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Dealing with the boom in the
Gulf region | The Gulf states
are investing massively to
become top global players |
Foreign companies can reap
enormous benefits in the
regional markets and beyond
|But be aware of some of
the Gulf region's peculiarities
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[MEGA VISION] WHERE THE BILLIONS GO
Selection of the largest mega-projects in the Gulf region, 
estimated investment amounts in USD

33bn � WORLD CENTRAL AIRPORT, DUBAI
World's largest airport, including business and residential development 
with 750,000 inhabitants. Airport will have combined capacity of
London Heathrow and Chicago O'Hare, two of the world's busiest airports27bn � KING ABDULLAH ECONOMIC CITY, SAUDI ARABIA
Entirely new city with one of the world's biggest sea ports, 

expected to create 500,000 new jobs27bn � BAWADI, DUBAI
World's largest hotel chain, aiming to double hotel capacity 
in Dubai by 2016 to 29,000 beds25bn � PALMS, DUBAI
Three waterfront developments resembling palm trees

20bn � DOWNTOWN, DUBAI
Urban development containing the world's largest mall 

and the world's largest building20bn � BUSINESS BAY, DUBAI
Development of an urban business freezone with hundreds of skyscrapers 
and the world's largest marina15 bn � AL RAHA BEACH, ABU DHABI
Residential and business area for over 120,000 inhabitants

15 bn � BLUE CITY, OMAN
New city for 250,000 people designed to attract 2 million tourists a year

5 bn � TAWEELA SMELTER, ABU DHABI
World’s largest aluminium plant

5 bn � PORT OF ARABIA, RAS AL KHAIMAH
Tourism and leisure facilities along 13 kilometers of coastline

5 bn � LUSAIL, REAL ESTATE DEVELOPMENT IN QATAR
Housing for 200,000 inhabitants 

4 bn � RAILWAY EXPANSION PROJECT, SAUDI ARABIA
More than 1,000 km of new railway tracks linking the east and west coasts



“ WE HAVE TO MAKE HISTORY ”
The words “The world has a new center” adorn a gigantic construction site fence in the middle
of Dubai. Behind the fence, Dubai Mall, slated to become the world’s largest shopping center,
is taking shape. Meanwhile, Dubai World Central is the name earmarked for a major new air-
port that is to handle around 120 million passengers a year by 2050 – the combined capacity
of London Heathrow and Chicago O'Hare.
In announcing the project for the new mega-airport, Dubai’s Prime Minister, Sheik Mohammed
bin Rashid al-Maktoum, leaves no room for doubt about his intention to do great things in his
home country: “We have to make history and approach the future with steady steps, not wait
for the future to come to us,” he declares.
Al-Maktoum’s aim is to make his desert state the center of the modern world. And he is by no
means alone. Barely a week passes by without some country in the Gulf region announcing yet
another new mega-project. Right now, the countries that make up the Gulf Cooperation Council
(GCC) – Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates – are investing
more than USD 600 billion in total. Saudi Arabia, the biggest economy in the region, is making
huge advances in its quest to become a global economic power. The “King Abdullah Economic
City” project alone, for example, is supposed to generate 500,000 new jobs.
As the people in charge have realized, however, this almost fairy-tale story of growth and suc-
cess now has to be placed on a sustainable foundation. Saeed al Muntafiq, CEO of the Tatweer
development company, recently compared Dubai to a growing young lad: “It’s hungry, eats
seven meals a day, runs around for 17 hours a day bouncing off the wall full of energy”. 
As this growth phase unfolds, tremendous opportunities are emerging for those foreign com-
panies that astutely leverage the peculiarities of the widely varying markets in this region. As
economic development advances in leaps and bounds, the governments of the individual GCC
states have, in some cases, heralded a contest within the region. Nothing less than the top
global positions are the issue at stake.

FINANCIAL SERVICES
“One of the problems in the Middle East is that too much money is chasing
too few opportunities.” William Rhodes, Chairman, Citibank
In additon to the oil billions, a second wave of investment is flooding the region. International
hotel chains, financial institutions and industrial groups are digging ever deeper into their
pockets to develop these new economic hubs. In some markets such as Bahrain, however,
initial signs of an oversaturated financial services market are already beginning to show.
Thin margins on major project finance point to cut-throat competition in all GCC markets.
Some local banks have already withdrawn from this business altogether.
Given the ever greater diversification of these economies, it is nevertheless obvious that
demand for financial services will continue to increase. Even the crash on the region’s stock
markets in the first quarter of this year does nothing to change this outlook. The only differ-
ence is that exaggerated yield expectations have now given way to a keener interest in pro-
fessional asset management. This goes in line with a fast-rising demand for sharia-compliant
banking products, a field where GCC countries are already global market leaders.
As these still youthful capital markets continue to develop, we see significant upside poten-
tial in the region. At the newly launched DIFX stock exchange in Dubai, for example, trading
volumes are still low and derivative products are hardly used at all.
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GLOBAL AMBITION
The GCC countries aim to establish themselves 
as global hubs in several industries

Economic activity:

• Financial services

• Aviation, trade, logistics

• Tourism, healthcare, retail

• Petrochemicals, heavy
industry

Countries:

• Bahrain, Dubai, 
Qatar, Saudi Arabia

• Dubai, Abu Dhabi 

• Dubai, Qatar, Oman 

• Saudi Arabia, Qatar, 
Abu Dhabi, Kuwait

USD 600 billion is the figure that experts believe the
GCC states are pumping into investment projects

600
600

USD 600 billion is the estimated extra revenue that
high oil prices brought into GCC coffers in 2005/2006



BANKING POWER 
2004 total banking assets growth of local banks in
GCC countries and Europe (average of Euro zone,
Denmark, Sweden, Switzerland and the UK), %

Bahrain’s position as a financial center is facing increasingly stiff competition from its up-
and-coming rivals in Dubai and Qatar. All of which is creating positive conditions for foreign
banks. At the same time, Saudi Arabia, the region’s largest banking market, is opening its
doors to international players.
The private equity market too is flourishing rapidly. Between 2004 and 2005, the value of
GCC private equity funds surged from USD 3.8 billion to USD 6.0 billion, the majority of which
is invested outside the Gulf region. This development again indicates that demand for the
services of investment banks and auditors will rise sharply in future.

AVIATION, TRADE AND LOGISTICS
“We have four billion people within eight hours of flying time from Dubai, and they’re
becoming very active.” Tim Clark, President, Emirates Group
Ten years ago, people laughed in disbelief when planners said Dubai International Airport
would be handling 25 million passengers a year by 2005. No-one is laughing now that the
target has been reached, though. Over the next six years, this figure is projected to explode
to 70 million passengers a year. This will only be possible if Dubai remains the hub of traf-
fic between the Western world and the boom regions of Asia. And whether that happens
depends on two factors. First, the governments of India and China must maintain their
restrictive stance on direct flights. Second, competitors such as Air India must remain
unable to cope with the masses of customers they face in their home countries.
Dubai has no intention of relying solely on vast passenger and freight handling capacity,
however. The Dubai Aerospace Center mega-project (being built at a cost of USD 15 billion)
is also hugely ramping up the airline services segment. Everything from aircraft leasing
and maintenance to the training of area specialists and aircraft engineers at a dedicated
university will be on offer here when the project is completed.
Incumbents such as Emirates and Qatar Airways are investing heavily in their fleets in
anticipation of fierce predatory competition. Meanwhile, the market for low-cost carriers
constitutes a further highly attractive segment. Start-up Air Arabia (based in the emirate of
Sharjah) broke even after only 12 months in business, for example, and welcomed its mil-
lionth passenger on board six months later.
The significance of the Middle East to world trade is also growing constantly. The volume of
goods traded with Asia alone nearly doubled to a total volume of USD 300 million between
2002 and 2005. According to recent figures, the port of Dubai ranks ninth worldwide. It
has more than doubled its container traffic since 2001. Strong growth is also expected for
trade with Europe. Statements by both parties suggest that the EU and the GCC will very
soon sign a free-trade agreement. Moreover, if all the region’s port projects are indeed real-
ized in the years ahead, the Gulf region has the potential to become both the world’s num-
ber one passenger hub and its leading transshipment hub.
Logistics companies based in Kuwait have benefited especially handsomely from their
favorable location in recent years. Many of the supplies channeled into Iraq pass through
this tiny country. Companies such as PWC Logistics have seized the opportunity to craft
highly successful business models. An independent supply chain, cutting-edge IT and low
fuel and personnel costs enable the firm to operate at a profit even in high-risk areas with
poor infrastructures. By consequence, the company is further improving its market posi-
tion in boom regions such as India.

TAKE-OFF
Orders for the new supersize Airbus A 380 jet, 
by country
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France
10

Australia
12

Singapore
10

UAE
47

Germany
15

UAE

Qatar

Saudi Arabia

Bahrain

Kuwait

Europe

22,7

20,9

20,2

19,5

Oman 13,8

1,8

6,8

Sources: GCC central banks, European Banking Federation

Source: Airbus Industries
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TOURISM, HEALTHCARE, RETAIL
“We can’t just keep building hotels and shopping malls and depend on sun and sand.
We have to move in other directions.” Salem bin Dasmal, CEO, Dubailand
Dubai is by no means the only one that is successfully ramping up its commitment to the
blossoming tourism industry. European visitors in particular increasingly regard Oman as a
luxury destination that combines oriental charm with political stability. Meanwhile, Qatar
has made a name for itself in the business and event tourism segment with high-level con-
ferences and sporting events.
One factor that currently inhibits growth in the tourism industry is hotel capacity. Bed occu-
pancy in the GCC states is considerably higher than in the Western world. It nevertheless
remains to be seen whether the market will accept existing and planned leisure offerings,
from ski pistes to a Ferrari theme park. A growing downside risk in the region is that the
boom could negatively impact visitors’ vacation experience. Dubai’s principal traffic routes
ever more frequently suffer from congestion. And increasing numbers of property developers
are complaining that power and water supply lines are not ready on time.
At the same time, the region’s voracious appetite for infrastructure is opening up tremendous
opportunities for foreign firms. Water utilities are a case in point. Between now and 2020, the
Saudi Arabian government plans to invest USD 150 billion dollars to deal with this problem alone. 
Healthcare is another particularly important growth market in the region. Since 9/11 and the
Iraq war, it has become less attractive for wealthy Arabs to travel to the USA for medical treat-
ment. The aim now is to transfer US healthcare standards - one example is a collaborative
venture with Harvard University in relation to the development of Health Care City in Dubai.
The retail industry too is enjoying a very favorable situation. Low logistics costs, low wages
and attractive input prices (due to low taxes) offer cost benefits to retailers in the region.
Well-appointed store space in large malls and a propensity to consume on a par with that of
the USA are also doing their bit to drive up profits. Collaboration with very successful local
companies is the obvious point of entry. M.H. Alshaya Company, for example, operates
around 1,000 franchise stores in the region – including the most profitable Starbucks outlets
in the world, according to industry insiders.

PETROCHEMICALS/HEAV Y INDUSTRY
“It’s a great place for aluminum producers to be.” Cynthia Carroll, President, Alcan
A favorable geostrategic position between Europe and the Far East combined with vast oil and
gas reserves gives the GCC states a natural advantage. Low labor costs further enhance the
region’s benefits. Saudi Arabia in particular has built up huge capacity in the petrochemicals
industry. By 2015 the Saudi Basic Industry Corporation (Sabic) aims to corner a dominant
15% share of the global petrochemicals market.
In the most energy-intensive industry sectors, the GCC states benefit twice over from high
energy prices. They can sell oil and gas at exorbitant rates while still supplying their own fac-
tories with low-cost energy. This is especially true of aluminum production, where energy
accounts for around one third of total costs. On this front, Qatar and Abu Dhabi in particular
intend to adopt an aggressive stance on the global market as soon as their planned alu-
minum smelters – the largest in the world – go into operation. Abu Dhabi’s steel industry too
has plans to build a plant with capacity of 2 million tons per annum and will play a much
more active role in future.

FULLY BOOKED
2005 hotel room occupancy in GCC countries
and Europe, as % of total capacity

Saudi Arabia
57.9

Europe
65.1

Kuwait
69.7

Oman
70.1

Bahrain
71

Qatar
74.9

UAE
81.9

Source: Deloitte

7million tons p.a.
Saudi Arabia is in a tight contest with China for
third place in the global ranking of petrochemical
producers, based on capacity to produce ethylene,
the building block of the industry. USA ranks first,
Japan second.

Source: Economist Intelligence Unit



COUNTRY SPECIFICS
The GCC states have a strong sense of political solidarity and face several similar challenges.
These include a young population (ca. 50% under the age of 20) that will eventually need
employment. In some countries, governments have responded with labor force nationalization
programs that aim to reduce local unemployment and the dependency on expatriates. Despite
some similarities, the GCC states are a very varied assortment. And some of their differences
concern critical factors. Together with the experts from the Economist Intelligence Unit, we
have compiled a brief overview.

[S AUDI ARABIA] In 2006, Saudi Arabia’s export earnings are forecast to reach USD209.1bil-
lion – the highest level of receipts that the kingdom has ever generated. The authorities are
continuing cautious moves towards economic reform, with the emphasis on boosting the pace
of growth in the non-oil sector. Non-oil exports have begun to grow as government-led efforts
to diversify the economy have taken effect. Aside from petrochemicals, which account for the
bulk of these exports, growing industries include manufacturing and metals exports.
Following successful measures to overhaul the telecommunications industry, additional
parts of the economy will be opened up to private-sector competition. The pace of economic
reform, however, is hampered by institutional and political resistance, with even small meas-
ures requiring a consensus among senior members of the ruling elite – something that is
often difficult to achieve given the vested interests involved.
The recent accession of Saudi Arabia to the World Trade Organization means that the govern-
ment is mandated to provide foreign investors with additional opportunities, particularly to
partner in large-scale infrastructure investment. For example, the government is looking for
private investors to foot a large part of the bill for its hugely ambitious railway project.

[UNITED ARAB EMIRATES] The government continues to promote a progressive economic
agenda. Steps are being taken to foster further foreign investment, including the abolition of
the sole agency law and regulations that restrict foreigners to minority stakes in local firms.
Further evidence of this shift towards a more liberal approach comes from the recent issuing
of a decree allowing foreigners to own property on a freehold basis in designated areas.
The emirate of Dubai remains at the forefront of economic reform and development, and is
building on its emerging position as the region’s services hub as well as further growth in its
existing manufacturing and industrial base. Abu Dhabi, meanwhile, continues to invest heavi-
ly in the development of its large upstream hydrocarbons resources and downstream indus-
trial projects, notably in the petrochemicals sector. Longstanding concerns, however, that the
domestic economy may be overheating and that asset prices in particular had reached
unmerited and unsustainable levels were realized with a dramatic downturn in equity prices
earlier this year. Inflation is also a major concern. Nevertheless, the economy is well-placed
to ride out the downturn, with high oil prices, strong investment and low real interest rates
set to ensure that there remains significant momentum within the local economy.

[K UWAIT] While other GCC countries are embracing foreign investment, the pace of eco-
nomic reform in Kuwait is considerably more cautious. The government has made strong
commitments to large infrastructure projects, but these are liable to be state-led. Project
Kuwait, a long-standing economic reform proposal to introduce foreign investment into four
northern oilfields, continues to attract vehement opposition from some members of the 
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KUWAIT
GDP: USD 70.5 bn Real GDP growth: 8.1 %
Population: 3.0 m GDP per capita: USD 23,500

SAUDI ARABIA
GDP: USD 307.7 bn Real GDP growth: 6,5%
Population: 24.6 m GDP per capita: USD 12,500

UNITED ARAB EMIRATES
GDP: USD 119,5 bn Real GDP growth: 6.7%
Population: 4.7 m GDP per capita: USD 25,400

QATAR
GDP: USD 35.4 bn Real GDP growth: 8.8%
Population: 0.9 m GDP per capita: USD 39,300
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government, and the proposals have yet to be approved. Despite the welter of public infra-
structure projects that have been approved in recent years, involvement from the private
sector remains limited, other than in a contracted service capacity. There is also little in the
way of diversification outside of the energy sector, and the IMF has urged the government
to bolster investment in non-oil industries. While such investments remain few, the country
does have a strong track record in amassing large stocks of foreign assets, with dedicated
government agencies managing portfolios financed by surplus oil revenue. Their assets are
thought to be worth several hundred billion dollars.

[QATAR] Economic growth in Qatar is forecast to be among the highest in the region, with
real GDP growth reaching 7.9% in 2006 and increasing to 8.9% in 2007. Developments in the
energy sector will be the main contributor to growth. In early 2006, Qatar overtook Indonesia
as the world’s largest exporter of liquefied natural gas (LNG) – a position that will be bol-
stered in the coming years. At the same time, the government has been seeking to encour-
age private and foreign investment into non-energy sectors. In May 2005, the Qatar Financial
Centre was inaugurated. as part of an effort to create a national centre for major finance
institutions. Although it faces stiff competition from Dubai and Bahrain, the hope is that Qatar
will attract foreign capital and serve as a regional financial hub linking Asia and Europe.
In addition, the government has announced plans to set up several free trade zones, with the
aim of encouraging further diversification outside of the energy sector. With a new invest-
ment law planned, and the region continuing to benefit from record oil prices, Qatar appears
well placed to improve on its previously poor performance in attracting foreign investment
into non-energy-related sectors.

[OMAN] The need to meet the challenge of demographic change is encouraging the Omani
government to press ahead with a substantive program of economic reform.  Increased par-
ticipation of the private sectors in infrastructure provision such as telecommunication is
planned. While there are opportunities for foreign direct investment in Oman, the reality on
the ground can be complex. In October 2004, a consortium of private companies set up to
manage Oman’s two airports collapsed just two years after being awarded a 25-year contract.
Management of the airports has since been returned to state hands.
Other moves towards economic reform will concentrate principally on diversifying the econo-
my. Beyond hydrocarbons, prospects for the services sector are strong, with the expansion
of a container port at Salalah and an industrial zone at Sohar set to continue. Tourism is also
a growing sector, with several major new ventures already underway.

[BAHRAIN] Bahrain is considered the freest economy in the Middle East according to the
2006 world economic freedom index published by the Heritage Foundation/Wall Street Journal.
And the Bahraini government is expected to still press ahead with its liberalization program,
which should promote more rapid inflows of foreign investment. Although Bahrain has benefit-
ed from high oil prices, its reliance on high import volumes to feed large-scale development
projects, such as the upgrade of Bahrain Petroleum Company and the development of Bahrain
Financial Harbor, will restrain the impact of consumption and investment on overall expansion.
Much like the other GCC countries, Bahrain faces the challenge of finding employment for its
rapidly growing young adult population. The country´s development efforts are very much
geared towards labor market reform, to induce the replace of foreign workers with locals.
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BAHRAIN
GDP: USD 13.2 bn Real GDP growth: 5.9%
Population: 0.7 m GDP per capita: USD 14,700

All Data from 2005

Source: Economist Intelligence Unit

OMAN
GDP: USD 29.6 bn Real GDP growth: 5.6%
Population: 2.5 m GDP per capita: USD 11,800




