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Abstract

The Gulf Cooperation Council (GCC) countries shapecific structural economic
features. They depend heavily on the hydrocarbatosewhich was reflected in key
macroeconomic indicators in 2014, as accountsifgr budget receipts at 84 percent and
approximately 69 percent of total GCC exports. iesihe huge accumulated financial
surplus and the GCC governments’ investment irr ts@nomies, outcomes have fallen
short of targets set out in their national visiomdjile the challenges of economic
diversification persist. This workshop will explotiee current economic policies of the
GCC countries and their efforts to shift their emames away from heavy dependence on
hydrocarbons towards a more diversified economitesy, where the private sector
becomes the engine of growth. The overarching fogillsbe on the challenges of
diversification in terms of strategic planning, ipgtmaking, implementation, and global
best practices. This workshop is expected to atlfieevaluate the current diversification
strategies and underline some key assumptionscthdd lead, at a later stage, to the
development of a new mode of diversification in GEC context.



Background and Literature Survey

A significant volume of literature has dealt withCG economic diversification from

different perspectives (Luciani 2012, 2013). Thét<lom oil dependence to economic
diversification in the GCC countries underscores #tonomic risks associated with
rentier state theory (Beblawi 1987) and the DutdkeBse theory, which argues that
natural resource windfalls often result in weakgnimther sectors due to currency
appreciation and the attractive high profits in tbgource sector (Cordon & Neary 1982).
The economic risk of Dutch Disease supports sucklyais as oil revenues tend to
quickly crowd out any other economic activity; hendiversification is a means of
controlling risks in GCC countries (Hvidt 2013).

For GCC countries, the aim of economic diversifaratis not only to minimize the
negative impact of oil price fluctuations; it issala necessity as a diversified economy
tends to be more stable and has the capacity &becj@bs while being less susceptible to
the boom and bust cycle of oil and gas prices. Swedessity has put diversification at
the very core of economic development strategiab @anning since the mid-1990s
(Fasano & Igbal 2002). This is clearly evident lne hational visions, where each GCC
country stresses the importance of promoting ergregurship and supporting and
increasing the role of the private sector in thenemic development process.

Evidence of diversification may be seen in the idecin the share of oil and gas in GDP
from 41 percent in 2000 to 33 percent in 2013 @0A4) and increased spending on
industrial infrastructure across the region, witARJ spending increasing by over 400
percent, particularly in aviation, aerospace arférte, in the past three years (Davidson
2011). This is also evident in the rising shar&DP of the services and financial sectors,
as well as the huge investments in education, lesakk, water, communications,
transportation, tourism, and other non-hydrocarts&ttors. In the energy sector,
diversification is facilitated by investment in Bamable and alternative energy sources
such as solar, carbon capture and storage, and t#ehnology. In food security, the
GCC countries have strengthened their agro-sechyitthe acquisition of large areas of
farmland outside their own national borders ancestvmg heavily in major agricultural
projects in Sudan, Ethiopia, Egypt, Turkey, Ukraikazakhstan, Philippines, and Brazil
(Woertz 2013; Al Obaid 2010; Deninger et al. 2011).

However, economic diversification is facing sigo#int challenges across the region.
Most GCC countries suffer from weak institutiora;k of coordination between policy-
making and policy implementation, small and ineffex private sectors, lack of
innovation and limited investment in R&D, poorlyildd national workforces incapable
of meeting the demands of the private sector, iciefft legal and regulatory systems,



and lack of accountability and transparency. Analyalso shows that severe
implementation issues in the education, labor aadet sectors, as well as fundamental
weaknesses in the GCC economic structure, negataféct economic diversification
(Coury & Dave 2010). What remains important her@as whether diversification will
succeed or fail, but how GCC countries will addrabe main challenges of
diversification.

Description and Rationale

Since 2011, GCC macroeconomic performance has foberst, characterized by strong
GDP growth, significant creation of job opportue#j and large surpluses in the fiscal
and balance of payment positions. This has drawchmattention to the GCC economies,
not only because of the rise in international sitgs but also the nature of economic
growth that has taken more of a vertical route.b@lanvestors and key trade partners
such as the EU, the US, and China have vestedesttein the GCC economies,
particularly in the energy sector; hence, they keen to develop free trade and
investment agreements with the GCC to maintairr thegess to such important markets.
The capacity of the GCC countries to take advantdgeich extensive foreign interest in
their economies and the huge capital surplus frormnal gas revenues (estimated at $1.5
trillion in 2013) to achieve economic diversifiaati is still a matter of debate. This
workshop aims to provide a forum for participants both inside and outside the GCC
to discuss and exchange views on a variety of ssswesidered to be important for
sustainable economic growth in the GCC, with a ipaldar focus on economic
diversification challenges.

The plan is to have a two-day workshop, which witlude three themes, each addressed
by four papers. The following are the proposed t&for the workshop:

1. TheRoleof the Private Sector in Economic Diversification

The private sector plays a minimal role in the G&nomies and, for the most part,
continues to be dependent on the performance ohybeocarbon sector (Hertog 2010
and 2013). Though it is the engine of growth in trambsanced economies, in the GCC
countries the private sector has remained relgtigatall and heavily financed by oll
revenues (Hertog 2014). If the private sector iplay a greater role in the development
process of the GCC countries, structural changesildhaim at creating conditions
favorable for the private sector vis-a-vis the prbkctor in terms of limiting the role of
the government to strategic guidance and divemirmgluction activities away from the
public sector to the private sector, which is oftéaracterized by efficient allocation of
resources and high productivity. Such changes dhaab produce an appropriate system
that liberalizes the regulatory framework, supptits development of the banking sector



to enable SMEs access to finance, and encourageateplinvestment in the non-
hydrocarbon sectors. A balance should also belstratween the nationalization of the
labor markets and the requirements of the privaetos in the context of high
unemployment and low labor productivity among thetional workforce (Al Qudsi
2005). Such a balance could reduce the risk ofdompetitiveness in the GCC markets
due to low levels of productivity and efficienc{his underscores the close link between
the quality of the education system and entreprsigu and the performance of workers
and the ability of entrepreneurs and SMEs execsitivecompetently utilize the financial
and technical support provided by organizationshsag Al Khalifa Fund in UAE and
Sanad in Oman. Although the performance and shatileeoprivate sector in GDP has
improved, and the sector is no longer entirely siadowed by the dominant public
sector, the GCC private sector continues to be kampby the patronage system in
privatizing state-owned enterprises, lack of edocatand training that impacts on
productivity, high cost of borrowing and its fragmed nature which prevents SMEs
from achieving economies of scale as well as lmgiits role in economic diversification.

2. Policy Challenges and Conditionsfor Successful Economic Diversification

This theme will focus on the importance of designaspecific strategy for economic
diversification, to be translated into an actiorarplwith proper indicators and a
monitoring and evaluation system. It will also tizcthe issue of the establishment of an
institutional structure for the implementation bétstrategy and elaborate on some of the
main conditions for a successful economic diveratfon strategy. Of course, there is no
uniform policy advice that would suit all GCC coudes, but a common approach can be
developed to enable these countries to realizer thednomic diversification aims.
Among the key policy areas to be examined are cetimgl the process of trade
liberalization, simplifying the tax and regulatosystem, ensuring that the financial
system delivers adequate funding for investmentsl inproving the infrastructure.
These policies could result in creating an enabbuoginess environment, developing
well-functioning and quality government institutggrand integrating skills development
into sectoral policies, particularly in priorityers that have the potential to contribute
to economic diversification.

This theme is also expected to explore ways througith new policy measures can
break the vicious circle and interplay between f[maductivity and competitiveness and
poor economic diversity in the GCC countries. Asaywill focus on the capacity of

public institutions and government policies to teethe appropriate environment and
conditions conducive to economic diversificationhis will be examined broadly in the

context of the regulatory and institutional enviment in the GCC (Sun 2002) and what
needs to change to divert capital and human ressurom the hydrocarbon sector to
other sectors such as manufacturing, finance,&syvand tourism.



3. Global Best Practices and the Need for a New Mode of Diversification in the
GCC
This theme focuses on how the global forces and pextices facilitate economic
diversification in the GCC countries. Recent datdidates that the GCC has become
more integrated with the global economy than efore, contributing 5.9 per cent of
total global trade and importing 80-90 per centt®ffood and goods from international
markets (IIF 2014). It is also estimated that GA@bal assets managed by sovereign
wealth funds are approaching $1.5 trillion in 20dth Saudi Arabia, UAE, and Qatar
now major destinations of capital inflows and cautfs (UNCTAD 2013). However, the
potential gains from such integration have not lyeén realized since the region has
failed to reap tangible benefits from globalizatiand multilateral trade arrangements,
particularly in attracting FDI and enhancing nohediports.

Given the nature of the economic system in the G®@ comparing it with other
countries of comparable size and experiences, rigraipe of this theme is to underscore
the need for a new model of diversification thasldas the GCC countries to benefit
from global trade and FDI in their economic divéecsition and reform. Comparative
analysis and lessons from best practices in ecandimersification will be drawn from
other emerging economies. Particular attention beéllgiven to the experiences of South
Korea and Taiwan, which represent a model of imdalstconomy, and Singapore and
Hong Kong that represent a model of service econdnayed, there are huge differences
between these models, but they simultaneously sbamge general features such as
government intervention in directing the path oé thational economy, clarity and
stability of investment policies, and support fogpert-based activities. The lessons
learned from such practices could help the GCC tmsin increasing the flexibility and
attractiveness of their policies and laws relatiog foreign trade and investments;
developing attractive incentive packages; and egihgnadvantages to the investment
environment (Sun 2002). All of these contributeifpasly to economic diversification.

Anticipated Participants

The workshop aims to bring together resources ammvledge from different fields

related to diversification and sustainable develepnn the GCC and beyond. Therefore,
it is expected that contributors will include thoeeolved in policy making and practice
but also those from different fields such as saen@ngineering, politics, economics,
social sciences and management. However, in oamensure that a wide range of
participants from several disciplines can engadig Aind participate in the workshops,
contributors are asked to avoid submitting highéchinical papers. Papers in the
workshop may take various forms, including caselist) surveys, reflective studies,
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conceptual papers, and, policy and practice stattim@he workshop aims to attract
papers which are closely targeted toward one ofttree2 themes of the workshop:

1. The role of the private sector in economic divéeaiion in the GCC

2. Policy challenges and conditions for successfulneoac diversificationin
the GCC

3. Global best practices and the need for a new médgversification in the
GCC

The proposed papers are expected to cover ang dbllbwing points:
* Institutions and policies implemented to promoteedsification
» Economic diversification for sustainable and inolasggrowth
» Absence of diversification has become the sour@oial and political pressures
* Relationship between economic diversification amstaned growth
» The role of SMEs and governments in generating tiramd diversification
» Can economic diversification be the answer to resbtoisiness confidence?
» Specific-sector diversification strategies and pangs
 Stories about successful diversification, suchaaparate or industry case studies.

The workshop also seeks to attract papers from lpeapming from different
backgrounds, including representatives from anyeffollowing organizations:
» Government and public agencies responsible forrsifigation challenges, related
policy and regulation
» Regional institutions promoting diversification tleages
* International accreditation bodies
» Academics and research institutions
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departments, and international organizations, ghiolyithe United Nations Conference on
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and international trade policies, with particulaocdis on economic reforms,
diversification, and sustainable development in kftiedle East. He is the author of
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Egypt (I B Tauris, 2010) and is currently working on #rer book to be published by
Cambridge University Press.
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years’ professional experience at the Central Bdr®@man and the Supreme Council for
Development and Planning of Oman. Mr. Al Balushisvappointed as seconded FDI
Statistics Advisor to the Ministry of Investment @airo, Egypt, under the Technical
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