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Abstract

A general economic model of understanding Middle Eastern states 
was elaborated by political scientists around the 1980’s, based on the 
concept of rent. 

Rent derived from the exploitations and sales of natural 
resources (mainly crude-oil and gas reserves for the Middle-East 
area) became a new factor of wealth around which the economic 
model as much as the governance of energy-rich countries was re-
organized. The particular case of GCC’s countries as rentier state has 
been at the cornerstone of this concept since they own the most 
important share of energy resources in the world.

Despite bringing high revenues to resource-abundant 
countries, rent clearly has a bad reputation, implying a system of 
“allocative state” vs. “productive state”.

After four decades of the concept’s circulation, the historicity 
of the rentier state theory clearly requires discussion. This paper will 
first deal with the emergence of the concept of rent in Gulf countries, 
and will study in which extend GCC member states have undertaken
reforms and changes for depending less on oil-wealth and for 
reaching a more diversified economy. 

Despite their efforts and achievements – both endogenous as 
exogenous factors - are still inhibiting the development processes in 
each country. 

The improvements of the economy and the governance in 
those 6 countries have been - and will be – important not only for the 
concerned countries but also for the development and especially the 
stability of the Middle-East area. This last concern is definitely the 
main issue of last months for the area, being in the chaos since the 
emergence of a new regional player, the terrorist group Daesh.
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Introduction

In the 1980s, a general economic model of understanding Middle 
Eastern states was elaborated by political scientists, based on the 
concept of rent. This model can be described as normative and 
critical. Starting with the central feature of natural resources abundant 
supply, generating substantial export revenue, analysts observed a 
number of economic distortions and inferred a general critique in 
terms of governance. This maintained, in short, that rentier 
economies are in some ways trapped by effortless wealth, have no 
incentive to improve efficiency and are politically impeded. The state, 
as the central actor in the production and redistribution of the rent, is 
seen as both all-pervading and short-sighted. Rent is thus presented 
as a kind of curse, accounting for stunted development and political 
apathy – or democratic shortcomings, at the same time. 

Although the model of a ‘rentier state’ initially builds on the 
concept of rent as defined by the economist David Ricardo at the 
beginning of the 19th century, its connection with the Ricardian theory 
of land rent is tenuous. The theory of rentier states indeed mixed up 
many sociological elements and its most popular contributions came 
from political science 1

The theory also coincided with a will to better understand the 
region while its use supported a tendency toward a negative 
perception of the local systems of governance. This is where the hint 
of Orientalism that is sometimes evoked surfaces. Inasmuch as it was 
a normative construction, stringing together unrelated fragments of 
knowledge and proposing some questionable causal links, analysis of 
rent in the Middle East appeared to support cultural prejudices and 
highlighted the simplifying and alienating attitude that had for a long 
time been held by Europeans toward this part of the world2.

. It was used both to describe and make 
predictions - even if only to predict inertia – about the political and 
social situations of a certain number of hydrocarbon-rich Middle 
Eastern states.

                                               
1

Lisa Anderson, “The State in the Middle East and North Africa”, 
Comparative Politics, Vol. 20, No. 1, October 1987; Fatiha Talahite, “Le 
concept de rente appliqué aux économies de la région MENA : pertinence et 
derives”, CEPN, Working Paper n°07, 2005.
2 Fatiha Talahite, op. cit.
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After four decades of the concept’s circulation, the historicity 
of the rentier state theory clearly requires discussion3. It is necessary 
to take into account what the 1980s representation owed to the 
particular climate of the political interactions between the West and 
East; the West being heavily dependent on Arabic oil resources and 
the East recently emancipated from colonial supervisory authorities 
and progressively learning how to make the most of its natural riches. 
Today Gulf’s oil monarchies, archetypes within the rentier state theory 
are, in contrast, highly valued as partners, especially in the wake of 
the global economic crisis and the “Arab Spring”, which have created 
more long-term political uncertainty. Since they have progressively 
become an important player in the world stage and considered in a 
certain way as a factor of stability for the whole Middle-East area, 
studying GCC’s countries achievements concerning the use of  their 
oil-wealth in an optimal way and reminding their current and future 
challenges have a great importance, particularly in the current context 
of chaos across its borders. 

This paper will first remind the emergence of the rentier state 
theory as applied to GCC’s countries and its general critics. The 
second part will evaluate how GCC’s countries have worked on the 
management and orientation of their oil wealth for the last 40 years. 
We will notably trace reforms undertaken by each state to diversify its 
economy. We will finally explain both domestic and external 
challenges that Gulf countries have to face to achieve sustainable 
growth, less dependent on oil revenues, in the present context.

                                               
3 Steffen Hertog and Giacomo Luciani, “The Rentier State at 25: Dismissed, 
Revised, Upheld?”, Cambridge Gulf Research Meeting, May 2013.
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The rentier state theory (RST) and 
its limits

The theory of the rentier state started to emerge in the late 1960s, 
became fully formed in the 1980s, and has since undergone some 
adjustments. Although the central economic factor of an abundant 
reserve of natural resources remains the constant element around 
which the definition is structured, its political and economic 
implications have been under discussion. Reductive, automatic 
reflexes are no longer appropriate; if they are not already being 
addressed, anomalies need to be reconsidered and their context 
taken into account.

The origin of the rentier model in the Middle 
East : a concept characterized by specific 
circumstances

The elaboration of the concept of the “rentier state” began around the 
turn of the 1970s, when energy global demand was continuously 
increasing and the rapid hike in energy prices inflated the economies 
of oil and gas producing states. The attention was focused on the 
Middle-East area, since these countries were dominating the energy 
market during this period. The first analysts to employ the expression 
“rentier state” did so with reference to Libya (Robert Mabro in 1969) 
and Iran (Hossein Mahdavy in 1970), while Hazem Beblawi and 
Giacomo Luciani in 1987 proposed more general theoretical bases 
with regard to the Arab oil states4.

The particular case of Gulf countries was - and still is - at the 
cornerstone of this concept since they own the most important share 
of energy resources in the world. Indeed according to the Energy 

                                               
4

Robert Mabro, “La Libye, un Etat rentier ?”, Projet n°39, November 1969;
Hossein Mahdavy, “The Patterns and Problems of Economic Development 
in Rentier States: The Case of Iran”, in M.A. Cook (ed.), Studies in the 
Economic History of the Middle East, London, Oxford University Press, 
1970; Giacomo Luciani, Hazem Beblawi, (eds.), The Rentier State, London, 
Croom Helm, 1987.
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International Administration’s (EIA) statistics Bahrein, Kuweit, Oman, 
Qatar, Saudi Arabia and United Arabs Emirates  - constituting the 
Gulf Cooperation Council (GCC) - own 55% of the world crude oil-
reserves and 40% of gas reserves5. Already in 1990, 1/4 of the global 
energy production and 45% of total energy exports originated from 
these 6 countries. Moreover, in 2012, four of them were ranked within 
the 10 biggest oil-producer countries (cf. figure 1).

Table 1: Top World Oil Producers, 2012 (Thousand Barrels per Day)

Source: U.S Energy Information Administration
6

Thus, the Gulf area has been experiencing an economic 
expansion based on the exploitation of its non-renewable energy 
reserves. From the 1960 to 1972, the economic growth rate was 
really high with an average of 10% per year. In that context, economic 
prosperity gained through the production and exports of the « black 
gold » started to bring attention to the way this surplus was being 
managed by resource-rich governments. 

The risks related to this kind of new economic models for GCC 
countries were many. Analysts first of all kept in mind the 

                                               
5
 <www.eia.gov/countries/mena/>

6
 <www.eia.gov/countries/index.cfm> 
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transformations and negative socio-economic impacts following the 
discoveries of gas reserves in the Netherlands in 1964. This 
phenomenon has been abundantly described in the economic 
literature as the so-called « Dutch Disease ». Emphasizing the shift of 
the labour force and the physical capital toward the new energy 
sector - after the discovery of natural resources - economists 
concluded that oil wealth can represent a curse for production, growth 
and employment. They spoke about the “paradox of plenty”: while 
natural resources discoveries were supposed to be a new source of 
wealth for the country, the focus and the restructuration of the 
economy around this energy sector paradoxically brings economic 
distortions, under-development and increase disparities within the 
population. 

The necessity to understand the conduct of these hydrocarbon 
producer/exporter states has also become evident in two stages and 
for two different sets of reasons. 

In the 1970s, the brutal increase of prices confirmed the 
economic centrality of oil as an almost irreplaceable element of 
Western economic systems of production, while highlighting the 
concentration of supply in a highly politically unstable region. The 
particular geopolitical matrix that formed the backdrop to the 
elaboration of the first writing on the rentier state is thus significant: 
the two oil crises of 1973 and 1979 were caused by the Yom Kippur 
War (part of the Arab-Israeli conflict) and the National Revolution of 
Iran respectively, two major strategic events that happened in the 
Middle East and whose shock waves were felt far beyond the region’s 
borders.

In addition to this, the accumulation of currency by Arab states 
in the Gulf suggested future macro-economic imbalances on an
international scale and raised the question of the redistribution of this 
revenue to avoid further disruptions.

It was therefore under the pressure of such events that 
economists and political commentators attempted to comprehend the 
socio-economic functioning of the region and to formulate a model to 
predict future behavior. The theory of the rentier state, put forward by 
Giacomo Luciano and Hazem Beblawi in 1987, was to become the 
simple model dominating Middle Eastern studies for a quarter of a 
century. Rent became the cornerstone of a general system of 
organization and was used to explain not only the economies and 
state bureaucracies, but also the functioning of societies at large. 

As remarked by Fatiha Talahite, the initial notion of economic 
rent, which falls in line with the teachings of the first classical 
economists (Malthus, Ricardo), was first applied to energy, and then 
quickly broadened to account for the behaviour of states, societies 
and individuals. The adjective “rentier” gradually contaminated the 
whole field of knowledge, taking on a critical tone and becoming 
increasingly political. The economy was thereby used to broadly 
legitimize normative conclusions of a political and sociological nature. 
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The theory of the rentier state (RST) focused on economic errors and 
political shortcomings that stemming directly or indirectly from rent..

A normative and critical theory

Describing Iran at the very end of the 1960s, Iranian academic 
Hussein Mahdavi, characterized the rentier state as one which 
receives substantial revenue in the form of external rent, in this 
instance in exchange for the sale of oil. In their canonical description 
of the Arabian Peninsula during the pivotal 1980-1990 period, 
Beblawi and Luciani attributed four essential characteristics to the 
rentier state: rent constitutes the predominant national revenue; the 
domestic production sector is weak and the economy is extremely 
specialized on one product; a limited proportion of the population 
participates in the generation of rent; the state is the principal 
recipient of revenue. 

The economic channels of rentier states were described as 
opaque and over-administrated by over-staffed and inefficient 
bureaucracies. Rentier economies were presented as grossly 
unproductive. Many authors - economists as well as political 
scientists - were using on purpose the expression « exogenous 
resources » rather than the notion of « rent » to underline the fact 
that national income of such resource-rich countries depends on the 
extraction and the sales of oil and gas resources instead of national 
production. Central governments in those cases were just concerned 
with managing the wealth through either subsidies or public 
expenditures. Only a little part of the income was reinvested. Thus, in 
his classical typology, Giacomo Luciani classified the rentier state as 
an “allocation state” as opposed to a “production state”. Such 
resource-rich state systems have lower growth rates than the ones 
without natural resources, and they experience a late demographic 
transition. An « a contrario modernization effect » was even 
mentioned, with rent enabling the acquisition of technology but 
ultimately resulting in economic stagnation7.  

Rent was also seen as the motor of a particular system of 
social redistribution and political domination. Firstly, analysts 
incorporated the sociological theory of neo-patrimonialism to partially 
explain rentier states’ inefficient economies: the principal goal in 
redistributing revenue, in vote-catching politics, being the 
maintenance of power acquired by a few actors directly implicated in 
the management of the rent. From a political point of view, the 
literature on “rentierism” underlined the all-powerful nature of the 

                                               
7 Matthew Gray, “Theory of ‘Late Rentierism’ in the Arab States of the Gulf “,
Georgetown University, School of Foreign Service in Qatar, Occasional 
Paper n°7, 2011.
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state and its separation from society. Rent entirely safeguards the 
rulers: the exogenous nature of revenue, the relative needlessness of 
a system of taxation to generate funds in the context of abundant 
resources, liberate the state of its obligations with regard to its 
population. Rent can also neutralize social demands through a 
system of broad redistribution, thereby compelling citizens’ consent. 
In a more pessimistic view, the rentier state, in order to maintain the 
political and social status quo, can become repressive. The rentier 
state theory thus bolstered conclusions drawn from an already 
copious body of literature on the persistence of authoritarianism in the 
Middle East.

Finally, the unequal distribution of rent influenced international 
stability. Beblawi underlined the use of oil wealth to maintain stability 
far beyond the borders of producer states. Luciani highlighted the 
extension of “acquired consensus” already in practice internally, 
through aid or subsidies to allied states. Ultimately, the generalized 
culture of rent was used, in part, to explain the region’s political 
inertia.  

More generally, to summarize the effects of the resource flows 
on the administration’s behaviors the World Bank (2003) emphasized 
3 phenomena. First, the « taxation effect »: as seen before, rent is 
implying a «no taxation, no representation » trend from respective 
governments. Secondly, the « spending effect »:  the constitution of a 
rentier class weakens institutions and reduces the pressure for 
reforms. And last but not least, the « group formation effect »: in 
centralized-power states the government has the power to hinder the 
constitution of independent social group. Thus, it seems that 
« allocative-states » models harm the quality of institutions, and are a 
disincentive to domestic competitiveness.

To sum up, a large existing literature claim resource-abundant 
countries face lower growth than those without abundant resources, 
and support a supposed relationship between resource abundance, 
poor economic performance (Mehlun, 2006) and poverty. The 
historical record of African resource-abundant countries - the most 
well-known and striking example being Nigeria – is viewed as 
evidence of the destabilizing impact of the rent for countries; implying 
decreasing economic activity, increasing conflicts and inequalities. In 
another geographical context, Karl explains how oil revenues 
contributed to bad economic and political development in Venezuela8.

Despite the dominance of the “resource curse” paradigm for 
the last decades, some analysts criticized it and some assert that a 
few countries managed their rent instead as a “blessing”. The 
performance of Canada, Norway and even Botswana (as a major 

                                               
8

Karl, T. L., The Paradox of Plenty: Oil Booms and Petro States, Berkeley, 
CA, Berkeley University Press, 1997.
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producer of diamonds) balances in fact the previous results. They all 
show that natural resources discoveries can have positive impacts on 
countries, contradicting the « resource curse » theory. Building on this 
intuition, we can now turn to analyzing the present case of Gulf 
countries: do they also suffer from a curse, or have they also 
transformed the rent into a positive parameter?
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GCC countries: on the way to a 
post-rentier model?

Rent clearly has a bad reputation. Beyond the simple matter of 
economic efficiency, the concept has carried since the beginning of 
the 19th century negative moral connotations, which seem to have 
affected the general perception of rentier states. Conscious of these 
negative biases, analysts worked to correct the approximations and 
generalizations of the first models. 

Rentier economies suffer from an important weakness related 
to the exogenous nature of their principal revenue. Exporting 
countries have little control over the fluctuations in the globalized 
energy market, and the interdependence between producers and 
clients is one of the market’s major characteristics. The recipients of 
rent were therefore never immune to possible crises and their 
conduct progressively incorporated this vulnerability. In addition, 
rentier states are clearly conscious that exploitation of resources will 
eventually lead to their running out and they therefore have to 
prepare for this post-rent phase. 

The rentier debate has for a long time focused mainly on the 
question of how revenue is used, but it has now more to do with the 
question of good management or simply management under socio-
political constraint. The economic analysis of the rent initially more or 
less ignored taxation issues and did not dwell on the development of 
local financial systems. Yet even if rent is not sustainable in itself, it 
can become so if it is invested in a way that generates new sources 
of revenue. It then becomes interesting to try and assess how oil and 
gas revenues have been used since the first oil-shock. Have rentier 
gulf countries reached a sustainable growth model? Have they 
invested enough to achieve diversification of their respective 
economies?

Past and current efforts for an economic 
diversification

A number of empirical and historical evidences demonstrate the 
efforts made by GCC’s countries for depending less on external oil-
revenues. It seems like the less-abundant in energy or the smallest 
countries have undertaken first diversification processes. Analyzing 
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each GCC’s member state case studies - from the most diversified to 
the less diversified - will help to understand better each country’s 
achievements and challenges.

Bahrain
Bahrain discovered its oil resources earlier than the others (1932) and 
was the first to exploit its non-renewable energy reserves. Being a 
small country with low reserves as compared to its neighbors, 
Bahrain was conscious of this frailty and became the first to focus on 
a diversification strategy from the 1970’s on.

Its diversification strategy focused on industrial development, 
tourism and financial services. As an illustration, ALBA (Bahraini 
Aluminum) in Manama is one of the world’s largest aluminum 
factories. Besides that, a wide range of downstream industries for 
processing raw aluminum exists, creating employments elsewhere 
than in the public or hydrocarbon sectors. 

Bahrain is also considered as a worldwide center for Islamic 
banking (Gulf International Bank for instance) since financial 
services became the leading sector (Islamic and off-shore banking; 
insurance). 

Other efforts have been undertaken for the country to be more 
integrated in the global economy and trade. Therefore, in 1980 new 
regulations concerning FDI have been adopted, enabling foreign 
investors to own 100% of a Bahraini company. Bahrain is also the 
only country within the GCC to have signed a Free Trade Agreement 
(FTA) with the USA in September 2004, which entered into force in 
2006.

The diversification efforts led the country to be considered as 
the most open and liberal economy of the GCC area, and the most 
diversified economy within Gulf countries. In 2010, Bahrain generated 
more than 92% of its value-added in the non-oil sector (Figure 1).
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Figure 1

Sources: IIF, BNP Paribas
9

The Economic Development Board of Bahrain (EDB) still 
wants to follow this path engaging in a new development project: 
Economic Vision 2030, planning to allow more room to the private 
sector in the national economy. Indeed Vision 2030 aims to create 
new jobs for the national workforce by reducing barriers to private 
sector activities, to attract more FDI in knowledge-based and high-
value-adding companies, and to increase the living standards of 
Bahraini households through doubling their disposable income by 
2030. The role of the State is confined to the improvement of the 
country’s human capital through education, social security and health 
services. 

UAE
Since the 1970’s, the United Arabs Emirates (UAE) has also 
undertaken several efforts at economic diversification. While the 
proportion of the GDP based on hydrocarbon exploitation was about 
70% in the 1970’s, it has decreased to 45% in 1980 and currently 
represents only 25% of the GDP (Figure 1).

The transformation process was performed through the 
privatization of some key sectors as electricity, industries and 
services (global trade, tourism and financial services). The private 
sector has been a key player in the non-oil GDP growth for both 
Bahrain and the UAE (Figure 2).

                                               
9

Pascal Devaux, « Economic diversification in the GCC: dynamic drive 
needs to be confirmed Conjoncture », BNP Paribas paper, July-August 2013
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Figure 2

Sources: Central banks, IIF, BNP Paribas
10

The country’s free trade zones - allowing foreign investors to 
own 100% shares of Emirati companies - and the zero taxes 
framework have helped attracting FDI. As a result of its efforts, UAE 
has been ranked as “the most competitive economy within Arab 
states” by the World Economic Forum of Doha in April 2007. Indeed, 
Emirati companies (Emirates Airline, Dubaï Port Authority, Etihad 
airline, Emirates Bank International …) are pursuing tremendous 
efforts to become more globalized.

Dubaï and Abu Dhabi are the wealthiest emirates of the seven 
forming the UAE. Well known for its luxury real estate market and 
tourism, Dubaï represents an example of diversification and one of 
the most business-friendly environments for foreign investors among 
GCC’s member states. The infrastructure and transport are also very 
dynamic sectors. The fast and growing domination of Emirati airlines 
on the global air transportation market is obvious. As an example 
Emirates Airline (established in 1985) became lately a serious 
competitor for the French Air France KLM airline. Dubai for its part 
claims to have the first regional airport platform. 

The Vision 2012 plan (February 2010) clearly sets as an 
objective for the UAE to become a regional and global hub, in order to 
consolidate its domination.  Vision 2020 is effectively aiming at 
fostering the international competitiveness of the country, and 
investing more in high value added sectors to reach an economic 
model driven by knowledge and innovation. 

                                               
10

Pascal Devaux, op. cit.
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Oman
Starting to extract its oil resources from 1967 on, and meeting great 
economic growth in the 1970’s like all GCC countries at the time, 
Oman can nowadays be described as a middle-income country when 
comparing to its gulf homologues, having the second lowest GDP 
per capita within the Gulf countries11.

Early aware of the limited nature of oil resources, Oman has a 
consistent tradition of economic development policy through a 
succession of five-year plans. The last decade was marked by 
numerous economic reforms to improve the business framework and 
liberalize the economy by creating free zones. Being geographically 
close to UAE, Oman aims at following the same diversification path 
as its neighbors based on tourism, construction and pushing an 
industrial sector.

Its substantial efforts ensured real achievements in the non-oil 
sectors: while the non-hydrocarbon sector represented 43% of the 
GDP in 1990, economic reforms have contributed to raise this share 
to 71% in 2010 (cf. Figure 1).

Building on its tradition of diversification, Oman launched the 
Vision 2020 plan with a view to encourage the private sector in 
creating new inclusive jobs for the national workforce, and reducing 
the oil sector’s contribution to GDP to 9% by 2020. Thus, meeting 
with better living standards and reduce the unemployment rate are on 
top of Oman’s priorities. 

Qatar
Qatar is the GCC country with the highest economic growth during 
the last decade and the highest GDP per capita12. A small country 
with the largest gas reserves in the world, it is deliberately committed 
to a slower diversification process than other GCC countries. Thus, 
the share of non-hydrocarbon sector in the total GDP was slightly 
higher in 1990 (65%) than in 2011 (55%) (cf. Figure 1). 

Diversification reforms should speed up with the organization 
of the upcoming 2022 World Cup in Qatar. Government expenditures 
will go to the infrastructure, housing and stadiums constructions. 
Qatar has yet to engage in a comprehensive diversification strategy 
to include Qatari workforce in the economic growth and to enhance 
private sector activity, these being the two main challenges of the 
country in the upcoming decades. 

Saudi Arabia
Saudi Arabia is by far the largest country of the GCC in terms of 
surface; it also owns almost 16% of the world’s petroleum reserves, 
possessing 268.350 billion barrels of proved reserves of crude oil and 

                                               
11

cf. figure i), Annexe
12

cf. figure i) and figure ii), Annexe
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290.811 trillion cubic feet of natural gas in 201413, ranking the country 
as the largest energy-exporter state. Thus, its economy is clearly 
dependent on oil resources. 

Despite its energy abundance, Saudi Arabia has the lowest 
income per capita of the GCC14. Consequently the main problems 
pointed out by the national administration are youth unemployment, 
low living standards and income disparities within the local 
population. However, this does not mean that the country has not 
undertaken some economic reforms to lower its dependency on the 
energy sector. Indeed, the Ministry of Economic and planning (MoEP) 
promoted during the 2000’s several policies to push the privatization 
process. The private sector’s contribution to the non-hydrocarbon 
GDP thus increased from 2000 to 2011 (cf. Figure 2). Saudi Arabia is 
also the second most diversified economy of the GCC (cf. Figure 1).

With its new long-term strategy released in 2004, Saudi Arabia 
aims at enlarging further the role of the private sector, in order to 
finally shift from an allocative to a productive state. More precisely, 
they are making considerable efforts to improve the business 
framework and reach a business-friendly environment to attract more 
FDI. Reinforcing the regional and global integration of the country is a 
related objective, the Kingdom having applied to become an official 
member of the WTO in 2005. 

The national development plan set a target of $500 billion 
investment, mainly “to attract FDI in the field of high technology (…), 
and to encourage the private sector to move towards knowledge-
based and high value-added production and services activities”15

before 2024. The priorities remain « to raise the national economy to 
the level of advanced economies, which implies doubling the per 
capita income between 2004 and 2024, creating jobs for the fast-
growing and thus young population, increasing the role of non-oil 
production in the economy and reducing the share of oil and gas in 
total exports from 72% to 37% during the plan period »16.

Kuwait
Kuwait stands as one of the wealthiest of the 6 countries of the GCC: 
around US$56 000 GDP per capita, and possesses more than 6% of 
the world reserves (owning 104 billion barrels of proved reserves of 
crude oil and 63.500 trillion cubic feet of natural gas in 201417). 
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EIAdatabases : <www.eia.gov/cfapps/ipdbproject/IEDIndex3.cfm?tid=3&
pid=3&aid=6>. 
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 Cf. figure i), Annexe. 
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Kingdom of Saudi Arabia, Ministry of Economy and Planning, “Brief report 
on the ninth development plan” (2010-2014). 
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Martin Hvidt, “Economic diversification in GCC Countries : Past record and 
Future Trends”, LES research paper, 2013. 
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EIA databases : http://www.eia.gov/cfapps/ipdbproject/IEDIndex3.cfm?tid=
3&pid=3&aid=6
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But Kuwait is also lagging behind in terms of diversification for 
several reasons. First, being an energy-rich country, benefitting from 
a constant budget surplus, it had no incentive until now to invest more 
in other economic activities. Then, the geopolitical situation in its 
neighborhood with the first Iran-Iraq War followed by the first Gulf 
War, damaged the attractiveness of the country, deteriorating the 
business climate and discouraging the private sector to invest more.

Governance hurdles – notably misunderstandings between 
the National Assembly and the government also impeded initiatives 
from the State to diversify the economy.

However, change seems to be underway since the creation of 
the General Secretariat of the Supreme Council for Planning and 
Development in 2007. 

Moreover, through its State Vision 2035 plan, the country aims 
to spend almost US$130 in the infrastructure (railway, metro 
systems…), and construction (Silk City) to restore its status as a 
regional trade and financial hub, as renowned in the 1950’s. The 
private sector should play a major role in this diversification process. 
Yet, despite all this initiatives, the government is still willing to 
increase the productivity of the energy sector.

Even if some members of the GCC are still not fully committed 
to diversification processes, they have all made considerable efforts 
to this end. Throughout their foreign investment legislation reforms, 
progressive opening to foreign capital, and privatization of their 
economies, the share of the non-hydrocarbon sectors for Gulf 
countries as a whole has grown from 52% of the total GDP in 1990 to 
70% in 2010 (cf. figure 1). The proliferation of strategic industrial 
projects, investments into infrastructure (transport, tourism,…) and 
the growing share of services have made the area one of the world’s 
most dynamic region.   

A better management of oil-wealth: insuring 
constant revenues

The second major factor accounting for recent economic 
achievements of the GCC countries is improvement of their budget 
surplus management, throughout prudent budgetary policies and the 
use of sovereign wealth funds. 

With the rise of oil prices over the 2000-decade, Gulf countries 
have seen their oil-revenues increasing fast and have accumulated 
huge foreign reserve assets. The novelty as compared to previous 
eras is that they have succeeded this time in saving their revenues, 
by implementing prudent measures in terms of public budget 
management: wealth has been managed while under-evaluating the 
price of the barrel much below its effective market price. 
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Moreover, instead of exclusively redistributing the rent in the 
form of subsidies and wages in the public sector, governments have 
directly invested in the economy as we have just shown, or saved 
revenues into sovereign wealth funds. In fact, sovereign wealth funds 
were first created by energy-rich Middle-East countries in the 1950’s 
(and also Norway) to better manage national savings. The objectives 
assigned to those new entities were already to insure revenues for
future generations and also to prepare the country for the inevitable 
post-rentier period. The volume of financial assets managed by 
GCC’s sovereign wealth funds - such as stocks, bonds, property or 
other financial instruments - has been increasing since the creation of 
those state-owned funds. Today, Gulf funds are among the world’s 
biggest sovereign wealth funds18, while the Middle-East region owns 
over 1/3 of the world’s total sovereign wealth funds (cf. Figure 3).

While some of them, such as SAMA (Saudi Arabia), keep a 
rather conservative and cautious attitude in their management of 
assets, others are well known for their aggressive and risky policies, 
like the young Qatari funds QIA. 

Figure 3

Source: Sovereign Wealth Funds Institut
19

In the light of these revisions, it appears that today’s rentier 
states are not necessarily irrational, inefficient and fragile. The vision 
we have of them now is more nuanced because it is based on more 
accurate observation and also because these states have actually 
performed through a learning curve.

In an effort to go beyond the deficiencies and simplifications of 
the classical theory, Matthew Gray proposed a model of “late 
rentierism” inspired by the spectacular, in-depth changes in the 
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Cf. figure iii), Annexe. 
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economic policies of the Gulf over the last decade20. According to 
Gray, the globalization process of the GCC (Gulf Cooperation 
Council) states – some of which are now full-fledged globalized 
economies such as the United Arab Emirates and Qatar – came with 
major changes in their economic functioning as a result of a period of 
learning. The Gulf states have thus entered into a new rentier phase 
in which forward-looking management of rent – in anticipation of 
either the resource running out or the decrease in its relative value - 
has taken on prime importance. 

These “late rentier” economies demonstrate, most notably, the 
following four traits. Firstly, the state forms an active economic policy 
that is oriented towards development. Secondly, the economy is no 
longer solely centered on the energy sector, but is supported by it; 
diversification of the economy is now an entirely integrated objective. 
Thirdly, in comparison with the past, the structure of more efficient 
entrepreneurial capitalization of the state emerges. Fourthly, the state 
becomes strategist: it thinks long-term. It is notable that this more 
reactive and entrepreneurial new state appears to have understood 
the dynamic role that rent can play in the economy – the creation of 
new rent through specialization, for example, is envisaged as a way 
to maintain advantage. 

From a political standpoint, these improved rentier states also 
appear to be more attentive to movements in their societies. They 
engage in more active external politics, firstly concentrating on 
creating a more positive image, but also with the aim of achieving 
other goals and there is presently a great temptation to bear influence 
on changes underway since 2011 in the region.
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Occasional Paper n°7, 2011.



  

21
© Ifri

But certain risks always remain

Challenges at the domestic level

An incomplete diversification process 
We have seen in the previous section that GCC countries as a whole 
have improved the share of non-hydrocarbon in their GDP, but the oil 
sector nonetheless remains dominant.  

In fact, when referred to net exports and governments 
revenues, the still heavy dependence on oil-wealth is explicit. 
Governments’ incomes of each member all depend for over 69% on 
revenues generated by hydrocarbons sectors. The same trend exists 
at the export level: except UAE, on average 72.6% of GCC’s exports 
revenues depend on energy exports (cf. Table 2).

Table 2: The role of oil in GCC countries’ government revenues and 
exports (% of total government revenues, and exports)

Source
21

: IMF, ECB staff calculations

This heavy dependence makes GCC’s countries highly 
vulnerable, especially in the current context of decreasing oil prices. 
Oil price has indeed decreased of about 30% since last June, notably 
descending below the US$80 threshold. 

Moreover, the diversification efforts that we have presented in 
our previous section can to a certain extent be considered as fragile 
or unachieved. 

                                               
21

 “The Gulf Cooperation Council countries economic: structures, recent 
developments and role in the global economy”; ECB Occasional paper, no 
92, July 2008 



A. Ozyavuz, D. Schmid / Persistance and Evolution… 

22
© Ifri

The first instrument that GCC member states used to diversify 
their economies was the creation of sovereign wealth funds. Those 
entities are certainly insuring constant and high revenues to the 
economy, but they do so by mainly investing in overseas assets 
particularly in Western countries. Such a strategy does not contribute 
at all to fostering the state’s production and economic growth. 
Conversely, using Luciani’s well-known categories, one could sustain 
that it reinforced the “allocative state” vs. the “productive state”.

When considering the respective government’s behaviors in 
reaching their diversification goal, we can underline that they all 
chose specific sectors to invest in. While UAE seems to focus on the 
sector of air transportation or luxury real estate, Bahrain has chosen 
services (financial services) or specific industrial sectors (aluminum) 
to invest in. In order to reduce their reliance on oil and other natural 
resources, they favor investments that are highly and quickly 
profitable. The risk then is to concentrate again everything on a 
particular sector and to engage into a new “one-sector” economic 
model, which implies almost the same limits as the ones described by 
the classical rentier state theory. 

Job creation for nationals is still crucial
Although GCC’s members differ in terms of surface and population, 
they all have one common point: a high dependence on expatriates. 
Typically, non-nationals are mainly concentrated in the private sector 
- in a large range of employments - from high-skilled jobs often 
performed by selected expatriates coming from developed-rich 
countries, to low-skilled jobs filled by either Asian or non-GCC Arab-
state workers. The nationals are mainly working in the public sector, 
feeding a plethoric and rather inefficient administration. This labor 
market structure clearly shows in the two charts below (Devaux, 
2013)22. 

Figure 3
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Continuing the diversification processes by attributing a 
greater role to the private sector is thus essential, under the condition 
that the latter integrates better the nationals. This will obviously 
implies more investment in education, in order to fill the need for high-
skilled jobs. 

This domestic or better to say this regional challenge is way 
much more crucial for countries such as Saudi Arabia and Oman, 
who already suffer from a high unemployment rate due to 
demographic pressure. Indeed, their population is among the 
youngest of GCC countries’, with respectively 51% and 52% of their 
population under 25.

A new energy order in the east Mediterranean: 
towards an extended rent geography?

The impact of rent on the region’s economy could, up until now, be 
seen on two levels. On a national level, the hydrocarbon-rich states 
demonstrated characteristics described by the rentier state theory. On 
the regional level, relations between states were largely informed by 
the relative endowment in natural resources from one state to the 
next. Although oil and gas have transformed the Middle East into a 
hub of wealth, this wealth is unequally distributed. The distinction 
between poor states and rich states generally follows the map of 
natural resources, demarcating the states that have energy from 
those that do not. Aside from growth models, political hierarchies and 
intra-regional power relationships are influenced by natural resources. 
Rent liberates certain economies but it constricts others; energy 
reinforces alliance networks and can be used as a weapon in political 
conflicts.  

Whereas the distribution of energy resources in North Africa 
and the Middle East represented, until now, a map of economic 
inequality, the recent discovery of huge gas reserves in the eastern 
Mediterranean changes the order of things, even if their economic 
valuation will be complex. New actors will join the energy market and 
the region’s rentier map could extend. 

Resources in the eastern Mediterranean: reserves and 
projections

The gas and oil reserves, which are still being properly identified in 
the eastern Mediterranean, are of considerable size. Until 1999, only 
Egypt’s gas fields were known and tapped. Between 1999 and 2000, 
companies drilling off the coast of Gaza and Israel found some 
modest deposits before drilling in deep water gradually revealed the 
zone’s potential. 

Since 2009, drilling and exploration by the American company 
Noble Energy has revealed gigantic gas and oil deposits around a 
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hundred kilometers from the port of Haifa off the Israeli coast. In 
spring 2010, using the most recent geological data and the results of 
exploration, the US Geological Survey confirmed the presence of a 
vast exploitable deposit in the Levantine Basin off the coasts of Israel, 
Gaza, Lebanon and Syria23. To date, the deposits have been 
estimated at 1.68 billion barrels of oil and 3,450 billion cubic meters of 
natural gas. In addition, there is an as yet unexplored deposit in the 
Nile Basin, which would bring the total of the whole eastern 
Mediterranean fields to 3.4 billion barrels of oil and 9,700 billion cubic 
meters of natural gas. 

The two largest fields identified so far, Tamar and Leviathan, 
are located between Israeli and Lebanese waters and contain 
between 700 and 800 billion cubic meters of gas. Cyprus, which is on 
the edge of the Levantine Basin, the Nile Basin and the Herodotus 
Basin, also has rich deposits, although available data is still unclear. 
Prospecting by Noble Energy at the end of 2012 gave an evaluation 
of a deposit between 141 and 227 billion cubic meters of excellent 
quality raw resource, known as Aphrodite, located to the south of the 
island. 

Advanced estimations concern possible exploitable reserves, 
and exploration work is far from complete. Further discoveries could 
be made over the course of the next few years. This uncertainty has 
fuelled the hopes of concerned states. Cyprus’ Energy Minister, 
speculating about zones in which exploration has not yet begun, 
estimated considerable resource sums, to the order of 1,700 billion 
cubic meters. However, exploratory drilling carried out in June 2013 
revised its estimate down for Aphrodite with the current estimate 
between 100 and 170 billion cubic meters. 

A new energy situation and its consequences 
These discoveries should be understood in the context of a 
particularly favorable gas market. Coinciding with a gradual decline in 
oil consumption, the world gas market has grown by 200% since 
2005. The fields found in the eastern Mediterranean considerably 
increase available volumes of gas and the number of actors
concerned in a market dominated by two regions, Russia and the 
Middle East. Exploitation of Leviathan and Tamar alone would 
represent almost one and a half times the total annual gas production 
of all the countries in the Middle East and North Africa, including 
Algeria, Egypt, Qatar, Saudi Arabia and Iran24.
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There are many difficulties in calculating the value of these 
new resources both from a political as well as a technical point of 
view. The first is to do with the high level of hostility in the region, 
exacerbated by the Arab-Israeli conflict and the division of Cyprus. 
The borders between Israeli and Lebanese waters, as well as 
between Cyprus and Turkey are not definitively fixed and the 
countries are in disagreement over how to share the resources. 

The consequences of the distribution of these new resources 
are important both for the region’s strategic balance as well as for the 
internal governance of the concerned states. 

The distribution of hydrocarbons in the Middle East and the 
Mediterranean has, until now, sanctioned huge intra-regional 
economic inequality. The new distribution means a drastic change in 
these imbalances, reducing the large gap between the energy haves 
and the have-nots. Rent from the oil monarchies (Gulf states) or oil 
republics in the Mediterranean (Algeria, Egypt) has played an 
economic equalizing role at a regional level, spreading out directly - 
through a policy of low prices and energy subsidies – or indirectly, 
through revenue brought by migrants. The new distribution of 
resources could weaken the first Arab rentiers’ overall influence and 
call into question their energy shortage management strategies. 

The recent discovery of colossal reserves in the Levantine 
Basin in the eastern Mediterranean confirms this regional 
construction linking resource abundance and recurring geopolitical 
tensions. The reserves, essentially gas, in the Levant, were identified 
in a particularly high-growth period in the gas market. Exploitation of 
these resources will, once again, have particular effects on the newly 
enriched states, while also potentially effecting change at the regional 
and even international level.

The new element here is that these recent discoveries will 
have economic and strategic consequences for countries that have 
hitherto been without their own energy resources – Cyprus, Israel and 
Lebanon. These countries, which have had to deal with a shortage of 
energy and strong political constraints at close hand, will now have to 
learn how to manage a certain level of abundance. The radical 
turnaround in the economic circumstances of these future “new 
rentiers” will have a strong effect on governance. They will need to be 
able to anticipate developments by taking into account the past 
experiences of other rentier states in the region. The wealth of 
thought, generally critical, on the pitfalls of the rentier economy, could 
help enable them to achieve a well thought-out transition, which does 
not compromise their future. The challenge will be to adapt their 
economies gradually with the aim of making rent sustainable whilst 
keeping an eye on social balance and associated strategic prospects.
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Conclusion

Perception of rent has, in the past, carried negative assumptions. If 
the rentier map extends in the Middle East, the dominant trend in 
analysis suggests that this progressive extension would have 
negative consequences on the region’s economic performance and
political situation. This extension would seem all the more natural as 
rentier state theory, with its pessimistic conclusions with regard to 
governance, was in fact elaborated in the Middle East and in relation 
to the Middle East. It has consequently sometimes been condemned 
as implicitly culturalist, betraying the energy-scarce West’s unease 
concerning the unequal distribution of energy resources which are 
indispensible to maintain its own wealth.  

However, as highlighted in this brief review, several trains of 
thought of the rentier model exist. Firstly, we considered the 
development of rent theory which has progressively shaken off its 
methodological bias and has also more realistically integrated the 
processes of adjustment and development underway in first-wave 
rentier states25. In this respect the growing sophistication of economic 
strategies and mechanisms of political and social interaction between 
governments and citizens in the Arab states of the Gulf today paints 
an infinitely more nuanced and dynamic picture than the previous 
caricature. Far from the assumed frivolity or irresponsibility in 
resource management, the pursuit of a sustainable rentier growth 
model has become a general goal for the region within the context of 
advanced globalization.

It seems like GCC’s member states have learnt from past 
experiences and are in the good way to diversification and 
sustainable growth. Despite all some elements – both endogenous as 
exogenous - are still inhibiting the development processes in each 
country. 

The improvements of the economy and the governance in 
those 6 countries have been - and will be – important not only for the 
concerned countries but also for the development and especially the 
stability of the Middle-East area. This last concern is definitely the 
main issue of last months for the area, as being in the chaos since 
the emergence of a new player, Daesh. 
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The abundance of fossil fuels in the Middle East remains a 
major structural fact for the world’s energy market. Rent still has a 
bright future in the region. 

The discovery of massive hydrocarbon reserves in the east 
Mediterranean is certainly a significant game changer in terms of 
broad international power balances, both in the energy market and 
regarding relationships between geopolitical forces.

Perception of rent has, in the past, carried negative 
assumptions. If the rentier map extends in the Middle East, the 
dominant trend in analysis suggests that this progressive extension 
would have negative consequences on the region’s economic
performance and political situation. This extension would seem all the 
more natural as rentier state theory, with its pessimistic conclusions 
with regard to governance, was in fact elaborated in the Middle East 
and in relation to the Middle East. It has consequently sometimes 
been condemned as implicitly culturalist, betraying the energy-scarce 
West’s unease concerning the unequal distribution of energy 
resources which are indispensible to maintain its own wealth.  

However, as highlighted in this brief review, several trains of 
thought of the rentier model exist. Firstly, we considered the 
development of rent theory which has progressively shaken off its 
methodological bias and has also more realistically integrated the 
processes of adjustment and development underway in first-wave 
rentier states26. In this respect the growing sophistication of economic 
strategies and mechanisms of political and social interaction between 
governments and citizens in the Arab states of the Gulf today paints 
an infinitely more nuanced and dynamic picture than the previous 
caricature. Far from the assumed frivolity or irresponsibility in 
resource management, the pursuit of a sustainable rentier growth 
model has become a general goal for the region within the context of 
advanced globalization. 

It seems like GCC’s member states have learnt from past 
experiences and are in the good way to diversification and 
sustainable growth. Despite all some elements – both endogenous as 
exogenous - are still inhibiting the development processes in each 
country. 

The improvements of the economy and the governance in 
those 6 countries have been - and will be – important not only for the 
concerned countries but also for the development and especially the 
stability of the Middle-East area. This last concern is definitely the 
main issue of last months for the area, as being in the chaos since 
the emergence of a new player, Daesh.
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The abundance of fossil fuels in the Middle East remains a 
major structural fact for the world’s energy market. Rent still has a 
bright future in the region. 

The discovery of massive hydrocarbon reserves in the east 
Mediterranean is certainly a significant game changer in terms of 
broad international power balances, both in the energy market and 
regarding relationships between geopolitical forces.
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Annexe

Figure i): GDP per capita for each GCC’s country, in 2012 (USD)

Qatar 93831.35118

Kuwait 56366.57008

United Arab 
Emirates 41691.67905

Saudi Arabia 24116.17763

Oman 23569.93653

Bahrain 23039.43912
Source : The World Bank database

Figure ii): Gulf countries GDP growth (in %) between 2000 and 2012

Source: The World Bank database

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Bahrain .02 .49 .35 .30 .98 .77 .47 .29 .24 .55 .34 .10 .40

Kuwait .68 .22 .02 7.32 0.24 0.61 .52 .99 .48 7.08 2.37 .30 .08

Oman .63 .57 .06 .35 .41 .99 .53 .73 3.16 .27 .59 .29 .02

Qatar .03 .90 .18 .72 9.22 .49 6.17 7.99 7.66 1.96 6.73 2.96 .24

Saudi 
Arabia .86 .55 .13 .66 .25 .26 .58 .99 .43 .83 .43 .57 .13

UAE 2.22 .38 .43 .80 .57 .86 .84 .18 .19 4.80 .67 .88 .37
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Figure iii): The world’s largest Soveriegn Wealth Funds 
(over 15 billion in assets)
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Source: Sovereign Wealth Fund Institut (http://www.swfinstitute.org/fund-ankings/)


