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GCC FISCAL DEVELOPMENTS & CHALLENGES 

• GLOBAL FISCAL DEVELOPMENTS 

- ADVANCED ECONOMIES VS EMERGING ECONOMY CONTRASTS 

- DEBT CRISES & INFLATION RISKS 

 

• GCC FISCAL DEVELOPMENTS & CHALLENGES 

- RECENT DEVELOPMENTS SINCE 2002 

- OIL REVENUE DEPENDENCE  

- GENERATIONAL ACCOUNTING 

- NEW HORIZONS & POLICY CHALLENGES 



Fiscal Divide between Advanced & Emerging Economies 

• Fiscal Divide emerging due to: 

- Divergent Growth Patterns 

- Entitlement Programmes  

- Demographics 

 

• “Great Recession” & Financial Crisis has exacerbated the Fiscal Divide: 

- Structural 

- Cyclical  

- Bailouts & Fiscal Stimuli 

 

- Fiscal Divide is the “Great Fiscal Crisis” for advanced economies:  

• Budget Deficits 

• Debt Levels  

 

 



DEBT IN ADVANCED ECONOMIES (IMF-FAD) 



DEBT IN EMERGING ECONOMIES (IMF-FAD) 



How do you get out of a crisis? 



Sovereign Debt Defaults & Rescheduling, 1800-2007 



Everyone in Europe has been at it! 



GCC FISCAL DEVELOPMENTS & CHALLENGES 
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GCC Economic Diversification: 1990-2010 



Despite diversification GCC Gov Budgets are oil-dependent 

• Oil price boom led to strong 
fiscal and external balance 
surpluses in 2002-08 

• Surpluses provided the fiscal 
space to promote economic 
diversification. 

• Oil proceeds have been used 
to modernize infrastructure, 
create employment, and 
improve social indicators. 

• But fiscal policy has been 
constrained by the still-heavy 
dependence of government 
revenues on volatile oil 
export receipts 
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Volatile Oil Prices= Volatile Fiscal Balances 



Countries Approaching Break-Even Oil Prices 



Oil Dependence has Increased 



General Government Non-Oil Fiscal Balance (% non-oil GDP) 

 



Cyclicality of Fiscal Policy in MENA & Central Asia 

Abdih Y., Lopez-Murphy, P. et al (2010) use government spending as the main 

indicator to assess the cyclical properties of fiscal policy.  

A.Fiscal policy is predominantly pro-cyclical in the region.  

i. The result holds for both the MENA oil exporters (MOE) and the CCA but, 

interestingly, it does not hold for the MENA oil importers (MOI). The 

absence of pro-cyclicality for oil importers is probably driven by Egypt, the 

largest economy within the subgroup, where fiscal policy has been 

uncorrelated with the cycle. 

 

B. Testing correlations between the cyclical components of real GDP and real 

government spending in good and in bad times at both regional and sub-

regional levels =>  

i. The correlation coefficient is about 0.8 and is statistically significant at the 

1% level.  

ii. In contrast, while the correlation coefficient is still positive in bad times, it 

is not statistically significant. 

•Key Finding: MENA oil exporters appear to have more scope to pursue 

expansionary fiscal policy than the MENA oil importers. 



Pricing of Public Utilities & Gov’t Provided Commodities 

• GCC countries heavily subsidise gasoline & diesel, 

water, power 

• Subsidies have led to: 

Surging domestic energy demand 

Affects availability and product mix of oil exports 

Consumption & production distortions 

Environmental deterioration 

 

• GCC countries should consider a ‘carbon tax’ 
 



 



Taxation in GCC: stylised facts 
•In the GCC region, non-oil taxation is low, consisting mainly of income tax on foreign 

corporations—except in Oman, where local corporations are also taxed. 

Oman, Qatar, Kuwait and Saudi Arabia have in recent years initiated tax reforms by 

reducing corporate tax rates.  

For instance, Kuwait has reduced corporate tax from a high of 55% to 15%, Oman 

from 30% to 12%, Qatar from 35% to 10% and Saudi Arabia from 30% to 20%. 

The UAE and Bahrain are largely tax-free jurisdictions.  

No corporate income tax, capital gains tax or withholding tax rates are imposed by the 

UAE Government (except for taxation of profits of foreign banks), although most of the 

individual Emirates have issued corporate tax decrees, which theoretically apply to all 

businesses established in the UAE. 

• Issues: 

Current tax regimes do not provide revenue buoyancy or broad based revenue source 

What is the best form and source of taxation? 

How to address tax equity in the presence of large, mobile, expatriate communities? 

 

 



GCC: Fiscal Policy Issues 

1. Diversify revenue sources away from dependence on oil 

revenues 

2. Replace and develop alternatives to trade taxes (custom duties) 

to increase openness & maintain competitiveness 

3. Finance infrastructure –including maintenance- on a 

sustainable basis 

4. Provide efficient, equitable pricing of public services & utilities 

5. Maintain foreign investment tax attractiveness in order to 

support economic diversification policies 



GCC Fiscal Reform is Imperative, Medium Term   

• GCC economies are maturing: they require stable, wide-based sources of 

revenue to finance investment & economic development requirements: 

argues in favour of VAT or a General Sales Tax (less preferable) 

• Fiscal policy has been perverse: largely pro-cyclical and therefore 

aggravating the boom-bust cycle resulting from oil price fluctuations.  

• Recent global crisis and its consequences for the GCC demonstrated the 

need for developing new tools to support counter-cyclical fiscal policy 

• Develop Public Debt Markets & Management to: 

•Allow governments to smooth volatile energy revenues 

•Enable conduct of counter-cyclical policies, including deficit financing 

•Finance infrastructure and public works 

 



GCC Fiscal Development: Horizons & Challenges 

1.Separation of Energy Wealth from Government 

Revenues 

 

2.Diversification of Government Revenues 

 

3.Phasing Out Oil Subsidies 

 

4.Developing Public Debt Markets & 

Management 
 



Thank You! 
nasser.saidi@difc.ae 


