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TRANSFORMATIONS IN SOCIO-ECONOMIC DEVELOPMENT
OF THE GULF GROUP STATES'

The article is devoted to the national economy transformations of the GCC States (Cooperation Council
for the Arab States of the Gulf countries). This paper analyzes the dynamics of socio-economic development
of the Gulf Group countries for the last 10 years, compares and systematizes the traditional and unique sta-
tistical data in order to prove the hypothesis that the positive dynamics was not only due to the high hydro-
carbon prices on the global market but also to the successful structural transformation. The growth of the re-
gional economy in the conditions of an almost threefold drop in world oil prices over the past three years is
shown. We use systemic approach, comparative and statistical analysis. As the analysis of economic situa-
tion and development in the GCC countries at the current stage shows, all of them need to change the struc-
ture of the national economy and diversify it in order to reduce the dependence from mining industries, world
prices fluctuations. This paper proposes a number of practical considerations and appropriate measures
for the formation of more rational structure of the national economies, including the diversification of the
sources of budget revenues through expanding industrialization; accelerating development of solid miner-
als and the creation of new industries using them. As Gulf States belong to the group of emerging countries
and the structure of their national economies is similar with the Russian economy, the factors of the positive

changes of the national economies will be useful for Russian and foreign researchers.

Keywords: socio-economic system, transformation, national economy, non-oil segment, growth factors, macroe-
conomic indicators, regional economic growth, GCC, Gulf Group States, West Asia

1. Introduction

Arabian Peninsula countries—Bahrain, Qatar,
Kuwait, Oman, UAE and Saudi Arabia, members
of the Cooperation Council for the Arab States of
the Gulf (GCC) since 1998, currently belong to the
group of emerging countries engaged in the trans-
formation of national economies on the basis of
the new industry segments and diversification.

Many scientists [1, 2] mentioned as an accom-
plished fact the restructuring of the main seg-
ments and the national economy in general, which
has a deep positive impact on the socio-economic
dynamics of the region States. At the same time,
as many researchers mentioned, the significant
role of the oil and gas sector is stored in the na-
tional economies of the Gulf States, that fact con-
firms the slowdown in macroeconomic indicators
of the Gulf States in the years of 2014-2015 [3]. In
fact, mentioned and other studies tend to analyze
the positive changes that have taken place in the
economies of the Gulf States in the 2000s.

In addition, it should be noted that interest
in the Gulf States is predefined not only because
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of their significant and diverse socio-economic,
structural, financial, integration, investment and
foreign trade successes, but also because of the
Gulf States national economies structure simi-
larity with Russian economy. As well as possible
and even necessary intensification of Russian-
Arab economic, trade and investment coopera-
tion, which, in our opinion, could be long-lasting
and fruitful for both sides [4]. It is important not
only to state, but also to form stable mutual inter-
ests but not all countries are interested in mutual
development.

The aim of this paper is to add the actual char-
acteristics of the West Asia model development
(on the example of Gulf Group States); the tasks
are to comprehend and systematize changes
which were happened in the region changes in dif-
ferent spheres of socio-economic system, to pro-
vide a comprehensive analysis of region transfor-
mations, to formulate a number of practical con-
siderations and appropriate measures in order to
create a more rational economic structure and en-
sure long-term and sustainable economic devel-
opment for this group of countries.

To solve outlined problems we put forward a
hypothesis which is that the positive dynamic was
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provided not only due to the high hydrocarbon
prices on the global market but also to the suc-
cessful structural transformation (including the
value of non-oil growth factors), that contempo-
rary process of transformation of the GCC States
socio-economic structure leads to the complica-
tion of the country and regional economic sys-
tem and reinforces the need to coordinate the
development.

Despite the fact that these countries are differ-
ent in economic, resource and human potential, it
is reasonable to study them as a group of coun-
tries. According to the Arab scholars’ position (for
example, A. Barahimi), «the Arab world is a group
of countries which are less differentiated from
geographical, historical and socio-demographic
points of view» than some scientists consider [5].

2. Literature Review

There are a lot of modern conceptions of na-
tional development with different points of view
and trends of the investigation. We have divided all
proposals into two groups. The first group consists
of theories of economic integration. Modern econ-
omists in the Arab world, for example A. Heikal
[6], investigate ways to strengthen national econ-
omies in the conditions of the strengthening in-
ter-Arab economic integration. But they criticize
Western theories, including B. Balassa’s one [7].
Since the 1960s to the present time in Arabic sci-
entific school, their own approaches to the inter-
pretation of economic integration are being devel-
oped because the Gulf countries are close in their
specialization, their economies are not mutually
complementary as required by the classical theory
of the international economic integration [7]. For
example, the Arabic expert A.Barahimi believes
that Gulf countries have more prerequisites for a
specific integration than opposing factors [5]. This
model of integration provides the development of
both the “trade” integration and also the «produc-
tion» one which promotes the formation of the
new economic structures at the national and re-
gional levels and development of the strategy of
the non-oil specialization. Another Arabic expert
Dr. Khalid Shams Abdulqgader [8] focuses on the
barriers and restrictions in the integration process
in the GCC, among which highlights poor private
sector contribution to GDP; lack of sophisticated
transport network; thwart treaties; some states
incapable of integration standards.

The second group consists of the specific con-
cepts of the scientists. For, example, professor
I. Aidrous exploring the development of Islamic
finance in the region, noted their strategic impor-
tance for the national economies, especially for

Bahrain, primarily from the point of diversifica-
tion of financial flows in the terms of a reduction
[9]. M. Isaev notes significant progress in the de-
velopment of innovative component of the Gulf
States economy. At the same time, he concludes
that in order «to solve the basic problems of re-
gional development —economic growth accelerat-
ing—it is necessary to implement major reforms
in the GCC States and in other countries of the re-
gion with the purpose to create a more favorable
investment climate for regional and foreign in-
vestors»10]. R. Cherif devotes his research to the
qualitative changes in the commodity structure of
export, based on the theory of the international
trade [11].

While studying the investment climate in the
Arab States, an expert in the field of Gulf Sates
foreign investments V. Rusakovich registered the
huge positive changes that have emerged in the
2000s as a result of a reasonable liberalization of
investment sector, which could be an example for
other States. As a result, the increase in foreign in-
vestments promoted an employment growth, in-
cluding among GCC States residents. In addition,
V. Rusakovich points that the GCC countries have
the potential to significantly increase their posi-
tion in the international capital migration pro-
cesses [12, 13, 14, 15]. M. Hvidt promotes the the-
ory of a quantum leap through the modernization
of the national economies and reforms of the sys-
tem of economic relations [16].

3. Data and Methods

As the main research methods, we applied sta-
tistical data analysis in the field of development
of national economies of GCC countries and their
economic structures, the analysis of the regional
experience of the national economic system trans-
formation. At the same time, we use the tools of
comparative and content analysis (of the national
development Programs and Strategies). We use
the UNCTAD statistical database. We have chosen
a ten-year period of the research because it allows
us to avoid the influence of conjuncture factors.

Assessment of the socio-economic develop-
ment level of the GCC countries was conducted
by statistical analysis of the main macroeconomic
indicators that characterize dynamic processes in
the region and in individual countries and their
comparison within the region and the global eco-
nomic system with the aim of identifying existing
features. At the first stage, we analyze the GDP and
GDP per capita dynamics, at the second one — GDP
structure of the GCC States and in the world econ-
omy. Then we analyze such indicators as GDP sec-
toral structure. At the final stage, we analyze the
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activities of industrial companies on the basis of
case-study

4. Arab Gulf Countries Development Model:
Stable Growth or not?

In this part of the paper, we will perform analy-
sis according to the above-mentioned stages.

Stage 1. The most important factor determin-
ing the socio-economic dynamics of the State is
GDP. The dynamics of the Gulf States GDP is pre-
sented in Fig. 1.

As we can see from the presented data analysis:

— the GDP dynamics of the Gulf States is fully
in trend with global trends and is largely influ-
enced by external factors;

— the rate of regional economic growth is sig-
nificantly above the world average; from the anal-
ysis of the data presented, in value terms total
GDP of the region grew in 2006—-2015 more than
two times (population—1.6 times); at the same
time the global economy grew by 51.2 to ¢ 74,75
bln. USD (less than 46 %);

— in 2015, the combined GDP of the GCC coun-
tries showed an increase from 1.6 billion (2014) to
$ 1.7 billion, i.e. 6.25 %. (excluding Kuwait); at the
same time the world GDP declined from 78,0 to
74,75 billion, i.e. it decreased by 4 %;

— the highest rate of GDP growth will remain
in Qatar and the UAE and Saudi Arabia. We can
talk about region States economic growth rates
equalization in the medium term. According to
the IMF estimates (forecasts), the GDP reduction
in the Gulf States may have double-digit values.
The reason for this situation is the oil prices which
continue to remain low on the global market.

Thus, the obtained results contradict to the
traditional view that the growth of the economies
of the GCC is exactly based on the oil component.
On the one hand, indeed, over the past decades,
the vector of the economic development of the
GCC is tightly correlated with the dynamics of the
hydrocarbons world market. On the other hand, in
2014-2016 almost the three-fold drop in oil prices
on the world market did not change the direction
of the regional economy development: it contin-
ued to grow while the world economy declined.

At the stage 2, we examine the quality of the de-
velopment by means of the GDP per capita analy-
sis (table 1).

Table 1 shows a steady growth of per capita in-
come indicator, which was also negatively affected
by the global financial and economic crisis in the
years of 2008-2009. At the same time, as it is ev-
ident from the presented data analysis, it varies
from $18.8 thousand in Oman and $25.2 thousand
in Saudi Arabia to $55 thousand in Kuwait and
$100.1 thousand in Qatar and $ 46.8 thousand in
the United Arab Emirates'. The last two digits are
the highest in the Arab world in general and Qatar
takes on this indicator the 1st place in the world.
Also, there has been some slowdown in per cap-
ita GDP growth in this group of countries in 2015
related, in our opinion, mainly to the high popu-
lation growth rates, but not with external factors.

Aswe can see from the presented data analysis:

— per capita income in the Gulf countries is
different;

! World Bank. Retrieved from: http://data.worldbank.org/indi-
cator/NE.GDIL.TOTL.ZS (date of access: 16.12.2016).
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Fig. 1. Gulf countries GDP dynamics in the years of 2006-2015, in current prices min. USD.
Source: compiled and calculated by the authors according to the United Nations Conference on Trade and Development, Statistics.
Retrieved from: http://unctadstat.unctad.org (date of access: 16.12.2016)
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Table 1
GDP per capita dynamics of the GCC States in the years of 2006-2015, thousand USD (fragment)

2006 2007 2008 2012 2013 2014 2015
Bahrain 19,5 21,05 23,04 23,3 24,7 25,2 25,7
Kuwait 42,0 449 54,5 53, 52,2 49,6 40,8
Oman 14,6 16,4 23,5 23,4 21, 20,6 18,8
Qatar 62,9 69,2 84,8 92,63 93,4 92,1 100,1
Saudi Arabia 14,9 16,05 19,7 25,9 25,96 25,8 25,2
United Arab Emirates 45,5 44,5 46,4 40,4 43,05 42,9 46,8

Source: compiled by the authors according to the United nations conference on trade and development, Statistics. Retrieved from:

http://unctadstat.unctad.org (date of access: 16.12.2016).

Table 2
GDP component structure of the GCC States and in the world economy in the years of 2006-2014,
% to GDP (fragment)
Thelevelof | 4 ator (component) | 2006 | 2007 2008 2012 | 2013 | 2014
countries’ group
Gross domestic product
(GDP) / Total value added 100 100 100 100 100 100
World Agriculture, hunting, 34 3.6 38 43 45 45
forestry, fishing
Industry 29.3 29.4 29.9 29.9 29.7 29.5
Services 67.3 67.1 66/ 4 65/7 65/8 66/0
Gross domestic product
(GDP) / Total value added 100 100 100 100 100 100
GCC Agriculture, hunting, 1.7 1.6 1.3 1.1 1.1 1.1
forestry, fishing
Industry 60.7 59.2 63.5 62.8 60.4 57.6
Services 37.6 39.2 35.2 36.1 38.5 41.3

Source: compiled by the authors according to the United Nations Conference on Trade and Development, Statistics. Retrieved

from: http://unctadstat.unctad.org (date of access: 16.12.2016).

— because of the world average GDP per cap-
itaindicator was 10,173 teic. USD in 2015 it means
that Gulf countries indicator is significantly above
the world average one (for Qatar it is 10 times).

Experience has shown that Arab Gulf coun-
tries development model allowed them to in-
crease significantly the effectiveness of their na-
tional economies due to the inclusion in the world
economy originally through oil exports (with the
help of «petrodollars»), and then—through the
connection to the global financial system. This
has allowed them to ensure a high income per
capita.

Therefore, we can conclude that additional
sources of the growth have appeared in the re-
gion at present. We can identify them based on the
analysis of the component structure of the GDP of
the GCC countries.

The stage 3 is devoted to the analysis of trans-
formation processes on the basis of the sectoral
structure data of the national economy of the GCC
countries (table 2).

As we can see from the presented data analysis:

— the share of the industry in the GDP has de-
creased but the share of services has increased.

The share of agriculture has remained unchanged.
At the same time, the comparison with world de-
velopment indicators shows that the share of in-
dustry in the GDP of the GCC is significantly above
the world average;

— within the «industry» group, we note the in-
creasing share of refining industry from 8 % of the
GDP(up to) to 10 %'.

Stage 4. According to the GCC economies struc-
ture analysis (Table 3) we can understand the
followings:

— consumption expenditure increased slightly
mainly due to the growth of the government’s
spending. In turn, these costs increased due to
the financing of programs on development of
the green economy, research and educational
components;

— on a relative basis (as % to GDP) consump-
tion expenditure of households decreased from
41.9 % in 2003 to 32.2 % in 2014, in other words
1.3 times less.

! Calculated by the authors according to United Nations
Conference on Trade and Development, Statistics. Retrieved
from: http://unctadstat.unctad.org (date of access: 16.12.2016).
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Table 3
GDP structure of the GCC States in the years of 2006-2014, % to GDP

2006 2007 2008 2012 2013 2014
GDP 100 100 100 100 100 100
Final consumption expenditure 50.38 | 51.62 | 48.25 46.33 | 48.52 52.4
Consumption expenditure of households 3456 | 36.85 | 35.32 3092 | 31.93 33.2
General government final consumption expenditure | 15.82 | 14.77 | 12.92 15.41 16.59 19.2
Gross capital formation 2231 | 27.36 | 27.12 2393 | 24.69 254
Goods and services Export 63.55 | 64.14 | 67.34 70.21 69.12 52.4
Goods and services Import 36.23 | 43.12 | 42.71 4047 | 42.32 33.2

Source: calculated by the authors according to the data UNCTAD, Statistics. Retrieved from: http://unctadstat.unctad.org/wds/

TableViewer/tableView.aspx (date of access: 16.12.2016).

But the most noticeable changes in the GDP
structure of the GCC countries relate to gross cap-
ital formation, which increased substantially. This
growth occurred in terms of value—from $ 92.6
trillion in 2003 to $ 418.1 trillion in 2014, that is
5.7 times. This trend is fully consistent with the
fundamental psychological law of John Maynard
Keynes: the richer individuals, the greater share
of income they save and the smaller share of in-
come they consume. Against the GDP gross capi-
tal formation increased during the analyzed period
from 20.8 % to 25.4 %, (in other words more than
14 of total regional GDP), which corresponds to the
global gross capital formation level (24.97 %). At
the same time, there is a significant differentiation
by countries. Gross capital formation value varies
(according to the UNCTAD data, in 2014) from 16 %
in Bahrain, 24 % in the UAE, 28 % in Saudi Arabia
and Oman, 29 % in Kuwait and 32 % in Qatar.

It is important to note that, as follows from
Table 4 statistics analysis, the basic part in the
structure of GCC countries gross capital formation
accounted for fixed capital. In 2003, the share of
fixed capital formation in gross capital formation
was 94.6 % in terms of value, and in 2014 it be-
came 92.2 %. At the same time, the share of gross
fixed capital formation in GDP has increased from
19.78 % to 22.76 % that indicates the presence of
positive trends in the regional economy and the
base formation for further long-term develop-
ment. Along with it, the gross fixed capital forma-
tion level is somewhat lower than the global rate
(24 %), therefore, it is important for GCC countries
to continue the existing trend.

This component of the national GDP of the
GCC countries enables them to develop not only
the traditional hydrocarbon industry, but today,
for example, petrochemicals, and the automobile
industry.

The region has developed various models of
economic development, which are largely influ-
enced by the traditions and beliefs of the Muslim
society, including:

3KOHOMUKA PETMOHA T.13, BbiN. 2 (2017)

— each monarchy, despite the prevailing alli-
ances has substantial specificity;

— with their different growth rate, the most
advanced frontier in the socio-economic and
state-legal spheres is Kuwait, which had an accel-
erated development long before its partners;

— the role of the religious factor as a system
component is most pronounced in the Saudi king-
dom, which hinders advancement into a wide
range of social and political scope;

— the economic backwardness of Oman is
largely predetermined by the slow destruction of
its tribal infrastructures;

— the economic structure of GCC countries is
known to have, though in varying degrees, a mul-
ti-structural economy, the traditional forms of
ownership and public institutions, and an unde-
veloped market infrastructure;

— along with the modern large-scale manu-
facturing industry that is widespread in the city,
there is also small-scale artisan production in the
countryside: there is small and medium business
growing there, but which are not a real engine of
economic growth.

Stage 5. The content analysis of the Programs
and Strategies of the Gulf countries development
allows us to identify the measures that contrib-
uted to the transformation of their national econ-
omies. In the 2000s, all the Gulf countries devel-
oped the national long-term strategies of the so-
cio-economic development: Bahrain Economic
Vision—2030; UAE Economic Vision—2021;
Kuwait Vision—2035; Qatar National
Vision—2030; Oman Economic Vision—2020. All
these strategies aim at the diversification of the
economy, development of the human resources,
improvement of the efficiency and competitive-
ness of the private sector. The most significant
and important of them are the following'.

! Bahrain Economic Vision—2030. Retrieved from: http://
www.evisa.gov.bh/Vision2030Englishlowresolution.pdf ~ (date
of access: 16.02.2017); Qatar National Development Strategy
2011-2016. Retrieved from: http://www.mdps.gov.qa/en/nds/
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1. According to the “UAE  Economic
Vision—2021” this country aspires to be among
the best countries in the world by 2021. The doc-
ument highlights “we want the UAE to transform
its economy into a model where growth is driven
by knowledge and innovation”. Among important
directions for the future development there are:
investments in science, technology and research;
intellectual property protection; world-class in-
formation and communication infrastructure de-
velopment, services sector development, etc.

2. According to the “Bahrain Economic Vision—
20307, the goal of the national economy develop-
ment is to transfer from oil-oriented national econ-
omy to competitive one on the base of the high
technologies and private innovative sector.

3. The important document of the Saudi Arabia
is “The National Plan for Science, Technology and
Innovation, NPSTI 2010-2025” as a part of the
Development Program. According to this Plan the
country aims to be the leader among the countries
in the field of innovations, science, technologies
by 2020. As for industries we would like to name
the Saudi Arabian Business Innovation Research
program.

Itis necessary to add the following information:

— all programs of the innovation development
of the Gulf countries suppose to subside govern-
ment financial recourses, including 2.8 % of the
GDP (Qatar), 2 % of the GDP (Saudi Arabia) in
2015-2017;

— the law about foreign investment supposes
such measures as corporate tax decreasing from
35 % up to 10 % (Qatar) or tariff preferences for
the foreign direct investment (Saudi Arabia).

Stage 6. The case-study method let us find the
effective tools and institutions for the national
economy development and competitiveness im-
provement. As for GCC, first of all, it is the Free
Economic Zone (FEZ). Among them, there are
Rusayl, Salalah, Sohar, Sur, Nizwa and Buraimi
(Oman), Dubai Cars & Automotive Zone? (UAE),
Jebel Ali Free Zone (JAFZA)?, etc.

Documents/Qatar_NDS_reprint_complete_lowres_16May.
pdf (date of access: 16.02.2017); The national strategy and the
e-Government action plan. Retrieved from: http://www.yesser.
gov.sa/en/MechanismsandRegulations/strategy/Pages/default.
aspx (date of access: 16.02.2017).

! Global Investment House: Kuwait-Saudi Economic and
Strategic ~ Outlook — Foreign  Investment— March ~ 2008.
Retrieved from: http://www.menareport.com (date of access:
16.02.2017).

2 Dubai Auto Zone. Retrieved from: http://www.uaefreezones.
com/fz_dubai_auto_zone.html (date of access: 16.02.2017)

® Jebel Ali Free Zone Authority. Retrieved from: http://www.
uaefreezones.com/fz_jebel_alihtml (date of access: 16.02.2017).

Also, it is the integration into the global net-
work structures (internationalized reproduc-
tion processes). We have designed the sequence
of the national structures integration into the
global network structure on the example of the
Bahrain automobile industry (Mohammed Jalal &
Sons WLL* u Al-Haddad Motors®, Ruf Automobile
and have received such algorithm: make the gen-
eral distributor’s agreement, firstly in Bahrain and
than in the other Gulf countries; creation of the
machinery industry cluster; creation of assembly
lines (assembling machines using imported com-
ponents); production of components, spare parts
and accessories; car production with the focus on
the national and regional market and further to
the West Asia market; make the franchise agree-
ment; establishment of the joint ventures; form-
ing of the marketing database; organization of the
full-value after-sales service; development of the
partnership relations in the field of R&D and in-
dustrial expertise.

In addition to the industry transformation, the
above analysis shows a steady growth in the service
sector (retail, tourism, logistic, business services,
etc.). The financial services sector is the basis of
the GCC’ national economies today. For example,
the Dubai International Financial Centre® special-
izes in the providing a full range of the financial
services, Bahrain International Investment Park’
positions itself as the attractive for investments
due to tax-free; Qatar Financial Centre (QFC) was
established for the international financial organi-
zations’ attraction.

5. Results: Transformations Implemented
in GCC Countries

Below we have described the most significant
reformations of the Arab countries in the last dec-
ade. So we can formulate some of their results.

1. Expanding the scope of private enterprise
demanded the liberalization of economic rela-
tions. This is reflected in the recommendations
and proposals of the IMF on a possible separation
of activities of public and private sectors. In gen-
eral, there has been an objectively intensified need

* Mohammed Jalal & Sons WLL. Retrieved from: https://www.
jalal.com/our-business/oil-and-gas/mohammed-jalal-sons-en-
gineering-technology-division (date of access: 16.02.2017).

> Al Haddad Motors. Retrieved from: http://mercedesbenzme.
com/bahrain/en/footer/about-us/company-overview/ (date of
access: 16.02.2017).

¢ Dubai International Financial Centre. Retrieved from: https://
www.difc.ae (date of access: 16.02.2017).

7 Bahrain International Investment Park. Retrieved from: http://
www.biip.com.bh (date of access: 16.02.2017).
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to move from a predominantly direct to an indi-
rect method of state regulation of the economy.

2. Development of the economy in 1980-
2000. This period was characterized by structural
changes in the economy caused by high growth
rates of manufacturing industries and services in
developed countries of the region. For example, in
the UAE the annual average production growth in
non-oil sectors of the economy in the period 1990-
2002 amounted to about 8 % against an average
of 3.6 % in 1980. The highest growth rates are ob-
served in the services sector, especially in bank-
ing, insurance and tourism, as well as in retail. As
a result of structural changes in the economy, the
economy of countries in the recent past that were
based solely on the oil and gas sector (over 60 %
of GDP), are now depending on the non-oil indus-
tries and the service sector, whose share in the in-
dividual countries of the region reach up to 70 %
of GDP [17, p.152].

3. One of the important factors of structural
changes in the economy—the growth of domestic
consumer demand due to rising incomes and pur-
chasing power of the population, i.e., growth of the
internal-Arabian regional market. In the period of
1985-2002, the purchasing power of the popula-
tion of the UAE, for example, increased by 66 %,
while the population over this period increased by
150 %. At the same time, investing in the non-oil
and service sectors in the period 1995-2001 aver-
aged over 25 % of GDP [18].

4. A significant impulse to the region’s econ-
omies growth and to the restructuring of eco-
nomic structure gave the development of free eco-
nomic zones and revitalization of the inflow of
foreign business and banking capital!, including,
probably, Russian. Nowadays FEZ exists in all Gulf
States. Their activity is largely a result of the trend
towards liberalization of national economies and
globalization of the world economy, and is also
the object of attention of researchers due to pro-
gress in the development and high efficiency of
the FEZ, especially in the UAE [19, p. 48-54]. FEZ
in the Gulf States, as well as in other countries of
the world, contribute to the technology transfer
system development, to the influx of innovation,
experience and knowledge [20, 21], which are stra-
tegic important for the sustainable development
of the region.

5. A convincing manifestation of moderniza-
tion in the Gulf countries is a gradual diversifica-
tion and exports expansion of goods and services

! Statistical abstract of the ESCWA region. (2001). Economic
and social commission for Western Asia. New York: United
Nations, 21st issue — XIV, 10-16.
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of this group of countries, including —high-value-
added products. Also of note is the geographical
diversification of foreign trade, including—an in-
crease in the share of turnover such countries as
China, India and others [12].

6. There is a need to transfer the role of the
driving force of economic development from the
state to the private sector. It is well known that
it is private companies, including small and me-
dium size, who are the most efficient due to the
flexibility, rapid adaptability to changing market
conditions.

7. The regional economic integration, accord-
ing to the theory and international practice, pro-
moting sustainable socio-economic growth in
the integrating countries. Speaking about the
Gulf countries, the formation of the Cooperation
Council for the Arab States of the Gulf in 1981, al-
most immediately had a positive impact on the
regional economy. At present days, the region
formed a customs union with the free movement
of goods, capital and labor force. A single exter-
nal tariff is 5 % of the goods value. In addition,
the citizens of the Gulf States have an opportunity
to do business in any host country of the region
as a resident, including the ability to obtain bank
loans etc.

It is typical for most of the GCC countries to
take an active part in the economy (including the
regulation of its relationship with business, and
the expansion of social programs) through a sys-
tem of economy and public sector regulation by
the state that does not alter market mechanisms.
In many countries of the region, the public sec-
tor was formed even before the national liberation
revolutions (Egypt, Iraq, etc.). In Syria, until its in-
dependence in 1946, the public sector did not ex-
ist. In the 1970s, at the expense of the public sec-
tor of the country, they were able to dramatically
increase their allocation for economic develop-
ment. Significant disparities in levels of invest-
ment, along with other factors, led to the differ-
ent rates of economic development in oil and non-
oil countries. The presence of favorable conditions
for agriculture, advantageous geographical loca-
tion, etc. still cannot fully compensate for the lack
of fuel and energy base, especially oil.

The most important feature of the economic
evolution in the region is the introduction of a
planning principle for economic development.
The idea of «planned development» is used as a
concept of economic recovery in this group of
states and it rests on the public sector. All Arab
states are exploiting programs of economic devel-
opment, which in one way or another seek to raise
the level of production, to develop the basic sec-
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tors of the economy and reduce its dependence on
foreign markets. Analysis of these programs shows
that despite all the differences in their methods,
content and timing, as a rule, a goal to increase
the amount of savings, to modernize and diversify
the economy, to build modern infrastructures, in-
cluding a market, is set.

As shown in the analysis of economic situation
and development in the Arab countries at the cur-
rent stage, all of them have an objective need to
change the structure of their economy and diver-
sify the national economy in order to reduce de-
pendence from mining industries, world prices
fluctuations and, as a result, to reduce the vulner-
ability from the global economy. The main goal of
these reforms is to improve the efficiency of the na-
tional economy. This is possible, as the world prac-
tice shows, only through the creation of a market
economy and the subsequent active cooperation
among countries in the framework of GCC. Leading
countries of Western Europe in the postwar period
started looking for opportunities to improve effi-
ciency in economic integration and cooperation.

We can state a staging of Arab economic poli-
cies, its differentiation by sub-region, its changes
as the socio-economic evolution of society takes
place. The economic policy reflects the new pro-
cesses, namely the search for a way out of the
difficulties and contradictions that they faced in
the frame of the world economy and that they
are trying to resolve on the way to the regional
cooperation.

6. Conclusion

The proximity of challenges in the social and
economic development of Arab countries pro-
vide a basis for the formulation of the following
practical considerations and appropriate meas-
ures for creation of the more rational economic
structure:

— diversification of budget revenues sources
through expanding industrialization;

— speeding up the development of solid min-
erals and the creation of new industries using
them;

— increasing electricity and water desali-
nation capacity, since the lack of a mobile re-
serve in these areas reduces the rate of economic
development;

— development of a completely new concept
of privatization, taking into account the burden of
the state on major companies;

— reducing the cost of large-scale military
programs;

— revision of the generous social programs tar-
geting indigenous populations.

The implementation of these measures in the
countries of the region would result in:

— foreign capital attracting;

— promoting the development of the manufac-
turing and service sectors, especially tourism;

— providing the population with con-
sumer goods, especially food, including national
production;

— new jobs creation.
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