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Globalization & Investment
Agenda
• Investment flows: resurgence of private flows
• Is the Oil Price Boom sustainable? Contrasts
with 1970s and 1980s
• Economic diversification & structural
transformation in MENA
• Logistics & Cost of Doing Business: entering the
global supply chain
• Financial Market Reform & Development
• A Soft Landing Scenario for MENA: the UAE
paradigm

Major Trends & Developments in International Financial Flows:
1990-2006
üDecline in Aid and Official Transfers
üDecline in Commercial Bank Lending to Developing Countries
üIncrease in FDI to Developing Countries
üFinancing Infrastructure through International Capital Markets
üSharply Rising Oil Prices Produced Enormous Increases in Export
Earnings and Current Account Surpluses for Oil Producing Countries
üOil Export Revenues fueling investment, including infrastructure
üSouth- South FDI accounts for 1/3 of investment flows to developing
countries: better knowledge and ability to deliver → comparative
advantage

Global Capital Flows: Inflows and Outflows
(In billions of U.S. dollars)

Sources: International Monetary Fund, World Economic Outlook database as of March 27, 2006; and International Financial Statistics.
The total net capital flows are the sum of direct investment, portfolio investment, other investment flows, and reserve assets. “Other
investment” includes bank loans and deposits.

Greater Contribution of Private Sector Flows into Region
Capital Flows to Emerging Markets (Billions of USD)

Source: Institute of International Finance

Real Oil Prices and Net Oil Exports

Source: IMF World Economic Outlook Report, April 2006

Higher Oil Prices Mean Higher Wealth

Higher Oil-Related Inflows Led to Stronger External Positions for Oil
Exporters with Current Account Surpluses running at 20-25% of GDP

OPEC Imports and Oil Exports
(Billions of USD)

Current Account Balance for Oil
Exporters (Billions of USD)

Source: IMF World Economic Outlook Report, April 2006/ IMF Staff Estimates & Projections

Current Account Surpluses of Oil Exporters Recycled Back Into
Regional Economies
Use of Additional Oil Revenue, 2003-2005 (In percent, base year = 2002)

Source: IMF Staff Estimates and Projections.

High Oil Prices leading to:
• Large Increase in Wealth in Oil Producers: Value
of oil wealth increased by an estimated $40
trillion between 1995 and 2005
• Permanent Income increase of some $850
billion at a Real Rate of 3%
• Real exchange rate appreciation
• Rise in prices of non traded goods & services
• Real Estate boom & asset price appreciation
• Credit Market boom
• Regional stock market boom
Can this be sustained?

MENA Regional Developments: Sustaining the Boom I
•

Oil price shock more likely to be permanent than in earlier
episodes 1973-1974 or 1979-1981

•

Increased Absorptive Capacity

•

Growth in equity markets

•

Greater Economic & Financial Integration

•

Oil exporters have learnt lesson from 1970s: fiscally prudent

•

Regional boom: tourism, investment and wealth repatriation
as a result of high returns on investment, increased asset
risk uncertainty and higher barriers in external markets

MENA Regional Developments: Sustaining the Boom II
• Economic reforms and state divestment & privatisation.
• Growing private sector participation in infrastructure across
MENA countries.
• Infrastructural Developments: estimated value of projects
planned or under development in the Gulf exceeds USD 1
trillion.
• Greater regional economic integration: GCC Monetary Union
in 2010, lower trade barriers Greater Arab FTA
• With economic diversification and and liberalisation
attractive prospects exist across many sectors.

Governments in region reaping gains from buoyant oil prices while
pursuing economic reform & diversification strategies

UAE: Modern Diversified Economy
GDP Breakdown by Sector 2004
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Preliminary GDP at Current Prices 2004
Source: IMF UAE Country Report

UAE: Structural Transformation

Infrastructure, Transport & Telecom = trade
efficiency and international competitiveness
• Modern Infrastructure in accordance with the most efficient
international standards
• 6 international airports, 9 sea-ports, 23 free zones and the
modern transport system having roads with a distance
reaching 4000 kilometers in length
• Modern telecommunication networks and highest internet
penetration and utilization rates in MENA
• Investment in infrastructure has resulted in lower cost of
doing business and logistics costs, and delivery of services
and facilitating economic diversification.
• Open Skies Policy & Agreements: development of tourism
and cargo

UAE Ranked highest in overall infrastructure
quality

1= poorly developed and inefficient, 7= among the best in the world
Source: Arab Competitiveness Report 2005

Location + Efficient Logistics= Trade
& Global Supply Chain

• UAE’s central location offers an excellent opportunity for companies
seeking to serve the growing markets of the Middle East, North Africa,
Southeast and Central Asia. World class logistics and infrastructure,
access to expatriate workers at internationally competitive wages all
contribute to making the UAE an attractive place from which to do
business.

Infrastructure, Transport & Telecom
• UAE’s first-class seaports and airports are a vital component of trade
and tourism and constantly being upgraded.
• Airport: Passengers travelling through Dubai International Airport have
increased from about 22 million in 2000 to more than 40 million in 2004.
By 2010, it is expected that Dubai International Airport will witness
passenger throughput of 60 million.
• Ports: Dubai Ports Authority handled 6.25 million tonnes of general
cargo in 2004, achieving a 20 per cent growth rate and an increase of
1.035 million tonnes over 2003.
• DPA achieved 22 per cent growth in container traffic during the first half
of 2005 and presently ranks tenth in the world, having handled a total of
3,631,108 TEUs in the first six months of the year.
• UAE ports rank among the ten fastest growing ports by total cargo traffic
and container traffic.
• More than 100 shipping lines are served by DPA. Dubai’s ports will
expand their cargo-handling capacity further through an ongoing fourphase expansion project, after which, Dubai should be able to handle
21.8 million containers a year by 2020.
Source: ISL Port Data Base 2005

A thriving platform for production & trade
A well-developed infrastructure, along with its strategic location make it a
natural centre for international trade.
• UAE Trade Figures (2004)
– Imports: USD 47.6 billion (21% growth over 2003)
– Exports: USD 82.8 billion (23% growth over 2003)
• The UAE accounts for about 14% of the region’s exports.
• UAE ranked as 27th leading exporter in world merchandise trade in
2004, with the value of exports totalling $82.8 billion
• UAE is the world’s third largest re-exporter after Hong Kong and
Singapore, with 72% of goods imported being re-exported to 160
countries. The re-export market has seen rapid growth from $5.5 billion
in 1990 to $27.4 billion in 2004. The main re-export markets include Iran
and Saudi Arabia.
• Major Trading Partners (2004): China, Japan, USA, UK, India, S. Korea,
Germany, Italy.
• Main origins of imports (2004): (1) China (2) US (3) Japan
Source: IMF UAE Country Report

25 Free Zones in various industries
• Successful, efficient mechanism to accelerate economic
development, reduce economic dependence on oil, attract
foreign investment and create employment.
• Incentives include no restrictions on foreign ownership and
repatriation of capital & profits, a tax free environment with
world class infrastructure.

UAE: Free Zones
UAE Free Zones: types and specialisations

UAE: Main FDI Host in MENA
A destination of choice for foreign direct
investment
• UAE has proved to be a highly attractive
destination for foreign direct investment, with its
liberal economic &trade policies and free zone
incentives.
• FDI: $ 9.1 billion (2004) to $18e billion (2005)
• Positive Investment climate indicators:
–
–
–
–

Good governance
Low policy risks: stability in policy framework
Macroeconomic (fiscal, monetary & exchange rate) stability
Low cost of doing business.

Source: IMF Article IV Consultation with the UAE

UAE: New Global Tiger & Economic
Integrator
• Political stability & Good
Governance
• Geographic location
• Liberal economic policies
• Business friendly
government
• Strong, sustained
economic growth
• Growing population
• Availability of skilled
labour
• Stable exchange rates
• Full currency convertibility
• Freedom to repatriate
capital and profits

• Openness to foreign
investment
• Zero percent tax rate on
income and profits.
• 100% foreign ownership
in FZs
• Efficient infrastructure &
logistics
• GCC customs union
• International & regional
economic integration
• Strong standing in
regional and international
relations

Soft Landing for MENA
• Build Financial Markets
• Address sources of Systemic Risk
• Economic Diversification

→ Beginning of an Arab Awakening,
Economic & Financial Renaissance

Soft Landing Scenario: Build Financial Markets & Address
sources of Systemic Risk
1. Legal & Regulatory Infrastructure (Basel I, II, Codes & Standards)
2. Independent Capital Market & Regulatory Authorities
3. Privatization of Stock Markets
4. Instruments & Financial Technology:
1. Securitization, Leasing, Options/Derivatives,
2. Shari'a-compliant finance

5. Market Structure Reforms & Institution Building:
•
•
•

Credit Registries,
Companies Houses
Insolvency frameworks

6. Transparency & Disclosure: Accounting standards

7. Corporate Governance:
• Hawkamah Institute for Corporate Governance

Hawkamah Institute for Corporate Governance
vMission:
“Bridge the CG gap’ and serve as a platform for regional co-operation aiming
to raise awareness of national, regional and global initiatives”

vObjectives: Assist the countries and companies of the region in
developing sound and globally well integrated CG frameworks:
•Coordinate and sequence the designing, and implementation of CG
reforms
•Monitor the outcomes of CG policies at the public and private sector
level.
vFirst Institute of its kind in the region and serving the wider MENA region
vAn autonomous international association, hosted by the DIFC in partnership
with IFC, OECD, CIPE, YAL, UAB, DSG, IMD
vStrengthen institutional and capacity building through Hawkamah Institute
of Directors.
vSource of CG technical assistance, monitoring, analysis, research,
consultation and reform.
vFoster communication and policy dialogue on CG

Driving Forces of Sustained
Investment Flows &Growth
• Economic Diversification & Demographics
• Logistics
• Cost of Doing Business: Lower market barriers &
deregulation
• Infrastructure Investment:
– Private sector participation
– Privatization

•
•
•
•

Economic & Monetary integration of GCC countries
Trade & Investment Liberalization
Family Businesses entering markets: IPOs
Financial market reform, liberalization & development

