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AN ASSESSMENT OF THE ..)JElIlEFITS.OF ECONOMIC
INTEGRATION FOR THE ARABIAN GULF STATES:. THE.

EFFECTS OF INCREASED SIZE

*Robert E. Looney

The purpose of this paper il to aIllell the potential advantages of economic integration,
and in particular of the relulting economiel of Icale, for the GCC members. What factors
have contributed to limiting the size of individual country markets for industrial
products? How important haa economic size been in limiting the industrial diversification
efforts of the member ltatel? Which ltatel would benefit the most from economic
integration?

The main findinp of the study are that economic size, especially the small populations of
these countries is increaaingly limiting the opportunity for expanding industrial output. Ju
a result, increased income haa become a major stimulul for non-industrial activities-­
services/distribution/ and construction, all of which do not appear to be particularly
sensitive to economies of Icale. Economic integration is particularly important also given
the declining ability of an increaaing share of domestic expenditures to stimulate industrial
output, Le., the Icope for eaay import lubatitution may be over for mOlt of these
countries.

1. INTRODUCTION

Since the signing on 2S May 1981 of the Unified Economic
Agreement (UEA) Charter creating the Gulf Cooperation Council, the
GCC has had a growing impact on the economic life of its member
states: Saudi Arabia, Kuwait, Bahrain, Qatar, Oman and the UAE.

Gulf cooperation, however, predated the creation of the GCC. A
number of the joint committees and vehicles were formed in the
1970s and included Iraq as well as the GCC states. The Doha based
Gulf Organizatlon for Industrial Consulting (GOIC) was set up by the
seven countries in 1976. GOIC helps to establish new industries (such
as the Gulf Aluminum Rolling Mill (Garmco) in Bahrain. Other Gulf
joint ventures that predated the creation of the GCC include Gulf
Air, the United Arab Shipping Company, Gulf International Bank and
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the Arab Shipbuilding and Repair Yard (owned by the Organization
of Arab Petroleum Exporting Countries, OAPEC).

The impetus towards Gulf cooperation was thus already well
advanced when the GCC was formed, but the UEA took the process
much further, aiming ultimately at developing a single regional
economy. Its six main provisions deal with: (a) trade; (b) freedom of
movement of capital, individuals and economic activities; (c)
coordination of development; (d) technical cooperation; (e) transport
and communications; and (f) financial and monetary cooperation. The
agreement was complemented by the Gulf Investment Coorporation
(GIC), which was created in 1982 and began operation in 1984. Based
in Kuwait, the GIC has authorized a capital of $2.1 billion, of which
$540 million is paid in, and is mandated to invest in regional
products.

The main goal of the GCC states has been to diversify their
economic structures and reduce their dependence on exports of crude
oil. However, given that oil and gas are the only resources available to
them, "basic" or "resource-based" industrialization was chosen as the
best option, rather than investment in foreign assets or oil
conservation policies.

The GCC argues that the first option would encourage downstream
manufacturing and related activities conducive to the transformation
of the societies and their economic structures. As AI-Yousuf has
noted (AI-Yousuf, 1986, p.25), the costs associated with such policies
are very high, whether these costs are measured in monetary or social
(environmental, cultural, religious, etc.) terms.

There seems to be a consensus on the need for some cooperation or
coordination among the GCC states to minimize the costs of
economic change. There are two main forms of economic
integration: a more general one, namely the customs union, and a
more specific one, namely the joint product approach to sectoral
integration. The former provides the economic rationale whereas
the latter provides the modality (AI-Yousuf, 1986, pp.25-26).

The purpose of this paper is to assess the potential advantages of
economic integration, and in particular of the resulting economies of
scale, for the GCC members..What factors have contributed to
limiting the size of individual country markets for industrial










































