was formed as a result of guano deposits by birds, which, when mixed with a limestone 

and coral base, made the island rich in phosphate. This mineral was used as a fertiliser 

and, thus, found its way into the Australian and New Zealand farming industries. 

Indeed, phosphate was the mainstay of the Nauruan economy, and the country faced 

tremendous economic problems when the phosphate reserves approached the point of 

exhaustion (Pukrop 1997). 

The first deposits were discovered in 1900 by Albert Ellis, whose company negotiated 

with the British colonial office and was granted a 999-year right to mine phosphate for a 

princely sum of £50 per year. In October of the same year, the first shipment of 

phosphate was sent to Sydney, even though the island was not formally annexed by 

Britain until 1901 (Viviani 1970). The 1920s saw the royalties from phosphates soaring. 

As the wealth grew, Nauru was awash with optimism and activity. Instead of exporting 

the raw product, major projects, such as a phosphate treatment plant, were initiated, and 

a second cantilever was installed to transport the phosphate over the reefs that surround 

the island. The market for phosphate was expanded to include Japan and South Korea. 

By 1976, Nauru’s per capita income reached US$37,500 (Zimmet 1993). 
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Figure 4.1: Nauru 

 

 

The nature of phosphate mining is such that the natural topsoil is stripped away. After 

the phosphate has been extracted, what remains is a wasteland that is unsuitable for 

agriculture. In Nauru’s case, 78% of the land area became denuded (Zimmet 1993), and 

the country was forced to import almost its food requirements (Pukrop 1997).The 

government planned to use a part of the new wealth to rehabilitate the land. It also 

planned to utilise this wealth in a wide range of social services and economic 

development, especially in investments that would provide for the future.  

Nauruans paid no taxes of any kind. All medical care was free, to the extent that if the 

medical treatment needed could not be provided by either of the two hospitals on the 

island, the government would bear the total cost of sending the patients to Australia for 

treatment. As well, the government provided free schooling for all; those who desired a 

university education could obtain one in Australia with all expenses paid for. Electricity, 

housing, telephones, and imports were all heavily subsidised. The government was the 

employer of the 95% of Nauruans who sought work. Unfortunately, the scale of 
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government expenditure on all these services would prove to be unsustainable (The 

Economist 2001). 

With increasing wealth and all necessary services provided free, many Nauruans lost 

interest in traditional farming and fishing, especially as such taxing work brought small 

returns. As well, the cultural shock over the differences between what they could buy, in 

terms of western-made goods, and what they could offer, in the form of handicrafts, 

instilled in some Nauruans a sense of inferiority in relation to western nations. This in 

turn dampened their will to compete (Viviani 1970). Furthermore, expatriates who were 

brought into the country to work in the mining industry introduced new lifestyles that in 

many instances caused irreversible changes to the Nauruan ways of life. All these meant 

that when phosphate ran out, Nauruans would find it difficult  to revert to the old ways 

of making a living and to adjust to any reductions in living standards. 

Being cognisant of the above issues and that the phosphate would not last forever, the 

government of Nauru attempted to develop alternative industries to replace the 

phosphate industry after its exhaustion. Between the commencement of mining 

operations in 1900, and the almost complete cessation of such operations, the country 

made many unsuccessful attempts to establish alternative industries (Zimmet 1993). 

The first was a fishing industry, as the waters surrounding Nauru were rich with fish 

resources and there were no existing commercial fisheries. However, this idea never 

really saw fruition, due to a shortage of manpower. The next alternative contemplated, 

tourism, was not a feasible option because it would take many years and at a prohibitive 

cost to rehabilitate the denuded landscape to make it attractive to tourists. For example, 

one proposed solution to rebuild the ecosystem came with an estimated cost exceeding 

A$200 million and a timeframe exceeding 30 years (Pukrop 1997). An offshore banking 
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industry was developed, but this failed to achieve the desired outcome as Nauru was 

accused of facilitating money laundering for the Russian mafia (Seneviratne 1999). 

Further efforts to diversify via financial alternatives saw the Nauruan government 

placing its surplus income in what it considered a safe investment portfolio. The Nauru 

Phosphate Royalties Trust (NPRT) was formed as a vehicle for this policy. The NPRT 

envisioned securing the country’s future by placing a large portion of the phosphate 

revenues in long-term trust funds, and in investments in shipping and aviation services. 

Unfortunately, the value of the portfolio fell from a peak of US$800 million in 1991 to 

under US$130 million in 1999. This loss was mainly the result of the government’s lack 

of business acumen – in particular, its naivety in placing its trust and money in the 

hands of unscrupulous foreigners. For example, the NPRT was tricked into paying 

US$60 million for ‘prime banknotes’ that did not exist. Most of this amount was 

eventually recovered, but only after lengthy and expensive court cases spanning many 

continents. Another example was the investment, upon the advice of an Australian 

‘financial advisor’, in a musical that only survived four weeks on the London stage (The 

Economist 2001). In any case, the fiscal position of the government deteriorated rapidly 

in the 1990s, and the returns from NPRT on these investments were insufficient to 

maintain previous levels of consumption in the face of reduced mineral income 

(Hannesson 2001). 

By 1981, Nauru’s per capita income had deteriorated to US$17,000. This occurred at 

the time when the phosphate deposits on the island became nearly exhausted (Schmidt 

2002). In 2001, when per capita income fell further to US$5000, the Australian 

government offered to provide Nauru with substantial financial assistance if the island 

nation would agree to host a holding centre for asylum seekers attempting to reach 
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Australian shores. Being largely bankrupt, the Nauruan government accepted the offer. 

In the same year, the government had to liquidate A$2 billion worth of assets. These 

included the 51-storey Nauru House in Melbourne, which was sold to settle an A$263 

million debt owed to General Electric Corporation. The dire financial state of the 

country was evidenced in the fortnightly salary of A$100 payable to the President and 

each of his ministers  (Clausen 2004). 

In 2004, the government announced that it would end budget deficits by 2005-2006 

through the imposition of big spending cuts and new fees, staring with a 10% custom 

duty on all but basic food imports. However, these measures only attempted to resolve 

the crisis from the perspective of expenditures. The country still needs to find new 

revenue sources. In the near term, the only source of income appears to be the 

Australian asylum seeker processing centre, which fills the island’s hotel with 

Australian staff and immigration officials (Clausen 2004).  

The economic collapse in Nauru was the result of poor management of national 

financial assets, non-transparent decision-making, and unsuccessful attempts to 

diversify away from total dependency on mineral income and government spending. 

4.2.2  Norway as a Case Study 

The case of Norway is one of the few instances of a country that is rich in both its 

mineral endowment and industrial base. Substantial petroleum revenues, representing 

25% to 30% of GDP, have provided Norway, already a developed economy, with added 

strength. 
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After World War Two, faced with the need to re-establish political and economic order, 

the ruling Labour Party established a social democratic system, incorporating a growing 

public sector and a centrally planned economy. Under the Marshall Plan, it received 

US$400 million from 1948 to 1952, making the nation one of the largest recipients 

under this aid programme. The period 1950 to 1973 has been called the golden era of 

the Norwegian economy. During this period, GDP per capita grew at an average annual 

rate of 3.3%, the inflation rate was stable, unemployment was almost non-existent, and 

foreign trade accelerated. As of 1970, Norway’s GDP per capita was around 90% that of 

the US (see Table 4.1). 

 
Table 4.1: Real GDP Per Capita (1995 Prices), Norway and the US 

Year Norway US
1960 10979.4 13155.3
1970 15283.6 16893.3
1980 23147.9 21000.8
1990 28882.9 26140.6
2000 39322.7 31730.5
2003 39969.1 32514.3

(World Resources Institute 2004) 

In 1970, the Ekdfisk oilfield in the Norwegian area of the North Sea was discovered. It 

was then one of the 20 biggest oilfields in the world. Following this initial discovery, oil 

production grew rapidly, increasing by 300% in the period between 1980 and 2000. 

Today, Norway is the world’s second biggest oil exporter (Russwurm 2002). By 1980, 

Norway’s GDP per capita had exceeded that of the US by 10% (see Table 4.1). Since 

1975, Norway’s Human Development Index has been very similar to, or higher than, 

that of the US (see Table 4.2). In 2001, with a population of about 4.5 million and a 

nominal GDP of US$168 billion, Norway ranked as one of the highest per capita 

income countries in the world.  
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Table 4.2: Human Development Index Comparison 

Year Norway US
1975 0.866 0.866
1980 0.886 0.886
1985 0.897 0.899
1990 0.911 0.914
1995 0.935 0.926
2000 0.954 0.935
2002 0.956 0.939

(Human Development Report 2004) 

One of the main strengths demonstrated by the Norwegian government has been the 

separation of the decision-making system regarding the management of petroleum 

wealth from special interest groups (Berg 1998). Knowing that its oil reserves will run 

out in around 2014, Norway decided to take advantage of high oil prices by producing 

at maximum capacity and exported about 3.5 million barrel a day (International 

Monetary Fund 1998). Further, the country has used the oil revenues to finance efforts 

aimed at enhancing the competitiveness of domestic workers through education, 

training, innovation, and research and development.  

In 1990, Norway established the State Petroleum Fund (SPF). Originally, this was a 

response to the price shock of 1986, when oil prices crashed from US$27 to US$13, 

resulting in a recession that lasted until 1993. Through the SPF, resources accumulated 

during periods of stable or rising oil prices could be utilised, as a buffer when oil prices 

fell. Moreover, in the longer term, when oil reserves are depleted, such accumulated 

funds could be used to prolong high government expenditure (Kjaer 2001). 
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Table 4.3: The State Petroleum Fund: Deposits, Fund Balance, and Government 
Net Cash Flow (NCF) from Oil and Gas (in Billions of US$) 

Year Deposits 
NCF  

from Oil and Gas 
Deposits  

as % of NCF 
Fund  

Balance 
Rate of Return 

% 

1995 0.2 6.1 3.0 0.2  
1996 6.9 10.8 63.0 7.2  
1997 8.7 11.9 74.0 15.7  
1998 3.7 5.9 62.0 22.6 15.7 
1999 3.2 5.5 59.0 27.5 13.9 
2000 16.1 18.1 89.0 43.5  

(Hannesson 2001) 

       

Mid-2002    84.0   
End-2004    160.0   
(Norway Department of Finance 2005) 

The SPF operates under strict guidelines regarding the management of official foreign 

exchange reserves. Funds are held in diversified assets abroad to ensure a low level of 

risk overall and a reasonable rate of return (see Table 4.3). Thus, although it was not 

originally envisioned as a vehicle for making oil wealth permanent, the SPF did help to 

ensure that oil revenues were not squandered on unsustainable consumption 

(International Monetary Fund 1998). In doing so, it also helped to meet two other needs: 

1. The need for a varied industrial structure: The overseas investments helped to 

ensure that the oil revenue used in the economy did not result in an industrial 

structure that could not be sustained when oil runs out. 

2. The need to stabilise the Norwegian economy: By investing the fund abroad, the 

government contributed to a substantial capital outflow and thereby sheltered the 

domestic economy from some of the Dutch-disease effects of high petroleum 

revenue  (Kjaer 2001). 
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Projections show that although Norway’s net foreign assets could grow to over 150% of 

GDP within the next two decades, these assets will start declining sharply once oil 

exports cease. Indeed, it is expected that by 2050, Norway’s net foreign assets will have 

become negative. The implication is that the non-oil tradeable sector must be 

significantly strengthened to offset the anticipated decline in the external balance, so as 

to maintain a sustainable position beyond 2050 (International Monetary Fund 1998). 

According to Sandven (1996), the only viable long-term solution lay in increasing the 

technological level of the non-oil sector. This is because traditionally the Norwegian 

economy, in particular the manufacturing sector, had been dominated by industries 

engaged in the processing of the country’s abundant raw materials. The discovery of oil 

has induced significant structural changes in the economy. One such change, due mainly 

to the appreciating exchange rate, has been a decline of labour-intensive manufacturing 

industries, such as those producing furniture, shoes, and clothing. There is an urgent 

need for technological means to strengthen the competitiveness of manufacturing firms 

that remain. The Norwegian government has implemented policies commensurate with 

this need, such as promoting an educated workforce, adopting advanced technology, and 

building stable and reliable institutions (Grytten 2004). 

In 2000, Norway initiated the promotion of a ‘knowledge economy’ by formulating 

eNorway, an information and communication technology (ICT) policy. The main 

objective was to promote ICT usage to benefit industry, culture, and the environment 

through the following initiatives:  

1. For individuals: To increase their access to technology and Internet usage by 

increasing the number of state-owned computers being placed in schools, cyber-

cafes, and public libraries; and, simultaneously, to increase overall acceptance 
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by promoting ICT projects at all levels of the private and government sectors, as 

well as implementing better control mechanisms to prevent harmful content.   

2. For culture: To conduct a study into the impact of ICT on the Norwegian 

culture, followed by the preparation of an updated language policy that takes 

account of such impact; to encourage the public broadcasting media to create, 

utilise, and provide new services based on innovative ICT; to digitise Norwegian 

cultural works for a national archive; and to develop Norwegian cultural 

databases. 

3. For the environment: To develop and promote Internet-based information on the 

environment; and to encourage the employment of electronic interaction for 

reducing government waste (Bretz 2002). 

Further government actions to develop a ‘knowledge economy’ have involved the 

education system, including a new Education Act in 1999, with greater emphasis on 

adult education as a mean to raise levels of competency (OECD, 2000). In addition, 

since 1992, there have been measures (e.g., tax incentives) to encourage innovation in 

activities such as product design, organisation development, and marketing. Further 

support was provided in the form of direct financing for innovation infrastructure and 

capabilities, such as public funding for technological and R&D institutions, including 

the Research Council and the Industrial and Regional Development Fund. All these 

have resulted in a substantial expansion in the scope of innovation policies (Nils 1999). 
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4.2.3 Nauru and Norway Compared 

Both Nauru and Norway benefited greatly from the discovery and exploitation of a non-

renewable resource. Both countries acknowledged early on that economic 

diversification was needed, together with a national investment fund. It was unfortunate 

that the mining of phosphate precluded the few possible alternate industries that Nauru 

could have developed to replace the phosphate industry. In addition, it is clear that 

Norway started from a much higher industrial base than Nauru. Moreover, whether the 

Norwegian strategies will succeed or fail can only be determined after the exhaustion of 

oil reserves in 2015 or thereabout. Nevertheless, it can be seen that the agency that the 

Norwegian government set up to handle the investment funds was given clear guidelines 

on what could and could not be done. The SPF invested these funds wisely and watched 

its investments grow, whereas the NPRT made poor investments and watched its 

monies dwindle away. For long-run sustainable economic growth, it is vital that a 

country’s human capital and technological levels are continuously improved upon. 

Norway appears determined to take long strides along this path. By contrast, much of 

Nauru’s income was spent on unsustainable consumption and inappropriate 

investments. Nauru’s diversification efforts were poorly designed and poorly executed, 

while Norway’s efforts appear well-targeted. 

To sum up, a lesson that can be learnt from these two case studies is that when a country 

is heavily reliant upon a non-renewable resource, it needs to successfully diversify into 

other lines of economic activity. Another lesson is that surplus revenues from the 

exploitation of the non-renewable resource must be placed in safe investments. Only 

then can there be hope for the maintenance of high standards of living.  
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4.3 ECONOMIC DIVERSIFICATION IN SAUDI ARABIA 

4.3.1 Overview 

For Saudi Arabia, as well as for other GCC countries, economic diversification requires 

the development of non-oil sectors, coupled with a reduction of the proportions of 

government revenues and export earnings attributable to oil and gas. Implicit in this 

process would also be a decrease in the role of the public sector. On these criteria, while 

Saudi Arabia has made some progress in diversification, on the whole, much remains to 

be accomplished. 

Before 1954, Saudi Arabia had only traditional crafts and cottage industries. In 1954, 

five industrial companies were established with a total investment of US$11.2 million. 

The 1962 reforms further accelerated industrial development by channelling some of the 

oil revenues into heavy, capital, and energy-intensive manufacturing industries as well 

as medium- and small-scale, labour-intensive manufacturing industries for import 

substitution (Ahmed 1999).  

Petrochemicals and chemical fertilisers, with their capital-intensive nature and their use 

of the abundant supplies of natural gas and other hydrocarbon by-products, were the 

obvious heavy industries of choice. These were set up in the 1970s and the early 1980s, 

when much of the natural gas was being flared and thus had a zero opportunity cost. 

Steel and aluminium were also good avenues for diversification because of their capital 

and energy intensive nature (United Nations 2001). New ventures were usually 

established jointly with foreign partners who not only shared the financial burden but 

also brought with them technical and marketing expertise. 



 Chapter 4: Economic Diversification and Development 
 
  

 

94

 

The import substitution industries produced cement, building materials, and equipment; 

metal products; electrical products; textiles, clothing, and accessories; food products; 

furniture, household items, and utensils; and a wide variety of consumer items. The 

establishments within these industries were relatively small and labour-intensive. They 

were offered a wide range of incentives to set up business and compete with imports 

(United Nations 2001).  

Despite the diversification efforts, as of the early-2000s, oil continued to dominate the 

Saudi economy, accounting for around 80% or more of government revenues (see 

Table 4.4) and 90% of export earnings. Although the oil and gas industry’s share of 

GDP fell from around 60% in 1975 to around 38% in 2003, the share of the government 

services sector increased from 5% to 17% (see Table 4.5), and this sector was largely 

supported by oil revenues. In addition, a substantial part of the manufacturing sector 

was oil-based, such as the oil refining, fertiliser, and petrochemicals industries  (Ford 

2002). 

Table 4.4: Saudi Arabia: Sources of Government Revenues (%) 
Source 1970 1980 2001 
Oil royalties 24.7 23.4 0.0 
Income tax from oil co. 60.6 74.4 78.6 
Tax on oil products 1.4 0.0 0.0 
Income tax from others 1.6 0.0 0.0 
Tapline fees 0.1 0.0 0.0 
Customs duties 4.6 0.9 0.0 
Railways and ports 0.0 0.0 0.0 
Car plates 0.3 0.0 0.0 
Road tax 0.7 0.0 0.0 
Gov. services fees 3.6 0.0 0.0 
Miscellaneous 2.6 1.3 21.4 

Total 100 100 100 
(Saudi Arabian Monetary Agency 2005) 
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Table 4.5: Saudi Arabia GDP by Economic Activity (in %) 

(Saudi Arabian Monetary Agency 2005) 

 1975 1980 19851990 1995 2000 2003
Agriculture, forestry and fishing 0.9 1.0 3.7 5.7 5.9 4.9 4.5
Mining and quarrying: 59.9 59.4 23.9 32.1 31.1 37.1 38.1
Crude petroleum and natural gas 59.6 59.1 23.5 31.7 30.7 36.8 37.7
Other minerals 0.2 0.3 0.5 0.4 0.4 0.4 0.3
Manufacturing: 5.1 4.1 8.0 8.6 9.6 9.7 10.1
Petroleum refining 3.4 2.2 2.7 3.3 3.2 3.0 3.1
Other manufacturing 1.7 1.9 5.3 5.3 6.4 6.7 7.0
Electricity, gas, and water 1.0 0.6 0.7 1.5 1.3 1.2 1.2
Construction 6.3 7.5 8.8 6.5 6.8 5.9 5.8
        
Commerce, restaurants and hotels 3.2 4.0 8.3 6.4 6.6 6.8 6.7
Transport, storage and communications 1.6 2.5 5.0 4.6 4.7 4.1 4.1
Finance, insurance, real estate & Business services 16.4 13.9 20.8 12.8 12.2 10.8 10.7
Ownership of dwellings 14.2 11.5 14.8 7.3 7.2 6.1 5.7
Other  2.2 2.4 6.0 5.5 5.1 4.7 5.0
Community, social & personal services 1.5 1.5 4.2 3.9 3.6 3.1 3.1
Less: Imputed bank services charge 0.9 1.0 1.7 2.0 2.0 1.9 1.9
        
Sub-total 94.9 93.4 81.7 80.3 80.0 81.8 82.4
        
Producers of government services 4.7 6.1 17.2 18.1 18.6 16.9 16.5
        
Total except import duties 99.7 99.5 99.0 98.4 98.6 98.6 98.9
Import duties 0.3 0.5 1.0 1.6 1.4 1.4 1.1

GDP 100 100 100 100 100 100 100

4.3.2 Diversification in Agriculture, Manufacturing, and Services  

The contribution of the agriculture sector, as a percentage of GDP, grew from 1% in 

1975 to nearly 6% in 1995 and 4.5% in 2003 (see Table 4.5). From the 1970s, in an 

effort to become self-sufficient in food production, Saudi Arabia began to award 

generous subsidies to farmers and these may have induced the above increases in 

agricultural output. In the longer term, however, this direction of economic 

diversification will face a major obstacle, in that the country has very limited water 

resources. As it is, expansion of the agriculture sector has placed a heavy drain on 

existing water resources, forcing the government to implement a quota system to 

conserve water (Ahmed 1999). 
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In 1976, the Saudi Basic Industries Corporation (SABIC) was formed to develop and 

manage heavy industries. By 1986, SABIC had created 15 heavy industry 

establishments, many with foreign partners, producing petrochemicals, fertilisers, and 

steel. By the mid-1990s, the petrochemical capacity had reached 14 million tonnes a 

year, equivalent to 73% of the total capacity of the Arab world. The continuous 

expansion of production capabilities at these plants has made Saudi Arabia one of the 

world’s largest producers of petrochemicals. Exports of chemical products grew from 

around 2% of total exports, including oil, in 1985 to 6.5% in 1998 (United Nations 

2001). It was natural for Saudi Arabia to develop energy- and hydrocarbon-intensive 

industries as the country had a comparative advantage in this area. However, these 

diversifications in themselves did not lessen country’s dependence on oil because they 

are so closely related to oil themselves. 

More generally, the contribution of the manufacturing sector as a whole to GDP 

doubled between 1975 and 2003 (Table 4.5). In particular, the share of ‘other 

manufacturing’ increased from 1.7% in 1975 to 7.0% in 2003. To obtain a better picture 

of these changes at a disaggregated level, we now turn to Table 4.6. It can be seen that 

the chemical industries accounted for around 50% of the total value of manufacturing 

output in 1990, and non-metallic mineral products accounted for another 6.2%. By 

1998, the former share had fallen to 40%, while the latter had risen to 14.1%. It is likely 

that both groups of industries were closely related to oil and gas. The share of fabricated 

metal products industries rose slightly from 18% to 22%, while  the share of the food, 

beverages, and tobacco industries remained relatively stable at about 12% (United 

Nations 2001). These trends were consistent with the earlier findings of Ahmed (1999) 

who reported that the share of food products, beverages, and tobacco increased from 
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10.3% to 12% between 1975 and 1982, while the share of petroleum refineries declined 

from 83.6% to 73.9%. 

Table 4.6: Value of Production of Manufacturing Industries, Saudi Arabia (in %) 

 1990 1995 1998 
Food, beverages & tobacco 12.8 11.8 11.2 
Textile, wearing apparel and leather industries 1.5 1.7 1.8 
Wood & wood products including furniture 0.8 1.6 2.1 
Paper and paper products, and printing 3.2 3.4 3.5 
Chemicals, rubber & plastic products  50.2 43.9 40.0 
Non-metallic mineral products 6.2 11.2 14.1 
Basic metal industries 4.4 3.0 2.1 
Fabricated metal products 18.4 20.9 22.6 
Other manufacturing industries 2.5 2.5 2.5 
Total 100 100 100 

(United Nations 2001)    

In recent years, Saudi Arabia has made attempts to strengthen the services sector, 

especially the tourism industry. In 2000, the government began issuing tourist visas to 

non-GCC nationals and introducing new regulations regarding the ‘Omra’ visa, granted 

to Muslims who wish to visit the holy sites outside the ‘Hajj’ season. Projections have 

shown that with the easing of visa regulations for the ‘Omra’, the number of foreign 

visitors for this purpose could reach ten million a year, and if each of them spends 

US$1,000 on an average, the nation could earn total revenue amounting to 33% of the 

1999 Saudi budget. As well, if the number of Hajj pilgrims were allowed to increase to 

three million a year, total expenditure by these pilgrims would be as high as US$4.5 

billion. Tourism’s potential can be seen in the growth of the number of foreign visitors 

from five million in 1988 to 7.2 million in 1996 (United Nations 2001). 

Despite these projections and policy changes, the contributions of non-government 

services industries to GDP have not displayed any significant upward trend. The share 

of commerce, restaurants, and hotels has remained at around 6.7%; and that of 
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transport, storage, and communications at around 4% (see Table 4.5). Interestingly, the 

share of finance, insurance, real estate, and businesses services has fallen since 1990, 

having reached a peak of around 21% in the mid-1980s; these movements appear to be 

connected with real estate. 

4.3.3 Attempts to Reduce the Role of the Government Sector 

As noted before, and displayed in Table 4.5, the government sector continued to play a 

major role in the economy, with a share of 17% of GDP. Indeed this is the second 

largest contribution by any sector of the economy, and the fact that government 

activities continued to be financed mainly by oil revenues only served to underscore the 

dominance of the largest sector, namely petroleum and gas. 

Saudi Arabia has made efforts to privatise state-owned assets. A study commissioned 

by the United Nations (1996) estimated that the privatisation of telecommunications, 

electricity, the railway network, the national airline, and government shares in 37 traded 

companies would raise about US$27 billion over three to eight years. The first steps 

have already been taken with the establishment of the Saudi Telecommunications 

Company with the objective of securing a strategic foreign partner, with a shareholding 

of 20% to 40%, who would also bring the needed expertise to operate and upgrade the 

system. However, there are sectors that will present hurdles to the privatisation process. 

Examples are the electricity and water utilities, with their large debts and losses; the ten 

regional power companies were estimated to have a combined loss of more than 

US$900 million and total outstanding debts of US$25.7 billion at the end of April 1998. 

The government’s subsidy to the power sector alone reached an average of US$180 

million in 1998-1999. In preparation for privatisation, the government increased 

electricity tariffs for the first time in 2000.  



 Chapter 4: Economic Diversification and Development 
 
  

 

99

 

Foreign investment laws were reformed in 2000 to allow 100% ownership by foreigners 

of companies and real estate for business purposes, putting foreign investors on a par 

with local investors in terms of benefits and incentives and eliminating the need for 

local sponsors. Simultaneously, the progressive corporate income tax was revised 

downwards, effectively creating a 15% tax rebate on existing brackets for foreign 

corporations. As well, the General Investment Authority was created to oversee the 

implementation of new foreign investment regulations and facilitate procedures for 

foreign investors. The government wants to attract small- and medium-sized foreign 

enterprises, because the expected capital flow could then permeate across a broader 

section of economic activity, thereby having a significant impact on overall private 

sector activities (United Nations 2001).  

A special factor that will impede the Saudi government’s efforts to reduce the relative 

size of the public sector is the apparent need for continuing large expenditures on 

defence and security. As Table 4.7 shows, military spending is often the largest single 

item of government expenditure, accounting for about one-third of the total and far 

exceeding spending on health and education. 

 

Table 4.7: Shares of Total Government Expenditures, as % of Total, Saudi Arabia 

Government Expenditure 1981 1991 2001 
    

Health & education 13.4 22.5 33.1 
Infrastructure 16.6 6.2 3.8 

Military 27.7 34.1 36.7 
Others 42.3 37.2 26.4 

Total 100 100 100 

    
(http://www.sama.gov.sa/newreports/xls/annual/en/section5/tab5-1.xls) 
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4.3.4 Constraints on Diversification 

From the above review, it can be seen that diversification efforts in Saudi Arabia have 

been hampered by: 

 Limited non-oil natural resources, especially water; 

 A small domestic market that has kept most non-oil industries small and the 

consequent lack of economies of scale; 

 Lack of skilled manpower, including shortage of required technological and 

managerial knowledge, and the consequent need to import labour; 

 Lack of entrepreneurs willing to take risk investing in emerging industries 

(Mallakh 1982);  

 High costs of production, due to importation of equipment, intermediate 

materials, and skilled foreign labour; and 

 Protection of local industries that has made them uncompetitive when compared 

to international standards. 

 

4.4 ECONOMIC DIVERSIFICATION IN THE UAE 

4.4.1 Overview  

Based on economic strength, the UAE can be broadly divided into three groups. First is 

Abu Dhabi with its rich oil reserves, estimated to last over 100 years. Second is Dubai, 

with oil reserves recoverable for less than 20 years counting from 2001, and with 
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considerable efforts at developing non-oil industries. The third group consists of the 

five northern emirates, with weaker economic foundations.  

The paths of economic diversification in the various emirates have been influenced by 

their oil reserves. Dubai has experienced greater urgency than Abu Dhabi in efforts to 

develop an economic structure not totally reliant on oil. It decided the way to achieve 

this was to grow as a regional business centre through entrepot trade, commerce, and 

tourism (Fukuda 2001). Abu Dhabi is the national centre for petroleum- and natural 

gas- based industries, and the main market for industrial goods and services. Dubai is 

the leader in value adding and creating employment, but second in terms of investment. 

Together, they account for most of the large-scale capital-intensive industries of the 

UAE. The large-scale projects in the other emirates all involve the production of 

cement, except for the gas processing plant in Sharjah, the third richest emirate in terms 

of oil wealth. Ras Al-Khaimah is the fourth richest and is the premier location for 

cement production. The remaining three emirates are much smaller, and most of their 

investments are in small-scale industries, many of which are duplications of those in the 

larger emirates (Al-Shamsi 1999). 

The UAE economy in the pre-oil era was primarily based on pearl fishing, together with 

small-scale agriculture, animal husbandry, simple trades, and other services. In relative 

terms, these economic activities shrank significantly after the discovery of oil that led to 

a restructuring of the country’s production and by 1975 had pushed its per capita 

income to one of the highest in the world (Al-Otaiba 1977). Between the mid-1970s and 

the early- 1980s, a booming economy allowed the government to use part of the surplus 

oil revenues to expand the physical and social infrastructure.  
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After the mid-1980s, however, the crash in oil prices and the consequent reduction in 

economic growth rates limited the government’s diversification efforts (Elhiraika, 

2002). Nevertheless, the continued deterioration in the international oil market and the 

decline in oil revenue prompted the UAE (as well as other GCC states) to give priority 

to diversification for long-term national economic development (Al-Shamsi 1999). As 

Table 4.8 shows, the relative importance of crude oil declined from 68% of GDP in 

1975 to 22% in 1998, while agriculture, manufacturing, and the services sector have all 

grown in importance. However, the government sector remained important, accounting 

for 10% or more of GDP. Data in Table 4.9 are not strictly comparable with Table 4.8; 

nevertheless, they serve to confirm that the above trends more or less continued into the 

early 2000s. 

Table 4.8: Relative Importance of UAE's Main Economic Sectors (1975-1998)     
(% of GDP) 

Sector 1975 1980 1985 1995 1998
Agriculture 0.7 0.9 1.5 2.0 3.6

Crude oil 67.7 56.4 44.0 41.1 22.4

Manufacturing  0.9 6.9 9.2 8.7 12.4

Electricity and water 0.5 1.3 2.2 2.1 1.8

Construction 9.0 8.3 8.8 8.4 9.4

Commerce, restaurants and hotels 9.3 9.0 8.8 10.1 13.7

Transport, storage and communications 3.0 3.4 3.8 5.5 7.0

Finance & insurance 1.6 3.5 5.1 4.3 6.7

Real estate 2.5 3.8 4.9 6.2 10.5

Government services 4.8 7.0 10.5 10.9 11.8

(Shihab 2001) 
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Table 4.9: GDP of UAE by Sector in Recent Years (%) 
 1991 1993 1995 1997 1999 2001 2003
Agriculture 2.1 2.4 2.9 3.2 3.3 3.1 3.5
Petroleum & Mining 43.8 36.4 30.9 30.0 25.0 28.0 27.9
Manufacturing 7.8 8.5 10.4 12.2 13.2 14.7 14.0
Electricity Gas & Water 2.2 2.1 2.1 2.1 2.2 2.0 2.0
Construction 8.3 9.3 8.7 8.3 8.2 8.1 6.8
Wholesale & Retail, Hotels & Restaurants 10.5 12.0 11.6 12.5 13.0 12.3 11.6
Transport, Communications & Storage 5.4 6.0 6.7 6.4 7.6 6.6 8.3
Finance & Insurance Services 2.7 3.2 3.6 3.8 4.4 3.8 4.4
Real Estate Services 6.4 7.8 10.0 9.1 9.1 8.7 7.8
Govt. Services 10.9 11.9 10.6 9.8 11.1 9.9 10.9
Other Services 1.3 1.2 2.4 2.4 2.5 2.3 2.4
GDP at cost 101.4 100.8 99.8 99.8 99.5 99.6 99.5
Net indirect Taxes -1.4 -0.8 0.2 0.2 0.5 0.4 0.6

Total GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0
 (Arab Monetary Fund 2004) 

As Table 4.10 shows, revenues from oil and gas production, and from investment 

income flowing from accumulated surplus revenues, still accounted for more than 80% 

of the government’s total revenues in 2000. Thus, oil continues to dominate 

government finance in the UAE, as it does in Saudi Arabia. Another similar feature is 

the major share of total government expenditures accounted for by spending on defence 

and security; in the UAE, such spending often exceeds 40% of total government 

expenditure (see Table 4.11). 

Table 4.10: UAE Government Revenues (%) 

 1980 1990 2000 
Hydrocarbon 71.8 58.1 56.0 

Customs 0.5 0.4 1.8 
Profit transfers 0.0 0.7 3.9 

Income tax 0.4 0.0 4.1 
Fees and charges 0.0 0.0 4.2 

Investment income 27.3 34.3 25.4 
Other 0.0 6.6 4.6 

Total 100 100 100 
(International Monetary Fund 2003) 
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Table 4.11: UAE Government Expenditures (%) 

  1997 2002 
Health & education 24.9 24.4 

Infrastructure 12.2 11.2 
Military 46.5 40.5 
Others 16.3 23.9 

Total 100 100 
 (International Monetary Fund 2003) 

4.4.2 Diversification in Agriculture, Manufacturing, and Services 

Agricultural and food production rose four-fold between 1980 and 1998. This was 

achieved through a significant increase in the proportion of arable land under irrigation. 

Agriculture’s contribution to GDP grew from 0.7% in 1975 to 3.6% in 1998 (see 

Table 4.8). At the same time, the proportion of the total labour force employed in 

agriculture has fallen steeply since the early 1970s; thus, the rise in output reflected a 

major increase in labour productivity (United Nations 2001). Despite these changes, 

agriculture’s contribution remains less than 4% of GDP (see Table 4.9). 

Table 4.8 shows that the manufacturing sector has grown remarkably, from 0.9% of 

GDP in 1975 to 12.4% in 1998. The disaggregated data in Table 4.12 suggest that much 

of this growth was due to the petrochemical industry. The lighter manufacturing 

industries have remained relatively small. Al-Shamsi (1999) argued that the UAE 

manufacturing sector faced a number of obstacles to long-term growth. The reasons that 

he gave were quite similar to those reviewed above for Saudi Arabia: small domestic 

market, lack of skills and entrepreneurial expertise locally, and high input costs because 

of the need to import most inputs. 
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Table 4.12: Value of Production of Manufacturing Industries, UAE (in %) 

 1985 1990 1995 1998
Food, beverages & tobacco 15.7 7.2 10.1 12.1
Textile, wearing apparel and leather industries 0.6 3.4 5.6 7.1
Wood & wood products including furniture 2.8 2.0 3.6 4.7
Paper and paper products, and printing 5.4 2.1 3.6 4.7
Chemicals, rubber & plastic products  14.0 61.0 47.5 38.5
Non-metallic mineral products 22.5 8.1 8.4 8.5
Basic metal industries 17.4 7.6 9.0 10.0
Fabricated metal products 20.0 7.5 10.4 12.1
Other manufacturing industries 1.6 1.0 1.7 2.2

Total 100 100 100 100
(United Nations 2001) 

Tables 4.8 and 4.9 show clearly that the services industries have grown in importance 

over the last 25 or so years. At the beginning of the 21st century, commerce, restaurants, 

and hotels; transport, storage, and communications; finance and insurance; and real 

estate combined accounted for around 30% of GDP, double their share in 1975. 

In particular, tourism grew at an estimated compound annual rate of 15% in the last half 

of the 1990s. The number of hotels grew from 88 in 1988 to 323 in 1997, and the 

number of beds increased by 150%. As well, the number of hotel residents, including 

businesspeople, tourists, and other visitors, grew by nearly 150% to reach 2.47 million 

in 1997 (United Nations 2001). As of 2004, five million tourists visit Dubai each year 

for business or shopping, averaging 2.8 days each. The emirate is planning to grow this 

sector by targeting tourists who will stay longer (International Monetary Fund 2004). 

Dubai became a GCC pioneer in the development of the services sector because of its 

limited hydrocarbon resources. The emirate has adopted a more open approach and 

promoted itself as a regional banking and services centre. It has also gained a reputation 

as a key commercial, business, and transport hub between the Far East and Europe. 

Multinational corporations are increasingly utilising the emirate as a distribution and 



 Chapter 4: Economic Diversification and Development 
 
  

 

106

 

management centre for the entire Middle East and the Indian subcontinent (United 

Nations 2001). 

Diversification has been made into projects that combine services with industrial and/or 

trading activities. A good example is the Jebel Ali Free Zone in Dubai, which has 

grown into the largest and most modern port and cargo centre in the Middle East. By 

1995, port facilities in this zone had made Dubai the fourteenth busiest port in the 

world, attracted an estimated US$600 million in industrial investment, and boosted re-

exports to US$3 billion a year. After this success, the emirate invested US$600 million 

in infrastructure for the Dubai Internet City in 2000, the first free zone for electronic 

trade in the world, which is now home to more than 160 information technology 

companies (United Nations 2001).   

The real estate sector has also boomed. The population of Dubai is forecasted to double 

to about two million by 2010 and the government welcomes new arrivals, expatriate 

buyers, and international investors. However, the infrastructure has failed to keep up 

with the growth in properties and in population. Utilities are already operating at full 

capacity and although the Dubai Electricity and Water Authority (DEWA) is making 

operational profits, the capital investment needed to meet the demands of a population 

double its present size, as well as the corresponding growth in industrial activity, will 

not be small (Irish 2004). Besides, the operational profits may not be true evidence of 

profitability due to the large subsidies provided by the government. There are also 

concerns about the demographic and environmental impacts of a rapidly increasing 

population. The new developments may help to maintain or even enhance living 

standards in Dubai, but the improvements may apply more to new inhabitants than to 

the original citizens, who are rapidly becoming a minority in their own country.  
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4.5 ECONOMIC DIVERSIFICATION IN OMAN 

Of the four GCC countries considered, Oman has the lowest oil reserve and was the last 

to start diversification away from near-total oil dependency. Before oil was discovered, 

Oman’s main sources of income were agriculture and fishing. After 1970, large 

investments were made to modernise both these sectors, as well as to develop three new 

large industries – cement, oil refining, and petrochemicals (Long 1978). 

Oman’s public spending expanded rapidly in the 1970s with the new-found oil wealth. 

The government set objectives for the development of the nation’s human resources, 

distribution of oil wealth, expansion of the private sector, and increasing Omanis’ 

participation in the economy. However, continuing deficits from 1981 onwards caused 

a decline in the government’s contribution to the state general reserve fund (SGRF); 

this, followed by a substantial increase in foreign debts and negative changes in 

government accounts, necessitated a reduction in overall public spending. Continuing 

deficits have been partly due to a sudden increase in military expenditure to control 

domestic civil unrest. From Table 4.13, it can be seen that in 2003 the government’s 

military expenditure was almost 32% of GDP, significantly larger than the 19% spent 

on health and education. 

Table 4.13: Oman – Share of Government Expenditure (as % of Total) 

 2001 2003 
Health & education 18.1 18.8 
Infrastructure 3.0 3.4 
Military 32.6 31.7 
Others 46.3 46.2 
Total 100 100 
(http://www.moneoman.gov.om/123/finan/2-15.htm and  
http://www.moneoman.gov.om/123/finan/9-15.htm)  
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From Table 4.14, it can also be seen that the second half of the 1980s saw a decline in 

the contribution of oil and gas to GDP. Correspondingly, the shares of manufacturing 

and services showed major increases. More recent data are broadly in line with these 

trends (see Table 4.15). Table 4.16 gives more detail about the relative importance of 

the various services industries. 

Table 4.14: Economic Activities in Oman as % of GDP 

 1978-79 1980-1985 1986-1989 

Oil and Gas 54.3 54.2 44.4 

Agriculture & Fisheries 3.2 2.7 3.7 

Manufacturing 0.9 1.9 4.0 

Construction 7.1 6.6 4.6 

Services 34.5 34.6 43.3 
(World Bank 1994) 

 

 

Table 4.15: Economic Activities in Oman as % of GDP (Recent Data) 

 1991 1993 1995 1997 1999 2001 2003
Agriculture 2.6 2.4 2.8 2.6 2.6 2.0 2.1
Petroleum & Mining 42.1 37.3 38.3 40.4 39.4 42.8 41.9
Manufacturing 3.4 4.2 4.7 4.0 4.3 8.3 7.7
Electricity Gas & Water 0.9 0.9 0.9 1.1 1.2 1.0 1.0
Construction 2.9 3.3 2.6 3.2 2.3 2.1 2.1
Wholesale & Retail, Hotels & Restaurants 12.6 13.8 13.7 13.6 13.7 12.3 12.6
Transport, Communications & Storage 5.6 6.0 6.3 6.9 7.2 6.4 6.9
Finance & Insurance Services 0.4 0.8 0.7 1.9 1.0 0.9 1.2
Real Estate Services 8.3 9.3 6.4 5.7 5.3 4.3 5.7
Govt. Services 12.7 13.1 13.3 11.2 11.4 9.9 9.9
Other Services 7.4 8.1 9.6 8.8 10.2 9.0 8.0
GDP at cost 99.1 99.1 99.1 99.3 98.7 99.2 99.2
Net indirect Taxes 0.9 0.9 0.8 0.7 1.3 0.8 0.8

Total GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(Arab Monetary Fund 2004) 
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Table 4.16: Contribution of Omani Services Industries (as a % of Total Services) 

 2001 2002 2003 
Wholesale and Retail Trade 25.2 25.4 25.5 
Hotels and Restaurants 1.6 1.6 1.5 
Transport, Storage and Communication 14.3 14.6 14.8 
Financial Intermediation 8.2 8.8 8.7 
Real Estate & Business Activities 12.4 11.9 11.5 
Public Administration & Defence 21.7 21.0 20.9 
Education 9.6 9.8 10.2 
Health 3.7 3.7 3.7 
Other Community, Social and Personal services 2.9 2.9 2.8 
Private household with employed persons 0.5 0.4 0.4 

Total 100 100 100 
(http://www.moneoman.gov.om/123/natacc/2-14.htm) 

  
A study completed for the World Bank in 1994 rated the Omani government’s 

diversification efforts to that point rather poorly. It found that non-oil goods production 

was still disproportionately overshadowed by oil, gas, and services. In 1991, public and 

government services contributed 17% of GDP,  more than double the combined share 

of agriculture, fisheries, and manufacturing. Non-oil exports made up only 4% to 5% of 

total exports. Private investment, as a share of total and non-oil GDP, showed a marked 

decrease since 1986. Furthermore, only one-fifth of this investment went into the 

manufacturing sector. The study’s conclusion was that economic diversification into 

non-oil tradeable goods was limited and did not exhibit any signs of likely 

improvement (World Bank 1994). As Table 4.15 shows, Oman’s manufacturing did 

show some expansion over the 1995-2001 period. Nevertheless, these were quite 

modest compared to the large shares of mining and services in GDP. 

4.6 ECONOMIC DIVERSIFICATION IN KUWAIT 

Historically, Kuwait’s economy was mainly dependent on the sea. In 1912, the country 

had one of the biggest fleets of pearl boats in the world, employing around 30,000 

divers. Since the establishment of the oil industry, the Kuwaiti government encouraged 
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economic diversification efforts, such as the development of the petrochemical 

industry, and the establishment of the Kuwait Oil Tanker Company. By the early 1970s, 

Kuwait’s banking system was one of the most developed in the region (Long 1978). 

As Tables 4.17 and 4.18 show, agriculture and fishing have played a negligible role in 

the Kuwaiti economy since the 1970s. By contrast, manufacturing has doubled its 

contribution as a percentage of GDP, to more than 10% since the late 1980s. 

Unfortunately, as Table 4.19 indicates, much of this growth in output has been due to 

the oil refining and petrochemical industries, thus negating some of the benefits of 

diversification. The government sector’s importance increased from around 10% of 

GDP in the 1970s to more than 20% in 2000. Thus the oil sector’s overall dominance 

has been reduced by only a modest extent. 

Table 4.17: Kuwaiti Sectoral Contribution to GDP in % 

Sector 1970 1975 1980 1985 1988  
Agriculture and fishing 0.2 0.2 0.2 0.6 0.9  
Manufacturing  4.2 5.6 5.6 5.9 13.5  
Electricity and water 0.7 0.4 -1.0 -2.3 -0.8  
Construction  2.8 2.1 3.6 4.0 2.7  
Wholesale and retail trade 8.3 6.4 7.7 8.7 9.5  
Transport and communications 2.9 1.7 2.4 4.2 4.7  
Banking, insurance and finance 7.6 4.3 6.8 12.4 15.8  
Public administration and other services 12.5 8.2 8.6 17.7 22.9  
Crude oil and natural gas 60.8 71.1 66.1 48.9 30.8  

Total 100 100 100 100 100  

       
Ministry of Planning (Kuwait)     
http://www.mop.gov.kw/Arabic/mopStatistics/State%20in25%20Years/chapter12.pdf 
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Table 4.18: Kuwaiti Sectoral Contribution to GDP in % (Recent Data) 

Sector 1991 1993 1995 1997 1999 2001 2003
Agriculture 0.3 0.3 0.4 0.4 0.4 0.4 0.6
Petroleum & Mining 10.7 41.0 39.6 40.1 37.5 45.6 41.2
Manufacturing 4.9 8.8 11.2 13.4 11.4 6.6 7.0
Electricity Gas & Water -2.0 -0.8 -0.4 0.0 -0.5 -1.1 2.6
Construction 6.1 3.0 3.1 2.6 2.7 2.4 2.5
Wholesale & Retail, Hotels & Restaurants 16.8 8.5 7.8 7.0 7.8 6.9 7.1
Transport, Communications & Storage 3.0 4.5 4.6 4.4 5.1 5.1 5.8
Finance & Insurance Services 4.3 3.1 9.3 8.7 9.1 8.8 8.5
Real Estate Services 0.0 0.0 ... ... ... ... 0.0
Govt. Services 58.9 32.7 23.6 22.5 25.6 24.5 23.8
Other Services 0.0 0.0 0.0 0.0 0.0 ... 0.0
GDP at cost 103.1 101.0 99.1 99.1 99.1 99.3 99.1
Net indirect Taxes -3.1 -1.0 0.9 0.9 0.9 0.7 0.9

Total GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(Arab Monetary Fund 2004) 

Realising the importance of the private sector in diversification efforts, the government 

offered a range of incentives to private manufacturers with at least 51% Kuwaiti 

ownership. These incentives were in the form of infrastructural support, financial aid 

such as equity capital and loans, preferences in government purchases, protection from 

imports for certain goods, and exemption from custom duties and taxes. In 1974, the 

Investment Bank of Kuwait was set up with the main purpose of providing medium- 

and long-term industrial financing at reduced interest rates. As well, in the 1970s, the 

Industrial Development Committee and the Industrial Bank of Kuwait implemented a 

number of incentives, such as technical aid and preferential guaranteed markets in state 

industry, to encourage private-sector participation (U.S. Library of Congress 1993). 
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Table 4.19: Value of Production of Kuwaiti Manufacturing Industries            
(Millions of US$) 

 1980 % 1985 % 1990 % 
Food, beverages & tobacco 266.3 4.3 337.3 4.6 232.5 4.2
Textile, wearing apparel and leather industries 121.3 2.0 124.1 1.7 136 2.5
Wood & wood products including furniture 160.2 2.6 99.8 1.4 73.9 1.3
Paper and paper products, and printing 89.5 1.4 88.8 1.2 111.8 2.0
Chemicals, rubber & plastic products  4869 78.6 6042 81.8 4437 80.3
Non-metallic mineral products 306.3 4.9 299 4.0 289 5.2
Basic metal industries 26.6 0.4 27.6 0.4 28.6 0.5
Fabricated metal products 346.3 5.6 348.2 4.7 179.3 3.2
Other manufacturing industries 12.6 0.2 17 0.2 40.6 0.7

Total 6198 100 7383 100 5529 100
 (United Nations 2001) 

Kuwait’s government may exert itself in promoting diversification and economic 

reform; however, the government does not appear to have the full support of Kuwaitis 

in these endeavours. Ford (2003) attributed this lack of support to the comfortable 

financial position of the majority of the local population and the fact that the current oil 

reserve is estimated to last at least 100 years.  

4.7 RECURRENT THEMES AND KEY ISSUES 

The above four GCC countries have made various attempts at economic diversification. 

These efforts have, in the main, followed three broad patterns: first, diversification into 

oil-based manufacturing industries; second, diversification into labour-intensive 

manufacturing and agriculture; and third, development of services industries. 

4.7.1 Oil-Based Manufacturing Industries 

It was natural for the GCC countries to diversify into energy- and capital-intensive 

projects, as they had access to cheap energy and possessed the wealth for the high entry 

cost. But these projects also required skilled personnel, which meant that the countries 
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had to use imported labour. The governments’ rationale was that they could buy time to 

develop the skills of the indigenous population and the labour market imbalance would 

correct itself in the long run. This does not appear to have eventuated, giving rise to 

issues that will be discussed in the following chapter. 

The newly established heavy industries, as to be expected, were mainly in oil refining, 

petrochemicals, chemical fertilisers, steel, and aluminium. On one level, such 

diversification saw successes, boosting the total value of output and exports outside the 

crude oil sector, especially for Saudi Arabia. However, these industries have also 

proven to be volatile because their prices are affected by movements in oil prices or 

subject to cyclical swings caused by the economic conditions in their main export 

markets. For example, 1974 to 1979 saw world excess capacity in petrochemical 

products and low prices. 1990 to 1991 was also a period of depressed prices for bulk 

chemicals due to weak demand and over-capacity. After some improvements in 1992-

1993, the industry went through a volatile period in 1994 to 1996. This pattern repeated 

itself right through to the end of the 1990s (United Nations 2001) 

The parallel industrialisation drives in the GCC countries have resulted in a multiplicity 

of similar industries. This is to be expected, as the countries have similar resource 

endowments; but the duplication of projects has led to competition among the GCC 

countries in export markets, and within the intra-Gulf market itself. For example, total 

GCC capacity in the cement industry grew 31% between 1992 and 1999, to 29 million 

tonnes a year. However, capacity utilisation in the industry averaged only 72% in 1999. 

Thus, GCC cement companies suffered greatly from intra-Gulf cut-price competition 

(United Nations 2001). 
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Moreover, it must not be forgotten that the long-run success of such forms of economic 

diversification is reliant on ready access at low cost to a non-renewable resource. As 

well, government subsidies that have supported industrialisation have been drawn from 

oil revenues. Thus, the question arises as to whether this form of diversification can 

create a viable economy that will not be dependent on oil in the long term.  

4.7.2 Labour-Intensive Manufacturing and Agriculture  

From the mid-1980s, the increase in the value-added manufacturing output was 

accompanied by an increasing diversification of the countries’ industrial bases, 

particularly in Saudi Arabia and the UAE. This led to the development of a well 

diversified base of medium- and small-scale manufacturing industries, such as: cement, 

building materials, and equipment; heavy and light metal products; textiles, clothing, 

and accessories; food products; furniture, household items, and utensils; and a wide 

variety of consumer items. The number of industrial establishments in the GCC grew 

from 4,386 in 1989 to 7,300 in 1999. In this period, total capital invested in the GCC 

countries’ industrial sectors grew by 150% to reach US$83 billion in 1999 (United 

Nations 2001).   

A feasible strategy with regard to new directions for diversification in non-oil industries 

is to strengthen existing, manufacturing industries that have shown meaningful growth. 

According to Lidstone (2002), the key to successful diversification is momentum, and 

the governments should concentrate on a reform programme that will build on existing 

strengths.  

For such diversification to be sustainable, however, the relevant governments will need 

to address the issue of how to help them attain economies of scale. A big part of the 
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answer is to enlarge the overall market by developing export markets. Another is to 

foster cooperation between the four countries so as to prevent duplication of industries 

and wasteful competition for undersized domestic markets. This cooperation can be in 

the form of an economic union, with each individual member diversifying into 

industries wherein it has a comparative advantage. 

Another issue pertinent to the sustainability question is how long these industries 

should continue to enjoy protection from foreign imports, as well as other benefits and 

subsidies such as low-cost industrial sites and utilities, tax exemptions, and low interest 

rates. The question is whether GCC countries should pursue economic diversification 

into industries that are heavily reliant on government assistance, and may not be 

competitive within a free trade environment (United Nations 2001). 

The main argument in support of government assistance, especially assistance that has a 

firm schedule for being phased out, is essentially an ‘infant-industry’ one: medium- and 

small-scale industries encourage indigenous entrepreneurship and develop skills in the 

private sector, especially as sophisticated technology is not a major requirement. This is 

in contrast to the heavy industries, which typically necessitated long-term technical 

management and marketing contracts with multinational corporations, thus creating a 

growth of ‘foreign enclaves’.  

As for agriculture, further development of this sector is constrained by the scarcity of 

natural water, the limited arable land, and the harsh climatic conditions. A United 

Nations (2001: 11) study concluded that underground water reserves in the GCC 

countries have been exploited in “great excess of their renewability”. This has occurred 

despite the fact that desalinated water was used to meet 24.3% of total GCC water 

consumption in 1997. The same study, taking into account population growth and its 
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environmental impact, painted a grim picture of increasing groundwater scarcity in the 

region. This means that desalination would have to provide a rising proportion of water 

consumption in the future. Treated waste-water, which has mainly been used for urban 

landscaping, has been viewed as a possible source of water for agriculture. Whatever 

the source, the cost would be high; for example, in 1994, the cost of desalinated water 

was US$1.63 a cubic litre in Kuwait. 

Despite the water scarcity, the GCC countries have made considerable diversification 

efforts in agriculture, and as a whole food production per capita has shown an upward 

trend. In fact, most of the countries have managed to achieve self-sufficiency in poultry 

and dairy products. However, the achievements in this sector have also been purchased 

at a cost of heavy subsidies by the government. For agriculture activities to be viable in 

the longer term on an independent basis, much research and development, and skill 

upgrading will be needed to ensure that productivity and yield are high, while water 

consumption is kept to minimal levels through adoption of new techniques of 

cultivation.  

4.7.3 Services 

Diversification into the services sector appears to have achieved some measure of 

success, particularly for the UAE. Compelled by the fact that its hydrocarbon resources 

are limited, Dubai has been the first to diversify in this sector. Such diversification 

involves hotels and tourism; various recreational, amusement, and retail activities; 

international cultural and sports events; financial and insurance services; the advertising 

industry; business and corporate services; the development of free trade zones; and 

similar or related activities. Although the unfavourable security conditions of the mid-

1990s impacted negatively on the tourism industry, the setback was only temporary. 
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Since then, the tourism trade has boomed, spurring a parallel boom in the construction 

of new hotels, amusement parks, museums, other tourist attractions, and residential 

buildings. 

A lack of detailed data makes it difficult to properly assess the growth of this sector for 

individual GCC countries. The available data suggest that the contribution of services 

as a proportion of GDP and employment has increased considerably for some countries. 

A major concern with this form of diversification, however, is that it often requires the 

large-scale import of labour and rapid population growth which may, in the long run, 

introduce more serious problems than are currently appreciated. An appropriate 

diversification approach would be to develop indigenous skills through practical 

education and training so that nationals can assume increasing responsibility for work 

and leadership in the sector. 

A service industry that may well be suitable is the financial services sector. Highly 

educated young entrants into the labour market can be channelled into this sector. 

Presently, the sector is relatively under-developed but possesses considerable potential 

for growth, especially in view of the fact that Gulf countries have a high level of wealth 

by international standards. Governments can facilitate the development of skills with 

respect to Islamic banking, stock markets, asset management, loans syndication, 

venture capital, investment banking, debt management, and so on. 

4.7.4 Public Finance 

The GCC governments not only have to increase the contribution of non-oil sectors to 

GDP and export earnings, they also need to reduce the reliance on oil revenues for their 

budgets. There have been efforts to develop non-oil revenue sources as early as the 
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mid-1980s. However, such efforts have been hampered by the reluctance of GCC 

governments to impose taxes on their citizens, to raise customs tariffs from their 

relatively minimal levels, to end tax exemptions and other tax holidays on local 

companies, or to increase rates on public utilities and other government services. The 

IMF suggestion of the introduction of sales tax was also rejected (United Nations 

2001). 

There appears to have been a gradual change in attitudes since the mid-1990s. For 

instance, there have been steep increases in tobacco duties, with the result that total 

revenue from tobacco duties rose from US$171 million in 1994 to US$581 million in 

1999, almost a 240% increase. Some governments have raised public utility rates; for 

example Saudi Arabia increased electricity tariffs in 1995 and again at the end of 1999, 

and the UAE doubled its tariffs at the end of 1994. As well, fees and charges for 

residence permits, health care charges, and municipal duties, have been slowly 

increasing. Kuwait introduced mandatory health insurance for expatriates to reduce 

health care costs in the government budget. Oman, so far, has been the only country to 

increase custom duties on luxury items and to raise corporate income tax. These led to 

an increase in non-oil revenue of nearly 30%, from US$1,100 million in 1995 to 

US$1,428 million in 1998 (United Nations 2001). The few instances of increases in 

taxes (especially on tobacco and luxury items), and fees and charges for public services, 

appear not to have created severe backlashes and have increased government revenues. 

In general, there has been an upward trend in non-oil revenues since 1995; from 1995 to 

1999, Saudi Arabia had an increase of 17.6%, Kuwait had 31%, the UAE had 37%, and 

Oman had 44%. However, non-oil revenues remain a very small proportion of total 

revenues in all four countries: In Saudi Arabia the proportion was less than 50% in 
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1998; for the UAE it was around 27% in 1997; for Oman it was about 30% in 1997; and 

for Kuwait it was less than 20% in 1998 (United Nations 2001). 

Alyousif (1992) recommended that the governments develop a tax system which, aside 

from providing revenue to the governments, would reduce consumption in both the 

private and public sectors. For example, they could impose taxes on goods, services, 

and properties in the form of excise taxes or value added taxes (VAT). Compared with 

income taxes, the latter taxes may have a more desirable impact on saving (Almuneef 

1996).  

In GCC countries, charges for some services, such as electricity and water, airports, 

roads, and bridges, are often lower than costs, resulting in wasteful and excessive 

usage. In turn, the government would have to invest more than necessary in developing 

and maintaining the infrastructure to develop such services. Increasing the charges to a 

more realistic level could help to reduce wastage and inefficiencies, conserve 

government resources, and improve the quality of the services. 

4.7.5 Policy Framework to Support Diversification and Development 

To ensure that the recommended strategies achieve the desired end result, GCC 

countries will need to put in place appropriate supporting policies. Abdelkarim (1999a) 

argued that a major role of industrialisation in these countries was to develop a national 

labour force with appropriate skills by indigenising foreign technology and promoting 

technological, economic, social, and institutional changes. Judging by the experiences 

of the manufacturing industries in the UAE and Saudi Arabia, he concluded that 

industrial policies have not been effective in fulfilling this role. He attributed the 

limited success of such policies to the fact that there was no comprehensive 
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development strategy or economic management framework, no proper industrial 

planning and selection of appropriate industrial projects and technology, and a lack of a 

socio-political environment conducive to rapid industrialisation. A first prerequisite for 

future success, therefore, is a carefully designed and consistent long-term plan, backed 

up by a series of realistic and well executed short-term plans. These will help 

government to avoid making ad hoc decisions which may offset or conflict with each 

other. 

Previous diversification efforts have mainly involved an increase in the contribution of 

capital or labour or a combination of both. For long-run sustainable economic growth, 

however, the GCC countries would need to foster growth in total factor productivity 

(TFP). TFP can change for various reasons, the main one being improved knowledge 

about production methods, or more streamlined government regulations. It has been 

estimated that the GCC countries, experienced negative TFP growth between 1960 and 

1997 (Makdisi 2003). Thus there is a great deal of scope to improve TFP growth 

performance. 

Owiss (2003) recommended that GCC countries provide incentives for the relevant 

companies to seek improvements in machineries and technologies related to oil 

exploration and production, and to petrochemicals. Similarly, in regard to the 

agricultural sector, technological innovations in the desalination or cultivation 

processes could boost output yet reduce costs and help to protect the environment.  

Technological improvement involves human knowledge as much as it does machinery 

and equipment. Oil revenues have enabled GCC countries to build large educational 

infrastructures and educate a large number of students; the problem here is not the 

physical scope of the education system but rather its orientation. The system places 
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great emphasis on university education and downplays the role of technical and 

vocational education. This slant is further supported by governments’ practice of only 

employing university graduates in the public service. Without technical and industrial 

education, a country will find great difficulties absorbing the inward transfer of 

technology. As Gabriel (1999) put it, technology is not just hardware; in terms of 

economic growth it incorporates knowledge, which includes the capacity to devise, 

adapt, and produce at lower cost. Thus GCC government should promote technical and 

vocational education and reduce the bias against hiring graduates with such training.  

Associated with the development of human capital is the encouragement of 

entrepreneurship among nationals, especially in the private sector. More generally, 

GCC governments need to reduce their role in the economy and grow that of the private 

sector. In the beginning, it was necessary and appropriate that they played a major role 

in developing basic infrastructure, heavy industries, and industrial parks (Fukuda 2001). 

But it is well past the time for the private sector to take over as the basic engine for 

further growth. Privatisation of some government activities would increase the 

efficiency of government spending and decrease the waste of national resources; it 

would also allow a decrease in the many subsidies provided by the government 

(Almuneef 1996). Strong political will and grass-roots support will be needed to effect 

such a fundamental reform.  

 

4.8 CHAPTER SUMMARY 

From the data and analysis presented in this chapter, it is clear that after more than 30 

years, GCC countries are still heavily reliant on their oil resources. Despite continuing 
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efforts to diversify, oil revenues remain the principal source of income for the 

governments of these countries. In Section 4.2, we reviewed the experiences of two 

countries with respect to mineral resources management. On the one hand, Nauru shows 

how a resource-rich country can become poor if it fails to diversify its economy and to 

invest its mineral wealth wisely. On the other, Norway is an example of how a similar 

country can increase its wealth by carefully managing the national investment fund and 

by upgrading skills and technology through education, training, research and 

development. 

Our analysis of the experiences of individual GCC countries indicates that economic 

diversification has often been limited in scope, in that the ‘new’ industries turned out to 

be highly dependent on oil themselves, such as the cases of oil refining and 

petrochemicals. Other diversification strategies must also confront obstacles. For 

example, any major expansion in agriculture output will require some means to 

overcome the current, already severe water resource constraints. Labour-intensive 

manufacturing industries will not prosper unless they can gain access to larger markets, 

and may require the continuing importation of foreign labour. The latter outcome may 

also be a consequence of efforts to expand the services industries. Not surprisingly, oil 

remains the largest industry in these countries, with the oil-financed government 

services sector often being in the second position. 

In short, the track records of GCC countries to date resemble Nauru more than Norway. 

Rather than establishing a strong industrial base and a highly skilled and adoptable 

workforce, a large proportion of oil revenues goes to military and security spending, 

current consumption, and poorly targeted education and training. There is thus an urgent 

need for a coordinated approach to further reforms so as to build a broader-based 
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economy, and increase the role of the private sector. It is likely that greater emphasis 

will need to be placed on improving the technological knowledge and capability 

available in the domestic economy.  

This chapter has reviewed the performance of the studied countries in terms of their 

economic diversification and development. In doing so it has suggested that policies 

should be undertaken to upgrade the knowledge and practical skills of the local 

workforce. Chapter 5 will further consider the size and composition of this workforce, 

and Chapter 6 will explore the consequences, for living standards, of failure to diversify 

from total reliance on oil, and what steps can be taken to improve the situation in the 

long run. 

 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

CHAPTER 5 

LABOUR-MARKET AND POPULATION POLICIES 

 

5.1 INTRODUCTION 

Although there have been many studies concerning the oil sector, and more generally 

concerning economic developments, in the GCC countries, far less attention has been 

paid to the associated issues of population and labour-market policies. There have been 

a number of insightful studies of these issues, such as Alfaris (1998), Alhathlool (2003), 

Al-Najjar (1999), Alsaleh (1994), Alshamsi (2003), Alyousif (1993), Baashin (1997), 

Hammad (2004), Al Saqa (1998), and Winckler (1997). Typically, however, the 

analysis has dealt with some particular aspects of the situation only, rather than 

attempting a comprehensive survey of the main facts and figures, as well as the key 

issues and their inter-relations. Some exceptions do exist, such as Kapiszewski (2001) 

and Abdelkarim (1999a). By and large, nevertheless, their number has remained very 

small, and there is still a great need for more information and analysis in this area. The 

present chapter is an attempt to make a contribution toward meeting this gap in the 

literature. 

As we saw in Chapters 2 and 4, the GCC economies were originally based on 

agriculture, animal husbandry, fishing, pearling, and commerce and trade. Thus, the 

sudden rise of oil as the dominant sector of the economy, together with the vast wealth 

that it brought, resulted in an immediate need for imported skilled and unskilled labour. 

In turn, the presence of foreign workers interacted with other socio-economic factors to 
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create a new set of dynamics that has greatly increased the population numbers and 

affected the ways of life in these countries.   

These developments have the potential to become self-perpetuating and to change the 

character of GCC societies, possibly, even their identity. Already, non-nationals 

comprise the majority of the labour force, and even of the population, in some 

countries. As Kapiszewski argued: 

The GCC states face a formidable set of challenges in the twenty-first 
century that paradoxically stem from their oil-generated financial fortunes 
of the second half of the twentieth century. The populations of the GCC 
countries have usually grown much faster than their economies. If this trend 
continues, the standard of life enjoyed by nationals will deteriorate 
(Kapiszewski 2001: 253). 

This chapter traces the evolution of developments that have resulted in the current 

situation, analyses the associated consequences and the responses by the governments 

to date, and considers policy options that may be appropriate for the future. In 

particular, we explore balanced combinations of policies that would safeguard the long-

term interests of the original inhabitants and their descendants, but at the same time 

would recognise the contributions of immigrants and foreign workers and treat the latter 

with fairness and dignity. 

The chapter is structured as follows. Section 5.2 reviews the experiences of Germany 

and Singapore, two countries with parallels to the GCC countries in their reliance on 

foreign workers. In particular, we see how the two governments implemented their 

labour market policies with regard to foreign workers, and what lessons may be gleaned 

from these policies. Section 5.3 provides an overview of the main characteristics of the 

population and labour markets in the GCC countries as a background to further 
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analysis. Section 5.4 examines the causes and consequences of heavy reliance on 

foreign labour. Policies adopted by the GCC countries to manage foreign labour and 

population issues are analysed in Section 5.5. In Section 5.6, we look to the future and 

consider possible policy options in this area. Finally, Section 5.7 provides a summary of 

the main findings of this chapter. 

5.2  TWO CASES OF FOREIGN LABOUR MANAGEMENT 

In this section, we examine how two countries, Germany and Singapore, have managed 

the issues arising from hosting a large population of foreign workers. The purpose is to 

see if there are any lessons that the GCC countries could draw from the policies and 

experiences of these two countries. 

5.2.1  Germany as a Case Study 

In the eighteenth and nineteenth centuries, Germany saw itself as a nation of ethnic 

homogeneity, blending Dutch, Poles, and French with ethnic Germans; all of whom 

considered themselves German citizens. However, a few events disturbed this ethnic 

pluralism, namely nationalism in the early twentieth century, followed by the Hitler 

Fascism in the 1930s and 1940s (Dettke 2001). Until the 1950s, Germany was primarily 

a country of emigration, being one of the major sources of immigrants to the United 

States, with over seven million migrants since 1820 (Martin 2001b). 

In the post-World War Two period, between 1945 and 1949, ethnic German refugees 

from East Germany and other European countries such as Poland, Hungary, Yugoslavia, 

and Czechoslovakia took up residency in West Germany. The immediate aftermath 

from the six years of World War Two was an insatiable demand for everything. This 
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was a result of reconstruction efforts that led to strong economic activity and 

employment, high income, and high consumption; these in turn led to further increases 

in production. Thus, by 1957, the unemployment rate fell to below 0.5%, or what was 

perceived as the economy being at full employment (World History at KMLA 2000). 

The speedy recovery of Germany from World War Two meant that by 1960 there were 

more job vacancies than there were unemployed workers. As a result, employers applied 

for permission to recruit guest workers. The German government acquiesced with the 

belief that such workers would work in the country for a year or two and then return to 

their countries of origin, mainly Spain, Italy, Yugoslavia, Greece, or Turkey. To the 

German government this was a mutually beneficial exchange as such guest workers 

would be returning home with savings and skills. The number of migrant workers grew 

from 279,000 in 1960 to two million in 1970, then 2.5 million in the mid-1970s before 

falling back to less than two million in the 1980s (Rempel 2000). 

By 1970, there were three million foreign residents in the country, of whom two million 

(or 65%) were contributing towards the Wirtschaftswunder, the German 

industrialisation programme set up with the objective of exporting German-made 

products, such as Volkswagens, to the US and around the world. Foreign workers 

helped to keep wages low and thus kept German industries competitive in the global 

market. The majority of these foreign workers were in Germany’s manufacturing 

industries, working in assembly lines as low-skilled workers.  

The oil crisis of 1973 prompted Germany, like most of the other European countries, to 

cease recruiting foreign workers. The ‘rotation principle’, where unemployed guest 

workers would opt to return home because their savings would go further there, 
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however, did not eventuate. Instead, of those who had lived in Germany for many years 

and thus acquired the right to remain and have their families join them, more than half 

chose to stay (Sachsenmaier 2003). Among the reasons for their choice were that the 

prospects of finding work back in their country of origin were bleak and Germany had a 

far more generous social safety net. Thus, the hope of the German authorities, that 

foreign workers could be rotated in and out of assembly-line jobs, was misplaced and 

Germany ‘became a reluctant land of immigration’ (Martin 2001b). The authorities 

were unwilling or unable to enforce the policy of repatriating foreign workers who were 

no longer needed. 

Many of the foreign workers who stayed, and their families, were able to secure 

permanent residency, and eventually German citizenship. From Table 5.1, it is clear that 

the German government has consistently granted citizenship in the hundreds of 

thousands every year. In 2000, a new citizenship law was enacted; it permitted children 

born to foreigners in Germany to automatically receive German citizenship so long as 

one parent had resided legally in the country for at least eight years (Oezcan 2004). 

In the main, West Germany’s annual economic growth rate exceeded that of most 

industrialised countries. The prosperity of the 1970s saw real per capita GDP increase 

by 21% between 1971 and 1981, and by a further 23% between 1981 and 1991 (World 

Resources Institute 2004). Such rising incomes served to continually attract immigrants 

from less wealthy nations. 
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Table 5.1: Acquisition of German Citizenship (in ‘000) 

Year 
Number of Newly 
Naturalised Citizens 

Growth in  
Total Number of Citizens 

1990 101.4  
1991 141.6 37 
1992 179.9 97 
1993 199.4 56 
1994 259.2 60 
1995 313.6 54 
1996 302.8 46 
1997 271.8 117 
1998 283.6 91 
1999 242.0 98 
2000 186.7 165 
2001 178.7 130 
2002 154.5 67 

(Federal Statistical Office Germany, 2005) 

During the period 1988 to 1992, the collapse of the USSR and the creation of newly 

independent states led to 1.4 million Germans returning, with an addition of 1.1 million 

asylum seekers, mainly from Turkey, Poland, Romania, and Yugoslavia. After 1992, 

many restrictive regulations were enacted to reduce the number of immigrants (Martin 

2001b). 

Nevertheless, over the years, German society has become more diverse, with the 

proportion of foreigners growing from only 1.1% of the total population in 1950 to 

about 9% in 2000 (see Figure 5.1). The largest portion of these residents was the two 

million strong Turkish community; such residents hailed from the guest workers that 

were brought in to meet labour needs during the economic expansion of the 1950s and 

the 1960s and their dependents (Martin 2001a).  

The years since the importation of the first guest workers have seen a plethora of 

problems associated with the rising foreign segment of the population. A large number 

of immigrants needed to be integrated into German society. For example, the low-
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skilled guest workers fulfilled a role in supporting Germany’s industrialisation 

programme in the 1960s, but with the German economy maturing into high level 

technological industrialisation, these foreigners have disproportionately raised the 

unemployment rate.  

Figure 5.1: Foreign Residents as a % of Total Population, Germany 
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(Federal Statistical Office, Germany, 2005; Note: The data point for 1990 is not 
shown because of a break in the series at this time) 

Between 1960 and 1999, 30 million immigrated whilst 21 million emigrated, leaving 

Germany with a net population gain of about nine million (Ette 2002). However, not all 

immigrants were there to work. Between 1973 and 1999, the number of foreigners grew 

by 82% but the number of foreign workers fell by 23%. Unlike the 1960s when 

foreigners came to work, in the post-1973 period many immigrants were unemployed. 

At the beginning of the twenty-first century, foreigners in Germany experienced 

unemployment rates of at least twice the national average rate of 10% (Martin 2001b).  

More generally, there has been a challenge to the “social fabric of a country that 

continues to view itself as a non-immigrant society” (Sachsenmaier 2003). All these 

factors represent short- and long-term issues for the German authorities. But the key 
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issue is that the government has lost part of its control over the rate of growth and 

composition of the population because of its relatively liberal approach to the 

management of foreign labour and immigration. 

As Figure 5.2 and Table 5.2 show, even when Germany no longer required large 

numbers of foreign workers, such as the period from 1973 to 1990, not many of them 

actually went home. Indeed, the number of foreign residents fell in only a few years; in 

most years, it continued to rise strongly, so that by 1990 it had reached 5.6 million 

compared with four million in 1993. 

Moreover, the statistics mask the fact that many people who were no longer counted as 

foreign residents in reality did not leave Germany; they simply became naturalised and 

were thus counted among the number of Germans. The clearest example of this was the 

year 1987, when the number of foreign residents fell by 376,000, and there was a 

corresponding rise of 473,000 in the number of German citizens (compare Figures 5.2 

and 5.3; see also Table 5.2).  

As Table 5.1 shows, in some years, naturalisation accounted for more than 100% of the 

annual growth in the total population. Of course, if a country wishes to increase its 

population through immigration and naturalisation (possibly the case of Germany in 

very recent years and the future, as discussed below) that may be entirely appropriate. 

However, if the increase is forced upon the country (as was probably the case in the 

1970s) it represents a situation where the government’s control over a major aspect of 

life in the country has been weakened. 
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Figure 5.2: Rate of Growth (%) in Number of Foreign Residents, Germany 
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(Federal Statistical Office, Germany, 2005) 

Figure 5.3: Rate of Change in the German Population (%) 
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(Federal Statistical Office, Germany, 2005; Note: the data point for 1990 is not shown 
because of a break in the series at this time) 
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Table 5.2: Germany Population Data (‘000) 

Year Germans Foreign Residents Total 
1970 58263 2738 61001 
1971 58315 3188 61503 
1972 58255 3554 61809 
1973 58110 3991 62101 
1974 57941 4051 61992 
1975 57744 3900 61644 
1976 57590 3852 61442 
1977 57461 3892 61353 
1978 57316 4006 61322 
1979 57189 4251 61440 
1980 57092 4566 61658 
1981 56992 4721 61713 
1982 56874 4672 61546 
1983 56733 4574 59307 
1984 56644 4405 61049 
1985 56539 4482 61021 
1986 56479 4662 61141 
1987 56952 4286 61238 
1988 57092 4624 61716 
1989 57672 5007 62679 
1990 74171 5582 79753 
1991 74208 6067 80275 
1992 74305 6670 80975 
1993 74361 6977 81338 
1994 74421 7118 81539 
1995 74475 7343 81818 
1996 74521 7492 82013 
1997 74638 7419 82057 
1998 74729 7308 82037 
1999 74827 7336 82163 
2000 74992 7268 82260 
2001 75122 7318 82440 
2002 75189 7348 82537 
2003 75190 7342 82532 

(Federal Statistical Office, Germany, 2005; Note:  There is a break in the 
data series for Germany in 1990) 

In recent years, Germany has faced another major issue, that of an aging population. 

The population of Germany is expected to start declining from 2015, and by 2050 the 

country is estimated to face a shortage of eight million workers. It has been forecasted 

that over the next half of a century, Germany’s population will fall from 82 million to 

about 60 million. Thus, the workforce will shrink from 41 million to 26 million.  
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It is projected that as many as a quarter of a million migrant workers will be required to 

meet the economy’s needs annually (The New York Times 2001). To overcome 

expected severe labour shortages, the German government will need to begin importing 

50,000 highly skilled foreign workers a year (BBC 2001). The key question is whether 

the persons currently included in the ranks of ‘foreign residents’ are in fact the type of 

migrants that Germany as a nation wishes to attract and (eventually) to naturalise. 

5.2.2  Singapore as a Case Study 

When Singapore was expelled from the Malaysian Federation in 1965, there were 

doubts about its economic viability as an independent political entity. It faced quite a 

few limitations: physical size of only 637 square kilometres; lack of an economic 

hinterland and natural resources; poor growth prospects for the entrepot trade that had 

been its mainstay since its founding; and the inevitable withdrawal of the British Navy. 

These problems were compounded by its rapid population growth with the 

accompanying problems of unemployment and housing, industrial unrest, and political 

upheavals (Chia 1985). 

Yet, by 1993, GNP per capita had reached US$19,850, putting the country in the same 

group of high-income economies that included Australia (US$17,500), Germany 

(US$23,560) and the US (US$24,740) (World Development Report 1995: 162-163). 

During the period 1980 to 1993, real GNP per capita grew at an average rate of 6.1% 

per annum, making it one of the ‘Asian economic tigers’. As a result of such healthy 

economic growth, wages and living standards have been steadily increasing. The rapid 

pace of economic growth, together with the small population, meant that Singapore had 

to import foreign labour to meet its domestic demand, and the country has become 
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dependent on the continuous supply of cheap foreign labour from neighbouring 

countries (Kwang et al. 1998). 

The Singapore of today is dominated by three main races, namely Chinese (76% in 

2004), Malays (14%), and Indians (8%). The total population was 4.2 million in 2004, 

compared with 2.1 million in 1970 (see Table 5.3). 

Singapore’s economy developed through five distinct phases and its labour needs 

paralleled these phases. The first was that of export-oriented industrialisation and 

spanned the period from 1966 to 1978. The first part of this period was one where FDI 

boomed, especially in the export-oriented manufacturing industries, which were labour 

intensive; as a result the unemployment rate fell from 8.7% to 3.6%. In 1975, high oil 

prices caused a world-wide recession, and Singapore’s manufacturing suffered heavily 

because of its reliance on exports. After recovery, the government became more 

selective about the type of multi-national corporations (MNCs) it wanted to attract; the 

preference was for those with capital-intensive methods of production (Okposin 1999; 

Ministry of Trade and Industry, Singapore, 2005). 

Throughout the 1970s, foreign labour was only allowed to enter Singapore when there 

was a skill shortage. This shortage was especially prevalent in the construction sector as 

Singapore strove to develop its infrastructure as part of its economic development. The 

manpower planning during this period was such that industries set up by foreign MNCs 

sought skills that were equal to their imported production techniques, with Singapore 

being responsible for providing local labour with the appropriate skills. Skills that were 

lacking were imported. Immigration also helped the country to meet the labour 

requirements of a rapidly growing level of total economic demand. 
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In general, the immigration policy was to selectively open its doors to people from the 

‘traditional’ source (that is, Malaysia), but unskilled workers were increasingly 

recruited from other parts of the Asian region (Arumainathan 1973). Malaysia was the 

original and preferred source of guest workers and permanent residents primarily 

because of the close geographical proximity and the commonality in culture. Many 

Singaporean citizens hail from the mainland or still have relatives there. But the 

Singaporean government has, implicitly, believed in the need to maintain the racial mix 

for security and political reasons. Thus, even for migrants from Malaysia, the doors 

were opened in such a way as to maintain this racial mix. As Malaysia itself became 

more developed, other Asian countries, such as Bangladesh, Indonesia, the Philippines, 

or Sri Lanka, became more important as a source of low-skilled guest workers.   

The second phase covered the period from 1979 to 1985. At the beginning of this 

period, the most serious constraint on further economic expansion was the shortage of 

labour, especially in the mainly unskilled labour-intensive industries. Hence, the 

government decided to embark on a course of industrial restructuring; one that would 

emphasise industries that required higher-skilled workers, thereby reducing the heavy 

reliance on imported, unskilled labour (see Figures 5.4 and 5.5).  

To support this restructuring, a high wage policy was introduced. The rationale behind 

this move was that if MNCs had to pay higher remuneration to local workers, they 

would have an incentive to raise the level of skills of these workers to compensate. 

Initially, such wage increases were not matched by productivity increases and this 

seriously impaired Singapore’s competitive advantage vis-à-vis the other newly 

industrialising economies surrounding it. However, the proportion of skilled labour did 

increase from 11% to 22% of the total labour force (Okposin 1999). 
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The third phase (1986 to 1992) was when the core policies were capacity building and 

economic diversification into manufacturing industries that were technologically-based. 

In addition, the services sector was promoted together with manufacturing as the twin 

pillars of the economy. The financial and business services sectors grew from 20% of 

GDP in 1986 to 26% in 1998 (Okposin 1999). Such moves helped to restrain the 

demand for lower-skilled workers, especially those coming from the neighbouring 

countries of Malaysia, Indonesia, and Thailand. 

Table 5.3: Singapore Population (in ‘000) and Population Growth (in %) 

 

Total 
Population 
(‘000) 

Singapore 
Residents 
(‘000) 

Average 
Growth 
Over Ten 
Years (%) 

Foreign 
Residents 
(‘000) 

Average 
Growth 
Over Ten 
Years (%) 

1970 2074.5 2013.6  60.9  

1980 2413.9 2282.1  131.8  

1990 3047.1 2735.9 1.8 311.2 6.8 

2000 4017.7 3263.2 1.7 754.5 8.4 

2004 4240.3 3486.9 1.6* 753.4 -0.2 
* Average over four years 
(Singapore Department of Statistics, 2005) 

Figure 5.4: Change (in %) in Foreign Population, Singapore  
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Figure 5.5: Foreigners as % of Total Population, Singapore 
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Illegal entry and staying beyond the expiry of the work permit became major issues, 

especially at construction worksites where there were increasing crime rates, including 

assaults and murders. This was even after the 1989 amendment to the Immigration Act 

increasing the penalties for illegal immigrants and their employers. The employers of 

foreign workers were responsible for the workers during their entire stay in Singapore, 

including their accommodation and their repatriation (Ofori 1996). 

The fourth phase, 1993 to 1997, was one of outward orientation. This was when the 

Singaporean government provided support for local entrepreneurs to expand overseas. 

This policy saw direct investments abroad grow from S$7.8 billion in 1990 to 

S$70.6 billion in 1997, mainly in China, Indonesia, Thailand, Myanmar, and Vietnam. 

The fifth phase, which began in 1998, was the government’s drive to achieve a 

‘knowledge based economy’, after the Asian financial crisis of 1997 (Okposin 1999).  

The logic of these evolving strategies is clear. In the early stages of economic 

development, the low skill level of the local labour force was acceptable because the 

matching low wages made Singapore competitive with other developing economies. 
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However, as the economy continued to develop, the country began to experience labour 

shortages, leading to wage rises, thus making Singapore a less attractive location for 

MNCs. The logical response was to raise the skill level. Highly educated workers could 

then be paid higher wages, but since their wages were still lower than those in 

developed countries, Singapore would still be attractive to MNCs. Industries requiring 

lower-skilled labour could be shifted to neighbouring countries where wages were still 

low and land did not come at a premium cost. The government played a major role by 

stimulating suitable human resource development, and placing preference on highly 

skilled foreign workers who could facilitate the transfer of skills lacking in the country.  

The Singaporean government has drawn a clear distinction between qualified 

professionals and lower-skilled tradespeople who were allowed into the country. This 

has led to a distinction between the terms ‘guest workers’ and ‘foreign workers’. The 

first term refers to foreign labour that is less skilled; the term ‘guest’ means that after a 

period within the country, the workers have to return home. The second term refers to 

higher-skilled workers, or expatriates, who stand a greater chance of being granted 

permanent residency if they so wished.  

Guest workers were granted work permits in areas of low skill and low wages; if these 

positions were filled by inducing residents through higher wages, then Singapore’s 

competitive edge would be eroded. Foreign workers or expatriates were granted 

employment passes especially for areas where there were shortages of skilled residents, 

such as business sectors with high technology, and the banking and finance sectors.  

The distinction between the two groups was manifested in the immigration regulations 

that the government relied on to manage the foreign labour force. There are four 
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different work permits that have helped the government control the quantity and quality 

of migrant labour (see Table 5.4). These permits are differentiated by skill level, the 

type of work, and sector of work, and permit duration. These four permit types are: 

work permit for unskilled workers; work permit for skilled workers; employment pass; 

and entry or re-entry permit.  

Table 5.4: Singapore Work Permit Types 

 
Work Permit Type of Work Duration Sector 

Unskilled 
Unskilled work 
Maximum salary of S$2000

Up to two years renewable 
annually up to four years 

Manufacturing, construction, 
marine, services, harbour craft,  
and domestic worker 

    

Skilled 
Skilled work 
Maximum salary of S$2000

Up to three years renewable
for a total up to ten years 

Construction, marine, harbour 
craft 

Employment 
pass 

Skilled work with 
professional  
or tertiary qualifications 

Up to five years,  
renewable N.A 

    

Entry/re-entry 
permit 

Permanent residents or  
those eligible with skilled 
work permit or employment
pass; skilled and 
professional Renewable every five years N.A 

(Ruppert 1999) 

The monthly fee for work permits varies according to which of the four classifications 

the worker belongs. Employers must pay higher fees with respect to workers belonging 

to the less skilled categories, to reduce the incentive to over-rely on cheap, unskilled 

labour. For example, the monthly fee for an unskilled work permit starts at US$196 and 

applies to manufacturing and domestic workers. For higher-skilled workers, who hold 

three-year or longer-term permits, the employer is exempt from paying the permit fee 

(Ruppert 1999).  
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Other conditions also differ between the four categories and demonstrate the country’s 

bias towards skilled foreign workers. At the lowest end, the unskilled guest workers in 

the first category are subjected to strict limitation on their personal freedom to 

discourage them from seeking permanent settlement in Singapore. Such curtailments 

include prohibitions on reunion of workers’ dependents, or marriage to a Singapore 

national or pregnancy; female guest workers in this category are subjected to 

compulsory pregnancy tests and deported if the test results are positive. Employers also 

have to provide a security bond of around US$3,000 per foreign worker in order to 

guarantee the repatriation of the worker upon the expiration of the work permit. These 

unskilled workers have to depart within seven days of the expiration of their work 

permits and are ineligible for permanent residency.  

The dependency ceiling is also lowest for this category, at one guest worker for every 

three Singaporean workers. The dependency ceiling or dependency ratio is the 

maximum ratio of foreign workers to all workers employed by firm. Dependency 

ceilings are set for each sector and are uniform across firms.  

In contrast, at the top end, employment passes granted to skilled workers with 

professional or tertiary qualifications are valid for longer periods (up to five years, 

renewable) and there is no dependency ceiling applicable to this category. Most 

importantly, there are no restrictions on the personal liberties of these skilled workers, 

and they are eligible to apply for permanent residency. The Singaporean government is 

highly supportive of skilled workers becoming permanent residents, with citizenship 

being granted after two to ten years of residence (Arumainathan 1973). 
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Since independence, Singapore’s immigration policy has been aimed at maximising the 

economic benefits of immigration whilst minimising the social and economic costs 

(Pang 1992). Singapore needs two types of foreign labour: skilled and unskilled labour. 

Skilled labour is needed for highly specialised jobs, which the country is unable to fill 

completely with local professionals, graduates, and technicians. By contrast, unskilled 

labour is not something that the country lacks permanently. Originally, unskilled labour 

was imported because output was expanding faster than could be accommodated by 

domestic labour. Later on, however, the need to import continued because residents’ 

wages had become so high and it was not economically viable for residents to work in 

low-skill jobs. But unskilled foreign workers are not welcome to stay permanently 

because if they did they would become Singaporeans and would require higher wages, 

thus defeating the original purpose. 

Singaporean employers are from time to time reminded by the authorities of their 

responsibilities to treat foreign workers fairly and with dignity (Ministry of Manpower 

2005). They are also encouraged to negotiate with their workers to reach agreement 

upon a ‘contract gratuity’, which is payable upon the end of the contract period. One 

intended consequence of the gratuity is to help ease the burden of adjustment and 

facilitate adherence to the contractual obligation of the worker to leave at the end. 

Singapore has been fairly successful in managing both the inflow and outflow of 

foreign labour. As Table 5.3 and Figure 5.6 show, the rate of growth in the number of 

Singaporean residents has remained relatively steady and low throughout the last three 

or so decades. This has occurred despite the fact that the number of foreign residents 

grew on average by about 7% to 8% per annum during the 1980s and 1990s (see 

Figure 5.4 and Table 5.3). While this influx has raised the proportion of foreign 
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residents in the total population (see Figure 5.5), it has not had a major impact on the 

number of Singaporean residents, because the government has been able to retain tight 

control over how many foreign workers are to be granted permanent residency. 

Figure 5.6: Rate of Growth in Number of Singapore Residents 
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 Source: Singapore Department of Statistics, 2005 

5.2.3 Germany and Singapore Compared 

For both Germany and Singapore, the rapid pace of economic growth and the limited 

population meant that foreign labour had to be imported to satisfy the demand of 

industries. When guest workers started flowing into the two countries in large numbers, 

both governments believed that the stay of these workers would be temporary and that 

they would return to their homeland with their savings and skills. The governments 

were proved wrong. 

The similarities end in the way the two governments controlled the influx of guest 

workers. From the beginning, Singapore only allowed foreign labour in to fill a skill 

shortage; after the 1970s, when the volume of guest workers swelled, the government 

143 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

strictly controlled the number of these workers entering the country. As well, Singapore 

recognised the need to firmly uphold contractual obligations, thereby ensuring that 

guest workers were not permitted to stay beyond the stipulated dates.  

The immigration laws were very clear with regard to the criterion that would qualify a 

foreign worker for permanent residency. Only highly skilled foreign workers would 

qualify, and the others were controlled very strictly to the point of having their personal 

freedom curtailed. It was also made very clear to those who would never be offered 

permanent residency that they had to leave on expiration of their work permits. 

Furthermore, their employers were to be held responsible for their departure and faced 

serious legal consequences if their departure failed to materialise. In the case of 

dependents, only the highly skilled were allowed to be reunited with their family 

members.  

In contrast, in Germany, the government appears to have exercised far less effective 

control over the entry and repatriation of foreigners. In fact, since the ‘banning’ of 

labour immigration in 1973, foreigners have continued to enter Germany under other 

categories of immigration, such as that of family reunification. The implication would 

be that there has been no clear undertaking for such guest workers to leave once they 

were no longer required (Turmann 2004).  

As a result, the number of legal and illegal foreigners has grown beyond the 

government’s expectations. This situation was exacerbated by the fact that the 

government allowed guest workers to stay and to bring family members into the 

country, without having been selective initially about the level of skills required of such 
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guest workers. Thus, at the beginning of the twenty-first century, foreigners have 

contributed disproportionately to Germany’s unemployment rate. 

It is worth noting that, since January 2005 when Germany’s new immigration law was 

enacted, conditions have tightened considerably. Far fewer applicants than before have 

been granted permanent residency. “For example, about 200,000 refugees have up till 

now received limited residency status – called a Kettenduldung – a legal limbo that 

excludes both a permanent residency permit and deportation” (Bernd Grässler 2005). 

The case studies show that whether the employment of foreign labour will lead to long-

term economic, social, and political problems will depend greatly on how the countries 

plan, implement, and monitor their immigration policies; especially with regard to the 

differentiation between much-needed, highly skilled migrant workers on the one hand 

and low–skilled workers on the other, and on the enactment and enforcement of clear 

legal and contractual obligations of these two classes of guest workers.  

5.3 CHARACTERISTICS OF POPULATION AND LABOUR MARKET IN 

GCC COUNTRIES  

5.3.1 Characteristics of Population 

It is estimated that in total there were 22.7 million people living in Saudi Arabia in 

2003, compared with four million in the UAE, 2.3 million in Oman, and 2.5 million in 

Kuwait (see Table 5.5). These represent six to 58 times the corresponding 1950 levels. 

The implied annual rates of population growth are very high indeed, ranging from 3.3% 

in Oman, to 3.8% in Saudi Arabia, 5.5% in Kuwait, and 8% in the UAE. 
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Table 5.6 provides a breakdown of these population growth rates over the last five 

decades. During the 1960s, both Kuwait and the UAE experienced average annual 

growth rates of around 10%. At such growth rates, the populations were doubling every 

seven years. During the 1970s, the UAE’s population grew at the astounding rate of 

16.4% per annum, which meant that the population was doubling every four years! 

More generally, all four GCC countries being studied recorded high population growth 

rates throughout the five decades. The only exception displayed was Kuwait during the 

1990-1997 period, which was abnormal because of the Iraqi invasion and its aftermath, 

and Oman in 2003 (it is too soon to know if this was only a minor blip or a major 

change in trends). In any case, it is clear that GCC population growth rates have been 

far higher than those of the USA, Turkey, or Egypt (see Table 5.7). 

Table 5.5: Population in the GCC Countries (‘000) 

  1950 1960 1970 1980 1990 1997 2003* 
Saudi Arabia 3,201 4,075 5,745 9,372 15,800 19,500 22,670 
UAE 70 90 223 1,015 1,589 2,696 4,036 
Oman 413 505 654 988 1,524 2,256 2,331 
Kuwait 152 278 744 1,375 2,143 2,153 2,547 
(Kapiszewski 2001) 
* Figures for 2003 are from the Arab Monetary Fund 2004 Report (Arab 
Monetary Fund, 2004) 

Table 5.6: Population Growth Rates in the GCC Countries (%) 

  1950-60 1960-70 1970-80 1980-90 1990-97 2003* 
Saudi Arabia 2.4 3.5 5 5.4 3.3 2.8 
UAE 2.6 9.5 16.4 4.6 6.3 6.7 
Oman  2 2.7 4.2 4.4 5.8 1.1 
Kuwait 6.2 10.4 6.3 4.5 1 3.3 

(Kapiszewski 2001) 
* Figures for 2003 are from Arab Monetary Fund 2004 Report (Arab Monetary 
Fund, 2004) 
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Table 5.7: Population Growth Rates of Other Countries (%) 

 USA Turkey Egypt 
1950-1955 1.6 2.7 2.5 
1955-1960 1.7 2.8 2.4 
1960-1965 1.4 2.5 2.5 
1965-1970 1.0 2.5 2.2 
1970-1975 0.9 2.5 2.2 
1975-1980 1.0 2.4 2.2 
1980-1985 1.0 2.3 2.5 
1985-1990 1.0 2.1 2.3 
1990-1995 1.1 1.8 2.0 
1995-2000 1.1 1.6 1.9 
2000-2005 1.0 1.4 2.0 

(World Resources Institute 2004) 

It is important to note, however, that very large numbers of people included in the above 

GCC population figures were not citizens of the country in which they resided. As 

Figure 5.7 illustrates, in 1997, 28% of the population in Oman were non-nationals of the 

country, and the corresponding figure for Saudi Arabia was 31%. In Kuwait, a 

remarkable situation prevailed, in that non-nationals represented almost two-thirds 

(65.5%) of the population, with nationals accounting for only 34.5% of the total 

population in their own country. The situation was even more lopsided in the UAE, with 

the split being 75:25 in favour of the non-citizens. 

As a comparison of Figures 5.7 and 5.8 would reveal, the imbalance became more 

pronounced during the two decades between 1975 and 1997. Yet even as early as 1975, 

the citizens of the UAE and Kuwait had already become outnumbered in their own 

respective countries. Further, the trend toward greater imbalance was experienced by all 

four of the GCC countries being studied. 
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Figure 5.7: Population of Nationals and Expatriates, 1997 

S a udi  A r a bi a  19 9 7

Nationals
69.2%

Expatriate

UAE 1997

Nationals
24.4%

Expatriate

Oman 1997

Expatriates

Nationals
72.3%

Kuwait 1997

Nationals
34.5%

Expatriates 

 
(Kapiszewski 2001) 

Figure 5.8: Population of Nationals and Expatriates, 1975 
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Table 5.8 shows the age profile of GCC populations in 1975 and 2001. It can be seen 

that these populations have been rather youthful by international standards, with the 

proportion of people aged 66 or over always being less than 3%, and in the case of 

Kuwait in 2001 as low as 1.6%. The largest age group by far is the 15 to 65 (working 

age) group, accounting for 52% to 74% of the population. Children under the age of 15 

accounted for 24% to 44% of the population. The relatively low figures for this group in 

the UAE and Kuwait (in 2001) reflect the fact that a majority of the population in those 

countries are non-nationals, and most of those are of working age. 

Table 5.8: Age Profile of Population in GCC Countries 

  1975   2001  
 0-14 15-65  Over 65 0-14 15-65  Over 65 
Saudi Arabia 44.3 52.7 3 40.9 56.2 2.9 
UAE 28.4 69.4 2.2 26.1 71.2 2.7 
Oman 44.4 52.9 2.7 34.2 63.4 2.4 
Kuwait 44.3 53.1 2.6 24.2* 74.2* 1.6* 

(Arab Monetary Fund 2004)     
* Figures are for 2002 

Table 5.9 provides further information about the age distribution of the national 

population in Saudi Arabia, the largest GCC country. The figures confirm the small 

share of the over-65 age group, as well as the dominant shares of the 15 to 65 and the 

under-15 groups. In 2000, the shares of the three groups were 3.7%, 51.1%, and 45.2% 

respectively. 
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Table 5.9: Saudi Nationals Age Distribution 

  1987 % 2000* % 

0 to 4 years 1386300 20.1 2545949 16.3 

5 to 9 107710 15.6 2454994 15.7 

10 to 14 868200 12.6 2051481 13.2 

15 to 19 722600 10.5 1741832 11.2 

20 to 24 614300 8.9 1393349 8.9 

25 to 29 500000 7.2 1128267 7.2 

30 to 34 391600 5.7 928040 6 

35 to 39 317000 4.6 769840 4.9 

40 to 44 251200 3.6 630650 4 

45 to 49 200300 2.9 483002 3.1 

50 to 54 158300 2.3 366982 2.4 

55 to 59 138600 2 290780 1.9 

60 to 64 115000 1.7 224973 1.4 

More than 65 164100 2.4 578666 3.7 

Total 6905000 100 15588805 100 
 (Looney 1991b)    
* Saudi Central Department of Statistics (2005)  

As the second column in Table 5.10 shows, the proportion of women in the total 

population is unusually low in the GCC countries: 44% in Saudi Arabia; 41% in Oman; 

39% in Kuwait; and only 36% in the UAE as of 1997. The reason for this becomes clear 

when one examines the next two columns: the share of women in the population of 

nationals is about what one might expect; it is only their share of the expatriate 

population that is disproportionately low. This reflects the fact that a large majority of 

non-nationals are male foreign workers, notwithstanding the substantial numbers of 

female foreign workers being employed in the domestic services sector. 
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Table 5.10: National and Expatriate Women in the Population, 1997 

 

Women as % of 
Total Population 

National Women as % 
of National Population 

Expatriate Women as 
% of Expatriate 

Population 

Saudi Arabia 43.8% 51.1% 27.2% 

UAE 35.6% 48.8% 31.4% 

Oman 41.4% 47.5% 25.2% 

Kuwait 38.9% 49.8% 33.2% 
(Kapiszewski 2001) 

 
5.3.2 Characteristics of Labour Market 

Labour Participation Rate 

The labour participation rate, also known as the economic activity rate, is the percentage 

of people of working age who are participating in the labour force (either employed or 

actively looking for work). In general, expatriates, especially males, in GCC countries 

have very high participation rates (see Table 5.11). This is not surprising, as most of 

them are guest workers. However, expatriates in the UAE have lower participation rates 

than in the other countries; the reason could be that some expatriates in the UAE were 

family members of other expatriates. This is also consistent with the low participation 

rate of female expatriates in the UAE. 

Nationals (especially national women) have very low participation rates. The reasons 

for this include: the option of early retirement for GCC nationals, the option for 

undertaking further education, and the lack of a need for wealthy individuals to work. 

Women in GCC countries have certain difficulties that put them further behind in their 

labour participation rate: overriding cultural difficulties in accepting the participation of 

national women in the workforce are still a problem in some areas. As we can see from 

151 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

Table 5.12, the number of women joining the workforce has increased in the UAE. 

However, it is not clear if this was due to an increase in the number of expatriate 

women, or to an increase in the participation rate of national women. 

Table 5.11: Labour Participation Rate, 1997 (%) 

  
All 

Nationals 
Female 

Nationals* 
All 

Expatriates
Female 

Expatriates* 
Saudi Arabia (1997) 18.5 3.2 75.0 28.1 
UAE (1996) 19.7 6.7 58.3 21.1 
Oman (1995) 16.4 3.5 80.8 75.9 
Kuwait (1997) 25.4 16.0 70.3 40.5 

*The figures for female nationals were calculated by the author based on the 
relationships between estimates for other variables as provided by Kapiszewski 
(2001) 

 
Table 5.12: Percentage of Women in the UAE Workforce, 1994-5 

Emirate 1994 1995 2002* 

Abu Dhabi 8.5 9.6   
Dubai 9.4 11.7   
Sharjah 11.3 14.5   
Ajman 9.9 20.2   
Umm al-Qaiwain 12.3 17.7   
Ras al-Khaimah  12.8 16.2   
Fujairah 10.8 13.6   
UAE 9.6 12 14.8 

 (Kapiszewski 2001) 
* Arab Monetary Fund (2004) 

Labour-Market Segmentation 

The labour market in the GCC countries is segmented along the lines of public and 

private sectors, nationals and non-nationals, and skilled and unskilled workers. This 

segmentation is so pronounced that in some GCC countries, 90% of nationals are 

employed in the public sector, while most foreign workers are employed in the private 

sector. 
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From Table 5.13, it can be seen that nationals accounted for less than half of total 

employment in each of the four GCC countries considered. In the UAE, their share was 

only 10%. Table 5.13 also shows that many GCC nationals tended to find employment 

in the public sector: 90% of employed nationals in the UAE worked in this sector, 

compared with 85% in Kuwait, 60% in Oman, and 45% in Saudi Arabia. By contrast, 

expatriates tended to find jobs in the private sector; 93% of employed expatriates in 

Kuwait did so, compared with 90% in Oman, 89% in the UAE, and 65% in Saudi 

Arabia. As Figure 5.9 illustrates, the greater the representation of nationals in the 

number of employed persons (e.g., in Saudi Arabia), the less they tend to be 

concentrated in the public sector. Saudi Arabia also represented the least segmented 

GCC labour market in that a sizable proportion (35%) of expatriates worked in the 

public sector and similarly a majority (55%) of nationals worked in the private sector. 

Table 5.13: Nationals and Expatriates Employed in the Public and Private Sectors, 
2001 (%) 

Nationals Working Expatriates Working Employed Nationals in 
  in the Public Sector in the Private Sector % of Total Employment 
Saudi Arabia 45 65 48 
UAE 90 88 10 
Oman 60 90 20 
Kuwait 85 93 18 
 (Fasano and Goyal 2004)   

The disproportionate ratio of nationals in the public sector was a result of a number of 

factors. The most important was the disparity in wage and non-wage benefits between 

the public and private sectors even for the same skills; and between nationals and 

foreigners employed in the same sector. The public sector provides more attractive 

remuneration and benefits, plus greater job security than offered by the private sector, as 

well as higher social status. 
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Figure 5.9: Labour Market Segmentation, 2001 
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Source: (Fasano and Goyal 2004) 

 

Labour income can be divided into two main categories - basic salary and allowances. 

The main difference between the labour income of UAE nationals and that of foreign 

workers working in the public sector is that foreign workers’ basic salaries are about 

33% lower than those of nationals (see Table 5.14). Another difference is that certain 

allowances are not provided to foreign workers, such as the citizenship allowance and 
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child benefits (which are provided to nationals to increase the birth rate). Furthermore, 

the transportation allowance is 25% lower for foreign workers than it is for nationals. 

Table 5.14: UAE Government Monthly Salary and Benefits for Entry Level 
College Graduate (2005) in US$ 

 UAE Nationals
Foreign 
Workers % Difference 

Total salary and benefits 2231 1524 -32 
Base salary 1143 762 -33 
Allowances: 1088 762 -30 
Electricity and water 136 136 0 
Transportation 109 82 -25 
Citizenship allowance 218 0 -100 
Child benefits 82 0 -100 
Housing 544 544 0 
(International Monetary Fund 2005) 

GCC governments have utilised their budgets as a means to distribute oil revenues 

among nationals, either through the wages and benefits of employment in the public 

service, or through free or subsidised public services such as health, education, and 

utilities. Therefore, the wages of nationals in the public sector are kept high by 

government policy. By contrast, foreign labour wages in the private sector are 

determined by international market conditions and are broadly uniform across the GCC 

countries. 

Many non-nationals are employed in highly skilled jobs in the oil, heavy 

manufacturing, and finance industries. A large number of other non-nationals work in 

blue-collar technical jobs or low-skilled services-oriented jobs. Nationals tend to 

occupy moderately skilled positions in the public sector. The non-oil private sector 

tends to be the main employer of expatriates; more than 85% of workers employed in 

the non-oil private sector are expatriates. 
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Private-sector employers generally prefer non-national workers because, at least at 

lower levels of skills, non-nationals cost less in terms of wages and non-wage benefits 

(although the difference tends to be smaller the higher the skill level of the workers) 

and because they tend to be relatively better trained and have, in practice, a more 

flexible contract arrangement that makes employing them and dismissing them easier 

(Fasano and Goyal 2004). 

Unemployment 

Unemployment in the GCC countries varied from being non-existent in Qatar to about 

10% to 15% in Bahrain. In 2004, the unemployment rate among the total population 

was 25% in Saudi Arabia (unofficial estimate), 2.4% in the UAE, 15% in Oman, and 

2.4% in Kuwait (CIA World Factbook 2004). However, due to overstaffing in the 

public sector, there was considerable hidden unemployment or underemployment of the 

national workforce.  

By and large, unemployment among the nationals was of a frictional and voluntary 

nature. Unemployed nationals include: recent university graduates seeking employment 

in the public sector; nationals who could be employed but were looking for higher 

paying jobs; and people, especially women, whose family ties and other cultural factors 

limit their job mobility (Kapiszewski 2001). 

Labour-Market Regulation 

The laws and regulations governing the labour markets in the GCC countries are very 

similar. There is no minimum wage rate and no collective bargaining in either the public 

or private sector of any of these countries. There are provisions that forbid child labour 
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(15 years old is the minimum age); and provisions against discrimination based on race, 

religion or gender.  

Regulations tend to give better employment terms and conditions to nationals compared 

with expatriates. For example, generally, there are no provisions for social security or 

pension schemes for expatriates in the private sector, but provisions do exist for 

nationals. In the UAE and Saudi Arabia, both public and private sector employers must 

contribute to social security and pension funds for nationals, with retired nationals 

receiving up to 80% and 50% of their salaries respectively, but such provisions are not 

required with respect to expatriates. Both groups of workers enjoy basic workers’ 

rights, such as maximum hours of work, holidays, annual leave, sick leave, and days of 

rest. Expatriates working in the public sector are entitled to receive an end-of-service 

payment upon the expiry of their contracts. 

In the GCC countries, the right of every national to employment is enshrined in 

legislation; this has led to governments absorbing large numbers of nationals into the 

public sector. As well, it is extremely difficult to dismiss nationals employed in the 

private sector; this, along with the social security and pension fund contributions that 

must be paid by employers hiring nationals, has created a preference by private 

industries for hiring expatriates on fixed-term contracts. 

5.4 DEPENDENCE ON FOREIGN LABOUR 

The migration of labour into the Gulf region in recent times developed over three main 

phases. The first phase, from the 1930s to the early 1970s, saw a steady and continuous 

inflow of guest workers, most of them of Arab nationalities. The rate of guest workers 

157 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

arriving in the second phase, during the 1970s, was very high compared to the previous 

period because of the sudden increase in oil wealth following the first oil price shock. 

This pushed up the population growth rate of both nationals and non-nationals. In 

contrast, the third phase, from the early 1980s onward, saw a trend to lower influx of 

guest workers as well as a gradual change in the composition of guest workers, from 

mainly Arab to mainly Asian (from the Indian subcontinent). 

The practice of importing foreign labour dated back to the inflow of guest workers in 

Saudi Arabia in the 1930s, and Bahrain and Kuwait in the 1940s. These movements 

were based on the rationale that, with an excess of capital coupled with a scarcity of 

labour, such importation of labour was necessary for optimal economic growth. Thus, 

even before the era of high oil prices of the 1970s, a large number of foreigners had 

already resided in the GCC countries. For example, Saudi Arabia hosted 150,000 

foreign workers in 1963. The oil sector in Saudi Arabia had been developed in the 

1930s, much earlier than the other GCC members, creating the need for both skilled and 

unskilled foreign labour. Kuwait was next in the development of the oil sector, 

necessitating the importation of foreign workers leading to 52.9% of Kuwait’s 

population being foreign in 1970. The UAE had a lower percentage, with 36.5% of its 

population being foreigners in 1968 (Winckler 1997). 

5.4.1 Drivers of Labour Importation During the 1970s   

During the 1970s, labour importation was driven mainly by the needs of the domestic 

economies, although it was also assisted by the availability of large supplies of labour 

from neighbouring countries. Even before 1970, the development of the oil and gas 

sector had led to a substantial need for skilled labour. With high oil prices and large oil 
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revenues, there was a mushrooming of infrastructure construction and industrial 

development, resulting in a surge in the demand for labour (Winckler 1997). This, in 

turn, led to higher demand for supporting goods and services, such as housing, health, 

wholesale and retail trade, etc., which required both skilled and unskilled labour. 

At the time, the GCC governments saw the resultant shortage in labour as a vital factor 

hampering economic development. This shortage arose because of at least several 

reasons.  The first was the limited size of the native population, compounded by the 

very low rate of female participation in the labour force, as discussed in Section 5.3. 

Second, a large percentage of the population was under working age. Third, the 

educational level, skills and business experiences of the local population did not match 

the ambitious development programmes brought on by the large oil revenues (Long, 

1978). To ease labour shortages, foreign workers were allowed entry. 

The composition of this inflow was distributed as follows: first there was skilled labour, 

mainly from other Arab states and employed in the public sector. The second group of 

immigrants, semi-skilled or unskilled, were either self-employed or employed by 

nationals and working in the private sector. Most were from neighbouring states such as 

Yemen, India, Pakistan, Bangladesh, Sri Lanka, and East Asian countries such as 

Korea, Thailand, the Philippines, and Hong Kong.  

By 1975, the total foreign labour force had reached 1.1 million, representing 47% of the 

total workforce of 2.4 million. Arab (non-GCC) nationalities accounted for about two-

thirds (65%) of the expatriates (Abdelkarim 1999b). 
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After 1975, as the neighbouring Arab countries began to reach their limits in meeting 

the labour needs of GCC countries, other sources of migrant workers, such as India, 

Bangladesh, Pakistan, Korea, the Philippines, and Thailand, stepped in to fill the gap 

and began to play a major role in meeting the demand for labour, skilled and unskilled, 

of the GCC countries. Thus, as guest workers from Iran and Iraq, attracted by 

development activities in their home countries, began to return home, the booming 

social and personal services and industrial sectors in the GCC countries kept drawing in 

more migrant workers, mainly from the Indian sub-continent (Abdelkarim 1999b). 

The second half of the 1970s saw a major influx of foreign workers from the sub-

continent, including not only educated and technically qualified people, but also 

semiskilled and unskilled workers (Franda 1978). This massive inflow was facilitated 

by the introduction of a key immigration document called the ‘No Objection 

Certificate’ (NOC). Certificates were issued by the governments to local or Indian 

migration agents, who would on-sell them to job-seeking Indians. The value of these 

documents can be deduced from the fact that their sale price in 1975 ranged from 

US$250 to US$600 but three years later was in the region of US$1000 to US$1,500. 

The GCC governments unwittingly further boosted the desirability of these documents, 

by allowing the spouses of holders of such certificates to work in the Gulf. Thus, many 

foreign workers, who would not have been able to work in the Gulf otherwise, came via 

this route. Instant marriages were arranged with NOC holders with the understanding 

that once such spouses obtained work in the GCC countries, the marriage would be 

dissolved (Franda 1978). 
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 5.4.2 Continuing Drivers of Labour Importation After 1980 

Figure 5.10: Expatriate Workforce and Real GDP in Saudi Arabia 
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After 1980, oil prices began to ease, leading to a fall in economic activity level in some 

GCC countries, including Saudi Arabia (see Figure 5.10). Also, there had been 

sufficient time to develop the skills and experiences of nationals to fill many of the jobs 

available. These factors combined would suggest that foreign labour importation should 

have fallen. Yet, as Figure 5.10 shows, the number of foreign workers continued to 

grow. One reason behind this was the existence of development projects that had started 

before the oil price drop of the mid-1980s, which meant labour demand was still high.  

Of greater importance, however, as drivers of continued labour importation were 

differences in living standards between GCC countries and the home countries of 

potential guest workers, and the continuing low participation rate of nationals in the 

labour market. As Fasano and Goyal (2004) argue, GCC countries had become magnets 

for expatriate workers from countries such as India, Indonesia and the Philippines, 

because they could expect higher earnings in the Gulf region than at home, and because 

Gulf countries offered subsidised energy, education, and health, and levied no income 

and consumption taxes, thus facilitating higher saving. 
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As Table 5.15 shows, in 1993 per capita income in Ethiopia was only 0.4% of the 

corresponding level in Kuwait, while even Turkey’s per capita income was only as 

high as 37.9% of the Omani level. These figures are indicative of the incentives for 

foreign workers to come to the Gulf region. The higher the difference (i.e., the 

lower the ratio shown), the greater is the incentive for foreigners to enter a host 

country and stay. 

Table 5.15: Per Capita Income for Guest Workers’ Home Country as a Percentage 
of Per Capita Income of the Hosting Country (GCC 1993) 

 Kuwait UAE Saudi Arabia Oman 
Guest Workers’    
Home Country     
     
Ethiopia          0.4           0.4               1.3           1.8  
Bangladesh          0.9           1.0               2.8           3.9  
India          1.2           1.3               3.7           5.2  
Pakistan          1.8           1.9               5.5           7.7  
Sri Lanka          2.6           2.7               7.7         10.7  
Egypt          2.8           2.9               8.5         11.8  
Indonesia          3.1           3.2               9.4         13.0  
Philippines           3.6           3.7              10.7         14.8  
Morocco          4.4           4.6              13.2         18.4  
Jordan          5.1           5.3              15.3         21.3  
Tunisia          7.6           7.9              22.9         31.8  
Thailand          8.7           9.1              26.2         36.4  
Turkey          9.1           9.4              27.2         37.9  
(Alfaris 1998) 

Table 5.16 further illustrates the differences in living standards between labour-
exporting countries and labour-receiving countries. It makes use of the concept of 
purchasing power parities (PPP) to compare monetary values across countries. The PPP 
rate between Bangladesh and the US was 5.86 in 1993: the former’s GDP per capita 
was estimated to be US$220 through usual exchange-rate conversion, but US$1,290 
through PPP conversion, and 1290 / 220 = 5.86. Similarly, the PPP rate for Oman was 
13,480 / 5,600 = 1.91. 

Table 5.16: Purchasing Power of Guest Workers’ Wages Purchasing Power in GCC 
Countries in 1993, Assuming that the Annual Salary is US$3000* 
  

GCC Countries Oman Bahrain Qatar UAE 

Guest Workers’     
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Home Country     
Bangladesh 10470 10110 9750 8904 

Egypt  9858 9498 9138 8292 

Sri Lanka  9498 9138 8778 7932 

Pakistan  9330 8970 8610 7764 

Jordan  8682 8322 7962 7116 

India  8610 8250 7890 7044 

Indonesia 8598 8238 7878 7032 

Ethiopia  7998 7638 7278 6432 
Philippines  7278 6918 6558 5712 

Morocco  7242 6882 6522 5676 

Thailand  7194 6834 6474 5628 

Tunisia  6858 6498 6138 5292 

Turkey  6582 6222 5662 5016 

PP for GCC Citizens with $3000 5730 5130 4530 3120 
 (Alfaris 1998) 
* Also assuming that a guest worker consumes 60% of his or her salary in the hosting country 
and remits 40% to his or her home country 

 

Consider the case of a guest worker from Bangladesh who was receiving US$3000 in 

Oman. If the worker consumed 60% of this ($1800) and sent 40% of it ($1200) back to 

his or her country, this would give: (1.91 * 1800) + (5.86 * 1200) = US$10,470 as the 

purchasing-power equivalent of the US$3000 that the guest worker actually received. 

The amount received meant far more to the worker than it might seem in a developed 

country (such as the US), because he or she consumed and saved it in environments 

where goods and services were generally much cheaper than in the US. 

At the same time as expatriates were being attracted to the GCC countries, low 

participation rates persisted among nationals of these countries. The reasons for this 

included the fact that nationals preferred certain types of work only, and often were not 

suitably trained for employment in the private sector. In general, there has been a strong 

social preference for GCC nationals to study and pursue opportunities in white rather 

than blue collar jobs. Fuelling this have been the many incentives for nationals to 
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continue with higher education, such as free tuition, the fact that chances of gaining 

employment within the public sector or other high-pay work increase with a university 

qualification, and the prestige that comes with a degree. The low retirement age in the 

public sector has also contributed to this preference for work in the sector. 

The increasing amount of oil money being pumped into the Gulf countries also 

impacted negatively on the job preferences of citizens of these countries (Beblawi 

1984). The huge revenues from oil wealth generated low work morale and a negative 

attitude towards work, especially in arduous but productive occupations. The allocation 

of jobs to nationals in the public sector was carried out regardless of their prior 

qualification. By guaranteeing the employment of nationals and securing their benefits, 

the governments created ‘luxury’ employment where the nationals never had to 

compete in a modern labour market. The main reason for this was the rentier nature of 

GCC countries: an important role of the government was to distribute oil income 

(Gebriel 1999). The status of the citizens of these countries automatically entitled them 

to receive, through the governments’ redistributive efforts, their share of oil wealth 

(Beblawi 1984). 

The large number of guest workers in the GCC countries has allowed nationals to leave 

the productive activities to expatriates. Hence, even when there had been sufficient time 

for the locals to develop the skills required for work in the private sector, most GCC 

nationals still preferred to find employment in administration and service activities. As a 

consequence, a new type of unemployment was created, namely covered or hidden 

unemployment in the government sector. This in turn has contributed, on a large scale, 

to a lack of efficiency in the public sector, as well as a spread of social ills, such as 

corruption and bribery (Baashin 1997). Although this type of make-work employment is 
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a way for the GCC governments to distribute oil wealth, it is not sustainable in the long 

run.   

Another contributing factor has been the education system, which has proved unsuitable 

for the development of these countries. This system has devalued technical and 

vocational education in favour of general academic education. This, in turn, has created 

an impression among GCC youth that administrative work is more prestigious than 

technical or vocational jobs (Askari 1997). The end result is that, not only have the 

GCC countries lacked the number of graduates demanded by the private sector, those 

who did graduate tended to lack the type of skills needed by this sector. For example: 

A survey conducted in the UAE in 1985 indicated that only 4.9 percent of 
the national labour force were technicians and only 0.4 percent of them 
were regarded as skilled labour (Gebriel 1999, 155). 

Over time, the importation of foreign labour became a self-feeding process. Many 

nationals have come to depend on expatriates for low-cost domestic and other services. 

This has often led to public opinion being in defence of the presence of foreign workers. 

For example, Kuwaiti families demanded that their government relax restrictions on the 

entry of domestic workers, resulting in 200,000 Asians being allowed to enter the 

country in 1991 under this category. This was a substantial proportion of the total 

foreign community in Kuwait at that time (Al-Najjar 1999). 

Some short-sighted nationals have chosen to benefit from selling visas and trade 

partnerships to guest workers in a black market (Al-hamdan 1994). Other nationals 

have gained (quite legitimately) from renting real estate and providing other services to 

non-nationals. Therefore, they have a vested interest in seeing labour importation 

continue. 
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Some nationals argued that bringing in more guest workers would stimulate investment 

and consumption, thus promoting economic expansion. The problem arose when the 

growth in expatriate numbers generated a high level of demand for additional housing 

and services, thereby requiring the government to expand existing infrastructure, 

necessitating the importation of even more foreign labour; such a self-feeding process 

has the potential to continue and accelerate. Another aspect of this process is that many 

expatriates in the GCC countries owned their businesses and began to import more 

employees of their nationality. These additional guest workers then generated further 

inflows of foreigners and so the process went on. 

5.4.3 Outcomes After 1980 

After 1980, the number of foreign workers rose further. From Table 5.17, it can be seen 

that non-nationals as a percentage of the total population increased in all GCC countries 

during this period. In particular, Kuwait and the UAE experienced major demographic 

imbalances, with non-nationals accounting for about 65% to 75% of the total population 

since 1990. Among the countries studied, Saudi Arabia was the only country to have 

recorded a substantial fall in this ratio. This occurred mainly during the 1990s, although 

the ratio in 1998 was still higher than the 1980 ratio. 
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Table 5.17: Non-nationals and Total Population in Thousands, GCC Countries, 
1980 to 1998 

 
Country        1980       1990          1998
Saudi Arabia 
Total Population        9,370      14,870      20,174 
Percent of Non-nationals
to Total Population (%)         25.5          40.0         28.3* 
 

UAE 
Total Population        1,042        1,867        2,663 
Percent of Non-nationals
to Total Population (%)         72.9          74.0         75.0 
 

Oman 
Total Population        1,094        1,627        2,397 
Percent of Non-nationals
to Total Population (%)         17.3          18.5         29.9 
 

Kuwait 
Total Population        1,358        1,856        2,266 
Percent of Non-nationals
to Total Population (%)         59.0          69.0         65.0 

(Alhathlool 2003) 

Note: The data for this table came from Alhathlool (2003) and are not entirely 
consistent with the data from Kapiszewski (2001) which were reported in Table 
5.5 in Section 5.3.  

Table 5.18: Foreign Labour by Nationality (%), GCC Countries 

Foreign Labour Nationality 1975 1985
 
Arab (non-GCC) 65.0 30.1
Asian 20.3 43.0
European, Iranian, and Others 14.7 26.9
 

Total 100.0 100.0
(Abdelkarim 1999b) 

From Table 5.18, we can see a change in the composition of the foreign labour force. In 

the mid-1970s, two-thirds of guest workers were non-GCC Arabs; after ten years their 

share was cut by half, due to a doubling of the proportions of foreign workers who 

came from Asia and other parts of the world.  
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The sharp increase in the number of Asian workers was motivated both by labour 

market conditions and by political factors (Winckler 1997). First, as the traditional Arab 

labour-exporting countries began to grow economically, they could not fully meet the 

growing demand for labour in the GCC countries. Second, Asian workers offered a 

political advantage in that they were regarded by the authorities as less likely to make 

claims for citizenship and other political rights. Third, massive development projects 

were granted to Asian contractors because their bid prices were competitive and they 

were relatively efficient. These contractors brought labourers with them from their 

respective countries.  

Sectors of the labour market have been dominated by workers from a few specific 

countries. For example, traders and engineers hailed mainly from India, Iran, and 

Pakistan; teachers mainly from Egypt, Jordan, Palestine, or Lebanon; domestic workers 

from Sri Lanka and the Philippines; and unskilled workers from Pakistan, Bangladesh, 

and Yemen. The highly qualified specialists and consultants have come mainly from 

Western countries such as Great Britain or the US. This has led to the formation of 

nationality-based groups of interest in every sector, with the dominant nationalities 

supporting their own compatriots (Kapiszewski 2001). 
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Table 5.19: Major Expatriate Communities in the GCC Countries (1997) 

Expatriate Communities Kuwait Oman Saudi Arabia UAE Total As %
Indians 262 300 1,250 1,000 2,812 29.2%
Pakistanis 100 70 800 400 1,370 14.2%
Bangladeshis 142 120 450 100 812 8.4%
Sri Lankans 167 25 150 125 467 4.8%
Indian Subcontinent 671 515 2,650 1,625 5,461 56.6%
 
Egyptians 271 35 1,200 100 1,606 16.6%
Yemenis 500 500 5.2%
Jordanians/Palestinians 270 100 370 3.8%
Syrians 95 170 265 2.7%
Sudanese 250 250 2.6%
Kuwaitis* 120 120 1.2%
Non-GCC Arab 366 35 2,510 200 3,111 32.3%
 
Filipinos 60 500 100 660 6.8%
Indonesians 250 250 2.6%
Turks 95 95 1.0%
Iranians 69 69 0.7%
Others 129 - 845 100 1,074 11.1%
 

Total Expatriate Populations 1,166 550 6,005 1,925 9,646 100.0%
(Kapiszewski 2001) 

* Mainly in Saudi Arabia 

Table 5.19 shows the composition of the expatriate communities in 1997. It is clear that 

after 1985, foreign workers from the Indian sub-continent further increased their share 

of the expatriate workforce, accounting for 57% of the total in 1997. By contrast, non-

GCC Arab workers accounted for roughly the same share (around 30%) as before, 

while the remaining nationalities decreased in percentage terms from about 27% to 

11%. 
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5.5 FOREIGN-LABOUR AND POPULATION POLICIES 

5.5.1 Reasons for Concern 

By the early-1980s, the large presence of foreign labour had become an issue of major 

concern to GCC governments. The thinking behind the immigration policies of these 

countries underwent substantial changes at this time, because of a number of factors: 

1. The slowing down of economic development after 1982 and even more rapidly in 

1986; 

2. The increase in unemployment and underemployment within the local 

workforces; and 

3. The high cost of providing wages and subsidising essential goods and services 

such as water, electricity, petrol, and in some cases health and education, for the 

foreign workers and their families. 

According to Al-Najjar (1999), an official UAE study, which did not provide any 

detailed data, came to a conclusion that the continuing economic welfare of the native 

population depended on a major reduction in the number of migrant workers. The influx 

of foreign labour, in addition to the high birth rates of the nationals, was swelling the 

total population. A smaller population would require less infrastructure building, and a 

lower rate of exploitation of oil resources, which would in turn extend the period of 

wealth for future generations without any appreciable loss of benefits to its present-day 

nationals. 
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A major issue, which surfaced in the early 1990s, was that of increasing guest workers’ 

remittances to their home countries. Such remittances, being in hard currency, would 

have undesirable impacts (Kapiszewski 2001). A study by Al Saqa (1998) suggested 

that these remittances would reduce the foreign reserves of the host countries and thus 

would have a negative impact on their current account balances, which could be an 

issue of significance in times of low oil prices. This can be seen by taking Saudi Arabia 

as an example: by the early 1990s, such remittances amounted to over 200% of its 

international reserves (see Table 5.20). 

Table 5.20: Remittances from Saudi Arabia 

Year 
Remittances 

in Millions of $ 

Remittances 
as a % of 

Total GDP

Remittances 
as % of 

Total Exports

Remittances 
as a % of 

International Reserve 
1976                                  856                       1.5                     2.4                               3.2 
1977                               1,290                       2.0                     3.1                               4.3 
1978                               2,272                       3.0                     6.1                             11.8 
1979                               2,605                       2.3                     4.4                             13.5 
1980                               3,146                       2.0                     3.0                             13.4 
1981                               4,536                       3.0                     4.0                             14.1 
1982                               4,898                       1.0                     6.5                             16.4 
1983                               4,843                       1.5                   10.7                             17.9 
1984                               5,155                       5.2                   13.8                             20.8 
1985                               5,120                       5.9                   18.6                             20.4 
1986                               4,804                       6.6                   23.8                              26.2 
1987                               4,935                       6.7                   21.3                             21.8 
1988                               6,510                       8.5                   26.7                              31.7 
1989                               8,542                     10.3                   30.1                             51.0 
1990                             11,236                     10.7                   25.3                              96.3 
1991                             13,746                     11.6                   28.8                           117.8 
1992                             13,397                     10.9                   26.6                            225.7 
1993                             15,717                     13.3                   37.1                           211.6 
1994                             15,268                     12.7                   35.8                            206.9 
(Al Saqa 1998) 

Apart from these economic factors, there were socio-political reasons for the 

governments to become concerned. Foreign workers brought with them their own 

cultures, which often conflicted with local beliefs and customs. Moreover, in some 

GCC countries, the size of the expatriate population had become very large relative to 
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the population of nationals. The imbalance was succinctly summed up by one 

observer’s comment on the fact that only 10% of the population of 250,000 in the 

emirate of Abu Dhabi was of Arabic descent:  

If the Arabs ever decided to be democratic about it and give everyone 
citizenship, there will be a Keralite government here, with a Keralite Prime 
Minister (Franda 1978: 6). 

The disproportionate size of foreign labour on their soil has been of major concern to 

GCC governments, from the viewpoint of political and security risks. One assessment 

of this issue described the expatriates in the Gulf region as a ‘time bomb’, posing a 

threat greater than that from Iran or Iraq (Kapiszewski 2001). If they stay long enough, 

eventually foreign workers will demand a larger role in the economic and political 

affairs of the host countries, especially where foreigners constitute the majority of the 

population. As it is, expatriates in the GCC countries have already had some influence 

over these countries’ foreign policies (Kapiszewski 2001). With nationals becoming a 

minority in their own countries, the potential threat of political destabilisation could 

become a dangerous reality at any time (Al-Najjar, 1999). For example, Bahrain and 

Saudi Arabia experienced several riots, coupled with increased security concerns, after 

the Iraqi invasion of Kuwait (Alfaris 1998). 

In 1982, the General Secretary of the GCC declared the population issue the biggest 

problem confronting the Council. The member countries agreed to cooperate by sharing 

information, experience, and policies whether declared or undeclared. The aim of such 

cooperation was to protect the interests and security of host countries as well as the 

rights of foreign workers and their dependants (Al-Najjar 1999). 
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5.5.2 Measures to Increase the Number of Nationals 

In order to increase the population of nationals, citizenship was bestowed by some GCC 

countries upon entire tribes of people living in border areas. Such tribes were a natural 

choice because even though a tribe may have hailed from outside of the GCC country, 

its members would have some familial/tribal links to nationals within the country, and 

therefore share cultural norms and historical backgrounds. Examples of such tribes 

include the Saudi Bedouins from the border region between Kuwait and Saudi Arabia, 

and the Yemenis tribes that were brought to the UAE from Yemen. The UAE Emirate 

of Abu Dhabi naturalised about 50,000 such tribal members during the 1970s and 

1980s, mainly from Yemen and other GCC countries. 

Increasing a tribe’s membership implied increasing support for the ruling family of the 

tribe. This is because under a tribal system, the larger the tribe, the more powerful it 

became. This was even more pertinent when the relatively small local population was 

dwarfed by the large population of guest workers. 

On the other hand, there was a reluctance on the part of GCC governments to promote 

naturalisation on any large scale, as that would diminish the privileges of their 

nationals. This reluctance extended to the question of citizenship for many expatriate 

Arabs (non-GCC) who had lived in country for many generations but who did not share 

tribal links. The governments feared that if they started to naturalise foreigners residing 

within their boundaries, this could trigger political instability due to the different social 

and cultural norms and loyalties of the various ethnic groups from which the foreigners 

hailed. They preferred to naturalise only neighbouring tribes who had tribal links with 
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nationals, and to encourage natural expansion through higher birth rates among 

nationals (Al-Najjar 1999). 

During the 1980s, GCC governments encouraged nationals to increase birth rates, on 

the basis of the reasoning that larger numbers of nationals would reduce the relative 

size of expatriate labour and reduce the threat of subversion. The measures to 

encourage higher natural growth rates included: provision of free and comprehensive 

health services; increasing early marriages; government housing programmes; fully 

paid maternity leave; and the granting of a social allowance for each native child. 

However, such measures may not necessarily match the views of young, educated GCC 

couples, who have exhibited preferences for smaller families.  

In the event, the natural birth rate did increase. With an average population growth rate 

of 4.8% per annum between 1980 and 1990, the GCC countries had some of the highest 

population growth rates in the world at that time (Askari 1997), although much of this 

was due to the growth in non-nationals numbers (see Section 5.3 above). Such 

population growth rates are simply unsustainable in the long run; by 1995, most GCC 

countries had witnessed a fall in the growth rates of nationals (although they were still 

high by international standards).  

5.5.3 Measures to Limit the Number of Non-Nationals 

Four types of measures, meant to control and limit the number of foreign workers in the 

Gulf countries, have been promulgated in recent years: first, locals are to be given 

priority over non-natives in employment; secondly, every foreign worker must be 

sponsored; third, for family reunion, an entry visa was mandatory for every family 
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member, and a non-national applicant must produce proof that reasonable 

accommodation has been arranged prior to entry of such members; and fourth, all 

provision of free social services to foreign communities are discontinued (Al-Najjar 

1999). 

While there are still no quotas on the numbers of foreign workers, either by activity, 

nationality, or qualifications, there are other measures that further restrict these 

numbers. For example, foreign workers are employed on renewable visas and work 

permits, which are only issued if the sponsor of the visa can demonstrate the need for 

such workers and also guarantees employment for the duration of the contract.  Other 

measures have been taken in an attempt to limit the number of family members allowed 

to accompany each guest worker. For example, in March 1985, the Kuwaiti Ministry of 

Labour and Social Affairs issued a stipulation that any non-Kuwaiti applying for a 

family visa must provide proof that the applicant earned an income of KD450 per 

month or more, if employed by the government, and KD600 if employed in the private 

sector. Early in 1995, the minimum income requirement was replaced with mandatory 

entry payments per family member: US$202 per annum for wives and children, and 

US$909 per annum for parents. 

Foreigners are banned from owning real estate property in some GCC countries, and 

also barred from having full ownership of a commercial venture. Such policies were 

implemented from the mid-1970s, and were intended to promote the interest of 

nationals and secure their involvement in the various new investment projects being 

undertaken. The governments expected that such measures would lead to skilled 

foreigners imparting their knowledge and experiences to locals. However, in a bid by 

non-nationals to side-step this regulation, a phenomenon known as ‘silent partnership’ 
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was created. This was an arrangement whereby local majority participation was just a 

formality manifested in signed contracts and other legal documents (Winckler 1997). 

The authorities also took the drastic step of deporting illegal immigrants, who had been 

growing in number. For example, in 1979, Kuwait had an estimated 100,000 illegal 

immigrants. Consequently, from the beginning of the 1980s, the Kuwaiti government 

made a concerted effort to evict this class of foreigners; in 1986, almost 27,000 non-

nationals were deported for violation of entry or labour regulations. The UAE and 

Saudi Arabia followed this example: in the same year, more than 6,200 foreign workers 

were expelled by the UAE, and about 300,000 by the Saudi immigration authorities. In 

spite of efforts to enforce labour and residence laws, the number of illegal immigrants 

in GCC countries continued to grow during the 1980s (Winckler 1997). Recent 

estimation placed the ratio of illegal to legal guest workers at around 10%. 

Efforts by GCC countries to ‘nationalise’ their workforces started in the beginning of 

the 1980s. There began an increasing tendency by the governments to replace foreign 

workers with nationals, and the start of repatriation of guest workers to their home 

countries. For example, the Saudi government’s target was to achieve a continuous drop 

of 1.2% annually in the number of guest workers and an increase in Saudi national 

employment of 4.2% annually. However, it is clear that the government has not been 

able to achieve these goals. 

Oman has had some success in increasing its nationals’ participation in the private 

sector, raising the number of nationals employed in this sector by 25.3% and reducing 

the participation of expatriates in this sector by 6.9% in the first half of 1999. This 

achievement was the culmination of a strong political campaign by the Omani 
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government, strengthened by its agreement to bear the cost of a national’s salary whilst 

the employee was undergoing training (Alshamsi 2003).  

Political events in the Gulf region affected, to a great extent, the size and nationalities 

distribution of the foreign population residing in the region. For example, after the Iraqi 

invasion of Kuwait the foreign population in the latter country shrank by more than 

half, with most of the Arab guest workers in the country, particularly those from 

Palestine and Jordan, being replaced by Asians. Most of the other Gulf states followed 

the trend, with Saudi Arabia deporting around 800,000 Yemenis as a response to their 

government’s support for the Iraqi invasion (Al-Najjar 1999). 

5.5.4 Shortcomings in Policy Planning and Enforcement 

In spite of the above efforts by the GCC governments, the dependency on foreign 

workers continued to increase, as discussed in Sections 5.3 and 5.4. In 1975, 47% of the 

total GCC workforce were non-nationals; this figure soared to 65% in 1980, and 

reached 70% in 1985 (Abdelkarim 1999b). Alshamsi (2003) noted that in the UAE, the 

banking sector is the second largest employer of nationals, yet 87% of the employees in 

this sector are still expatriates.  

The imbalance is expected to worsen. According to one set of projections, the ratio of 

expatriates to total population is likely to reach 90% in the UAE, 82% in Kuwait, 69% 

in Saudi Arabia, and 67% in Oman (Mellahi 2000). Although the projections appear 

rather high in the cases of Oman and Saudi Arabia, which, in 1998, had proportions of 

29.9% and 28.3% respectively (see Table 5.17), the figures for the UAE and Kuwait are 
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quite plausible. In 2003, 90% of the population of the UAE Emirate of Dubai were 

foreigners (Swidey 2003). 

Kapiszewski (2001) provided a glimpse into the future by painting a plausible but rather 

alarming scenario where the average annual population growth rate for nationals would 

remain at 3.5% during the first decade after 1995, then decline by 0.5 percentage points 

in each subsequent decade. In this scenario, the GCC countries’ combined national 

population will exceed 60 million by 2050. If the number of expatriates were allowed to 

continue to grow at an average annual rate of 5%, it will exceed 130 million by then. 

Even with a more modest growth rate of 3% per annum, this number would still reach 

50 million in 2050. It is clear that these growth rates are unsustainable. 

In the past, Gulf immigration officials have repeatedly stressed that guest workers’ 

presence was only temporary and that they had no prospects at all for permanent 

residency. However, they failed to clearly elucidate the term of stay for such guest 

workers and, more importantly, to systematically enforce their own rule that foreign 

workers must leave when their contracts expire. 

As a result, not only has the number of non-nationals increased, many of them have also 

been allowed to stay for such long periods that they began to develop long-term 

attachments. Although the governments have, from time to time, expressed the need to 

maintain a rotation system for guest workers, there did not appear to be any firm 

commitment to adhere to such a policy, or any concrete mechanism to carry it out. 

Instead, as Alsaleh (1994) and Al-Najjar (1999) argued, it appears that GCC countries 

have not formulated any comprehensive, coherent and explicit population strategies. 

178 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

Consequently, they failed to set clear limits and contractual obligations for foreign 

workers and their sponsors. Moreover, they failed to enforce their own regulations on a 

consistent and systematic basis. 

These shortcomings can be related to an underlying lack of political will and a lack of 

full appreciation of how serious the situation has become. As Winckler (1997) and 

Kapiszewski (2001) suggested, the GCC countries’ liberal, laissez-faire attitude toward 

immigration issues has allowed the short-term needs of the labour market and the 

economy to receive greater priority than long-term concerns over population control, 

security, and political risks. Thus, the danger underlying the guest workers’ situation in 

the Gulf countries lies not only in the number of foreigners per se, but also in the fact 

that the government and the community accept to live with the problem without trying 

to find a solution (Khalel 1999). 

At the beginning of the 1970s, the local media together with some policy-makers did 

warn of the potential dangers of the increasing size of the foreign labour force; but as 

years passed such warnings have become muted. More recent years have seen the 

promotion of the viewpoint that large numbers of expatriate workers will not negatively 

impact upon the economy or the populace’s identity.  

Of the advocates of this viewpoint, some stand to benefit from the continued labour 

importation, such as those who sell and trade visas for immigrants, and those who front 

for businesses owned by foreigners. Many more simply wish to continue accessing low-

cost services provided by foreign workers. In general, advocates prefer not to dwell on 

the long-term political prospects for themselves, their fellow nationals, and future 

generations. But in doing so, they have, either purposely or unwillingly, overlooked 
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many of the true costs of employing foreign labour. While the explicit, short-term costs 

(to be paid by employers) may appear quite low and attractive, many long-term 

consequences are hidden; these must be borne by society eventually. Failure to face up 

to such consequences now will just make the burden of adjustment heavier in the future. 

As the total populations have grown and the countries have expanded their 

infrastructure, any significant reduction in the number of guest workers at this stage 

could lead to serious impacts on the private housing market and the commercial sector, 

both of which are owned, to a considerable extent, by Gulf citizens. Hence, the vested 

financial interests of nationals have become an issue. This raises the question of 

governments compensating these nationals for parts of their losses should there be a 

reduction in the size of the foreign workforce. There has been concern that this would 

be a very costly exercise, as the proportion of private housing and commercial buildings 

serving guest workers has been quite sizeable and increasing.  

5.6 POLICY OPTIONS FOR THE FUTURE 

In this section, we will consider policy measures that may promote the ethical use of 

foreign labour, while helping to ensure that such use is sustainable and in the long-term 

interest of the citizens of GCC countries. 

5.6.1 Guiding Principles 

The over-riding concern of any government should always be the good of the nation and 

its people. Hence, GCC governments must put the interest of their nationals first, 

aiming to ensure the security and well-being of such citizens and their descendants. The 
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interests of non-nationals residing and working in their countries will naturally be 

secondary to those of the citizens, and policies will always reflect this prioritisation. 

A host country may be caught on the twin horns of wanting to protect the rights of 

foreign workers, and wishing to promote the interests of its citizens. For example, 

allowing foreign workers access to free health and education within the country could 

be costly, and allowing political participation by foreign workers could be detrimental 

to the political interests of nationals. There are, however, certain rights that would not 

impact unduly on citizens if granted to foreign labour (Ruhs 2004). These include the 

right to receive decent wages, to enjoy adequate rest and recreation, to engage in 

religious activities and enjoy privacy, and to have access to a fair and transparent 

grievance system. There is no need for the government of any nation to sacrifice respect 

for the basic human and labour rights of foreign workers while promoting the interests 

of its own citizens. 

Migrant workers’ rights should be a key policy parameter in the design of labour 

immigration programmes. As Ruhs (2004) argued, the ‘bundles of rights’ that non-

citizens are granted, after they are permitted to enter a country, should be an important 

element of such policy considerations – as important as, for example, the number or 

types of foreign workers that a country wishes to attract. 

GCC countries should be looking to develop policies that lead to ‘win-win situations’ – 

i.e., situations where all parties to a transaction or action gain from it. Where losses 

must be incurred by some parties, the governments should earmark some of the 

expected gains of the other parties to be redistributed as compensatory payments to the 

former, loss-incurring parties. 
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Policy-making should be oriented to the long-term interest of the nation, rather than 

pandering to the vested interests of individuals or yielding to short-term expediency. In 

particular, if financial compensation is needed to rectify the undesired consequences of 

past uses of foreign labour, it is preferable to accept that financial burden now rather 

than putting it off, as the latter course of action would only make the problem worse in 

the future. Indeed, the choice may well be between (i) paying financial compensation 

now, and (ii) losing control over the national identity and/or security later. 

Whatever policies are chosen, they should be part of a coherent and coordinated 

strategy, that is clearly understood by all, including the officials, nationals and foreign 

workers. Moreover, regulations and rules formulated within this strategy should be 

applied consistently and systematically, and in a transparent manner. 

GCC countries should work together to share information, resources and experiences in 

developing policies with respect to this important issue. They should also establish, as 

soon as possible, a database and other means to provide policy-makers and advisors 

with detailed and up-to-date information about the labour market and the immigration 

situation. At present, there is a lack of timely and consistent data which hampers the 

proper evaluation of policy options and the development of sound and feasible new 

solutions. 

5.6.2 Policies with Regard to Foreign Workers 

In the past GCC governments have formulated policies aimed at reducing dependency 

on foreign workers. For example, the UAE Ministry of Interior Affairs has proposed a 

number of long-term solutions to this problem. The aim of the government is to 
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increase the percentage of nationals to a minimum of 51% of the total population. The 

following measures (among others) have been proposed, and they would directly affect 

foreign workers: 

1. Citizenship will be bestowed upon Arabs who have resided in country for a long 

period of time; 

2. Unemployed and redundant guest workers will be repatriated; 

3. Effective blocks to all attempts at illegal entry will be erected; 

4. Regulations to facilitate the departure of illegal guest workers will be issued; 

5. The selling of visas will be policed and stringent measures to eradicate the 

practice will be enacted; and 

6. New laws governing the employment of domestic workers will be enacted, and 

a quota set, based upon the real need for such employees (Hammad 2004).  

These are all reasonable, but more is needed. In particular, it should be kept in mind 

that foreign labour can be divided into a number of subcategories, such as long-term, 

short-term, and illegal foreign residents. Following Singapore’s example, countries 

should explicitly differentiate between the different skill levels of expatriates. 

Regulations should vary to suit the requirements and conditions of each category of 

guest workers. These could include a variable levy, for example. 

With regard to illegal foreign residents, although they have broken the law through their 

entry or stay, their human rights should still be respected, and policies need to ensure 

that this is the case. The governments should assist illegal foreign residents to leave; 

permitting them to stay on, with few rights, would only leave them open to exploitation. 
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The experiences of many developed countries (such as Switzerland and the US) suggest 

that granting such workers amnesty and the right to change their status to legal residents 

is not a satisfactory long-term solution, as it only encourages new cohorts of illegal 

migrants.  

In the past, foreign workers have often been suspicious about the intention of nationals, 

based on the concern that the latter may try to exploit them by paying them less than 

what they deserve. This suspicion has been fed by existing laws that are often 

inadequate in protecting their rights, leading to a sense of insecurity about the future, as 

they are totally dependent on their sponsors (Kapiszewski 2001). Exploitation is a real 

problem, and existing policies have sometimes facilitated it. 

For example, Al- Najjar (1999, 145) argued that the sponsorship system, as practised by 

the GCC countries, was “one of the most unfortunate types of legislation” because of 

the ways it has been abused. This applied especially to foreign workers of lower skills, 

who were often treated as ‘wage slaves’, in that they had no freedom of movement in 

the host country. Another form of abuse has been the use of the sponsorship system by 

some nationals as a cash cow. Under the GCC sponsorship system, nationals are 

allowed to sponsor up to three foreign workers; however, in practice, this number often 

varied considerably. Thus, upon a monthly payment of as much as US$250, entry for a 

foreign worker would be arranged, but the worker would then be left on their own to 

find employment in the local market. Such abuse should be prevented, as it is harmful to 

a country’s national interest, and also disadvantages the foreign workers involved.  

Human Rights Watch (2004), in a report using Saudi Arabia as an illustration, suggested 

that many abuses of foreign workers’ rights were not intentional but rather due to the 
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limited official and public awareness of the existence of such abuses. This has come 

about because the government has never comprehensively and publicly assessed the 

conditions under which foreign workers had to live. As well, many of these workers, 

because of their lack of mastery of the local language and because their stay in the 

country was relatively short, were ignorant of the existing rights to which they were 

entitled. Human Rights Watch recommended the appointment of an independent and 

impartial Royal Commission to investigate and report on the scope and nature of this 

issue. It also recommended that any promulgated labour laws should apply to all foreign 

workers regardless of their gender and job descriptions.  

Although it is very difficult to limit or reduce the size of the current foreign workforce, 

it is a tough choice that sooner or later the GCC countries will have to take (Baashin 

1997). In failing to take the appropriate actions to control the size and rotation of the 

foreign labour force right from the beginning, the countries should now take measures 

to prevent the problems from becoming even more serious. 

The national strategy should make it very clear to everyone which category of foreign 

workers will be allowed to enter the country, and for how long. Thus, incoming and 

prospective foreign workers should be informed from the outset that their stay will be 

limited in time, and that they cannot reside in the country indefinitely. While the 

countries may and should offer incentives to attract highly skilled expatriates, they 

should stringently (but fairly) control the number of lower skilled foreign workers. The 

governments should also clarify as to which categories of foreign workers (if any) can 

expect to qualify for permanent residency and, eventually, citizenship. To curb the trend 

of foreigners out-numbering nationals, there should be a stop to family reunion with 

respect to most guest workers. 
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In dealing with short-term foreign workers, the governments should implement both 

‘carrot’ and ‘stick’ approaches. An example of the former approach is the use of 

financial incentives or compensation to induce foreign residents to return home, whilst 

at the same time easing the pain of relocation (see below). The latter approach could be 

implemented through consistent and transparent enforcement of regulations specifying 

that when the period of employment is over, the foreign worker must leave. 

Measures should be taken to ensure that sponsors are totally responsible for the 

departure of guest workers at the end of their permitted stay. It is also necessary to enact 

legislation that will make clear what contractual requirements are asked of both 

employers and foreign workers. This is especially pertinent to the length of stay 

permitted for expatriates and, if a rotation system is applied, how this would be 

implemented.   

A possible ‘carrot’ measure is to offer a more attractive end-of-contract gratuity to guest 

workers. At present, there are end-of-contract gratuities in the UAE, for example, that 

are equivalent to a contribution of around 6% to 8% of wages to a pension fund. But 

this applies only if the guest worker is employed by the government – private employers 

are not required to pay such gratuities. 

End-of-contract gratuities should now be mandatory for all contracts, in both private 

and public sectors, and should be increased gradually to 10%, and eventually 15% or 

20%, of salaries. That would reduce the incentive for employers to over-rely on foreign 

labour. (At present, employers may find it relatively inexpensive to employ low-wage 

foreigners. But this is near-sighted, as some of the costs involved are implicit and will 

need to be paid by the whole society in the long run.) 
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The gratuities would then be available as ‘farewell gifts’ or ‘development assistance 

grants’ paid to foreign workers upon departure. The lump sum payments would provide 

an incentive for these workers to return to their countries of origin. The rule should be 

that the workers only receive the gratuities if they actually leave. Also, it would be 

important to set up an organisation, e.g., a Pension/Gratuity Fund Authority, to manage 

the accumulated contributions. 

As another possible ‘carrot’ measure, GCC countries should provide foreign 

development assistance and cooperation to support overseas governments in their 

efforts to help returning guest workers readjust back into their own societies. 

Alfaris (1998) proposed a further policy. To make it more likely that expatriates will 

return to their countries, he argued there should be a narrowing of the gap between the 

guest workers’ purchasing power in their own countries and in the GCC countries. This 

would imply the substitution of cheap labour with relatively more expensive labour; for 

example labour from Bangladesh should be replaced by labour from Turkey. Note, 

however, that employers would be reluctant to switch from lower-wage workers to 

higher-wage ones, making this a difficult policy to implement.  

Whatever policies are implemented, GCC nationals and officials should bear in mind 

the immense contributions that foreign workers have made to the development of the 

Gulf region, and thus consider how these workers should be treated.  

5.6.3 Policies with Regard to Nationals 

Policies with regard to nationals should be aimed at encouraging greater participation in 

the workforce, especially in the private sector. Some of the measures proposed by the 
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UAE Ministry of Interior Affairs (in addition to those mentioned in Subsection 5.6.2 

above) are as follows:  

1. Encouraging citizens to increase the birth rate; 

2. Policing the selling of visas and enacting stringent measures to eradicate the 

practice; 

3. Terminating all registrations of bogus companies that serve only as fronts to 

import labour on business licenses; and  

4. Encouraging investors to use capital instead of human labour, thereby 

decreasing the demand for foreign workers (Hammad 2004). 

These are reasonable, but again more is needed. The first and foremost urgency is for 

the GCC countries to design and develop a comprehensive strategy for national human 

development. In the longer run, the strategy should aim to break the self-feeding process 

described in Section 5.4.2 above, in which (a) the financial interests of some nationals 

become dependent on continued labour importation, and (b) the will and capacity of 

many other nationals to produce and compete are sapped and weakened through 

continuing insulation from the rigours of the open market. 

Thus, the governments should persuade nationals with vested interests in expanding 

immigration to look beyond their own short-term gains, and see the long-term cost for 

future generations of GCC citizens. Where a change in immigration policies would 

cause severe financial losses to legitimate businesses (e.g., in real estate or wholesale 

trade), a limited-duration programme of adjustment assistance could be used to help 

ease the pain of transition. 
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More generally, it is vitally important to increase the participation of nationals in the 

private sector of the labour market. As Gebriel (1999: 154) noted, nationals tend to have 

“little inclination and desire to work in arduous occupations and production work”. This 

socio-cultural disdain for technical, hands-on work needs to be erased and reversed. 

Nationals must be encouraged to engage and excel in productive and sustainable 

economic activities. This will not be easy, as attitudes have become entrenched, but the 

future prosperity of GCC nationals depends, to a large extent, on their capacity to 

compete in such lines of employment once oil runs out. 

To make technical jobs more attractive in the eyes of nationals, the government should 

foster a change in workplace practice, so that people with experience in such jobs are 

considered on an equal basis with others for promotion, including promotion to 

managerial positions, possibly through further training and preparation. GCC countries 

should also mount long-term campaigns to promote change in the cultural attitudes 

toward technical occupations. But in the short-to-medium term, measures that are likely 

to be most effective are those that alter the financial rewards for employment in the 

private sector relative to those in the public sector. Specifically, governments should 

reduce the large discrepancy in remuneration and benefits between the public and 

private sectors. Indeed, as we shall see below, they should try to reverse the relativity.  

GCC governments should scale back any unnecessary employment in the public sector. 

Make-work jobs reduce the effectiveness of the public service and weaken the long-

term competitiveness of the individuals concerned. To avoid placing the onus of finding 

work for nationals entirely on the public sector, governments should reconsider the 

policy of guaranteeing the right of every national to a job. The case for reform has 

become more compelling, in view of both the underemployment of existing employees 
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and the voluntary unemployment of nationals who choose to wait for jobs in the public 

sector. 

Rather than paying nationals a public-service salary solely to ensure they have a share 

of the nation’s oil revenues, governments could achieve the same objective by paying 

every national a basic, safety-net level of benefit. As such income supplements are paid 

to all nationals, the governments could then step back and let market-driven relativities 

induce nationals to move into jobs that pay more because the market values the work to 

be done more highly, and not because of some arbitrary and ultimately unsustainable 

decisions to keep their wage rates high. 

Implemented appropriately, income supplements could enhance the employability of 

nationals in the private sector. From the viewpoint of employers, they need to pay 

nationals the same market-going wage rates that non-nationals with similar skills and 

efficiency can expect; they should, therefore, have no financial discentive against 

employing nationals. From the viewpoint of employed nationals, they would receive the 

market wage on top of the income supplement.  

To make real, productive jobs more attractive to nationals, the income supplement must 

be calibrated appropriately. It should not be too generous, so that nationals who lack 

appropriate skills will have an incentive to acquire skills and experience that would 

make them employable. Similarly, total compensation packages in the public sector 

should be adjusted in line with market demand and supply of the various types of skills 

involved. Where necessary, public-sector wages could remain high to attract and retain 

employees with suitable skills and motivation. In general, however, wages and benefits 

should be such that a typical national would find it equally attractive to seek 
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employment in either the public or the private sector. In cases where the work in the 

private sector is, by nature, more arduous or demanding, equality in overall 

attractiveness would require a higher level of pay in the private sector. 

As long as it remains true that nationals are mandated to enjoy better pension/social 

security provisions than non-nationals, private sector employers will have an incentive 

to employ non-nationals. Thus, while these differentials remain, the government should 

compensate employers, or bear the relevant costs, in order to counter the resultant bias 

against employing nationals. While this does involve public funds, at least it does so 

while developing the skills and experience of the nationals involved, rather than simply 

paying them to be underemployed in artificial, low-productivity jobs. Employment of 

national workers in both the private and public sectors should also be more flexible and 

market oriented. For example, employers and superior officers should not find it 

impossible to dismiss nationals. 

The education system should be improved, especially with respect to technical and 

vocational training. Much more emphasis should be placed on practical skills. The main 

reason for the lack of suitably skilled nationals has been the adverse cultural attitude 

towards the relevant occupations and the type of training that they require. Changes in 

this area will not happen overnight, but there are many steps the governments can take. 

One of these is to reduce the overwhelming preference for university graduates before 

all others in the hiring of public service employees.  

A step in the right direction would be to introduce, as suggested by Alshamsi (2003), 

measures to promote closer interaction between national workers, the government, and 

the private sector. He proposed:  
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1. Studying the work environment of the public and private sectors, and 

especially the labour requirements of the private sector;  

2. Linking the need to nationalise the workforce with the education vision of 

the country; and 

3. Adjusting the nature of training programs needed to satisfy the labour 

market. 

The GCC countries need to enlarge the role of their private sectors. In their human 

resources planning, they should involve stakeholders from the private sectors. In this 

way, future labour needs can be anticipated and training directed towards boosting the 

skills of nationals to meet these needs.  

Further support for expanding nationals’ share of the labour market could take the form 

of government support for employment agencies that service nationals. Such agencies 

would set up databases of jobseekers and job openings and help to match the two. They 

would be in a good position to advise jobseekers of the training required to provide 

them with the skills that are in demand. Being in direct contact with jobseekers and 

employers, these agencies would be well placed to advise on any structural changes 

required in the education and training system.  

To facilitate the transfer of technology and knowledge, GCC governments should 

encourage foreign companies in turnkey projects to involve local institutions in the 

planning, design, and construction of such projects. These foreign companies should be 

encouraged to sub-contract to local companies increasingly complex segments of such 

projects, to provide extensive on-the-job training for nationals, and to ensure nationals’ 

participation at various levels of the work (Gebriel 1999).  
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Many of the above measures are likely to cause some discomfort on the part of nationals 

initially, but a government’s responsibility is to safeguard the nation’s long-term 

interests. A certain amount of pain is unavoidable now, to correct the consequences of 

past policy failures, and to ensure high standards of living on a sustainable basis in the 

future. Nationals should thus be informed of the true, long-term costs of the current 

course of actions, which are generally much higher than the short-term, explicit 

financial costs that they pay directly out of their own pockets. In the end, as 

Kapiszewski (2001) suggested, an effective way to change attitudes may well be to 

revive some of the traditional values and feelings of the past. For example, the 

governments could instil national pride by promoting awareness of the legacies of the 

self-reliant GCC societies of earlier times. 

5.7 CHAPTER SUMMARY 

This chapter presented a study of major aspects of the labour market and the 

demographic situation in the GCC countries. It first examined two case studies in 

Section 5.2, namely Germany and Singapore. While both of these countries had similar 

needs for foreign workers, each managed its foreign labour force in a different way.  

The German authorities assumed that foreign workers would go back to their countries 

after their jobs were finished, but this turned out to be far from reality. As millions of 

guest workers chose to remain in Germany indefinitely, in the end the government had 

to revise its immigration policy and allowed guest workers and their families to acquire 

citizenship. Essentially, the country’s control over the rate of growth and composition 

of its own population was weakened. 
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By contrast, Singapore, with its firm immigration policy and strict enforcement of 

regulations concerning the employment and movement of foreign labour, has been able 

thus far to achieve both its goals in importing foreign labour: to meet the labour 

requirements of its economy and to prevent foreign workers from automatically being 

able to remain in the country for indefinite periods of time. 

Section 5.3 reviewed the characteristics of the labour markets and populations in the 

studied countries. The available data show that GCC countries experienced some of the 

highest rates of population growth in the world during the past several decades; 

moreover, this population growth was largely due to the continuing rise in the number 

of foreign workers. The populations are relatively youthful and women’s labour 

participation rates are very low; even men’s participation rates are low compared with 

international standards. The labour market is clearly segmented: in most GCC countries, 

the national workforce is concentrated in the public sector (often in artificial jobs that 

mask underemployment), while most foreign workers find employment in the private 

sector.  

Section 5.4 analysed the factors that have resulted in the heavy dependence on foreign 

labour. The early-1970s, with large amounts of oil revenues, fundamentally altered the 

shape of the labour market. Initially, labour was imported from neighbouring countries 

predominantly to meet the needs of rapidly developing domestic economies. The 

shortage of labour arose because of a number of factors, including: rapid development 

and growth in multiple economic sectors; the small populations of GCC citizens; 

limited participation by women nationals in the labour market; and a lack of 

administrative and technical skills amongst local workforces. Importation of labour was 
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facilitated by the fact that the neighbouring countries were poor and had large 

populations. 

In the 1980s and 1990s, the composition of foreign labour changed considerably, with 

foreign workers coming largely from Asia, rather than Arab countries as had been the 

case previously. The importation of foreign labour became a self-feeding process, rather 

than being driven mainly by the needs of nationals. With a continuously expanding 

population, more infrastructure and services were constantly needed to accommodate 

and support the increased number of people, but the building of such infrastructure and 

the provision of these services required the importation of even more foreign labour. 

This spiralling trend continued, as many expatriates remained for decades and began to 

bring in relatives and as new generations of expatriates were born in country. 

Section 5.5 analysed the main reasons for GCC governments to have become concerned 

about the above demographic developments. Some of these reasons were related to 

economic factors, such as the high levels of remittances from non-nationals to their 

home countries, and the costs of providing infrastructure and essential social services. 

Others were based on fears that the cultural and ethnic character of GCC societies was 

changing too rapidly, or that the resultant situation carried certain political and security 

risks for the native populations.  

GCC countries have made numerous efforts to limit the number of foreign workers and 

increase the national workforces; however these attempts have not met with significant 

success, as the data show. Indeed, the worst is yet to come: while the populations 

continue to exhibit high growth rates and the current demographic imbalances show no 

195 



Chapter 5: Labour Market and Population Policies 
__________________________________________________________________________________________________________ 
 
 

 

___________________________________________________________________ 

signs of major adjustments, the future national identity of the original citizens of these 

countries appears uncertain.  

The main reasons for these outcomes have been the absence of a coherent and 

coordinated strategy, and a lack of systematic, consistent and transparent application of 

regulations. Both of these can be related to an underlying lack of political will. Many 

nationals prefer to focus on the short-term benefits of not having to work hard for their 

living and being able to access low-cost services provided by foreign workers, and do 

not want to think about the long-term political prospects for themselves as well as their 

children. Some nationals have even built personal wealth and developed vested interests 

in keeping high rates of immigration and population growth. They may not be aware of 

the long-term, largely hidden costs and risks faced by their fellow nationals and future 

generations. 

Policy options for the future were explored in Section 5.6. It was suggested that the aim 

of GCC regulations in this area should be to both protect the interests of nationals and 

safeguard the rights of foreign workers; that is, to seek mutual benefits. The first and 

foremost need is to develop a clear national strategy, supported by consistent 

application of regulations. Incoming and prospective foreign workers should be under 

no illusion that their entry implies an automatic right to stay beyond the expiry of their 

employment contracts. 

Foreign workers should benefit from having their rights protected, being treated with 

dignity and respect, and enjoying higher effective wages. Some of the increases in 

wages should be saved and invested to be paid as end-of-service ‘gratuities’ that would 

help making sure the foreign workers could establish themselves well upon returning to 
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their own countries. GCC governments should also cooperate with the governments of 

these countries to help make the resettlement process more successful and beneficial to 

all parties concerned. 

For nationals, a coordinated strategy should be implemented to develop their skills and 

capabilities for employment in practical occupations, and to prepare them to be 

internationally competitive in the long run. To help increase their participation in the 

labour force, especially in the private sector, financial and other incentives will be 

needed. Ultimately, nationals should be weaned from the present automatic, culturally-

ingrained, preference for public-service jobs, and should be encouraged to move into 

activities that will enhance the economic and social strengths of their countries, as well 

as their own individual productivity and competitiveness. 
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CHAPTER 6 

SIMULATION MODEL 

 

6.1 INTRODUCTION 

In this chapter, a numerical simulation model is developed to bring together the main 

elements of the overall analysis, as covered in Chapters 3, 4, and 5: the oil sector, 

non-oil economic activities, and population and labour polices. The model, as 

presented in this chapter, is not meant to portray any GCC country in particular. In an 

analytical sense, however, its variants and sensitivity analysis can be used to gain 

insights into the likely developments facing each GCC country, as well as the impact 

of policy adjustments that each country might plausibly make. 

In keeping with the overall nature of this study, namely a public-policy enquiry into 

the problems experienced by GCC countries in managing exhaustible oil resources, 

rather than a highly technical, discipline-based treatise, the model’s parameters will 

not be econometrically estimated but will instead be calibrated using a range of 

historical data. Similarly, the underlying relationships will not be expressed in terms 

of abstract mathematical equations, but in terms of relatively simple flow diagrams 

and concrete columns of data and projections in an EXCEL spreadsheet. 
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The chapter is organised as follows. Section 6.2 describes the model. The description 

proceeds from an overview obtained from a very simple flow diagram, through a 

more comprehensive flow diagram illustrating in greater detail the workings of the 

model, to a complete listing of all projected values of the spreadsheet-based 

simulation model. Throughout this process, the important roles played by the oil 

sector, non-oil economic activities, and demographics are clearly highlighted.  

Section 6.3 then analyses the model’s projections under a range of plausible and 

representative scenarios. Some of these are designed to better understand and to 

illustrate the critical role of the oil reserves remaining in each country being studied, 

while others focus on the impact of possible policy changes that each country might 

adopt. Section 6.4 further examines the sensitivity of the findings with respect to a 

number of key factors. Finally, Section 6.5 presents a summary of the main findings 

of the chapter. 

6.2 THE MODEL 

6.2.1 Overview of Underlying Relationships 

Basic Relationships 

Based on the research question, a simulation model has been developed to analyse the 

effects of the various factors on standards of living. The following simple flow 

diagram (see Figure 6.1) gives an overview of the basic workings of the underlying 

model. The model country (ARABNA) is an imaginary country that represents the 

GCC countries. From the flowchart, we can see that the main driver of the economy is 

net annual oil revenues, which represent the main source of contribution to the 
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government budget and the national investment fund. The government budget 

contributes to public consumption and subsidies and to the development and 

accumulation of physical and human capital. The growth in physical and human 

capital will, in turn, determine non-oil economic activities. From such non-oil 

activities, private contributions will provide a further injection to the level of physical 

and human capital and help finance both public and private consumption. Overall, 

per-capita public consumption, subsidies and grants, and private consumption are the 

main measures of the standard of living in ARABNA.   

Figure 6.1: Basic Relationships 

 

We now turn to Figure 6.2 for a more detailed depiction of the relationships built into 

the model. 

Public 
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Figure 6.2: Detailed Relationships 
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Oil Sector 

The model country is assumed to begin with a fixed amount of oil reserves. Oil is 

extracted from the reserves and sold to the world oil market. The extraction will result 

in a continuous reduction in the size of oil reserves and ultimately cause them to 

become depleted. This could occur at the point where the remaining oil is so difficult 

and expensive to extract that it is no longer economical to continue operations. 

Besides the amount of oil extracted, the price of oil sold on the world market will be 

very important to the annual revenue from oil. As world oil prices are dependent on 

the global economy and the political stability of the producing nations, this makes 

annual oil revenues highly volatile. Finally, annual oil revenues will also be 

dependent on the costs of production and maintenance. These costs vary from one oil 

field to another, depending on the nature of the reserve, its location, and its 

composition (gas, oil, and water).   

As shown in Figure 6.2, the defence budget, the non-defence budget, and subsidies 

and grants for individuals all obtain their funding directly from annual oil revenues. 

The remainder of annual oil revenues goes to the country’s national investment fund. 

Each year, this fund is also expected to be augmented by returns from the previous 

year’s investments (typically overseas). In special circumstances, funds may be 

withdrawn from the investment fund to finance extra-ordinary defence outlays or to 

cover major shortfalls in the non-defence budget. 
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Non-Oil Economic Activities and Capital Formation 

Non-oil GDP plays an important role in the simulation model, as it determines private 

consumption and helps to finance non-defence public consumption and capital 

formation. Non-oil GDP is dependent on physical and human capital, the annual 

increases in which are financed from the non-defence budget, private resources, and 

net foreign direct investment (FDI).   

The model assumes full employment of the labour force. Rates of growth in the 

national and non-national populations and workforces are important determinants of 

the variables in the model, and will be key areas of focus for sensitivity analysis. 

Remittances, which non-nationals send to their families overseas, represent a 

significant leakage from the model. 

Consumption Per Capita Living Standards 

The material standard of living is measured by: 

 private consumption per capita; and  

 non-defence public consumption per capita 

To assess the sustainability of the above living standards, the model will also focus on 

the following measures of wealth: 

 per capita share in the value of remaining oil reserves; 

 per capita share in the national investment fund; 

 per capita share in the accumulated stocks of physical and human capital; 
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 per capita share in the foreign debt (accumulated through FDI); and 

 per capita share (for nationals only) of capital grants to nationals (mainly for 

land and real-estate property) 

6.2.2 The Simulation Model 

The simulation model is implemented as an EXCEL spreadsheet. It will help us to 

analyse and predict the effects of alternative government strategies and policies in the 

long term. This section examines the numerical relationships between the various 

components of this model. For illustration, Table 6.1 presents data and projections for 

one representative scenario of the model, called the “short-horizon” scenario. 

The model takes into account historical data up to and including 2001, and uses 

explicit assumptions and relationships to project living standards in the future. The 

year 2001 is the last year for which consistent data were available for most variables. 

Because of their special significance and availability, however, oil price data used in 

the model are historical data for all years up to and including 2004. Assumptions 

regarding the parameters used to project living standards from 2002 onwards are 

based mostly on trends in the historical data, as outlined in detail below. Extensive 

sensitivity analysis will be also carried out on key parameters to obtain an indication 

of the plausible range of variations in the model’s results.    
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Historical data and parameters are composite and based on official data, unofficial 

estimates, and estimated parameters for Saudi Arabia, UAE, Oman, and Kuwait. The 

sources consulted include Beblawi, 1984; Looney, 1991a; Benhabib, 1994; World 

Bank, 1994; Zanoyan, 1995; Almuneef, 1996; Sassanpour, 1997; Askari, 1997; 

Winckler, 1997; Abdelkarim, 1999b; Ahmed, 1999; Gebriel, 1999; Treichel, 1999; 

Zind, 1999; Oweiss, 2003; Hannesson, 2001; Kapiszewski, 2001; Kjaer, 2001; Dutta, 

2002; Ford, 2002; Hamed, 2002; Everett-Heath, 2003; Makdisi, 2003; Siddiqi, 2003; 

Fasano, 2003; Ford, 2003; Dunkley, 2004; GCC Secretariat General, 2004; Human 

Development Report, 2004; McCall, 2004; and Middle East Online, 2004. 

Annual Oil Revenues 

The price of oil per barrel is listed in Column 2 of Table 6.1. Data for this were taken 

directly from OPEC for the period 1981 to 2004. As previously mentioned, world oil 

prices are highly volatile as they are dependent on world economic conditions. For 

illustration, the model assumes that oil prices increase by an average rate of 1.5% 

annually from the 2004 level. The prices are stated in real terms based on US prices in 

2000. Indeed, where appropriate all monetary values in the model will be expressed 

on the same basis (2000 US dollars). Oil price is a crucial parameter in the simulation 

model and will be subject to extensive sensitivity analysis.  

Column 3 provides total oil reserves remaining at the beginning of the year. For 

illustration purposes, this is assumed to be 6.8 billion barrels in 2001. For simplicity, 

it is further assumed that there are no discoveries of new reserves, so that the figure 

for total reserves in each year (in Column 3) is simply the figure for the previous year 

less production in the current year (in Column 4). For the “short-horizon” scenario 
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this output is assumed to be 1.1 million barrels per day, or 0.4 billion barrels per year 

(bby). 

Column 5 represents the cost of oil extraction and maintenance of the oil-producing 

capital stock on a yearly basis. This cost differs between oil fields and over time, but 

for illustrative purposes can be assumed to be approximately one-tenth of the price of 

oil plus $2 per barrel. The net oil price per barrel is shown in Column 6 and is the sale 

price of oil per barrel (Column 2) minus the cost of extracting it (Column 5). 

Column 7 represents the total value of remaining oil reserves in billions of dollars, 

obtained by multiplying total remaining oil reserves (Column 3) by the net price of oil 

per barrel (Column 6). Column 8 provides the annual net oil revenue to the model 

country. The value is derived from multiplying the net oil price (Column 6) by the 

annual production of oil (Column 4). This annual oil revenue is the key driver of 

many variables.   

Distribution of Annual Oil Revenues 

 As shown in Figure 6.2, annual oil revenues are used to finance: (i) the government 

non-defence budget; (ii) the government defence budget; (iii) government capital 

grants to nationals; and (iv) injections to the investment fund. Historically, all or much 

of the government budgets of the relevant countries came from their oil revenues. 

Column 9 measures the contribution made by oil revenues to government non-defence 

expenditure. Based on historical data for various countries, this contribution will start 

with $7.33 billion for 2002. This is the sum of the government contributions to: (1) 

physical and human capital investment; and (2) total public consumption. The 
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evolution of these two types of government contributions over time will be examined 

below. 

The defence budget is historically financed from government oil revenues only. 

However, the model assumes that in the future, a contribution to the defence budget 

from non-oil economic activities will be required. In the “short-horizon” scenario, oil 

financing of defence expenditure (Column 10) represents 20% of oil GDP, while non-

oil financing of defence expenditure (Column 11) is 4% of non-oil GDP. Total 

defence expenditures (Column 12) are the sum of the oil financed and non-oil 

financed defence expenditures. 

Column 13 represents new capital grants to nationals. As previously mentioned, these 

grants represent a significant contributor to living standards for the nationals of the 

model country. They also represent a means to distribute oil wealth among citizens. 

New grants and subsidies consist of free houses or land (public land), interest free 

loans to build houses, free farms, and free commercial land. They are available to 

nationals only. The figures in Column 13 represent the value of the new grants made 

in each year. They are obtained by multiplying the value of grants per new national by 

the number of new nationals in each year. The latter is obtained as the product of the 

number of nationals (Column 34) and the growth rate of that number (Column 33). 

Column 14 gives the value of new grants per national and in this scenario it is 

calculated by assuming that the government keeps the real value of per-national grants 

fixed at the 2001 level, which is estimated to be $4323, based on historical data for 

several countries. Column 15 is the accumulated value of capital grants to nationals. 

In the projected period the model assumes that there is real capital appreciation of 

1.5% annually. 
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The difference between annual oil revenues and annual contributions to the defence 

budget, non-defence government budget, and new grants and subsidies represents an 

injection or withdrawal from the investment fund (in Column 16). Most of the 

investment fund is invested in safe and stable markets outside the model country. 

Column 17 presents the return from such investment. The figures are based on 

historical data for a model country up to the year 2001; projected data reflect a 1.5% 

real rate of return from investment. Investment returns each year (Column 17) are 

then added to lagged total investment and net injection of residual oil revenues 

(Column 16) to produce the new value of accumulated overseas investment (Column 

18). The starting value of $15 billion in 2001 is a plausible representation of the 

situation in some of the countries of interest. 

Capital Formation and Wealth 

Investments in the country’s physical and human capital help to sustain standards of 

living in the long term, even after oil has been depleted. As shown in Figure 6.3, 

physical and human capital formation may initially be financed mainly by government 

oil revenues, but over time may generate sufficient non-oil economic activities to 

sustain further non-oil financed increases in capital. 

 
 

 

 

 



 Chapter 6: Simulation Model 
 

 

 
213 

Figure 6.3: Capital Accumulation Process 

 

 

 

 

 

 

 

The rate of growth in the physical capital stock of the model country (in Column 19) 

is assumed to be 3.5% per year in 2001, and to decline by 0.01 percentage points per 

year. This reflects the assessment that the model country will not be able to sustain 

this high growth rate indefinitely. The physical capital stock (Column 20) for 2002 is 

obtained as twice the value of non-oil GDP. It includes the cumulative investment by 

the model country on infrastructure, roads, communications, hospitals, domestic 

projects, factories, and equipment. For each subsequent year, the value of the physical 

capital stock is simply the previous year’s value augmented by the net increase (as 

reflected in Column 19). Gross investment in physical capital (Column 21) consists of 

the net growth in the physical capital stock (Column 20) and a depreciation factor of 

5%. This gives, for example, in 2002 a level of gross investment in physical capital 

equal to 8.5% of the 2001 physical capital stock.  

The rate of growth in the human capital stock (Column 22) is estimated at 4% 

annually in 2001. This growth rate is also subject to a gradual decline of 0.02 
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percentage points per year. Human capital (Column 23) represents the cumulative 

investment of the country in the training and education of its own people. It reflects 

past education expenditure on schools, universities, higher education institutions, and 

technical colleges. In addition, the model country sends a large number of its 

graduates overseas to obtain the skills and expertise needed. The historical value of 

the human capital stock in 2002 is assumed to be one-half of the physical capital 

stock, that is, equal to the value of non-oil GDP. Note, however, that the human 

capital stock will have a faster rate of growth than the physical capital stock in the 

projected period. Gross investment in human capital (Column 24) is based on the net 

growth in human capital plus a depreciation factor of 5%. For example, in 2002 the 

level of gross investment in human capital is assumed to be 9% of the value of the 

2001 human capital stock. Gross physical and human capital formation (Column 26) 

is the sum of gross investment in physical capital (Column 21) and gross investment 

in human capital (Column 24). 

Column 27 measures oil funding of physical and human capital formation as a 

percentage of the total funding required. This share is estimated at 65% in 2002 and 

projected to decline by one percentage point annually during the projected period. 

This decline reflects the need for the government to reduce its involvement in physical 

and human capital formation in favour of private capital formation. Total 

contributions by oil revenues to capital formation (Column 28) are obtained by 

multiplying the share (Column 27) by the value of gross capital formation (Column 

26). Private funding of gross capital formation (Column 29) is the difference between 

total capital formation (Column 26) and oil funding (Column 28) and FDI (Column 

25).  
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Foreign direct investment in physical and human capital formation is shown in 

Column 25 as 2.3% of total GDP. This figure is based on a range of historical data. As 

such, FDI is about one-seventh of gross investment in physical and human capital in 

the base year (2001). Column 30 gives the cumulative value of FDI in the model 

country, which is estimated as one-eighth of the total physical and human capital 

stock in 2001. This FDI stock grows in the following years, due to a real rate of net 

return of 1.5%, and to annual new inflows of FDI (Column 25).  

The total wealth of the model country (Column 31) at any point in time is the sum of 

the total value of the oil reserve (Column 7), the total investment fund (Column 18), 

and the human and physical capital stocks (Columns 20 and 23), less the cumulative 

stock of FDI (Column 30).  

Population and Labour Force 

A large percentage (almost one-half) of the population in the model country (Column 

35) are foreign workers and their families; this is typical of some Gulf oil-exporting 

countries. Column 35 shows the sum of the non-national population (Column 32) and 

the national population (Column 34). In this short-horizon scenario, the non-national 

population (Column 32) is assumed to be constant over the projected period. It is 

evident, however, that immigration policy in the model country has a direct impact on 

the total population, and through it on living standards and per capita wealth. 

Therefore, this aspect of the model requires further sensitivity analysis. The rate of 

growth in the citizen population of the country (Column 33) is estimated at 3.85% 

annually. This rate is assumed to decrease by 0.05 percentage points per year in the 

projected period. Column 35 shows total population, including citizens as well as non-
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nationals, while total population growth is shown in Column 36. For simplicity, it is 

assumed that the labour force grows at the same rate as the total population. 

Non-oil Activities and GDP 

The rate of growth in non-oil GDP is shown in Column 37. This growth rate is 

assumed to depend on the rate of growth in human and physical capital and the labour 

force. A Cobb-Douglas production function with constant returns to scale is assumed. 

Thus:  

g GDP = 0.015 + 0.2 g K + 0.3 g H + 0.5 g L  

where g GDP is the rate of growth in real GDP, g K is the rate of growth in physical 

capital, g H is the rate of growth in human capital and g L is the rate of growth in the 

labour force. Total factor productivity growth is assumed to be 1.5% per year. The 

parameters are broadly in line with historical data.  

Non-oil GDP in 2001 is estimated at $17.18 billion. Applying the annual rate of 

growth (Column 37) yields values of non-oil GDP for the projected years 

(Column 40). 

Oil GDP (Column 41) is calculated as the product of annual oil production 

(Column 4) and the sum of oil prices (Column 2) and extraction and maintenance 

costs (Column 5). 

Column 38 shows remittances per non-national. These are the amounts that the 

average non-national sends to relatives overseas. The figure for 2001 is based on 



 Chapter 6: Simulation Model 
 

 

 
217 

representative historical data ($1,274 per non-national). It is assumed that from 2002 

onwards, remittances per non-national are held constant. Column 39 gives total 

remittances for each year. These are calculated by multiplying remittances per non-

national by the number of non-nationals each year. The difference between non-oil 

GDP and remittances is shown in Column 42.  

Consumption and Living Standards 

Public consumption as a percentage of non-oil GDP (Column 43) is assumed to be 

35% in 2002. This percentage is assumed to decrease gradually as oil reserves 

dwindle. A 0.25 percentage point decrease per year is applied in the projected period. 

Column 44 presents public consumption, which is non-oil GDP (Column 40) 

multiplied by the share of public consumption in GDP (Column 43). 

Oil funding as a percentage of public consumption (Column 45) is assumed to be 70% 

in 2002, and to decline by 0.8 percentage points per year. This translates into an 

amount of $4.401 billion in 2002 (Column 46). The remainder of public consumption 

must be paid for by private individuals and companies though taxes and charges 

(Column 47). As oil runs out, private funding of public consumption becomes 

increasingly important. 

Private consumption (Column 48) is calculated by deducting private contributions to 

gross capital formation (Column 29), private contributions to public consumption 

(Column 47), and non-oil defence expenditures (Column 11) from non-oil GDP 

(Column 40), and adding 50% of the oil extraction cost (it is assumed that the private 

sector accounts for about one-half of the extraction and maintenance activities of the 
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oil sector). Private consumption will grow less rapidly than non-oil GDP because 

private contributions to public consumption (tax and levy revenues) and private 

contributions to capital formation (private saving) will both grow. 

Now we can estimate per capita private consumption (Column 49) by dividing private 

consumption (Column 48) by total population (Column 35). Per capita public 

consumption (Column 51) is determined in a similar way; i.e., by dividing public 

consumption (Column 44) by population (Column 35). Further, wealth per capita 

(Column 52) is obtained by dividing total wealth (Column 31) by total population 

(Column 35). Finally, we can calculate private wealth per national (Column 50) by 

dividing the difference between total wealth and accumulated grants by total 

population, and adding to that the quotient of accumulated grants to the number of 

nationals. 

Gross domestic product (GDP) for the model country is given in Column 53. GDP is 

calculated by adding non-oil GDP in Column 40 and oil GDP in Column 41. 

Column 54 indicates the number of years remaining before oil runs out and is 

calculated by dividing the size of the oil reserve by the annual extraction rate. 

6.3 MAIN SCENARIOS  

It is evident that the standard of living in the model country is heavily reliant on oil 

revenues. In recognition of the critical importance of oil resources, three scenarios 

(short-horizon, medium-horizon and long-horizon) are examined below based on 

different levels of oil reserves. For each of these scenarios, alternative adjustment 



 Chapter 6: Simulation Model 
 

 

 
219 

scenarios are also developed to explore possible strategies to sustain the country’s 

standards of living. 

6.3.1 Short-Horizon Scenario 

The short-horizon scenario has already been described in detail in Section 6.2.2 and 

Table 6.1 above. For convenience, Table 6.2 presents a summary of the main 

projections under this scenario. As the last column of the table shows, the country will 

have almost exhausted its oil reserves by 2017. Thereafter it must depend heavily on 

its overseas investment fund, but this will not last much further: indeed it will have 

become negative several years before 2022. 

Projections beyond this point should not be interpreted too literally. Nevertheless, it is 

clear that the country’s wealth will have fallen drastically, through the combined 

effects of decreases in the stock of accumulated overseas investment and increases in 

the stock of accumulated FDI. By the year 2022, the country will have become 

heavily indebted in a net sense with no apparent means of repaying the debt, and 

wealth per capita will have fallen close to zero. The situation then will be very similar 

to the experiences of Nauru in the 1990s (see Chapter 4), which can be seen as a 

collapse in wealth and sustainable income. 
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Table 6.2: Short-Horizon Scenario 

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before 

Year Years C G W W O/s Invt O/s Assets oil finished 

         

2002 0 6108 2700 78.11 79.71 13.28 6.54 16 

2007 5 6768 2894 74.53 76.05 14.14 2.68 11 

2012 10 7366 3094 51.34 52.77 15.91 -1.46 6 

2017 15 8029 3302 29.53 30.88 17.05 -7.56 1 

2022 20 8300 3519 11.07 12.34 -35.89 -67.08 na 

2027 25 9159 3749 -2.40 -1.20 -97.20 -136.56 na 

 

Focusing on the earlier years, for which the projections can be interpreted in a much 

more straightforward fashion, we can see that under the short-horizon scenario (with 

minimal adjustments from the historical status quo) the country changes from a net 

creditor to a net debtor in 10 projected years, and wealth per capita falls by more than 

50% in 15 years. Even if we assume that private (C) and public (G) consumption per 

capita could continue to rise as projected, by the year 2022 (the 20th projected year) 

when the situation is clearly no longer sustainable, C and G per capita will have risen 

by no more than 50%. It should be kept in mind that even these modest increases in 

consumption levels (and therefore living standards) will not be sustainable: as net 

wealth approaches zero and net foreign debt rises to unsustainable proportions, 

adjustments will be forced upon the government and citizens of the model country. 

6.3.2  Short-Horizon Scenario with Adjustments 

Faced with the above disastrous potential outcomes, it can be expected that the model 

country will want to make adjustments in its policies to avoid them. This section will 

analyse the effects of a range of plausible and feasible adjustments that the 

government can make to save the economy of the short-horizon country and sustain 

its standards of living beyond the oil exhaustion year. 
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First, the short-horizon country can extend the lifetime of its oil reserve by reducing 

the annual extraction rate. Here it is assumed that the extraction rate is reduced from 

0.4 billion to 0.3 billion barrels per year. This change extends the lifetime of the oil 

reserve by five years (to the year 2023) and gives the country more time to build up its 

capacity for non-oil economic activities. 

Second, in view of the short remaining life of the oil reserve and the country’s need to 

cut its spending, the oil-financed defence expenditure can be reduced from its initial 

level of 20% of oil GDP to 15% of oil GDP. This step saves significant amounts of 

resources, which can be channelled into the overseas investment fund for the future. 

In the same vein, non-oil-financed defence expenditures can be cut from 4% to 3% of 

non-oil GDP. 

Third, the value of government capital grant per new national can be reduced by 15%. 

Even though this step is politically difficult, it can be implemented by raising 

awareness among nationals that cuts in government expenditure are necessary to 

sustain their standards of living into the future.  

Fourth, the initial rate of annual growth in physical capital investment  (3.5% per 

year) can be reduced at a faster rate (0.02 instead of 0.01 percentage points per year). 

This small deceleration will enable the government to cut spending without unduly 

hampering the country’s growth. Similarly, the initial rate of growth in human capital 

investment (4%) is cut by 0.03 instead of 0.02 percentage points annually.  

Fifth, the government’s contribution by oil funding to physical and capital investment 

can start at a lower percentage: 60% rather than 65% as in the initial “short-horizon” 
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scenario. In addition, this percentage can be reduced at a faster rate: 2% annually 

instead of 1%. This in turn will lessen the government’s role in the economy more 

quickly, with the private sector making up the difference. 

Sixth, effective communication of government policy and increasing public awareness 

of the limited life span of current standards of living will make it possible to reduce 

the number of non-nationals, with nationals filling their places in different 

professions. Taking this into account, the number of non-nationals can be reduced by 

0.75% per year during the projected period. Similarly, nationals of the short-horizon 

country will understand that high population growth will limit their chances of 

sustaining their standards of living; therefore, their annual natural rate of increase  

(3.85%) can be reduced by 0.06 instead of 0.05 percentage points each year. 

Seven, public expenditure can be adjusted down to 30% from 35% of non-oil GDP 

and at the same time the government can reduce this share at a faster rate: 0.35 instead 

of 0.25 percentage points annually. These steps will help the country to gradually 

reduce its public expenditures while not unduly affecting its public consumption. 

Similarly, the government’s contribution to public expenditures can decline more 

rapidly (2.0 instead of 0.8 percentage points as in the initial case). This will enable the 

government to slow down the annual increases in its fiscal budget and involve the 

private sector to a greater extent in paying for government services. 
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Table 6.3: Short-Horizon Scenario with Adjustments 

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before 

Year Years C G W W O/s Invt O/s Assets oil finished 

         

2002 0 6096 2318 79.10 80.68 13.22 6.49 22 

2007 5 6592 2440 82.59 83.98 14.09 3.09 17 

2012 10 7035 2551 66.67 67.83 20.41 4.08 12 

2017 15 7530 2652 53.17 54.12 32.85 9.97 7 

2022 20 8098 2741 42.23 43.03 53.94 23.06 2 

2027 25 8403 2819 34.79 35.47 48.52 9.37 na 

2032 30 9200 2882 32.92 33.50 41.97 -6.87 na 

2037 35 10434 2929 33.10 33.61 42.65 -17.98 na 

 

The main effects of these adjustments are shown in Table 6.3.  Comparing this table 

and Table 6.2, it is immediately clear that the policy adjustments enable the short-

horizon country to sustain its economic viability by at least fifteen additional years, 

and perhaps indefinitely. Without adjustments, per capita wealth (W) will fall by more 

than 50% in 15 years. With adjustments, the decline is much more gradual: less than 

50% in 20 years. Moreover, the adjustments allow the country to accelerate 

development of the non-oil activities, so that W will not fall to zero after oil runs out. 

On the contrary, approximately 10 years after this event, W will begin to rise again. 

Closer examination of per capita private (C) and public (G) consumption reveals that 

the adjustments considered will result in decreases in both C and G compared with the 

no-adjustment scenario. This is to be expected. Indeed, it is clear that reduced current 

consumption is the basic means through which the country can increase saving and 

capital formation, thereby sustaining income and wealth. Without adjustments, C and 

G are expected to rise to peak levels (in 2027) which are, respectively, 50% and 39% 

higher than in 2002, but these will not be sustainable. By contrast, with adjustments, 
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C will by then rise to a level only 38% higher than in 2002, but will continue to rise 

e.g. to a 2037 level which is more than 71% higher than in 2002. 

G will take longer, under the adjustments considered, to catch up with the levels 

which would prevail under the no-adjustment scenario. The basic point remains, 

nevertheless, that the adjustments allow G to continue to grow, eventually past the 

peak (and unsustainable) level achieved under the no-adjustment regime. In short, the 

policy adjustments outlined above help the short-horizon country to sustain its 

standards of living beyond the exhaustion of oil resources. 

6.3.3  Medium-Horizon Scenario 

The medium-horizon country has a larger oil reserve (25 billion barrels) than the 

short-horizon country (6.8 billion barrels). It can sustain its current production of 0.55 

billion barrels per year for 45 years starting from the year 2002. As in the short-

horizon country, 20% of oil GDP in the medium-horizon country goes to the oil 

financed defence budget and 4% of non-oil GDP goes to non-oil financed defence.  

Because it has a large oil reserve, the government of the medium-horizon country can 

afford to raise the value of government capital grant per new national by 1.5% per 

year to keep pace with the 1.5% annual capital appreciation assumed to affect real 

estate assets. 

Similarly, larger oil wealth enables the government in the medium-horizon country to  

fund a higher proportion (75% rather than 65%) of total physical and human capital 

formation at the start of the projection period in 2002. As in the short-horizon country, 

this percentage gradually decreases -- by 1% annually.  
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The medium-horizon country has a long-term growth rate in the number of non-

nationals of 1% per year; this rate decreases by 0.02 percentage points per year as the 

need for non-nationals lessens. Therefore, immigration growth figures will reach zero 

a few years after oil exhaustion in this scenario. This contrasts with the short-horizon 

country where the number of non-nationals is held constant under the no-adjustment 

regime from the beginning of the projection period (the year 2002). In addition, 

remittance per non-national in the medium-horizon country is $1,698, which is 

approximately 25% higher than in the short-horizon country.  

Public consumption is relatively high, at 40% of non-oil GDP at the beginning of the 

projected period, compared with 35% in the short-horizon country; however, this 

proportion is projected to gradually fall by 0.2 percentage points a year (0.25 in the 

short-horizon case). The reason for this is that while the medium-horizon government 

provides many subsidised services, as the date of oil exhaustion becomes closer, the 

government will not be able to sustain such high levels of support. In the same vein, 

oil funding of public consumption also starts high, at 85% of total public consumption 

rather than 70% as in the initial short-horizon scenario, and decreases by 0.5 instead 

of 0.8 percentage points annually. 

From Table 6.4 (columns 1, 2, 7 and 9) we can observe that long  (around 15 years) 

before oil runs out (i.e., in the 30th year even though oil runs out in the 44th year) 

cumulative overseas investment will have become negative, due to the government’s 

need to draw upon the investment fund to cover shortfalls between rapidly increasing 

expenditures and slow-rising revenues. At this point (the year 2032) even though 

considerable oil reserves remain, the country’s economic viability will have become 
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seriously degraded, and wealth per capita will have fallen by more than one-half 

(about 60%). 

  Table 6.4: Medium-Horizon Scenario  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 6653 3080 230.89 232.50 28.34 21.59 44 

2007 5 7347 3318 268.56 270.15 32.16 19.99 39 

2012 10 7968 3582 228.32 229.89 34.96 16.05 34 

2017 15 8685 3877 191.16 192.72 33.43 6.27 29 

2022 20 9514 4210 156.50 158.05 26.48 -10.76 24 

2027 25 10476 4586 123.76 125.30 12.92 -36.58 19 

2032 30 11595 5013 92.31 93.85 -8.44 -72.85 14 

2037 35 12900 5501 61.55 63.09 -38.75 -121.26 9 

2042 40 14426 6060 30.83 32.39 -79.05 -183.45 4 

2047 45 15676 6703 -3.30 -1.72 -164.31 -293.75 na 

2052 50 17782 7445 -28.39 -26.78 -348.69 -505.01 na 

2057 55 20257 8302 -55.03 -53.37 -563.32 -752.19 na 

 

While C per capita will by then be 74%, and G per capita will be 63%, higher than in 

2002, these levels of consumption will be hopelessly unsustainable: the country will 

not have the means to repay the massive debts it will begin to incur.  Clearly 

adjustments will have to be made to ensure living standards can be maintained.   

6.3.4  Medium-Horizon Scenario with Mild Adjustments 

Assuming that there is adequate understanding within the medium-horizon country of 

the predicaments it is facing, certain policy adjustments can be made in an attempt to 

secure the country’s wealth and sustain living standards further into the future.  In this 

section, we consider a set of relatively mild adjustments, which together will not 

impose any major impact on nationals and non-nationals in the near term. 
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The first of the  changes that can be implemented readily is a small reduction in the oil 

extraction rate, from 0.55 billion to 0.5 billion barrels per year. This will enable the 

country to export oil for longer (by four years) than in its original scenario (i.e., the 

medium scenario without adjustments). 

The second readily feasible adjustment is a reduction in oil-financed defence 

expenditures, from 20% to 15% of oil GDP.  Non-oil-financed defence expenditure is 

left unchanged. 

Third, the government can choose to make zero annual adjustment to the value of 

capital grants per new national, instead of the annual 1.5% increase provided in the 

original medium-horizon scenario.  

Fourth, while physical and human capital grow by 3.5% and 4% per year, 

respectively, in the original  medium-horizon scenario (same growth rates as in the 

original short-horizon case) in this mild-adjustment scenario, both growth rates are 

subject to small annual reductions, of 0.01 and 0.018 percentage points, respectively.   

Fifth, while oil funding as a proportion of total capital investment starts at the same 

level as in the no-adjustment case  (i.e., 75%), this proportion will fall by 1.15 rather 

than 1 percentage point annually. 

As shown in Table 6.5, the above mild adjustments will bring improved outcomes.  

Wealth per capita will fall by less initially (only 10% rather than 17% after 15 years).   

More importantly, reductions in government expenditures allow cumulative overseas 

investment to continue to grow, until around the 50th projection year.  By contrast, 

recall that in the original medium-horizon case, cumulative overseas investment turns 
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negative in the 30th year (Year 2032), i.e. 14 years before oil reserves are exhausted. 

The growth in overseas investment assets means that after 60 years, in 2062 wealth 

per capita eventually stabilises at around 28% of the original (Year 2002) level, before 

rising again.  At this time, C per capita is 2.8 times and G per capita is 2.3 times the 

original level.  

 

Table 6.5: Medium-Horizon Scenario with Mild 
Adjustments  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before 

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 6478 2888 231.62 233.22 29.09 22.34 49 

2007 5 7030 3079 274.14 275.71 38.23 26.29 44 

2012 10 7496 3284 239.12 240.65 50.42 32.01 39 

2017 15 8027 3503 207.94 209.43 64.05 37.72 34 

2022 20 8634 3739 180.26 181.70 80.14 44.15 29 

2027 25 9330 3994 155.73 157.12 100.14 52.42 24 

2032 30 10132 4271 134.08 135.43 126.05 64.10 19 

2037 35 11059 4572 115.05 116.36 160.49 81.39 14 

2042 40 12135 4899 98.47 99.75 206.86 107.12 9 

2047 45 13388 5257 84.22 85.49 269.38 144.92 4 

2052 50 14358 5647 69.68 70.94 305.91 153.73 na 

2057 55 16064 6070 65.53 66.79 285.89 103.55 na 

2062 60 18061 6528 64.37 65.65 280.19 62.01  

2067 65 20499 7023 66.68 68.00 294.23 33.66  

 

While the above situation is a distinct improvement upon the medium-horizon 

scenario without adjustments, it is possible that with rising foreign debt levels and, 

correspondingly, declining net overseas investment, the country may begin to 

experience problems further into the future.  We thus turn to a set of stronger 

adjustments. 
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6.3.5  Medium-Horizon Scenario with Strong Adjustments 

This scenario is characterised by a set of stronger but still feasible adjustments. These 

require the government to be firmer in dealing with the problems and to act earlier 

rather than later.  In this case, public support is critical, as both nationals and non-

nationals will be immediately affected by the changes.   

A key difference is a faster rate of reduction in the oil funding provided to physical 

and human capital investment.  The proportion of such funding to the total amount of 

investment required is reduced by 1.50 instead of 1.15 percentage points annually. A 

second major adjustment is a faster drop in the growth rate of non-nationals (by 

means of firmer government policies):  0.05 instead of 0.02 percentage points  

annually. Finally, the share of public consumption, which starts at 37.5% of non-oil 

GDP, is subject to an annual drop of 0.50 rather than 0.25 percentage points.   

As can be seen from Table 6.6, the stronger adjustments result in a stronger economy 

in the longer term.  Initially, wealth per capita will fall by less – by only 8% in 15 

years, compared to 17% and 10% in the no-adjustment and the mild-adjustment 

scenarios, respectively). Moreover, as the country advances into the future, 

cumulative overseas investment and net overseas assets will increase faster than in the 

earlier scenarios.  Wealth per capita will stabilise at around 43% of the original level 

by the 55th year (Year 2057), and then begin to rise. After 60 years C per capita is 2.9 

times and G per capita is 2.0 times the original level.  Compared with the results for 

the medium-horizon scenario with mild adjustments (C per capita is 2.8 times and G 

per capita is 2.3 times higher), C per capita is higher in the strong-adjustment case but 
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G per capita is lower, because of the expanded role of the private sector in the 

economy. 

 

Table 6.6: Medium-Horizon Scenario with Strong 
Adjustments  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 6478 2888 231.64 233.25 29.09 22.34 49 

2007 5 7033 2976 275.06 276.63 39.14 27.20 44 

2012 10 7531 3059 241.85 243.36 54.20 35.80 39 

2017 15 8125 3132 213.13 214.57 73.38 47.07 34 

2022 20 8831 3192 188.40 189.76 98.48 62.56 29 

2027 25 9659 3232 166.94 168.24 131.80 84.20 24 

2032 30 10633 3245 148.59 149.82 176.15 114.43 19 

2037 35 11786 3224 133.29 134.47 234.97 156.22 14 

2042 40 12844 3612 120.59 121.74 310.10 210.87 9 

2047 45 14032 4059 110.29 111.41 404.69 280.96 4 

2052 50 14862 4575 99.91 101.02 477.17 325.96 na 

2057 55 16657 5173 99.82 100.93 492.38 311.30 na 

2062 60 18701 5870 101.92 103.05 516.50 299.92  

2067 65 21122 6685 106.64 107.81 553.19 294.64  

 

6.3.6  Long-Horizon Scenario 

The long-horizon country is the richest in terms of oil reserves among the three 

simulation countries. The projections demonstrate how even a country so rich in oil 

reserves will deplete its wealth if there is no change in current government policies. 

The long-horizon country starts with a 100 billion barrel reserve in 1981 (84.67 

billion barrels in 2002) and with a sustained extraction rate of 0.73 billion barrels a 

year that will last beyond the year 2100. 
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Because of its large annual oil revenues, this country does not need to spend the same 

proportion (20%) of oil GDP as the medium-horizon country on oil financed defence 

expenditure; indeed, based on historical data, only 10% of its oil GDP annually goes 

to the defence budget and 4% of its non-oil GDP goes to the non-oil financed defence 

expenditures (the same as in the medium-horizon scenario).   

Similar to the medium-horizon country, this long-horizon country will have a 1.5% 

adjustment to annual capital grants to new nationals for the projected period up to the 

year 2100. Moreover, the physical and human capital annual growth rates will be 

maintained at 3.5% and 4% respectively (as in the medium-horizon scenario). At the 

beginning of the projected period in 2002, the long-horizon government will cover 

most of these investments (at 75%, just as in the medium-horizon case), and this 

proportion will decline at a slower rate (0.5 rather than 1.0 percentage points 

annually) than in the medium horizon case, to reach about 26% of total investment in 

2100. 

The rate of growth in the non-national population in the long-horizon country is 

higher than in the other scenarios due to the country’s greater wealth and relaxed 

government policies: it is projected at 2% annually (1% in the medium horizon case). 

Just like in the previous scenario, this growth rate is assumed to decrease by 0.02 

percentage points annually; therefore, it will fall to near-zero by the year 2100. The 

growth rate of the national population is unchanged at 3.85%.  

As with the medium-horizon country, 40% of non-oil GDP in the long-horizon 

country goes to public consumption. However, the annual decline in this proportion is 

slower: 0.15 compared with 0.2 percentage points. The ratio will reach about 25% 
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toward the end of the projected period. Oil funding for public consumption starts at 

85%, but declines by 0.5 percentage points per year (both figures are the same as in 

the medium-horizon case). The share of oil funding will fall to 36% in the year 2100. 

  Table 6.7: Long-Horizon Scenario   

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 8016 3617 811.51 813.13 241.10 233.15 116 

2007 5 8780 3883 990.85 992.50 283.10 268.39 111 

2012 10 9432 4180 898.68 900.36 327.66 304.50 106 

2017 15 10190 4510 816.58 818.30 369.65 336.15 101 

2022 20 11066 4880 743.17 744.92 407.16 361.01 96 

2027 25 12076 5295 677.18 678.97 437.87 376.26 91 

2032 30 13239 5761 617.49 619.33 459.05 378.55 86 

2037 35 14580 6287 563.08 564.97 467.48 363.93 81 

2042 40 16128 6882 513.02 514.96 459.45 327.82 76 

2047 45 17917 7556 466.46 468.45 430.74 264.91 71 

2052 50 19988 8322 422.57 424.64 376.60 169.18 66 

2057 55 22393 9195 380.60 382.74 291.80 33.86 61 

2062 60 25192 10193 339.80 342.02 170.61 -148.60 56 

2067 65 28459 11336 299.41 301.72 6.91 -386.50 51 

2072 70 32282 12648 258.67 261.08 -205.73 -688.84 46 

2077 75 36770 14159 216.80 219.32 -473.92 -1065.28 41 

2082 80 42053 15902 172.95 175.59 -804.25 -1525.95 36 

2087 85 48292 17920 126.22 128.99 -1203.03 -2081.36 31 

2092 90 55680 20260 75.62 78.55 -1676.00 -2742.12 26 

2097 95 64457 22982 20.10 23.20 -2227.94 -3518.65 21 

 

The projections in Table 6.7 show how a country rich in oil resources can be 

transformed from richness to bankruptcy if it continues to manage its resources in an 

unsustainable way. From the table, it can be seen that wealth per capita falls by about 

one-half in 50 years, and even 46 years before the oil runs out (i.e. in 2072, or the 70th 

year), cumulative overseas investment will have become negative. Even though C per 
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capita by then will have become 4 times and G per capita 3.5 times the original level, 

they will not be sustainable, as wealth per capita approaches zero and net debt reaches 

disproportionate levels. 

6.3.7  Long-Horizon Scenario with Mild Adjustments 

To avoid the above economic collapse, the long-horizon country could adopt a 

number of policy adjustments. The following is a set of mild adjustments that can 

readily be made. 

First, the country could adopt a faster extraction rate (1 billion barrels instead of 0.73 

billion barrels annually) to gain more revenues and invest in its overseas fund. 

Second, the initial rates of growth in physical and human capital (3.5% and 4% per 

year respectively, just as in the short-horizon and medium-horizon cases), could be 

reduced by 0.01 and 0.015 percentage points respectively instead of being held 

constant. 

Third, the initial share of oil funding in total capital investment (75%) could be 

reduced by 0.75 instead of 0.5 percentage points per year as in the no-change case.  

Fourth, public consumption could start at 37.5% of non-oil GDP at the beginning of 

the period instead of 40% as in the unadjusted long-horizon scenario, and could be 

subject to an annual reduction rate of 0.175 instead of 0.15 percentage points. 

However, this decrease is halted when public consumption reaches 25% of non-oil 

GDP.  
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Finally, the contribution of oil funding to public consumption could start from 80% 

rather than 85%, and could be reduced by 0.5 percentage points annually, instead of 

being held constant. 

The results of these changes are shown in Table 6.8. With mild adjustments, wealth 

per capita will fall more slowly: by only 43% in 50 years compared with 52% in the 

no adjustment case. Moreover, wealth per capita will stabilise after about 95 years at 

around 40% of its original level and will rise again. While these outcomes are clearly 

an improvement over the long-horizon scenario with no adjustment, it might be 

possible there is scope for further enhancing living standards. Therefore, a stronger set 

of adjustments will be examined in the next section. 
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 Table 6.8: Long-Horizon Scenario with Mild Adjustments  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 7880 3391 811.87 813.49 241.96 234.00 116 

2007 5 8925 3619 994.67 996.31 310.13 294.67 80 

2012 10 9447 3865 902.57 904.25 402.25 376.97 75 

2017 15 10055 4132 821.35 823.07 502.73 465.54 70 

2022 20 10757 4421 749.67 751.42 612.17 560.57 65 

2027 25 11561 4734 686.35 688.14 731.40 662.40 60 

2032 30 12479 5075 630.37 632.21 861.50 771.51 55 

2037 35 13526 5446 580.86 582.74 1003.94 888.70 50 

2042 40 14718 5852 537.05 538.99 1160.67 1015.08 45 

2047 45 16077 6294 498.30 500.30 1334.28 1152.29 40 

2052 50 17625 6779 464.08 466.14 1528.09 1302.54 35 

2057 55 19391 7309 433.94 436.08 1746.43 1468.85 30 

2062 60 21410 7891 407.54 409.76 1994.71 1655.16 25 

2067 65 23722 8529 384.62 386.92 2279.74 1866.53 20 

2072 70 26375 9230 365.00 367.40 2609.88 2109.36 15 

2077 75 29230 10257 348.47 350.98 2993.65 2389.96 10 

2082 80 32387 11539 334.77 337.41 3439.83 2714.56 5 

2087 85 35566 13013 320.55 323.33 3917.17 3050.62 na 

2092 90 39235 14712 315.57 318.50 4058.38 3040.47 na 

2097 95 43826 16674 318.98 322.08 4240.95 3046.21 na 

 

 

6.3.8  Long-Horizon Scenario with Strong Adjustments 

This section introduces stronger adjustments to the long-horizon scenario (Section 

6.3.6); these adjustments include deeper and faster reductions in oil funded 

expenditures and tougher immigration policies. Therefore, political support will be 

crucial. 
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First, it is assumed that the government will return the extraction rate to the same 

level as in the original long-horizon scenario (0.73 billion barrels per year) and will 

have an even softer policy on the reduction of physical and human capital growth 

rates at 0.005 and 0.01 percentage points respectively. Compared with 0.01 and 0.015 

percentage points in the long-horizon case with mild adjustments and no reduction in 

the original long-horizon scenario with no adjustments. The purpose is to assist the 

country in building its infrastructure and investing in its human resources. 

The firmer policy comes in the oil funding for investment in capital, with the initial 

contribution of 75% being reduced by 1.0 percentage points, rather than 0.75 or 0.5 

percentage points as in the previous scenarios. The second main policy change is a 

reduction in population growth. The rate of growth in the non-nationals population is 

now reduced by 0.1 instead of 0.02 percentage points annually. Similarly, the rate of 

growth in the nationals population is now reduced by 0.05 instead of 0.035 percentage 

points as in the no-change scenario. 

The final policy adjustment is in the public consumption area. Under this scenario, the 

ratio of public consumption to non-oil GDP (40% initially) declines at a faster rate  

(0.25 instead of 0.175 or 0.15 percentage points annually as in the mild-adjustment 

and no-adjustment cases), until it reaches 25% of non-oil GDP. Moreover, the oil 

funding contribution to public consumption (85% initially) decreases more rapidly (by 

1 instead of 0.75 or 0.5 percentage points annually as in the mild-adjustment or no-

adjustment cases). 

These changes result in better outcomes than the long-horizon scenario with mild 

adjustments. Table 6.9 shows how tougher government policies from the beginning 
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will have a major impact on living standards in the long term. With strong 

adjustments, wealth per capita falls by only 20% in the first 50 years (compared to 

43% in the long-horizon scenario with mild adjustments and 52% with no 

adjustments). The country will be able to stabilise its declining wealth per capita 61 

years before oil runs out: in 2057 wealth per capita will be at around 80% of the 

original level, and will start to rise again. Stricter government policy will not 

necessarily harm consumption growth. In 2057 (the 55th year) C per capita is 2.7 times 

and G per capita is 2.3 times the original level.  

 Table 6.9: Long-Horizon Scenario with Strong Adjustments  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 8018 3617 811.82 813.44 241.11 233.15 116 

2007 5 8674 3846 999.20 1000.83 284.84 270.13 111 

2012 10 9249 4110 922.45 924.08 335.19 312.08 106 

2017 15 9957 4412 861.05 862.67 389.22 355.87 101 

2022 20 10805 4756 811.94 813.52 447.80 402.04 96 

2027 25 11778 5134 769.65 771.19 512.15 451.37 91 

2032 30 12889 5546 733.10 734.61 583.85 504.94 86 

2037 35 14166 5998 702.57 704.08 665.09 564.35 81 

2042 40 15643 6499 678.31 679.81 758.82 631.86 76 

2047 45 17363 7053 660.54 662.05 868.91 710.55 71 

2052 50 19373 7669 649.60 651.14 1000.33 804.47 66 

2057 55 21733 8354 645.99 647.57 1159.34 918.82 61 

2062 60 24531 9099 647.42 649.05 1351.68 1058.15 56 

2067 65 27239 10394 650.46 652.15 1585.59 1229.20 51 

2072 70 30209 11860 655.71 657.45 1870.69 1439.85 46 

2077 75 33460 13518 664.17 665.97 2221.17 1702.17 41 

2082 80 37382 15390 676.17 678.02 2647.84 2024.54 36 

2087 85 41816 17502 691.45 693.37 3158.31 2411.70 31 

2092 90 47713 19882 708.22 710.20 3747.32 2854.98 26 

2097 95 54390 22561 724.79 726.82 4409.14 3344.71 21 

 



 Chapter 6: Simulation Model 
 

 

 
238 

6.4 SENSITIVITY ANALYSIS 

Sensitivity analysis will experiment with changes in a number of key factors, one at a 

time, using the medium-horizon scenario with strong adjustments (see Section 6.3.5) 

as the starting point. The simulations will show how significant these changes are on 

the standards of living. 

6.4.1  Faster Extraction 

With a faster extraction rate (1 billion instead of 0.5 billion barrels per year), oil will 

be exhausted in 2029 instead of 2051. Table 6.10 below shows the differences in 

percentages between the medium-horizon scenario with strong adjustments and the 

same scenario but with faster extraction. From the table, we can see that with a faster 

extraction rate the country will be able to sell more oil and increase its investment. 

However, this is offset by the decreases in oil reserves so that the net impact on 

wealth per capita is largely negative. 
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  Table 6.10: Effects of Faster Extraction  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 49 

2007 5 9.75% 0.00% 0.56% 0.56% 88.38% 122.09% 21 

2012 10 8.50% 0.00% -1.99% -1.98% 184.02% 267.57% 16 

2017 15 7.43% 0.00% -5.05% -5.02% 238.77% 357.49% 11 

2022 20 6.50% 0.00% -8.73% -8.67% 266.24% 402.65% 6 

2027 25 5.70% 0.00% -13.16% -13.06% 274.70% 413.16% 1 

2032 30 -5.00% 0.00% -12.57% -12.46% 192.02% 283.97% na 

2037 35 -4.39% 0.00% -10.02% -9.93% 115.36% 166.62% na 

2042 40 -3.96% 0.00% -6.75% -6.69% 61.60% 86.88% na 

2047 45 -3.60% 0.00% -2.64% -2.61% 23.86% 32.82% na 

2052 50 0.00% 0.00% 5.15% 5.09% 6.95% 9.55% na 

2057 55 0.00% 0.00% 5.29% 5.23% 7.26% 10.77% na 

2062 60 0.00% 0.00% 5.37% 5.31% 7.45% 12.05%  

2067 65 0.00% 0.00% 5.38% 5.32% 7.50% 13.21%  

 

 

6.4.2  Zero Oil Price Increase 

It is obvious that if oil prices fail to rise as projected, oil revenues will be less, and 

there will be less funding available to finance consumption and investment. The 

impact on consumption is relatively mild but the effects on long-term wealth per 

capital are very large (Table 6.11).  
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  Table 6.11: Effects of Zero Oil Price Increase 
 

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 49 

2007 5 -0.30% 0.00% -4.23% -4.21% -2.85% -3.96% 44 

2012 10 -0.70% 0.00% -11.03% -10.96% -12.97% -18.97% 39 

2017 15 -0.97% 0.00% -17.56% -17.44% -25.48% -38.34% 34 

2022 20 -1.16% 0.00% -23.85% -23.68% -37.52% -57.03% 29 

2027 25 -1.27% 0.00% -29.89% -29.66% -47.61% -71.96% 24 

2032 30 -1.33% 0.00% -35.60% -35.31% -55.15% -81.98% 19 

2037 35 -1.36% 0.00% -40.80% -40.44% -60.15% -87.36% 14 

2042 40 -1.38% 0.00% -45.35% -44.93% -63.40% -90.02% 9 

2047 45 -1.39% 0.00% -49.04% -48.55% -65.34% -90.87% 4 

2052 50 0.00% 0.00% -51.31% -50.75% -67.31% -95.14% na 

2057 55 0.00% 0.00% -52.71% -52.13% -70.27% -107.33% na 

2062 60 0.00% 0.00% -53.53% -52.94% -72.17% -120.01%  

2067 65 0.00% 0.00% -53.60% -53.02% -72.59% -131.60%  

 

 

6.4.3  Zero Return on Overseas Investments 

While neither C nor G is affected by zero returns on overseas investments, wealth per 

capita will be substantially less than in the case of normal returns (1.5% per year). 

These results are consistent with the experiences of Nauru and illustrate the 

importance of investing surplus oil revenues wisely and securely (Table 6.12). 
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 Table 6.12: Effects of Zero Return on Overseas Investment  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 0.00% 0.00% -0.08% -0.08% -1.55% -2.01% 49 

2007 5 0.00% 0.00% -0.39% -0.39% -7.29% -10.49% 44 

2012 10 0.00% 0.00% -0.86% -0.85% -11.48% -17.37% 39 

2017 15 0.00% 0.00% -1.51% -1.50% -14.76% -23.01% 34 

2022 20 0.00% 0.00% -2.42% -2.40% -17.31% -27.25% 29 

2027 25 0.00% 0.00% -3.68% -3.65% -19.25% -30.13% 24 

2032 30 0.00% 0.00% -5.42% -5.37% -20.73% -31.91% 19 

2037 35 0.00% 0.00% -7.81% -7.74% -21.87% -32.90% 14 

2042 40 0.00% 0.00% -11.07% -10.96% -22.95% -33.75% 9 

2047 45 0.00% 0.00% -15.43% -15.28% -24.00% -34.57% 4 

2052 50 0.00% 0.00% -21.60% -21.36% -27.36% -40.05% na 

2057 55 0.00% 0.00% -26.31% -26.02% -33.87% -53.57% na 

2062 60 0.00% 0.00% -30.39% -30.06% -39.56% -68.13%  

2067 65 0.00% 0.00% -33.74% -33.38% -44.13% -82.85%  

 

6.4.4  Zero Total Factor Productivity (TFP) Growth 

If total factor productivity fails to grow as projected (by 1.5% per year) this will 

eventually have a big impact on the growth in non-oil GDP and on private 

consumption per capita, which will be almost 50% lower than in the base scenario by 

2032. The relatively small increase in wealth per capita can be explained by the fact 

that as non-oil GDP grows more slowly the country needs to import less foreign 

capital, thus the cumulative value of FDI will be less than in the base scenario. 
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  Table 6.13: Effects of Zero TFP Growth  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 -1.25% 0.00% -0.12% -0.12% 0.00% 0.43% 49 

2007 5 -9.45% 0.00% -0.09% -0.09% 0.00% 0.89% 44 

2012 10 -17.64% 0.00% -0.06% -0.06% 0.00% 1.78% 39 

2017 15 -25.68% 0.00% 0.01% 0.01% 0.00% 2.95% 34 

2022 20 -33.45% 0.00% 0.15% 0.15% 0.00% 4.21% 29 

2027 25 -40.87% 0.00% 0.40% 0.39% 0.00% 5.41% 24 

2032 30 -47.83% 0.00% 0.77% 0.77% 0.00% 6.43% 19 

2037 35 -54.27% 0.00% 1.34% 1.33% 0.00% 7.25% 14 

2042 40 -61.57% 0.00% 2.15% 2.13% 0.00% 7.95% 9 

2047 45 -68.85% 0.00% 3.28% 3.25% 0.00% 8.57% 4 

2052 50 -78.74% 0.00% 4.92% 4.87% 0.00% 10.34% na 

2057 55 -84.59% 0.00% 6.56% 6.49% 0.00% 14.84% na 

2062 60 -90.33% 0.00% 8.45% 8.36% 0.00% 20.72%  

2067 65 -95.61% 0.00% 10.52% 10.40% 0.00% 27.91%  

 

6.4.5  K and H Grow at Same Rate as Population 

If physical and human capital were to grow at the same rate as the population (and 

labour force) there would be no capital deepening, and labour productivity as well as 

non-oil GDP would grow more slowly. The impact of this on consumption (c) per 

capita is similar to (but milder than) the case of zero TFP growth: in 2032 C per capita 

will be 13% lower than in the base scenario. While cumulative FDI will be less, the 

capital stocks will also be smaller than in the base scenario, and the net effect on 

wealth are negative (Table 6.14). 

 



 Chapter 6: Simulation Model 
 

 

 
243 

  

Table 6.14: Effects of K and H Growing at 
Same Rate as Population   

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 2.50% 0.00% -0.04% -0.04% 0.00% 0.15% 49 

2007 5 0.77% 0.00% -0.44% -0.44% 0.00% 0.32% 44 

2012 10 -1.32% 0.00% -1.03% -1.02% 0.00% 0.68% 39 

2017 15 -3.79% 0.00% -1.84% -1.83% 0.00% 1.17% 34 

2022 20 -6.65% 0.00% -2.95% -2.93% 0.00% 1.75% 29 

2027 25 -9.86% 0.00% -4.40% -4.37% 0.00% 2.34% 24 

2032 30 -13.22% 0.00% -6.28% -6.23% 0.00% 2.89% 19 

2037 35 -16.72% 0.00% -8.66% -8.58% 0.00% 3.38% 14 

2042 40 -20.84% 0.00% -11.65% -11.54% 0.00% 3.84% 9 

2047 45 -25.34% 0.00% -15.32% -15.16% 0.00% 4.28% 4 

2052 50 -31.30% 0.00% -20.18% -19.96% 0.00% 5.34% na 

2057 55 -36.09% 0.00% -23.97% -23.71% 0.00% 7.92% na 

2062 60 -41.15% 0.00% -27.74% -27.44% 0.00% 11.43%  

2067 65 -46.30% 0.00% -31.24% -30.91% 0.00% 15.90%  

 

6.4.6  Remittances Rise by 1.5% 

The last sensitivity analysis is about a change to remittances (Table 6.15). While guest 

workers’ remittances represent an issue of considerable interest to commentators in 

the GCC countries, the simulation results suggest that remittances mainly affect 

current consumption only. As such, they do not have a major impact on investment, 

productivity and wealth per capita in the long term. 
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 Table 6.15: Effects of Remittances Rising by 1.5%  

 Elapsed Per cap Per cap Per cap Per national Cum Net Yrs before

Year Years C G W W O/s Invt O/s Assets oil finished

         

2002 0 -0.15% 0.00% 0.00% 0.00% 0.00% 0.00% 49 

2007 5 -0.77% 0.00% 0.00% 0.00% 0.00% 0.00% 44 

2012 10 -1.24% 0.00% 0.00% 0.00% 0.00% 0.00% 39 

2017 15 -1.57% 0.00% 0.00% 0.00% 0.00% 0.00% 34 

2022 20 -1.78% 0.00% 0.00% 0.00% 0.00% 0.00% 29 

2027 25 -1.90% 0.00% 0.00% 0.00% 0.00% 0.00% 24 

2032 30 -1.95% 0.00% 0.00% 0.00% 0.00% 0.00% 19 

2037 35 -1.96% 0.00% 0.00% 0.00% 0.00% 0.00% 14 

2042 40 -1.97% 0.00% 0.00% 0.00% 0.00% 0.00% 9 

2047 45 -1.97% 0.00% 0.00% 0.00% 0.00% 0.00% 4 

2052 50 -2.03% 0.00% 0.00% 0.00% 0.00% 0.00% na 

2057 55 -1.98% 0.00% 0.00% 0.00% 0.00% 0.00% na 

2062 60 -1.93% 0.00% 0.00% 0.00% 0.00% 0.00%  

2067 65 -1.87% 0.00% 0.00% 0.00% 0.00% 0.00%  

 

6.5 CHAPTER SUMMARY 

This chapter started with a simple, schematic model that describes how oil revenues in 

a representative GCC country are allocated among private consumption, public 

consumption, physical investment, human capital and overseas investment. Specifying 

these relationships in greater detail and utilising historical data and information from 

various sources, a numerical simulation model was developed to gain an 

understanding of how oil depletion, growth in non-oil economic activities and 

demographic changes interact with one another, and their net effects on wealth and 

consumption. 

The scenarios analysed in section 6.3 demonstrated that no matter how big are their 

oil reserves, the countries will have to face severe deteriorations in their wealth and 
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living standards if current and historical trends continue into the long term. In all 

plausible cases, wealth per capita are projected to fall continuously, and in some cases 

to become negative long before oil is exhausted. The experiences of Nauru serve as a 

reminder that such an outcome is not far-fetched; rather it is quite likely to occur. 

In each case, plausible and feasible sets of policy adjustments are considered. The 

simulations show that, if there adjustments are implemented early enough, the 

economic bankruptcy outcome mentioned above can be avoided. Essentially, the 

policy adjustments work by, reducing current consumption, and increasing 

investment, thus allowing physical and human capital stocks, as well as the net stock 

of assets held overseas, to grow more rapidly. In time, these assets will grow to the 

point where they can replace oil reserve as the main source of income, and on a 

sustainable basis. 

Section 6.4 reported the results of a range of sensitivity analysis experiments. It would 

appear that the most serious challenges to these countries in their efforts to maintain 

high standards of living in the long term are of two main types. First, external factors 

that might depress oil prices or the rate of returns on overseas investment could have a 

major impact on wealth per capita (and ultimately, on consumption). Second, internal 

or external factors that might reduce investment in physical and human capital, or 

might reduce technical progress as measured by multifactor productivity growth, 

would have an adverse effect on the growth of non-oil GDP, and consequently of 

consumption. 
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CHAPTER 7 
 

OPINION SURVEY 
 

 

7.1   INTRODUCTION 

In previous chapters, we have gained an understanding of the seriousness of some of 

the problems likely to confront GCC countries in the long term. In particular, from 

Chapter 6 it is clear that significant policy adjustments will be required to avoid the 

deleterious effects that will be experienced as oil is depleted over the coming decades. 

What is not clear, however, is whether there is sufficient political support for such 

policy adjustments to be made in a timely fashion. 

This survey was conducted in order to gauge public awareness of the issues considered 

in the preceding chapters, and to obtain an indication of whether the necessary 

adjustments are likely to be acceptable to residents (especially nationals) of these 

countries. The survey was carried out in 2004 in four GCC countries. The questions 

asked were of five main groups. The first group endeavoured to elicit personal 

information; the second canvassed opinions and attitudes regarding oil resources; the 

third covered the economic development of the selected countries; the fourth dealt with 

population policy; and the fifth focused on standards of living. Correspondingly, the 

main sections (7.2 to 7.6) in this chapter analyse the responses to these five groups of 

questions. The last section, Section 7.7, summarises the chapter and is followed by an 

Appendix containing the survey questionnaire instrument. 
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7.2  PROFILE OF RESPONDENTS 

Participants were selected from Saudi Arabia, the UAE, Oman, and Kuwait. Nationals 

of these countries as well as foreign workers were surveyed. Participants were 

randomly selected from both the government and private sectors. Organisations 

employing respondents included: government bodies; semi-government bodies; 

government investment funds; oil companies; universities and research organisations; 

and private businesses. Private individuals were also selected.  

The method of selection used was a ‘snowballing’ process, wherein some potential 

participants were initially recruited, briefed of the research project’s purposes and main 

features, and then invited to participate. After this, each potential participant was left 

with a questionnaire together with a cover letter; this was to allow them adequate time 

and space to consider whether they wished to participate in the study. Those choosing 

to participate were then requested to forward questionnaires to other potential 

participants, or to nominate such persons.   

Altogether, 600 questionnaire forms were distributed, and 422 responses were 

received, giving a response rate of 70.3%.  The fact that many invitees were nominated 

by people who had chosen to participate in the survey themselves probably helped to 

make the response rate higher than usual.  The make-up of the respondent sample was 

as follows. The 422 respondents resided in four GCC countries, each of which 

accounted for about one-quarter of the sample (see Table 7.1). 
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Table 7.1: Country of Residence 
  Frequency Percent 
 Saudi Arabia 93 22.0 

 UAE 110 26.1 
 Oman 116 27.5 
 Kuwait 103 24.4 
 Total 422 100.0 

 

Table 7.2 displays the distribution according to country of nationality. Of the 

respondents providing valid responses, 67.1% were GCC nationals. Within the 

remaining one-third or so of the sample, all of whom were guest workers, the largest 

sub-group comprised non-GCC Arab nationalities, with about 16.2% of valid 

responses, followed by Indian sub-continent nationalities (10.3%). Nationals from 

OECD countries, including the UK, US, Canada, Germany, and Australia, accounted 

for 4.2% of the valid responses. 

While only 33% of the respondents were non-nationals of their country of domicile, 

the ratio of non-nationals to total population was actually far higher than this in the 

surveyed countries. In Section 5.3, for example, we saw that foreign workers and their 

families account for 85% or more of the total population in some GCC countries.  In 

addition, it is clear that non-nationals who are of Indian subcontinent nationalities are 

under-represented in the present sample, in that they generally account for far larger 

proportions of the total population than their current share of the survey sample might 

suggest.   

This was not a result of any intentional decision to place more emphasis on any 

particular groups in each country.  It is more likely that the snowballing approach and 

the reluctance of many non-nationals to engage in discussions of a sensitive nature 

have been the main causes for this outcome.  In any case, in interpreting the results, we 

shall need to keep in mind that the survey sample was more representative of the views 
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of GCC nationals than of all GCC residents, and also less representative of the views 

of non-nationals from the Indian subcontinent than of other non-nationals and of 

nationals. 

Table 7.2: Country of Nationality 
  Frequency Percent Valid Percent

Saudi Arabia 46 10.9 11.7 
UAE 56 13.3 14.3 

Oman 90 21.3 23 

Kuwait 71 16.8 18.1 

GCC subtotal 263 62.3 67.1 

Egypt 29 6.9 7.4 

Jordan 7 1.7 1.8 

Lebanon 5 1.2 1.3 

Sudan 11 2.6 2.8 

Yemen 2 0.5 0.5 

Palestine 1 0.2 0.3 

Syria 7 1.7 1.8 
Algeria 1 0.2 0.3 

Non-GCC 
Middle East 

63 15 16.2 

India 30 7.1 7.7 

Pakistan 8 1.9 2 

Bangladesh 1 0.2 0.3 

Sri Lanka 1 0.2 0.3 

India sub. 40 9.4 10.3 

UK 7 1.7 1.8 

Canada 4 0.9 1 
USA 3 0.7 0.8 

Germany 1 0.2 0.3 

Australia 1 0.2 0.3 

OECD 16 3.7 4.2 

Philippines 6 1.4 1.5 

Turkey 2 0.5 0.5 

South Africa 1 0.2 0.3 
Nigeria 1 0.2 0.3 
Others 10 2.3 2.6 

Sub-total 392 92.7 100 
No response 30 7.1  

Total 422 100  
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An overwhelming majority (76.9%) of respondents were males. This reflects the fact 

that local culture and customs made it easier to approach males than females to ask for 

their opinions.  

As Table 7.3 shows, more than 70% of respondents were under 40 years of age. This 

indicates that the sample was relatively youthful, in that most of the respondents could 

expect to still be alive in 25 years, when many of the issues discussed are likely to 

become critical. 

Table 7.3: Age Group 
 Frequency Percent Valid Percent Cumulative 

Percent 
Up to 29 148 35.1 35.7 35.7 

30-39 145 34.4 35.0 70.8 
40-49 82 19.4 19.8 90.6 

50 and above 39 9.2 9.4 100.0 
Total 414 98.1 100.0  

No response 8 1.9   
Total 422 100.0   

 

Most respondents (both nationals and non-nationals) were well educated: almost 90% 

of respondents held tertiary diplomas or higher qualifications (see Table 7.4).  This is 

far higher than the tertiary-education enrolment rates, which are usually in the range of 

10%-20% (see Chapter 2). Again, this outcome was not the result of any intention to 

bias the sample toward well-educated residents, but of the snowballing approach and 

the reluctance of many less well-educated invitees to participate.  In any case, this 

indicates that the sample is unlikely to reflect the views of unskilled residents, 

particularly unskilled foreign workers.   
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Table 7.4: Level of Education 

 Frequency Percent Valid Percent

High school 45 10.7 10.7 
Tertiary diploma 42 10.0 10.0 
Bachelor degree 210 49.8 49.9 

Post-graduate 124 29.4 29.5 
Total 421 99.8 100.0 

No response 1 .2  
Total 422 100.0  

 

More than 60% of respondents had travelled and resided abroad, for periods ranging 

from less than one year to longer than four years, for training or education purposes 

(Table 7.5). This is an indicator of the exposure of the respondents to broader sources 

of information and, indirectly, their potential openness to attitudinal changes. 

Table 7.5: Travelling Abroad for Training or Education 
  Frequency Percent Valid Percent

 No, never 155 36.7 37.7 
 Less than 1 year 83 19.7 20.2 
 1-4 years 61 14.5 14.8 
 More than 4 years 112 26.5 27.3 

 Total 411 97.4 100.0 
 No response 11 2.6  

Total  422 100.0  

 

As Table 7.6 shows, only 14.9% of respondents were employed in the non-oil private 

sector (either as employees or owners of businesses). This was reflective of the fact 

that the oil and non-oil government sectors are the largest employers of nationals, who 

dominated the sample. 
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Table 7.6: Occupation 
 Frequency Percent Valid 

Percent 
Government department employee 146 34.6 35.2 

Government investment fund employee 20 4.7 4.8 

Semi-government organization employee 33 7.8 8.0 

University or research organization employee 56 13.3 13.5 

Oil company employee 98 23.2 23.6 

Employee in the private sector 56 13.3 13.5 

Owner of a private business 6 1.4 1.4 

Total 415 98.3 100.0 
No response 7 1.7  

Total 422 100.0  

 

7.3  OIL RESOURCES 

This section analyses respondents’ awareness, attitudes, and opinions regarding factors 

that impact directly or indirectly upon the oil resources of the Gulf countries. These 

include: oil price fluctuations; depletion of oil resources; efforts to prepare the studied 

countries for ultimate depletion of oil resources; and desired rates of oil extraction. 

Most of the questions asked involved selection from a list of specific answers 

provided, but there were also some open-ended questions where respondents were 

allowed to make their own suggestions and comments. 

7.3.1 Specific-Choice Questions 

Even though (as we saw in Chapter 6) the economic health of Gulf oil-producing 

countries depends critically on the price of oil, a substantial proportion, (around 

43.3%) of respondents indicated that oil price fluctuations would have only a “very 

small” or “small” impact on their daily life (see Table 7.7). The reason behind such 

sanguine attitudes could be that the residents of the GCC countries are often insulated 

from fuel price fluctuations through fixed gasoline prices supplemented by government 
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subsidies. Furthermore, most respondents (indeed, most working nationals) have 

secure jobs and working conditions with stable salaries; therefore, any change in oil 

prices will not directly affect their income. It is probably the case that some (perhaps 

all) GCC countries will not be able to continue insulating their nationals and guest 

workers so well from the effects of oil price fluctuations in the future. 

Table 7.7: The Impact of Oil Price Fluctuations on your Daily Life 

 Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Very small 92 21.8 22.1 22.1 
Small 88 20.9 21.2 43.3 

Medium 136 32.2 32.7 76.0 
Big 77 18.2 18.5 94.5 

Very big 23 5.5 5.5 100.0 
Total 416 98.6 100.0  

No response 6 1.4   

Total 422 100.0   

 

Evidence of the uncertainty of all respondents about the course of future oil prices was 

apparent from the responses; 29.3% of respondents thought oil prices would be “very 

likely” or “likely” to go down in the next 20 years, 34.4% thought oil prices were 

“very unlikely” or “unlikely” to go down, and 36.2% were not sure (Table 7.8). This is 

not surprising: oil prices are very hard for anyone to predict because many political, 

economic, and technological factors interact to determine their trend. Even amongst 

respondents who worked in oil companies, a similar degree of uncertainty prevailed: 

these respondents were split into three approximately equal groups on whether oil 

prices were “very unlikely” or “unlikely” to fall, whether oil prices were “likely” or 

“very likely” to fall, or whether they were uncertain about what would happen. It is 

noteworthy that, shortly after this survey was carried out, oil prices increased to new 

record levels. 
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Table 7.8: The Likelihood that the Price of Oil will Drop Substantially in Real 
Terms During the Next 20 years 

 Frequency Percent Valid Percent Oil company employee 
(%) 

Very unlikely 35 8.3 8.6 6.3 
Unlikely 84 19.9 20.7 26.0 
Not sure 147 34.8 36.2 33.3 
Likely 98 23.2 24.1 25.0 

Very likely 42 10.0 10.3 9.4 
Total 406 96.2 100.0 100.0 

No response 16 3.8   
Total 422 100.0   

 

A large majority of respondents, 86.6%, agreed that depletion of oil resources would 

be a “moderately serious”, “serious”, or “very serious” issue in their country of 

residence in the foreseeable future (Table 7.9). Only 13.5% considered it a “minor” or 

“very minor” issue. This suggests that nationals and guest workers in GCC countries 

are well aware of the seriousness of the problems posed by the eventual depletion of 

oil; such awareness is a pre-requisite for the mobilisation of political support for policy 

changes to address the problems. It is not surprising that Oman, which is closest to oil 

depletion, recorded the highest proportion (38.3%) of respondents rating the problem 

as “very serious”. Indeed, more than three-quarters (76.6%) of respondents from Oman 

gave a rating of “very serious” or “serious”, compared with 66.7% for Kuwait, 56.1% 

for the UAE, and 48.2% for Saudi Arabia. 

Table 7.9: The Seriousness of the Depletion of Oil in your Country of Residence in 
the Foreseeable Future (in %) 

Country of 
residence 

Very minor 
issue Minor issue 

Moderately 
serious 

Serious 
problem 

Very serious 
problem 

Total 

Saudi Arabia 4.6 16.1 31 26.4 21.8 100 
UAE 2.8 15.9 25.2 38.3 17.8 100 
Oman 2.6 1.7 19.1 38.3 38.3 100 

Kuwait 7.1 5.1 21.2 36.4 30.3 100 
Total sample 4.2 9.3 23.8 35.3 27.5 100 
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From Table 7.10, on the topic of the efforts of the respondents’ countries of residence 

to prepare for the projected depletion of oil resources, assessments were mixed. In 

total, 36.3% of respondents rated the efforts as “good” or “very good”, an almost equal 

proportion (36.8%) said the opposite (i.e., that their countries have made “very poor” 

or “poor” efforts), and 27.0% gave a neutral rating. Respondents’ divided responses on 

this question can be understood from the fact that the media and the public have been 

made aware of many positive steps implemented by the governments. However, these 

steps have not been sufficient to reduce substantially the dependency on oil income. 

This conclusion was presented in Chapter 4, wherein we found that many 

diversification efforts by the selected countries delivered mixed results. While some of 

these countries succeeded to some measure in increasing their non-oil income, many 

diversified into industries that proved to be even more dependent on oil, for example 

petrochemical manufacturing. These observations are also consistent with those made 

in Section 7.4 below. 

Table 7.10: The Efforts to Prepare your Country of Residence for the Possible 
Depletion of Oil in the Future  

Country of residence Total  
Saudi Arabia UAE Oman Kuwait  

Very poor 8.0% 1.9% 11.3% 15.2% 9.1% 
Poor 31.0% 14.0% 28.7% 38.4% 27.7% 

Neutral 28.7% 38.3% 20.0% 21.2% 27.0% 
Good 28.7% 42.1% 32.2% 21.2% 31.4% 

Very good 3.4% 3.7% 7.8% 4.0% 4.9% 
Total 100.00% 100.0% 100.0% 100.0% 100.0% 

 

Upon closer examination, it can be seen that the most pessimistic views were held by 

the residents of Kuwait, with more than 50% of respondents from Kuwait describing 

their country’s efforts to prepare for the eventual depletion of oil resources as “very 

poor” or “poor”. By contrast, respondents from the UAE generally rated their country’s 

efforts positively or in neutral terms. Respondents from Saudi Arabia and Oman were 
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almost evenly split between giving an assessment of good and poor performance by 

their countries. 

 
Table 7.11: The Level of Oil Extraction in your Country of Residence should be 

 Frequency Percent Valid Percent Valid percent 
Senior official 

Valid percent 
oil company 

employee 

Substantial decrease 16 3.8 4.0 5.0 4.1 
Moderate decrease 122 28.9 30.3 35.0 24.5 

No change 135 32.0 33.6 10.0 37.8 
Moderate increase 107 25.4 26.6 50.0 28.6 

Substantial increase 22 5.2 5.5  5.0 

Total 402 95.3 100.0 100.0 100.0 
No response 20 4.7    

Total 422 100.0    

 

With regard to whether the rate of oil extraction should be changed, 33.6% of all 

respondents answered in the negative. A slightly larger proportion (34.3%) believed a 

decrease would be appropriate, and a slightly smaller proportion (32.1%) was in 

support of an increase (Table 7.11). This illustrates the fact that, like oil prices, the 

optimal rate of oil extraction is difficult to determine or predict. Upon closer 

inspection, we can see that 50% of senior officials (contrast this with 32.1% overall) 

supported an increase. On the other hand, the responses of oil company employees 

were more in line with the overall sample response, with roughly equal support for 

whether oil extraction should be increased, decreased, or not changed at all. 

Probably the most significant results to emerge from answers to the above questions 

are: (i) respondents are highly aware of the critical role played by oil resources, and of 

the seriousness of the problems associated with eventual oil exhaustion; and (ii) 

nevertheless, fluctuations in oil prices do not appear to be a matter of great concern to 

many GCC residents, at least as far as their daily life is concerned. 
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7.3.2 Open-Ended Questions 

The open-ended questions were structured to gather from responding GCC residents 

their personal views and suggestions regarding oil resources. The responses can be 

grouped under two main headings. First, with regard to the possibility of declining real 

oil prices over the next 20 years, respondents cited three sources of concern: 

a. Demand for oil may weaken because of: new, cheaper alternative forms of 

energy; OECD economic slowdown; or political/economic upheaval in China. 

b. Supply of oil may increase because of: new major oil discoveries in non-OPEC 

countries; new technology to discover oil or raise the amount of extraction 

feasible; or a break up of the OPEC cartel. 

c. The value of oil revenues may decline because the US dollar may weaken 

(almost all of the crude oil trade is conducted in US dollars). 

Second, regarding the options that Arab Gulf oil-producing countries have in financing 

their economic activities if oil prices should fall substantially, respondents suggested 

the following: 

a. Invest in non-oil economic activities; i.e., diversify into agriculture, tourism, 

manufacturing, and trading. Many respondents also believed that their countries 

should establish industries that make use of abundant energy supplies, such as 

aluminium smelting and oil derivatives.  

b. Cut back on government expenditure, and introduce strict monetary and fiscal 

policies, including levies of personal and corporate income taxes.  
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c. Improve management of public finance through greater accountability and 

through prioritisation and rationalisation of expenditures and activities. 

d. Allow greater foreign direct investment (FDI), expand the role of the private 

sector, and accelerate development of the financial markets. 

From these responses, it is clear that among at least some residents there is a 

willingness to consider and support significant policy reforms that would help the GCC 

countries to better prepare for a future less dependent on oil. 

7.4  ECONOMIC DEVELOPMENT 

This section surveyed respondents’ attitudes in relation to the economic performance 

of their country of residence generally. It also analysed their suggestions regarding 

government initiatives and support for the local non-oil sector with a view to future 

economic diversification and broad-based prosperity. This section is directly related to 

Chapter 4, where we reviewed GCC governments’ efforts to diversify away from the 

oil sector. 

7.4.1 Specific-Choice Questions 

Table 7.12: The Economic Performance of your Country of Residence  
in the Non-Oil sector (%) 

 Very poor Poor Neutral Strong 
Very 

strong Total 

Saudi Arab 10.8% 37.3% 28.9% 20.5% 2.4% 100.0% 
UAE 3.7% 25.7% 33.9% 27.5% 9.2% 100.0% 
Oman 12.4% 47.8% 27.4% 10.6% 1.8% 100.0% 

Kuwait 14.0% 47.0% 25.0% 12.0% 2.0% 100.0% 

Total sample 10.1% 39.5% 28.9% 17.5% 4.0% 100.0% 
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Despite governments having made some efforts to diversify away from the oil sector, 

almost half of the respondents (49.6%) still rated the economic performance of the 

non-oil sector in their country of residence as “very poor” or “poor” (Table 7.12). 

While many respondents (28.9%) adopted a neutral viewpoint, only a minority (21.5% 

overall) gave a “strong” or “very strong” rating.  

About 60% of Oman’s and Kuwait’s residents rated their countries as poor performers 

in the non-oil sector, and less than 15% rated the performance favourably. Half of 

Saudi Arabia’s residents also thought that their country was poor in the non-oil sector; 

while about 23% gave a “very strong” or “strong” rating. The UAE was the only 

country where a plurality (36.7%) rated their country’s performance in the non-oil 

sector favourably, while less than 30% indicated it was poor. 

Table 7.13: How Much Support Should the Government Provide  
to Local Non-Oil Businesses? 

 Frequency Percent Valid Percent 
Very little support 24 5.7 5.9 

Little support 13 3.1 3.2 

Moderate support 108 25.6 26.6 

Above moderate support 61 14.5 15.0 

A great deal of support 200 47.4 49.3 

Total 406 96.2 100.0 
No response 16 3.8  

Total 422 100.0  

 

Almost two-thirds (64.3%) of respondents were of the view that “above moderate 

support” or “a great deal of support” should be given to the local non-oil sector in 

order to accelerate the economic diversification process (Table 7.13). Only 9.1% of 

respondents indicated that only “little” or “very little” government support was needed. 

It would appear that the majority of respondents, while aware of the importance of 

diversification, did not realise that in the past, even with considerable government 
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support and subsidies, the performance of local non-oil sectors was generally poor. The 

main goal is to adopt a policy that will boost non-oil sectors without long-term 

government subsidies and help. 

The main conclusions that can be drawn from the results presented in this section is 

that most survey participants rated that their country’s performance in the non-oil 

sector (with the exception of the UAE) unfavourably (see Table 7.12) and that most 

believed there was a need for a great deal of government support within this sector (see 

Table 7.13). The following section (Section 7.4.2) examines the respondents’ 

suggestions regarding the form that such support should take. 

7.4.2 Open-Ended Questions 

The open-ended questions were structured to gather respondents’ personal views and 

suggestions regarding economic diversification and performance. The responses can be 

grouped under four main headings. The first open-ended question in this section 

concerned the long-term economic strategies that the respondents’ countries of 

residence could pursue if they wished to reduce their dependence on oil. The most 

important answers by the respondents are summarized below.  

a. As a general comment, respondents said clear strategies and plans, with definite 

timelines for the achievement of goals, were needed to reduce oil dependency. 

b. Many respondents considered that privatisation was an important long-term 

economic strategy. This, however, was qualified with an acknowledgment that 

privatisation by itself would not be sufficient; it must be supplemented by other 

policy measures. 
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c. Many suggestions were clearly aimed at helping develop local businesses. 

These included: creating free trade zones; encouraging locals to manufacture 

currently imported goods; introducing development plans that private 

enterprises can undertake; creating local projects, utilising local resources other 

than oil that would provide exports of world standards; and eliminating 

obstacles to the development of handicraft factories. 

d. There was also interest in measures to improve the quality of national labour 

forces. Suggested measures included: raising the level of scientific education; 

investing in research and development; pursuing training and improvement of 

local skills; ensuring management roles go to those most capable; educating 

people in different professions so that the labour force is composed of efficient 

and productive locals; promoting education of young people in all aspects of 

applied science; and promoting universal education, health and well-being to 

ensure national populations are fully productive. 

e. It was suggested that GCC countries should maintain a well-diversified 

portfolio of income-producing investments in international and local assets. 

f. There was interest in forming economic unions or alliances with neighbouring 

countries (e.g., building a common Arabic market akin to the EU) to capture 

economies of scale. 

g. Some respondents were particularly interested in removing obstacles to 

development of new businesses by foreign companies and individuals, for 

example, by easing restrictive rules and legislation governing direct and 

indirect foreign investment. 
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Second, with regard to which non-oil sectors should be given priority in developing the 

local economy, respondents suggested: 

a. Agriculture, livestock, and fisheries; 

b. Light and heavy manufacturing industries; 

c. Construction; 

d. Transport and aviation; 

e. Commerce and tourism; 

f. Education and health services; 

g. Banking, insurance, and international investment. 

Third, in exploring the disadvantages that local non-oil businesses have to confront in 

the international market, respondents indicated the following. 

a. A lack of trained and/or talented manpower. The message is that GCC 

countries need to invest in training of nationals and/or allow immigration 

of skilled workers. 

b. Poor local infrastructure. For example, it was suggested that the Internet 

was too slow, and that the postal systems were archaic and slow. 

c. High costs of production because of the need to import raw materials. 

d. Very small scales of operation because local markets are small. This 

prevents local businesses from achieving economies of scale in production. 

e. Poor quality of many locally manufactured products. 
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f. Complicated and inflexible government regulations that disadvantaged 

many small businesses. 

g. Excessive concentration, or even monopolisation, of many sectors of the 

economy. This tends to reduce competition and efficiency. 

Fourth, in suggesting actions that the government should take to improve its financial 

position, respondents proposed: 

a. Imposing taxes in all fields.   

b. Guiding consumer spending; transforming the waste of consumable products 

into more productive behaviour among residents; and reducing reliance on 

government support. 

c. Promoting accountability and reducing corruption and waste.  

d. Improving the political systems and increasing citizens’ participation in 

government policy-making. 

7.5  POPULATION POLICY 

Guest workers represent a high proportion of the total population in GCC countries. In 

Chapter 5, the implications of this and other demographic conditions were analysed. In 

the survey, a number of corresponding questions were raised to gauge respondents’ 

awareness of the issues and of the policy options available to GCC countries in the 

future.  
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7.5.1 Specific-Choice Questions  

As Table 7.14 shows, just less than half (45.5%) of the respondents saw the current 

situation regarding immigration and guest workers as a matter of “above moderate 

concern” or of “high concern”, while 11.4% regarded it as of “small concern” or “no 

concern”. Closer examination reveals that around 56% of GCC national respondents 

saw the situation as of high or above-moderate concern, except for Kuwait nationals 

(only 36.2% gave these ratings). By contrast nationals of Indian-subcontinent countries 

tended to see the situation as less serious: only 22.5% regarded it as of high or above-

moderate concern. 

Table 7.14: Is the Current Situation Regarding Immigration and Guest Workers 
a Policy Issue of Some Concern?  (%) 

As Table 7.15 shows, 44.9% of all respondents thought that the population of their 

country would be “about right” in 20 years, while 40.9% expected that the population 

would be “rather too large” or “much too large”. Saudi nationals tended to be most 

concern about a large population: 68.1% indicated that the population would be “rather 

too large” or “much too large”. Respondents with OECD nationalities were also 

concerned about population growth, with 57.1% indicating that the population would 

be too large. 

 1 2 3 4 5   

 
No 

concern 
Small 

concern 
Moderate 
concern 

Above 
moderate 

High 
concern Columns 4+5 Column 1+2 

Saudi Arabia 2.3 2.3 38.6 9.1 47.7 56.8 4.5 
UAE 0.0 9.1 34.5 20.0 36.4 56.4 9.1 
Oman 3.4 9.2 31.0 13.8 42.5 56.3 12.6 

Kuwait 7.2 0.0 56.5 20.3 15.9 36.2 7.2 
       

Indian sub. 17.5 5.0 55.0 5.0 17.5 22.5 22.5 
Arab Countries 7.4 3.7 44.4 7.4 37.0 44.4 11.1 

OECD 0.0 12.5 43.8 12.5 31.3 43.8 12.5 
        

All respondents 5.7 5.7 43.0 12.9 32.6 45.5 11.4 
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Table 7.15: Is the Country’s Likely Population in 20 Years Too Small, or Too 
Large? (%) 

 
Much too 

small 
Rather too 

small 
About 
right 

Rather too 
large 

Much too 
large 

Columns 
4+5 

Column 
1+2 

Saudi Arabia 0.0 4.5 27.3 38.6% 29.5 68.1 4.5 
UAE 9.4 11.3 35.8 35.8% 7.5 43.3 20.7 
Oman 2.4 7.1 61.2 23.5% 5.9 29.4 9.5 

Kuwait 2.9 13.2 39.7 26.5% 17.6 44.1 16.1 
        

Indian sub. 2.6 7.9 52.6 26.3% 10.5 36.8 10.5 
Arab countries 1.8 14.3 53.6 17.9% 12.5 30.4 16.1 

OECD 0.0 14.3 28.6 50.0% 7.1 57.1 14.3 
        

All respondents 3.3 10.9 44.9 27.8% 13.1 40.9 14.2 

 

More than half (51.4%) of all respondents considered current levels of unemployment 

to be a “serious” or “very serious” problem (Table 7.16). Among GCC nationals, 

Omanis were most concerned about this issue, with more than 81% indicating that 

unemployment was presently “serious” or “very serious”. Saudi Arabia came second 

with 65.9% giving these ratings. Kuwait, UAE and non-GCC Arab nationals were less 

worried about current unemployment, with 47.8%, 41.1% and 42.9% respectively 

indicating that unemployment was either “serious” or “very serious”. OECD and 

Indian subcontinent nationals were the least worried about current unemployment, with 

20.0% and 26.3% respectively selecting these ratings.  

Table 7.16: The Seriousness of Unemployment at Present (%) 

 
Not serious 

at all 
Fairly 
serious 

Moderately 
serious Serious 

Very 
serious 

Columns 
4+5 

Column 
1+2 

Saudi Arabia 0.0 2.3 31.8 15.9 50.0 65.9 2.3 
UAE 0.0 17.9 41.1 17.9 23.2 41.1 17.9 
Oman 1.1 4.6 12.6 11.5 70.1 81.6 5.7 

Kuwait 7.2 8.7 36.2 15.9 31.9 47.8 15.9 
        

Indian sub. 10.5 15.8 47.4 13.2 13.2 26.3 26.3 
Arab countries 7.1 10.7 39.3 7.1 35.7 42.9 17.9 

OECD 6.7 33.3 40.0 6.7 13.3 20.0 40.0 
        

All respondents 4.0 11.2 33.5 12.9 38.5 51.4 15.2 
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Table 7.17 indicates that most (69%-86%) GCC and other Arab nationals believed 

unemployment was going to be a “serious” or “very serious” problem in 20 years. By 

comparison, OECD and Indian subcontinent nationals tended to be concerned but to a 

lesser extent: only 40% selected these ratings. Nevertheless, the differences between 

Tables 7.17 and 7.16 indicate that more respondents in all nationality groups were 

seriously concerned about future unemployment than there were respondents seriously 

concerned about current unemployment. This suggests an expectation among all 

nationality groups of a worsening in the unemployment situation.  

Table 7.17: The Seriousness of Unemployment in the Next 20 Years (%) 

 
Not serious 

at all 
Fairly 
serious 

Moderately 
serious Serious 

Very 
serious 

Columns 
4+5 

Column 
1+2 

Saudi Arabia 2.2 4.4 24.4 8.9 60.0 68.9 6.6 
UAE 0.0 3.6 17.9 17.9 60.7 78.6 3.6 
Oman 1.2 0.0 12.8 9.3 76.7 86.0 1.2 

Kuwait 2.9 4.3 15.9 21.7 55.1 76.8 7.2 
        

Indian sub. 0.0 7.9 52.6 10.5 28.9 39.5 7.9 
Arab countries 1.9 7.4 22.2 13.0 55.6 68.5 9.3 

OECD 0.0 13.3 46.7 13.3 26.7 40.0 13.3 
        

All respondents 1.5 5.0 23.9 14.4 55.2 69.6 6.5 

 

7.5.2 Open-Ended Questions 

The first open-ended question in this section related to the changes that GCC countries 

should adopt regarding immigration and guest workers. While there were exceptions, 

the majority of responses reflected a concern that current immigration policy has 

resulted in an over-reliance on guest workers and under-reliance on national workers. 

Respondents had different suggestions for how to deal with the situation. These can be 
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grouped into two main categories: direct measures to limit the proportion of guest 

workers; and measures to encourage greater labour market participation by locals.  

a. The former group included: tightening controls on illegal immigrants; fixing 

the rate of incoming guest workers so that their number should not exceed a 

certain proportion (e.g. one-third) of the population; enforcing fixed, non-

renewable contracts employing foreign workers; limiting or stopping the 

migration of nationals from neighbouring countries and auditing by committee 

all major companies or establishments for the possible replacement of guest 

workers. More moderate suggestions included a policy that is aimed at 

attracting highly qualified foreign workers as opposed to unskilled workers.  

b. Measures suggested to encourage greater labour market participation by locals 

included: offering locals incentives to take less “flashy” jobs; conducting 

feasibility studies of local market requirements to better match graduates with 

the needs of employers, as the existing higher education policy fails to fulfil 

this role; establishing a special agency or institution to assist graduate national 

workers to replace guest workers in sensitive and technical jobs; providing a 

variety of job opportunities for youth; and increasing vocational training for 

youth, especially in manufacturing.  

c. Of course, the majority view that the relative mix of nationals and foreign 

workers represented an over-reliance on the latter reflects the dominance of 

nationals in the survey sample. Responses that were almost certainly from 

foreign workers tended to highlight other aspects of the current situation, 

particularly the rights of guest workers to protest or strike to voice their 

grievances against unfair employers, and the suggestion that long-term 
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residency rights or property ownership be granted to resident foreigners so they 

would feel more secure and have the incentive to re-invest in the country.  

Some respondents suggested giving foreign workers fully equal entitlements 

and rights to those of original inhabitants. 

Second, respondents were asked to provide their views about obstacles that would 

prevent GCC governments from implementing the above suggestions, and they 

indicated several different sorts of barriers. 

a. Criticisms of government decision-makers included: bad planning and 

management; corruption; reluctance to change the status quo and excessive 

comfort with the current system; lack of scientific evaluation of the current 

market’s need for foreign and local workers and unbalanced decisions and 

political illiteracy regarding these issues; and no commitment by the 

government about the application of legislation.  

b. Criticisms of businesses included: conflicts of interest, especially when policy-

makers are also business owners; over-emphasis on short-term and private 

profit (as opposed to the national interest) on the part of businesses specialising 

in visa processing.  

c. Criticisms of society included: lack of general awareness of the problem and 

alternative solutions; imbalance between locals and expatriates in population 

numbers; fear of social and cultural change. 

d. Criticisms of local workers included: lack of necessary skills and practical 

training; high wages compared to those of guest workers; and a lack of strong 

work ethics. 
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e. A number of respondents recognised that there were practical difficulties in 

increasing the ratio of national to foreign workers, including: the time lags 

involved in implementing fundamental changes such as improving the skills 

and practical training of nationals; the opposition of existing foreign workers to 

changes in their employment conditions; and the costs involved in training local 

workers who would replace guest workers. 

In summary, open-ended answers to this section indicated that different groups of 

respondents had different sorts of concern. While guest workers were more interested 

in issues such as the rights to strike and protest, equality, residency, and citizenship, 

nationals were more concerned about the balance between nationals and guest workers 

in the workforce and the population. These two types of concern are potentially 

reconcilable, in that labour market, population growth and immigration policies could 

be designed to achieve a desired balance between nationals and non-nationals, while 

still ensuring that any non-nationals granted entry would be treated with fairness and 

dignity. To achieve such an outcome, however, will require careful analysis and 

planning, and judicious and effective implementation. 

7.6  STANDARDS OF LIVING  

This section was divided into three main multiple-answer questions to examine 

respondents’ views regarding their standards of living. The first question asked about 

their personal experiences in the past few years (2-5 years). The second question 

covered their expectations of how standards of living would change in the coming 

decades. The third question was an assessment of current government efforts to sustain 

high standards of living.  
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7.6.1 Specific-Choice Questions 

Regarding the current status of standards of living in the GCC countries, a majority 

(55.4%) of respondents were of the view that their standards of living over the past few 

years (2-5 years) had “improved somewhat” or “improved a lot” (Table 7.18). The 

highest proportion of such positive responses came from UAE respondents; almost 

80% selected these choices. Respondents from Kuwait and Oman were next, with 

51.5% and 47.3% respectively considering that their standards of living had “improved 

somewhat” or “improved a lot”. Less than 40% of respondents from Saudi Arabia 

selected these choices. An almost equal number of Saudi respondents (37%) indicated 

that their living standards had “deteriorated a lot” or “deteriorated somewhat”. The 

proportion of respondents living in Kuwait and Oman who selected these choices were 

also quite high: 36.6% and 33.1%, respectively. By contrast, only 13.6% of the 

respondents from the UAE selected these unfavourable ratings. 

 
Table 7.18: The Status of Standards of Living in the Past Few Years (%) 

 
Deteriorated 

a lot 
Deteriorated 
somewhat 

No 
change

Improved 
somewhat

Improved 
a lot Column 4+5 Column 1+2 

Saudi Arabia 10.8 26.5 22.9 27.7 12.0 39.7 37.3 

UAE 2.7 10.9 7.3 39.1 40.0 79.1 13.6 

Oman 5.4 27.7 19.6 34.8 12.5 47.3 33.1 

Kuwait 10.9 25.7 11.9 39.6 11.9 51.5 36.6 

All respondents 7.1 22.4 15.0 35.7 19.7 55.4 29.5 

 

In Chapter 2, we saw that from the mid-1980s, per capita income in general has 

declined in all GCC countries. At the same time, a number of indicators, such as life 

expectancy, education services, and access to information, continued to show 

improvements during the 1990s. The responses to our survey suggests that while living 

standards continued to improve for a majority of people, roughly one-third of the 
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population in some countries felt that such improvements had not applied to them. This 

could be a mistaken impression, in that objective indicators could tell a more 

favourable story. Alternatively, it could be a sign that income disparities have grown 

during recent years. In a practical sense, it is more relevant to know people’s subjective 

assessment of their situation than an objective indication of that situation, as people’s 

behaviours and actions are based on the former rather than the latter. 

Table 7.19: Standards of Living in the Next 20 years (%) 

 
Deteriorate 

a lot 
Deteriorate 
somewhat No change

Improve 
somewhat

Improve   
a lot 

Column 
4+5 

Column 
1+2 

Saudi Arabia 15.5 25.0 21.4 29.8 8.3 38.1 40.5 

UAE 3.6 19.1 9.1 46.4 21.8 68.2 22.7 

Oman 11.6 29.5 17.0 35.7 6.3 42.0 41.1 

Kuwait 14.1 28.3 14.1 36.4 7.1 43.5 42.4 

All respondents 10.9 25.4 15.1 37.5 11.1 48.6 36.3 

 

Table 7.19 shows that almost half (48.6%) of all respondents anticipated a rise in 

standards of living over the next 20 years. The highest expectations of improved living 

standards were amongst UAE respondents, with 68% of respondents indicating they 

expected standards of living to “improve somewhat” or “improve a lot”. The 

proportion of respondents giving these ratings was substantial, but much lower, in 

Kuwait (43.5%), Oman (42.0%) and Saudi Arabia (38.1%). In the latter countries, a 

significant proportion of respondents expected living standards to deteriorate: 40.5% in 

Saudi Arabia, 41.1% in Oman and 42.4% in Kuwait. Less than 23% of respondents 

from the UAE selected these unfavourable choices. The fact that around 40% of the 

population in some countries expected deteriorations in living standards implies that 

there is considerable awareness of the problems facing the region, thus providing a 

basis for the governments to build support for tough but necessary policy changes. 
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Table 7.20: The Current Efforts to Sustain and Enhance Living Standards in 
Your Country (%) 

 Very poor Poor Neutral Good Very good 
Column 

4+5 
Column 

1+2 

Saudi Arabia 6.0 25.0 26.2 34.5 8.3 42.8 31.0 
UAE 2.7 5.5 17.3 50.9 23.6 74.5 8.2 
Oman 8.1 27.0 21.6 34.2 9.0 43.2 35.1 

Kuwait 4.0 19.8 37.6 34.7 4.0 38.7 23.8 

All respondents 5.2 19.0 25.4 38.9 11.6 50.5 24.2 

 

As can be seen from Table 7.20, the current efforts by the governments of the survey 

countries to sustain standards of living were described by half of all respondents 

(50.5%) as “good” or “very good”.  Respondents from the UAE had the most positive 

views of their government’s efforts, with almost three-quarters selecting these 

favourable ratings. The corresponding proportion was closer to 40% for the other 3 

countries. Consistent with this, one-quarter to one-third of the respondents in these 3 

countries rated their government’s efforts as “poor” or “very poor”, while less than 

one-tenth of respondents in the UAE chose these ratings. 

7.6.2 Open-Ended Questions 

The open-ended question in this section was aimed at identifying the most serious 

challenges faced by the residents of Arab Gulf countries in sustaining and enhancing 

living standards in the long term. In the view of the respondents, important challenges 

included:  

a. Volatility of oil prices; 

b. The need to reduce the dependency on oil and achieve economic 

diversification; 
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c. The pressure of globalisation, including a need to bring about more effective 

utilisation and allocation of resources and enhancing know-how in line with 

global trends in order to enhance future competitiveness; 

d. Possible political instability and external security threats; 

e. The need to reduce the size of the government sector and improve efficiency in 

government spending; 

f. The need to reduce excessive consumption expenditure (accompanied by a 

need to change consumers’ attitudes towards water and electricity consumption, 

the number of cars and size of residences, etc.) and increase private saving; 

g. Practical training and education of citizens to make them more productive and 

suitable for employment in the private sector; 

h. The need to accept change and learn from other economies or societies (for 

example, being open-minded in adopting innovations such as a knowledge 

based economy); 

i. Necessary social changes, including reduced discrimination, promoting human 

rights and freedom of expression, and fairer distribution of wealth; 

j. Counteracting a sense of complacency amongst young nationals; and 

k. A possible lack of willingness on the part of governments to undertake major 

changes or reforms. 

7.7  CHAPTER SUMMARY 

The objective of this chapter was to utilise a survey of a sample of residents in GCC 

countries in order to obtain an indication of the awareness of the general population in 
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relation to several critical factors, including oil resources, economic diversification and 

development, and population growth, that directly affect their living standards. The 

survey also served to gain an understanding of residents’ perceptions regarding recent 

and likely trends in living standards, and to collect further feedback in the form of 

suggestions on what was needed to change the situation for the better.  It is recognised 

that, as it stands, the sample is more representative of the nationals of GCC countries 

than of the non-national residents, and more representative of well-educated and well-

travelled residents than of less-skilled residents. 

The chapter first analysed respondents’ awareness of the importance of oil and its 

expected depletion. It was found that around 43% of respondents considered that oil 

prices generally had little impact on their daily life, even though fluctuations in oil 

prices could impact significantly upon GCC government revenues. This probably 

reflects the fact that most nationals have safe jobs and stable salaries, and that most 

residents are sheltered by the government from the direct consequences of oil price 

fluctuations. It is doubtful whether such insulation can be maintained in the longer 

term. In any case, other responses indicated an awareness of the serious problems that 

would ensure following the depletion of oil. 

Section 7.4 dealt with past and likely efforts to diversify economic activities. Almost 

one-half of all respondents rated their country of residence as having performed poorly 

in this area, with only about one-fifth rating the performance in favourable terms. A 

large majority (almost two-thirds) of the respondents saw a need for “above moderate” 

or  “a great deal” of government assistance to be provided to non-oil businesses. In 

response to open-ended questions, suggestions were made regarding what non-oil 

sectors should be targeted and what strategies and measures should be implemented. 
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These indicated considerable thought and awareness of the need to carry out practical 

and effective policy changes. 

In Section 7.5, opinions regarding population and labour market issues were analysed. 

About 45% of the respondents saw the current situation relating to immigration and 

guest workers as a matter of “above moderate” or “high” concern. Interestingly, only 

22% of respondents with Indian subcontinent nationalities selected these ratings. 

Opinions also differed according to nationalities on the seriousness of unemployment 

as a policy issue at present or in the future. Open-ended answers reflected the 

background of the respondents: Nationals tended to emphasis the need to achieve an 

appropriate balance between nationals and non-nationals in population and workforce 

numbers, while non-nationals tended to emphasis workers’ rights, equality and 

residence status. The responses suggest that, while there is an awareness that policy 

changes necessary, care will need to be exercised to ensure that any changes made will 

not infringe upon the basic right of all individuals. 

Section 7.6 was concerned with respondents’ opinions about living standards. 

Although 55% of respondents were of the view that their living standards had 

improved in recent years, almost 30% felt that their living standards had deteriorated. 

Whether the latter perception was based on reality is uncertain, and perhaps not highly 

relevant in the present context. What is more relevant is that there is a clear sign of a 

perceived widening of income disparities. Open-ended answers indicate considerable 

willingness to contemplate a wide range of fundamental changes in an attempt to 

sustain and enhance standards of living in the long term. Such willingness represents a 

good base upon which governments can build political support for feasible and 

effective policy changes, in the interest of prosperity for all. 
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CHAPTER 8 

CONCLUSION 
  

8.1 SUMMARY OF MAIN FINDINGS AND POLICY IMPLICATIONS 

The main purpose of this study has been to explore and evaluate factors and policies 

that would help to sustain high living standards in oil-exporting Gulf countries. In 

Chapter 2, it first presented a historical review and some essential background 

information about the Gulf region. Building on this socio-historical review, the 

chapter also examined trends in living standards in the four countries of interest: 

Saudi Arabia, United Arab Emirates, Oman and Kuwait. The analysis suggests that 

standards of living have generally risen during the last 35 or so years. Currently GCC 

living standards are at least comparable to those in countries described by the UN as 

“middle income countries”. In many aspects they are higher than in Turkey, a 

potential member of the EU, and far higher than in Egypt and most other 

neighbouring Arab countries.  

Per capita real GDP tended to decline during the 1980s and 1990s, reflecting the 

declining trend in real oil prices throughout much of this period. Nevertheless, the 

overall picture that emerges is one of societies that continued to enjoy rises in living 

standards, even as the real value of their per capita output continued to fall from the 

peaks reached in the early-1980s. 
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Chapter 3 presented a brief summary of some well-established principles and major 

results from the theory of exhaustible resources. Among the most relevant findings for 

our purposes are the following: 

 The real value of economic rent per unit of oil can be expected to increase 

over time at the same rate as the rate of interest; 

 The optimal rate of extraction is likely to fall over time;  

 If the rate of appreciation in the value of oil rent is low relative to the rate of 

extraction, part of the proceeds from oil will need to be saved and converted 

into non-oil assets in order to maintain a country’s wealth; 

 Consumption must be less than a certain proportion of such proceeds to 

ensure adequate savings for the above purpose: The shorter the time horizon 

to the end of oil extraction, and the lower the interest rate, the more needs to 

be saved; and 

 High levels of government consumption may mean that not only are public 

savings inadequate, they also pose a disincentive for people in the private 

sector to save, invest, and work productively.  

In this chapter we also examined the levels of consumption, government saving, and 

overseas investment and found significant problems. In particular, public consumption 

tended to be very high by international standards, and moreover to be directed toward 

economically non-productive activities, e.g., defence and security, and generous 

government subsidies. We have also found that governments have remained heavily 

reliant on oil revenues to finance expenditures. This led to budget deficits when oil 

revenues fell, as typically expenditures failed to adjust accordingly. Budget surpluses 
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have been possible only during periods of high oil prices. Similarly, GCC countries 

still rely mainly on oil for exports. Thus the external account worsened when oil 

prices fell and only improved when oil prices increased. These imply that the 

countries are not able to save and invest overseas adequately when oil prices are 

weak. 

Generous government subsidies and make-work employment in the public sector have 

been used to address the issue of distribution of oil rents, but in the long run they will 

erode motivation and competitiveness, and will tend to result in a self-perpetuating 

vicious circle, whereby government support leads to pressure for even more 

government support. To break this cycle of dependency, the countries will need to 

develop true strengths in areas of production that, ultimately, do not depend on oil-

financed subsidies. These issues were taken up in Chapter 4. 

The review in this chapter of the experiences of Nauru and Norway suggested that 

these experiences are of great relevance to the Gulf countries. Nauru, in particular, is 

an example of how a resource-rich community may have to accept drastic reductions 

in living standards if adequate preparation has not been made before mineral wealth is 

exhausted.  

Despite continuing efforts to diversify, oil revenues remain the principal source of 

income for the governments of GCC countries. Our analysis of the experiences of 

individual countries indicated that economic diversification has often been limited in 

scope, in that the ‘new’ industries turned out to be highly dependent on oil 

themselves, such as the cases of oil refining and petrochemicals. Other diversification 

strategies also face major obstacles. For example, any sizable expansion in agriculture 
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output will require some means to overcome the current, already severe water 

resource constraints. Labour-intensive manufacturing industries will not prosper 

unless they can gain access to larger markets, and may require the continuing 

importation of foreign labour. The latter outcome may also be a consequence of 

efforts to expand the services industries. Not surprisingly, oil remains the largest 

industry in these countries, with the oil-financed government services sector often 

being in the second position. 

In short, the track records of GCC countries to date resemble Nauru more than 

Norway. Rather than establishing a strong industrial base and a highly skilled and 

adaptable workforce, a large proportion of oil revenues goes to military and security 

spending, current consumption, and poorly targeted education and training. There is 

thus an urgent need for a coordinated approach to further reforms, in order to build a 

broader-based economy and increase the role of the private sector. It is likely that 

greater emphasis will need to be placed on improving the technological knowledge 

and capabilities of the nationals.  

Chapter 5 presented a study of the labour market and the demographic situation. It 

first examined two case studies, namely Germany and Singapore. While Germany’s 

control over the rate of growth and composition of its own population was weakened 

because of the recruitment and non-departure of large numbers of foreign workers, 

Singapore has been able to achieve both its goals in importing foreign labour: to meet 

the labour requirements of the domestic economy and to prevent foreign workers from 

automatically being able to remain in the country for indefinite periods of time. 

In this chapter we also found that GCC countries experienced some of the highest 

rates of population growth in the world during the past several decades, and much of 
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this population growth has been due to the continuing rise in the number of foreign 

workers, who often dominate employment in the private sector while the national 

workforce tends to be concentrated in the public sector. Chapter 5 then proceeded to 

analyse the factors that have resulted in this heavy dependence on foreign labour.  

Initially, in the 1970s, labour was imported from neighbouring Arab countries to meet 

the needs of rapidly developing domestic economies. During the 1980s and 1990s, 

however, the composition of foreign labour shifted toward Asian migrant workers, 

and the importation of foreign labour became a self-feeding process. With an 

expanding population, more infrastructure and services would be needed to support 

the increased number of people, but the building of such infrastructure and the 

provision of these services required the importation of even more foreign labour.  

GCC governments have become concerned about the above demographic 

developments, for a range of economic, social, political and security reasons. They 

have made numerous efforts to limit the number of foreign workers and increase their 

national workforces, but these attempts have not met with significant success. The 

main reasons for these outcomes have been the absence of a coherent and coordinated 

strategy, and a lack of systematic, consistent and transparent application of 

regulations. Both of these can be related to an underlying lack of political will.  

It was suggested that the aim of GCC regulations in this area should be to both protect 

the interests of nationals and safeguard the rights of foreign workers. The latter should 

benefit from having their rights protected, being treated with dignity, and enjoying 

higher effective wages. Some of the increases in wages should be saved and invested 

to be paid as end-of-service ‘gratuities’ that would help making sure the foreign 

workers could establish themselves well upon returning to their own countries. GCC 
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governments should also cooperate with the governments of these countries to help 

make the resettlement process more successful and beneficial to all parties. 

For nationals, a coordinated strategy should be implemented to develop their skills 

and capabilities for employment in practical occupations, and to prepare them to be 

internationally competitive in the long run. Ultimately, nationals should be weaned 

from the present culturally-ingrained preference for public-service jobs, and 

encouraged to move into activities that will enhance the economic and social strengths 

of their countries, as well as their own individual productivity. 

A numerical simulation model was developed in Chapter 6 to bring together the main 

elements of the overall analysis, and to help gain insights into the likely developments 

facing each GCC country, as well as the impact of policy adjustments that each 

country might plausibly make. The projections and scenarios analysed in this chapter 

demonstrated that no matter how big are their oil reserves, the countries will have to 

face severe deteriorations in their wealth and living standards if current and historical 

trends continue into the long term. Typically, wealth per capita is projected to fall 

continuously, and in some cases to become negative long before oil is exhausted.  

In each case, plausible and feasible sets of policy adjustments were also considered. 

The simulations showed that, if these adjustments are implemented early enough, the 

economic bankruptcy outcome mentioned above can be avoided. Essentially, the 

policy adjustments work by reducing current consumption, and increasing investment, 

thus allowing physical and human capital stocks, as well as the net stock of assets 

held overseas, to grow more rapidly.  
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The chapter also considered a range of sensitivity analysis experiments. It would 

appear that the most serious challenges to these countries in their efforts to maintain 

high standards of living in the long term are of two main types. First, external factors 

that might depress oil prices or the rate of returns on overseas investment could have a 

major impact on wealth per capita (and ultimately, on consumption). Second, internal 

or external factors that might reduce investment in physical and human capital, or 

might reduce technical progress as measured by multifactor productivity growth, 

would have an adverse effect on the growth of non-oil GDP, and consequently of 

consumption. 

In Chapter 7, a survey of opinions was conducted in order to gauge public awareness 

of the issues considered in the preceding chapters, and to obtain an indication of 

whether the necessary adjustments are likely to be acceptable to the residents 

(especially the nationals) of these countries. It is remarkable that around 43% of 

respondents considered that oil prices generally had little impact on their daily life, 

even though fluctuations in oil prices could impact significantly upon GCC 

government revenues. This probably reflects the fact that most nationals have safe 

jobs and stable salaries, and that most residents are sheltered by the government from 

the direct consequences of oil price fluctuations. In any case, other responses 

indicated an awareness of the serious problems that would ensue following the 

depletion of oil. 

As regards past and likely efforts to diversify economic activities, almost one-half of 

all respondents rated their country of residence as having performed poorly in this 

area, with only about one-fifth rating the performance in favourable terms. In 

response to open-ended questions, suggestions were made regarding what non-oil 
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sectors should be targeted and what strategies and measures should be implemented. 

These indicated considerable thought and awareness of the need to carry out practical 

and effective policy changes. 

About 45% of the respondents saw the current situation relating to immigration and 

guest workers as a matter of “above moderate” or “high” concern. Interestingly, only 

22% of respondents with Indian subcontinent nationalities selected these ratings. 

Open-ended answers reflected the background of the respondents: Nationals tended to 

emphasise the need to achieve an appropriate balance between nationals and non-

nationals in population and workforce numbers, while non-nationals tended to 

emphasis workers’ rights, equality and residence status. The responses suggest that, 

while there is an awareness that policy changes are necessary, care will need to be 

exercised to ensure that any changes made will not infringe upon the basic rights of all 

individuals. 

Although 55% of respondents were of the view that their living standards had 

improved in recent years, almost 30% felt that their living standards had deteriorated. 

This is a clear sign of a perceived widening of income disparities. Open-ended 

answers indicate considerable willingness to contemplate a wide range of fundamental 

changes in an attempt to sustain and enhance standards of living in the long term. 

Such willingness represents a good base upon which governments can build political 

support for feasible and effective policy changes, in the interest of prosperity for all. 

In Chapter 1, the present study's main research question was stated as: “ Taking into 

account the major trends in oil extraction and depletion, economic diversification and 

development, and population growth, what policies should be adopted by oil-
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exporting countries in the Arabian Gulf region to sustain high living standards?". 

With the study coming to a close, it is now appropriate to provide, in brief, our 

answers to this question in the form of key recommendations: 

 Trends in oil prices and in major factors determining the demand and supply 

of oil in world markets should continue to be monitored. Implications of 

significant changes in trends, such as a strong movement toward substitution 

or a build-up of excess demand, should be analysed carefully. 

 Consumption, especially public consumption, should be restrained to allow 

adequate savings to be made, in order to ensure that sufficient wealth is 

converted into non-oil forms. 

 Genuine diversification should be made, so that in time the economy will 

possess strengths in a number of industries that do not rely permanently on 

access to cheap oil or government subsidies.  Success in these industries is 

likely to require a great deal of investment in human capital and in technology. 

 Government efforts to distribute oil rents among citizens should be redesigned 

to avoid interfering with their incentives to work, save and invest. 

 A coordinated national strategy for human resource management and 

development should be established. 

 Regulations concerning the importation and repatriation/rotation of foreign 

labour should be clear and fair, and should be applied consistently, 

systematically and in a transparent manner. 
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 Nationals should be provided with more practical training, and should be 

encouraged to seek employment in private-sector industries that are likely to 

remain internationally competitive, or at least domestically viable, in the long 

term.  In the short-to-medium term, such encouragement may take the form of 

financial incentives that do not interfere unduly with the market's allocative 

functions.  

 Policy reforms, before they are implemented, should be explained thoroughly 

to the community, and compensations should be paid to those who bear 

disproportionate shares of the burden of adjustment in the short term.   

8.2 SHORTCOMINGS OF PRESENT STUDY AND POSSIBLE 

DIRECTIONS FOR FURTHER RESEARCH 

It is recognised that the present study suffers from many shortcomings. For example, 

the analysis of living standards in Chapter 2 did not take account of differences 

between nationals and expatriates. Data relating to different indicators of living 

standards were taken from various sources, but all these are meant to describe the total 

population as a whole, rather than the nationals and expatriates as two separate 

groups. National averages can well be misleading in situations like these, where 

expatriates represent a significant proportion (sometimes a large majority) of the total 

population. Casual observations and anecdotal evidences suggest that living standards 

are much higher among nationals than among expatriates.  

It has not been possible to avoid this shortcoming, due to a lack of suitably 

disaggregated data. Further research is warranted, as it would be of considerable 
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interest to gain indications of the true standards of living in each of these two 

communities. 

As another example, the summary of theoretical results in Chapter 3, as well as the 

historical review of developments in the global oil industry, concentrated mainly on 

the broader picture and therefore did not take adequate account of the many 

complexities in the theory, and finer details of the historical developments. To a large 

extent, this was an intended outcome, in that the shortcoming was accepted 

beforehand as a necessary trade-off for tractability and manageability. In order to 

assist policy-making more effectively, however, a higher level of complexity, detail, 

and sophistication in the knowledge of this crucial industry would be well worth the 

extra resources and time required. 

In particular, for GCC countries, the pay-off would be high indeed for research to be 

continued into the major determinants of the global demand and supply of oil, the true 

size of oil reserves in the various locations around the world, and the likely 

movements in production costs over time.  Similarly, there is a need for greater 

knowledge of the balances and performances of national investments overseas.  

The analysis of alternative industries which may be targeted in efforts to diversify 

economically (in Chapter 4) was also intentionally set at a general level.  For more 

practical purposes, the analysis should be placed within the context of specific 

industries in an actual country, so that general principles can be adapted and turned 

into concrete guides for actual governmental actions. 

Similarly, further work is needed to operationalise the general recommendations (in 

Chapter 5) regarding incentives for foreign workers to comply with the requirement to 

leave at the end of the contract period, and for nationals to begin turning toward 
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employment in the private sector.  That level of detail is beyond the scope of this 

study, but it certainly is essential to any successful implementation of the general 

ideas. 

Because of the sensitive nature of the issues, data regarding the population and the 

labour market have been relatively scarce, especially for recent years. The available 

data tend to come from different sources and relate piecemeal to issues which 

happened to be of interest to the relevant investigators.  In this study, an attempt has 

been made to compare, contrast, reconcile and fit such disparate pieces of information 

together to form a coherent and consistent picture overall.  Nevertheless, much more 

can be done in this regard and the resultant benefits, in terms of enhanced knowledge 

about this important area, are likely to be substantial. 

The simulation model (in Chapter 6) serves the purposes of the present study, in that it 

helps to illustrate and clarify complex relationships between various key variables.  

However, many of its assumptions, such as constant returns to scale in aggregate 

production, or largely proportional costs for oil extraction, are clearly no more than 

simplifications. Many of these can be better calibrated and made more realistic, thus 

making the model a more sophisticated tool. While that, again, is beyond the scope of 

this study, it certainly is feasible and well worth the effort if the model is to be used in 

support of actual policymaking. 

Finally, as the nature of the policy reforms being contemplated by the governments 

becomes clearer, the questions asked in the survey of opinions (Chapter 7) should be 

extended and refined, in order to obtain a more precise and better indication of how 

nationals and expatriates, as distinct groups, feel about the various policy options.  

The information thus obtained should be used to improve the design of the policies, 
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including the use of compensations to ease the burden of adjustment for those most 

affected, with a view to maximising the benefits for all. 
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APPENDIX 2A 

A BRIEF REVIEW OF EVENTS BEFORE 1970 

 

The Arab Gulf region is located in what has often been described as the ‘Ancient 

World’. Signs of past civilisations in the region date back as far as the Stone Age, 

circa 5500 BC. Archaeological evidence, such as tombs built of stones, has been 

found in various areas within the region. Sites in eastern Saudi Arabia, Qatar, Bahrain, 

the islands of Kuwait, and the coast of the UAE have revealed many traces of painted 

pottery of the Ubaid style that hailed from Mesopotamia, a region situated in modern 

Southern Iraq (Al Abed 2001). The available evidence suggests that the original 

inhabitants made their living through farming, fishing, copper mining, and trade with 

other areas (UAE Ministry of Information 2004). 

Since ancient times, the geographical location of the Gulf has contributed greatly to 

the establishment of the area as an important waterway. Thus, the people of the region 

were brought into early contact with other existing civilisations through trade. In 

earliest times, the trade connections were with India; by the Middle Ages, they had 

extended all the way to China. With the dawn of the modern era, trade was established 

with the European powers of that time as they ventured into the Indian Ocean and to 

Southeast Asia. The discovery of massive oil deposits in the twentieth century re-

established the region as a crossroad for the modern world (Metz 1993a). 

Although the region has a history that stretches back over many centuries, on a global 

scale the contemporary significance of the Arab Gulf region was relatively minor until 

the rise of Islam as a religion, when the Prophet Mohammed, who had been born in 

Mecca, established his base in Medina, both in present day Saudi Arabia.  
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Islamic Period: 600 AD to 1500 AD 

The early years of this period were dominated by the Prophet Mohammed, who was 

both a spiritual and a political leader. Islam was then a small political entity existing 

within the Arabian Peninsula. The economy was dependent on long-distance trade 

dominated by the merchant class of Mecca (Kazim 2000). 

After the death of the Prophet in 632, Islam was, in the main, led for the subsequent 

three decades by four of Mohammed’s most trusted companions. The first was Abu 

Bakr al-Saddiq and the last Ali. During this period, Islam extended to Egypt and 

Persia, and the economy became dependent on tributes from the various parts of the 

empire (Hooker 1996).  

In 661, Ali was murdered and the Umayyad dynasty of Caliphs came to power, ruling 

from 661 to 750. Succession to the Caliphate was hereditary with the Caliph being 

primarily a political leader, utilising Islam as an ideology to propagate the Umayyad 

family rule. During this period, the capital was transferred from Mecca to Damascus 

and the Islamic empire stretched from the borders of China in the east to Spain in the 

west. This expansion led to a major growth in trade routes, which in turn resulted in 

greater prosperity for the Gulf region. Poverty was almost never mentioned in the 

literature on that period. Economically the empire was still dependent upon tributes, 

but due to the expansion of trade, the merchant class regained their importance 

(Hooker, 1996). 

The Abbasid dynasty assumed control of the Islamic empire from the Umayyads and 

moved the capital from Damascus to Baghdad. The Abbasid Caliphs ruled the Muslim 

world from 758 to 1258 (Hooker, 1996). The demise of this dynasty was due to the 
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manner in which the Caliph’s position was inherited within the extended family unit; 

the resultant power struggles between family members of the dynasty; and the 

increasing influence of Turkish military personnel domiciled in the Caliphs’ palace 

who were able to remove and install Caliphs at will. By the tenth century, the political 

power of the Abbasid dynasty had become only nominal: what was once a unified 

Islamic empire had by then broken into many different polities (Kazim 2000).  

The above two empires, through the achievements of Caliphs such as the fifth 

Umayyad Abd al-Malik (683 to 705) and the second Abbasid Caliph Mansur (745 to 

775), brought about the ‘golden age’ of the Arab Muslim civilisation (Kennedy 2004). 

This ‘golden age’ encompassed advances in commercial and intellectual arenas, as 

well as in the arts, leading to the formation of wealthy and highly urbanised societies 

(Kazim 2000).  

The Abbasid Empire collapsed with the conquest and destruction of Baghdad by 

Mongol invaders in 1258. This led to a time of turmoil for the region, encapsulating 

many civil wars and outside invasions. The latter included a series of incursions by 

the Crusaders from the west from the eleventh to the thirteenth centuries and an 

invasion by the Mongols from the east during the thirteenth century. 

The nascent Ottoman Empire emerged in the fourteenth and fifteenth centuries in 

what was referred to as ‘Asia Minor’, in tandem with their capture of areas formerly 

controlled by the Seljuks, Mongols, and the Byzantine Empire. The founder of this 

new imperial entity, Osman Gazi, captured Bursa (in present-day Turkey) in 1326 and 

nominated it as the new capital city (University of Calgary 1998; Kelley 2004). 

During the period between the thirteenth century and the beginning of the sixteenth 
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century, the Abbasid Caliphs continued to exist as mere figureheads of the Mamluks 

who ruled Egypt until the sixteenth century when that state fell under the control of 

the Ottoman Empire. 

Western Penetration and the Colonial Period: 1500 to 1970 

By 1521, the Ottomans had attained control of the holy cities of Mecca and Medina 

and the northern part of present-day Iraq, as depicted in the map below (Figure 2A.1). 

At its zenith for approximately 150 years, the Ottoman Empire attained extensive 

geographical boundaries beyond which any further expansion was inhibited by a 

variety of factors, especially distance and extended lines of communication. Sustained 

military operations in the Mediterranean area against Austria and other Christian 

powers failed to provide any significant and lasting gains. In 1683 a new assault 

against Vienna was inaugurated – the first such venture for 150 years. The disastrous 

consequences of this action included not only a military repulse before the gates of 

Vienna, but also Ottoman surrender of Hungary and temporary cession of southern 

Greece to Venice. These territorial losses, suffered in conjunction with a series of 

defeats, marked a decline in Ottoman power (Kelley 2004). 
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Figure 2A.1: The Ottoman Empire 

 

source: 

http://www.ucalgary.ca/applied_history/tutor/imageislam/ExpansionOttoman.gif 

Between 1500 and 1820 Portugal, Holland, Britain, France, and other European 

nations competed with and succeeded each other in gradually penetrating the Arab 

Gulf region and other parts of the Ottoman Empire. This penetration was of both a 

military and a commercial nature. Thus, European powers filled the vacuum left by 

the long decay and decline of the Ottoman Empire (Nawaab 1980).  

The main two western forces that changed the history of the Arab Gulf region were 

Portugal in late fifteenth, sixteenth, and early seventeenth centuries and Britain in the 

nineteenth and twentieth centuries. These changes were initiated by Vasco da Gama, 
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who in 1497 led a fleet of Portuguese ships around the Cape of Good Hope in 

southern Africa and found a new route from Europe to India and the Far East. This, 

eventually, led to a relative decline in the role of the Arab Gulf region (particularly 

the port cities on the Gulf and Iraq), which had enjoyed near-total control of the sea 

trading routes between the East and West for many centuries. Because of internal 

pressure for independence from some of the Arab sheikdoms in the region, small local 

populations, and comparably weak military capabilities, the Ottoman Empire 

progressively crumbled into European hands. In 1820, Great Britain imposed a pact 

on the Arab tribes along the coast of the Gulf; in the 1830s, France occupied Algeria; 

and in 1839 Britain occupied Aden, the strategic entrance to the Red Sea 

(Nawaab1980; Heard-Bey 1999). 

One of the consequences of British colonialism was the drawing of boundaries that 

segmented the Arab Gulf region. It became a loosely connected group of sheikdoms 

with separate political, economic, and cultural identities. An additional consequence 

was that some sheikdoms ended up with far more resources than others (Kazim 2000). 

The next momentous event was the discovery of oil in the region. The first well was 

discovered in Iran, and by 1911, a British company called Anglo-Persian Oil 

Company (APOC) was producing oil from it. This proved to be the incentive for 

many more oil companies to begin exploration in the region. In 1932, oil was 

discovered in commercial quantities in Bahrain, followed by Saudi Arabia in 1938 

(Nyrop 1984). Prior to 1932, the boundaries of the Arab Gulf states were of minor 

importance. However, the discovery of oil in Bahrain prompted the various countries 

to attach much greater significance to the delineation of their geographic limits (Metz 

1993a). 
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In the post-Second World War era, Britain granted independence to former colonies 

such as India and Burma. Britain also withdrew from Palestine and other adjacent 

areas at this time, as well as concluding support previously extended to Greece and 

Turkey. The British withdrawal from Arab colonies was accelerated by the rise of 

anti-colonial movements in both the Gulf region and in the rest of the Arab World. 

Other major international occurrences during this time were the establishment of the 

UN in 1944, of which many former colonies attained membership as independent 

states, and the formation of transnational corporations (Kazim 2000). 

Following the British withdrawal from its areas of colonial influence, the US under 

President Harry Truman began to implement what has become known as the Truman 

Doctrine. This doctrine would project US involvement in the maintenance of the 

balance of power in the region, which had formerly been outside its own sphere of 

influence and within that of the British Empire (Kuniholm 1984). Notwithstanding 

this doctrine, the US strategic policy in the decades following the Second World War 

did not incorporate an important role for the smaller states in the Arabian Gulf. As an 

alternative, it tended to emphasise the establishment of security arrangements with the 

region’s larger states such as Iran, Turkey, Pakistan, and Saudi Arabia (Kuniholm 

1984). 

At the conclusion of the Second World War the issue of Palestine and, in particular, 

the conflict between its Arab and Jewish residents, was surrendered by Great Britain 

to the UN. The initial consequence of this transfer was the 1947 division of Palestine 

into eight administrative areas (three Arab, four Jewish, and one international 

administration area incorporating Jerusalem). However, immediately following the 

conclusion of the British UN mandate in 1948, the State of Israel was established. 
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This led to the first of a series of wars between the Arab states and Israel. Successive 

military conflicts included the Sinai War (Suez Crisis) of 1956, the Six-Day War of 

1967, the war of attrition between 1967 and 1970, and the Ramadan War (also known 

as the Yom Kippur War) in 1973 ( Lee 2004). 
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APPENDIX 2B 

LIVING STANDARD DATA 
 

Table 2B.1: Human Development Index (1975-2002) 

 1975 1980 1985 1990 1995 2000 2002 
Saudi Arabia 0.602 0.656 0.671 0.707 0.741 0.764 0.768 
        
UAE 0.744 0.777 0.785 0.805 0.803 … 0.824 
        
Oman 0.493 0.546 0.64 0.696 0.733 0.761 0.77 
        
Kuwait 0.761 0.776 0.778 … 0.81 0.834 0.838 
        
Egypt 0.438 0.487 0.539 0.577 0.608 … 0.653 
        
Turkey 0.59 0.614 0.651 0.683 0.713 … 0.751 
        
United States 0.866 0.886 0.899 0.914 0.926 0.935 0.939 
 (Human Development Report 2004) 

 

 

Table 2B.2: Life Expectancy 

 1955-60/1960 1970-75 1990-95/1992 2000-05 
Saudi Arabia 55.5 53.9 71.6 72.3 
UAE 53 62.2 70.8 74.7 
Oman 40 52.1 69.6 72.4 
Kuwait 59.6 67 74.9 76.6 
     
Egypt 44.9 52.1 63.9 68.8 
Turkey 48.1 57.9 67.2 70.5 
United States 69.7 71.5 74.9 77.1 

 (Abdelkarim 1999b; Human Development Report 2004; 
World Resources Institute 2004) 
 

_____________________________________________________________________ 

297



Appendix 2B: Living Standard Data 
_____________________________________________________________________________________________ 

Table 2B.3: Infant Mortality Rate 

 Infant mortality rate per 
1,000 live births 1960 1970 1980 1990 2000 
Country 
Saudi Arabia 170 118 65 34 24 
UAE 149 61 23 12 8 
Oman 164 126 73 25 12 
Kuwait 89 49 29 14 9 
Egypt 186 157 118 76 38 
Turkey 163 150 103 64 38 
United States 26 20 13 9 7 
 (World Resources Institute 2004) 

 

Table 2B.4: Public Consumption Per Capita 

In real (1995) US$  
 1983 1993 2002 
Saudi Arabia 5109 2051 1776 
UAE 6198 2891 3350 
Oman 2308 1710 1528 
Kuwait 4325 4911 3230 
    
Egypt 156 86 132 
Turkey 178 404 310 
United States 3949 4260 4716 

 (Askari 1997; World Bank Group 2004; World Resources 
Institute 2004) 

 

Table 2B.5: Private Consumption Per Capita 

In real (1995) US$  
 1983 1993 2002 
Saudi Arabia 7750 3715 2503 
UAE 8135 8070 10093 
Oman 2726 2572 2560 
Kuwait 9040 5947 6830 
    
Egypt 591 643 778 
Turkey 1489 2019 1467 
United States 14653 17803 21254 

 (Askari 1997; World Bank Group 2004; World Resources 
Institute 2004) 
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Table 2B.6: Subsidies Per Capita 

Subsidies (fuel, electricity, and water) per capita in real 1995 US $ 

Year Saudi Arabia UAE Kuwait Oman 
1978 137 321 155 -39 
1979 300 532 310 11 
1980 448 647 409 18 
1981 567 718 553 24 
1982 609 727 524 18 
1983 629 637 476 9 
1984 635 669 479 3 
1985 614 738 452 14 
1986 442 635 360 -25 
1987 545 955 451 23 
1988 507 1039 446 32 
1989 635 1216 515 85 
1990 792 1205 633 157 
1991 773 1437 734 170 
1992 815 1476 1129 158 

     
 (Askari 1997) 
(-) figures means net taxes 

 

Table 2B.7: Per Capita GDP 

Per capita GDP based on 1985 prices    

Using normal exchange rate      

        

Year Saudi Arabia UAE Oman Kuwait Egypt Turkey USA 

1971 4322 10565 2283 34217 609 1222 13892 

1976 9361 25246 3643 28020 631 2401 15410 

1981 11843 28365 5081 22409 616 1668 15706 

1986 7001 20057 7883 12458 693 1400 17612 

1991 7007 18017 6899 7253 513 2031 18123 

1996 6923 13983 4728 11515 739 1935 19464 

2001 6136 12394 4986 10207 866 1271 21094 
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Table 2B.8: Per Capita GDP (PPP) 

Per capita GDP based on 1985 prices    
Using PPP conversion rates      
        

Year Saudi Arabia UAE Oman Kuwait Egypt Turkey USA 

1976 17343 33960 6734 20688 1308 3187 15784 
1981 15663 31252 5673 9467 1617 2812 16038 
1986 8509 16461 7880 7880 2028 3270 18212 
1991 8554 16272 7788  1889 3463 18610 
1996 8163 13425 7719 11151 1995 3764 19906 
2001 7878  8234 9707 2238 3604 21108 

(Askari 1997; OPEC 2002; GCC Secretariat General 2004; World Resources Institute 
2004) 
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SURVEY INSTRUMENT 

 

SECTION A: PERSONAL INFORMATION 

 
1) Country of residence: 

 United Arab Emirates   Saudi Arabia    Oman   Kuwait 

 

2) Country of nationality: ……………………………………………

 

3) Gender:    Male     Female

  

4) Age:   Up to 29   30-39   40-49   50 and above

 

5) Email for follow-up (optional):……………………………………………………….. 

 

6) Level of education: 

 High school   Tertiary diploma  Bachelor degree         Post graduate 

 

7) Did you go abroad (away from your country of birth) for training or education? If yes, for how long? 

 No, never   Less than 1 year  1-4 years      More than 4 years 

       

8) Within your country of residence, you are: 

 An ordinary citizen      A foreign worker 

 A middle level official or policy advisor   A foreign investor 

 A senior official or policy maker

 

9) What would best describe your occupation? 

 Government department employee   Oil company employee 

 Government investment fund  employee  Employee in the private sector 

 Semi-government organization employee  Owner of a private business 

 University or research organization employee

 

SECTION B: OIL RESOURCES 

 
10) What impact do fluctuations in the price of oil on world markets have on your daily life? 
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 Very weak    Weak    Medium   Strong   Very strong 

 

11) As you see it, what is the likelihood that the price of oil will drop substantially in real terms (i.e. 

relative to world consumer prices) during the next 20 years? 

 Very unlikely     Unlikely     Not sure        Likely      Very likely 

 

12) What are the main reasons that could depress oil prices during the next 20 years? 

 

…………………………………………………………………………………………………….. 

…………………………………………………………………………………………………….. 

 

13) If oil revenues were to fall substantially, what should the government do to finance its 

activities? 

 

…………………………………………………………………………………………………….. 

……………………………………………………………………………………………………… 

 

14) In your view, how serious is the issue that oil resources in your country of residence may 

become depleted in the foreseeable future (say, 100 years)? 

 Very minor           Minor          Moderately   Serious  Very serious  

 issue    issue  serious     problem      problem 

 

15) How would you rate the efforts to prepare your country of residence for the possible depletion 

of oil in the future? 

 Very poor    Poor    Neutral   Good    Very good 

 

16) What should be done about the level of oil extraction in your country of residence? 

 

 Substantial   Moderate  No change  Moderate  Substantial 

    decrease      decrease       increase     increase 

 

SECTION C: ECONOMIC DEVELOPMENT 

 

17) What kind of long-term economic strategies should your country of residence pursue if it wishes to 

reduce its dependence on oil? 

……………………………………………………………………………………………………………… 

……………………………………………………………………………………………………………… 

 

18) In developing the local economy which non-oil sectors should be given priority? 
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……………………………………………………………………………………………….………… 

…………………………………………………………………………………………………………. 

 

19) How do you rate the economic performance of your country of residence in the non-oil sector? 

 Very poor     Poor    Neutral   Strong   Very strong 

 

20) What are the major disadvantages faced by local non-oil businesses in competing against 

international businesses? 

 

……………………………………………………………………………………………………….…

…………………………………………………………………………………………………………

 

21) In your view, how much support should the government provide to local non-oil businesses? (select a 

level from 1 to 5) 

1   2  3  4            5 

  Very little      Moderate              A great deal

            support          support   of support 

 

22) If the government needs to improve its financial position, what action should it take? 

 

………………………………………………………………………………………………………………

……………………………………………………………………………………………………………… 

 

 SECTION D: POPULATION POLICY 

 

23) Do you see the current situation regarding immigration and guest workers as a policy issue of some 

concern? (Select a level from 1 to 5) 

1   2  3  4            5 

  No concern     Moderate              High level

            at all          concern   of concern

 

24) What changes (if any) should the country make in its policy regarding immigration and guest 

workers? 

………………………………………………………………………………………………………………

……………………………………………………………………………………………………………… 

 

25) What would be the main obstacles to the country making the changes you have just suggested? 
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………………………………………………………………………………………………………………

………………………………………………………………………………………………………………

 

26) On current population and immigration trends, do you see the country’s likely population in 20 years 

as too small, too large, or about right? 

 

   Much too    Rather too   About right   Rather too      Much too  

small        small       large            large

 

27) How serious is unemployment as an issue at present? (Select a level from 1 to 5) 

1   2  3  4            5 

  Not serious     Moderately              Very

     at all          serious    serious 

28) How serious do you expect unemployment to be as an issue in 20 years? (Select a level from 1 to 5) 

1   2  3  4            5 

  Not serious     Moderately              Very

     at all          serious    serious 

 

 SECTION E: STANDARDS OF LIVING 

 

29) Do you think that standards of living have improved or deteriorated in your country of residence 

during the past few years? 

 Deteriorated  Deteriorated  No change   Improved    Improved                    

 a lot       somewhat      somewhat    a lot

  

30) Do you expect the standards of living to improve or deteriorate in the next 20 years? 

 Deteriorate   Deteriorate  No change   Improve    Improve                      

a lot        somewhat       somewhat     a lot

 

31) How would you rate the current efforts to sustain and enhance living standards in your country of 

residence? 

 Very poor    Poor   Neutral   Good    Very good

 

32) What would be the most serious challenges the country must face to sustain and enhance its living 

standards in the long term (20 or more years)? 

………………………………………………………………………………………………………………

……………………………………………………………………………………………………………… 
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