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Introduction 

Academic publications on the Gulf Cooperation Council (GCC) traditionally focus much 

more on issues of political cooperation in the field of security and of political conflicts than 

on economic integration. Interest in the GCC’s economic dimension only grew slowly, in 

particular with the envisaged monetary union. In principle, diverging interests and economic 

data of member countries have been picked up, but deeper consideration of individual 

countries’ intraregional economic links and of their positions on the integration process are 

still largely missing.  

Therefore, in my paper I want to reflect on Oman’s position within the GCC. The focus will 

be on two aspects. On the one hand, I will analyse the Sultanate’s economic links with other 

Arab Gulf countries, focusing on trade. On the other hand, I will deal with stances on 

cooperation in the Gulf framework among representatives of ministries, chambers of 

commerce and export associations as well as researchers and observers inside the country. For 

both aspects, I analysed national and international statistical data, conducted interviews with 

some relevant actors on site and used newspaper articles published in Oman.  

In the following, I will start with the foundation of the GCC and its political, mainly security-

oriented aspects. Then, I will present Oman’s position on general economic integration among 

the Gulf states, followed by the analysis of its economic contacts. Finally, I will focus on 

Oman’s reluctance towards the planned monetary union.  

Foundation of the GCC and its Political Aspects from an Omani Perspective 

Oman is a founding member of the GCC and contributed to its organisation from the 

beginning. Initially, the government considered the GCC a platform to consolidate the 

nation’s precarious identity and unity and to guarantee its security. In particular, it sought to 

contain neighbouring countries that constituted a potential threat and to establish close 

relations with the West together with other conservative regimes.  

Already in 1974, Sultan Qaboos had asked the states of the region to assume responsibility for 

their own collective security. In 1976, Oman organised the first formal meeting of all Gulf 

countries’ foreign ministers, including Iran and Iraq, to formulate a common security policy. 

Yet, the Gulf Cooperation Council was only established in 1981, mainly against the 

background of the Iranian revolution. By then, Oman already argued against a far-reaching 

military integration or even a common military pact. Rather it advocated a gradual evolution 

of military cooperation. Accordingly, in 1984, Oman opposed the establishment of a common 
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rapid deployment force that Saudi Arabia intended to station under its command in its 

northern borderlands.  

Repeatedly, Oman also took a special position in foreign affairs. For instance, it did not 

regard Iran as a danger for its own security as much as other Arab Gulf states did and, during 

recurring conflicts, argued, in principle, for neutrality and involvement, rather than for 

confrontation. Oman also supported Yemen’s accession to the GCC since the early 1990s. 

Finally, after the second Gulf War, it proposed an army of 100,000 men under a joint 

command to reduce dependence on Western forces.  

Altogether, Oman’s existing ambivalence already showed up in the field of security policy: on 

the one hand, it looked for joint strength and mutual support; on the other hand it notably 

insisted on pursuing its own interests und on maintaining its freedom of action. Yet, besides 

the general emphasis on its GCC engagement, Oman regularly strives to create political 

conspicuousness: this includes the luxury Al Bustan hotel (see photo), which was built for the 

Gulf summit in 1986, as well as the sumptuous organisation of the Muscat summit in 2009 

under the Omani presidency. To strengthen Oman’s political stability, the GCC states 

promised to spend 20 bn USD over the next ten years for social and economic development 

measures in Oman and Bahrain after the unrest in spring 2011.1  

Fig. 1: Al Bustan Hotel, Muscat 

 

Steffen Wippel 2012. 

Fig. 2: GCC Summit in Oman 2009 

 

www.omandaily.com/image/piccari (ca. 6.12.2007). 

Oman’s Position on Economic Integration among the Gulf States     

Oman’s reluctance towards deeper integration and renunciation of national sovereign powers 

becomes even more evident in the economic field. Already the 1981 Unified Economic 

Agreement envisaged complete economic integration among the member states. Yet, Oman’s 

interest in free trade, which was introduced in 1983, and in further integration steps remained 

limited for a long time. 

                                                
1  This is 1 bn USD/year, compared to Oman’s GDP of 60 bn USD (in 2008) and 47 bn bn USD (in 2009). 
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Initially, Oman’s economic interest in the GCC basically aimed at securing its share in the oil 

boon of other Gulf states to support the development program for the own, relatively 

backward country. Oman counts among the small oil producers in the Gulf area, and for a 

long time its per capita income lagged behind its wealthier neighbours. Still today, according 

to many interlocutors, Oman pursues a development path more focused on steadiness than the 

more glamorous Dubai model, which it regards as neither sustainable nor consistent with 

cultural values.  

As a reaction to the Economic Agreement, Oman established a “Higher Committee for GCC 

Conferences” to develop positions and policies in Gulf issues. A study on the effects of the 

economic understandings criticised that incentives and subsidies reflected existing 

development gaps inadequately, especially in the industrial sector. Oman claimed better 

conditions and exceptions from the 4 per cent customs rate on industrial goods. It said that 

regional “integration” should avoid the establishment of competing industrial projects and 

bear existing natural resources (such as copper in Oman) in mind. For fear of speculation and 

increasing prices, Omani representatives also militated against full liberalisation of land and 

real estate ownership. For security reasons, it did not want visa requirements for GCC citizens 

totally abolished. Finally Oman favoured investment in regional agriculture – particularly in 

Oman with its favourable preconditions – to realise the planned common food reserve.  

But now, interlocutors emphasise first of all the advantages offered by the customs union 

established in 2003 and the freedom of movement for GCC citizens, introduced with the 

common market built up since 2007. In contrast, they deplore the patchy implementation of 

regulations and agreements. The completion of the customs union, envisaged after a three-

year transition period, has been repeatedly postponed – most recently to early 2015.  

It is difficult to get reliable information on the implementation of the customs union. 

Interview partners even give different answers to the question whether customs controls still 

take place at internal borders. Yet, we are very familiar with the phenomenon of insufficient 

expertise and inconsistent application of rules from free trade agreements in other Arab 

countries. Despite regulations in principle to control imports at a “single entry point”, goods 

and persons repeatedly experience controls at road border crossings with the UAE. Nor does 

mutual freedom of internal trade seem to be guaranteed for all categories of goods and equal 

treatment of GCC and national citizens does not seem to be realised in all sectors.  

Meanwhile, only the GCC is responsible for concluding free trade agreements with third 

states and regional associations – the following table shows examples, highlighted in green. 

With this, internal goods controls are explained, inter alia, with complications that rise from 

conflicts between the GCC customs union and bilateral free trade agreements concluded with 

the US. Oman’s answer is that it had to adapt to the general US policy of insisting on bilateral 

agreements. In addition, negotiations were already advanced too far when the customs union 

has been established. It is said that sometimes it is easier to negotiate bilaterally, given 

diverging interests. This is also shown by temporary considerations in Oman to conclude free 

trade with Pakistan or India bilaterally, in case GCC negotiations do not succeed. In contrast, 

Oman emphasises strengthening positions if negotiations take place on the regional level.  
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Fig. 3: GCC Economic Agreements with Third Partners 
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National and international sources. 

At other borders inside the GCC, arbitrary controls – for alleged “security reasons” – und 

mutual retaliatory measures are reported, too. The Omani side emphasises the border fence 

that the UAE started to construct some years ago. It is said that this is rather a consolidation 

than a dismantling of borders.  

Oman’s Economic Relations with the GCC    

Trade 

How deeply is Oman now economically integrated into the GCC? In the field of trade, until 

2008 the exchange of goods with other Gulf countries increased continuously: the volume of 

imports then reached 7 bn, exports 5 bn US dollar (cf. Fig. 4). We clearly recognise the rapid 

increase after the introduction of the customs union in 2003. In 2009, in the course of the 

global economic crisis, there was a significant cutback.  

In percentages, development was less rapid (Fig. 5): since the early 1970s, imports from Arab 

Gulf states tended to increase until they reached roughly 30 per cent of all Omani imports. 

Exports mostly went to the region at a rate of 10 per cent since the 1990s (before, in the 

second half of the 1980s, figures seem to be statistically biased). With this, over the last 

decade, the GCC’s share in Oman’s foreign trade was about double the share of intra-trade in 

all GCC countries, which is given at about 5 per cent. 
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Fig. 4: Oman's Trade with the GCC 

4985

7175

2297

5041

0

500

1000

1500

2000

2500

3000

3500

4000

4500

5000

5500

6000

6500

7000

7500

19
51

19
59

19
61

19
63

19
65

19
67

19
69

19
71

19
73

19
75

19
77

19
79

19
81

19
83

19
85

19
87

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

U
S

D
 m

n

Imports from GCC Exports to GCC Imports from GCC Exports to GCC
 

Sources: 1970-2005 IMF; 2006-09 ITC calculations based on COMTRADE; 2010 EU. 

 

Fig. 5: Share of the GCC in Oman‘s Foreign Trade 
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Oil still dominates Oman’s exports. But in the course of endeavours to diversify the economy, 

the share of non-oil and re-exports increased to approximately one quarter. In the last few 

years, more than one half of that went to other GCC members, as the figure at the top right 

shows (Fig. 5), but this has been generally decreasing since 2005.  

Among Oman’s Arab Gulf trade partners, the UAE dominates (cf. Fig. 6) – first of all among 

imports, where Saudi Arabia follows at a striking distance. In the 1980s, Bahrain was also an 

important supplier. Since the ’90s, the UAE has provided more than a quarter of Oman’s 

imports from the world. Within the GCC, on average 84 per cent came from this immediate 

neighbour in the years 1980 to 2005. Vice versa, the UAE alone has purchased approximately 

10 per cent of all Omani exports since the 1990s, until the strong decline since 2009. If we 

regard only GCC countries, the UAE attracted more than 80 per cent of Oman’s exports to the 

region from 1980 to 2005. If we deduct oil and gas, temporarily, nearly half of all Omani 

exports went to the Emirates.  

Fig. 6: Omani Imports from and Exports to GCC States 

Imports 1980-2005
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Sources: See above. 

Calculating relative trade intensities reveals the extraordinary role of Gulf countries for 

Oman’s foreign trade even more. Already in the ’70s and early ’80s, the share of Arab Gulf 

countries in Oman’s goods exchange was nearly double their share in world trade. If we pass 

over the distortion of the late 1980s, afterwards this relation was about tenfold, with a slight 

tendency to decrease over the last decade. The following map shows the central position of 

the GCC in the regionalisation of the Sultanate’s foreign trade, which extends along a long arc 

of intensive contacts along the wider Indian Ocean rim from Eastern Africa to the “Far East”. 

Trade with the UAE was much more intensive (at an average of 30 per cent, since the 1980s) 

than with the GCC as a whole; but intensities fluctuated widely. Bahrain, too, showed 

extraordinary high values (between 4 and 18).  
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Fig. 7: Relative Intensities of Omani Foreign Trade (1980-2005) 
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Figures are given for intensities bigger than 6.  Source: IMF, 2007. Own calculations. 

Generally, the Gulf states are regarded as the main target markets in Oman. Yet, finally, trade 

potential is considered to be limited due to the high structural similarity of the economies. 

This is said to be one of the big differences from the European model, where, even more, 

economic integration built on already existing trade relations. Increasingly, Oman therefore 

endeavours to unlock further markets in the Arab world, Africa and Asia to reduce 

unidirectional dependency, in particular in non-oil sectors.  

Beyond that, we should not forget that nearly one half of Oman’s non-oil trade is constituted 

by re-exports that go mainly via Dubai. This exaggerates the importance of the UAE 

considerably, whereas an important part of the trade is ultimately carried out with other 

partners that do not appear in the statistics. In turn, if we include informal trade in the nearer 

region, this increases the role of immediate neighbours. Thus, previous data analyses can be 

understood as showing only approximate tendencies in the importance of the region.  

Investment 

For foreign direct investment, I only briefly refer to official statistical data. Here, the 

imprecision of the data is even greater than for trade, and they ignore a wide range of firm 

presence and cooperation.  

According to available figures, incoming direct investment from GCC countries (cf. Fig. 8) 

grew from 360 mn to more than 1.3 bn Omani Riyal between 2005 and 2008, whereas in 2009 

75 mn Riyal were withdrawn. The GCC’s share in all FDI in Oman was about one quarter, 

without oil and gas exploration about one half. Most assets came from the UAE: its share was 

about 15 per cent of worldwide investment in Oman and more than 60 per cent of investment 

from the GCC states.  
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Fig. 8: Foreign Direct Investment from GCC Countries in Oman 
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In turn, Omani direct investment in other GCC countries increased from 170 mn Riyal in 

2005 to 270 in 2009. Its relative importance among all investment abroad fluctuated between 

35 and 43 per cent. Most of this investment went to the UAE, followed by Bahrain.  

Oman’s Withdrawal from Monetary Integration among the Gulf States    

Finally, in the last decade, the GCC worked to establish a monetary union. Common fiscal 

and monetary convergence criteria have been defined; the common currency was envisaged 

for 2010. 

At first, Oman emphasised the similarity of the Gulf economies, which was expected to ease 

necessary adjustment processes. But in late 2006 the Sultanate announced that it would not 

participate in the implementation of the monetary union already in 2010. One of the reasons 

mentioned was that the country was “not yet prepared for it”. Oman needed more information 

and wanted ponder advantages and disadvantages first, especially as little experience of this 

kind exists worldwide. Obviously the monetary union would not enhance economic 

integration considerably, because the dollar peg in most Gulf states has already reduced 

exchange rate risks. Vice versa, Omani entrepreneurs and travellers would benefit from a 

common currency even if only the partner countries introduce it. More recently, Omani 

representatives also referred to the negative experiences of the “euro crisis”.  

On the other hand, it was argued that not all preparatory integration steps have been 

implemented. Oman again argued for a gradual process. A unified economic policy should 

pave the way for a common monetary policy, it said. Reference is again made to Europe, 

where the common currency was only introduced after a long transition period and where 

Britain opted out. Furthermore, the greatly diverging economic development of the member 
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countries was pointed out. Economic convergence was regarded as a central basis for the 

currency union. In particular, inflation rates still diverged considerably. But Oman has long 

since fulfilled all convergence criteria, as the following table indicates.  

Fig. 9: Convergence Criteria for the Gulf Monetary Union 

Criteria Inflation 
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Kuwait √ 5,5% √ 2,5% √ 8,2 √ 27.8% √ 9,6% Ø 1/2003-

5/2007

Qatar Ø 13,8% √ 2,3% √ 5,2 √ 14,8% √ 9,4% 12/1980 √ 7/2001

Saudi-

Arabien
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VAE Ø 11,1% √ 2,7% √ 7,1 √ 25,7% (√) Abu Dhabi 

0,5%

11/1980 √ 3/2002
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Oman √ 5,9% √ 3,7% √ 7,4 √ 2,8% √ 6,5% √ 1973****

Bahrain √ 3,3% √ 3,3% √ 4,4 √ 0,7% √ 23,5% 12/1980 √ 12/2001

Kuwait √ 5,5% √ 2,5% √ 8,2 √ 27.8% √ 9,6% Ø 1/2003-
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√ criterion fulfilled; Ø criterion failed. 

* 6,9% + 2%; ** 2,4% + 2%;  

*** Central governement: Qatar 9,7%, Saudi-Arabia 18,7%, UAE n/a (criterion: 70%);  

**** exchange rate change in 1986.  

Sources: Saidi et al. 2008; and further sources.  

Another setback for the currency union was the withdrawal of the UAE when the central bank 

headquarters was not given to it. Two years earlier, Kuwait had already de-pegged its 

currency from the dollar. With the decline of the dollar rate in 2007 and ’08, other countries 

considered following. Oman maintained the dollar peg, but wants to keep the option of 

deprecation or decoupling, in principle.  

Not least, political motives matter. A monetary union means a much deeper encroachment on 

national sovereignty than economic integration does. Oman is a rather “young” country whose 

territorial and national unity was created only in the last 40 years. To renounce national 

sovereignty is difficult to imagine against this background, especially if Oman does not want 

to forbear a flexible budget and debt policy, in particular when considering decreasing oil 

revenues in the future. The symbolic character of having one’s own – also young – currency is 

emphasised, too. In addition, in terms of foreign policy, there is a fear of Saudi domination, 

supplemented by repeated tensions with the UAE.  

As was foreseeable, the insufficient implementation of technical preconditions and the 

financial and economic crises made it impossible to keep the initial introduction date of 2010 

for the currency union. It now has been postponed indefinitely.  

Conclusions 

Oman’s interest in Gulf cooperation was mainly in the domain of security policy, whereas it 

opened only reluctantly for economic integration. A main obstacle to deepening integration 

was the continuing ambivalence between collective integration and national sovereignty. 
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Omani representatives attach importance to “evolutionary” proceeding in the integration 

process. At the same time, they emphasise Oman’s continuous support for the GCC project 

and Oman’s role as the “natural access” to the Gulf countries.  

Despite similar economic structures, the Gulf states have great economic importance for 

Oman, especially when we ignore the oil sector. Additional measurements also allow the re-

evaluation of conventional considerations of a (too) small intraregional trade. A more detailed 

analysis of firm cooperation, which is still missing, will demonstrate such close links as well.  

 

Fig. 10: Evolution of the Gulf Co-operation Council    

1976 First meeting of foreign ministers of the Gulf states in Muscat (incl. Iran, Iraq) 
1981 Foundation of the Co-operation Council of the Arab States of the Gulf (GCC)  

  - Goals: Cooperation in security policy 
   Unity among the six member states 

 Signing of the Unified Economic Agreement (ratified 1982) 
 - Objective: comprehensive economic integration 

 Establishment of a joint committee for financial and economic cooperation 

1982 Decision to establish a joint rapid deployment force 

 Aim of a monetary union 
1983 Introduction of the Free Trade Area:  

- abolition of internal tariffs (min. 40% local added value) 
- external tariff 4 - 20 (later 15)% 

 Establishment of a Central Banks Committee for Political Coordination 

1984/85 Establishment of the GCC Peninsula Shield Force 

1991/92 Omani proposal of a separate GCC force 

1999/2001 Alignments of the Unified Economic Agreement 

2000 Signing of a mutual defence agreement (incl. establishment of a joint defence council and 
a Higher Military Command) 

2000-01 Elaboration of a time table and of requirements for a monetary union 

 - By end 2002    Pegging to the USD 
 - By end 2005    Agreement on convergence criteria and legal framework 
 - Jan. 2010 Introduction of the common currency  

Since 2002 Admission of Yemen to some special GCC organisations (envisaged accession 2016) 

2003 Advanced start of the customs union  

 - abolition of internal tariffs and introduction of common external tariff (standard rate 5%) 
- harmonisation of legal bases by 2007  
- envisaged completion by 2011 

2005 Determination of monetary and fiscal convergence criteria  

 -  inflation rate: max. 2 per cent points above GCC average 
- short-term interest rates: max. 2 per cent points above average of the three countries with the  
  lowest rates 
- foreign currency reserves: equivalent to at least 4 months of imports 
- budget deficit: max. 3 per cent of GDP (5 per cent if oil prices are low) 
- public debt: max. 60 per cent of GDP (central government: max. 70 per cent) 
- currency: fixed peg to the US dollar 

2006 Bilateral Oman–US Free Trade Agreement (effective 2009) 

 Omani opt-out from the monetary union 
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2007 De-pegging of KWD from USD 

2008 Start of the Common Market: Free movement of capital and labour 

2009 Withdrawal of the UAE from the monetary union 

2010 Envisaged start of the currency union (postponed to 2015 and later) 

 Postponement of customs union realisation to 2015 

 Establishment of a monetary council preceding the GCC Central Bank 

2011 20 bn USD aid program for Bahrain and Oman 

 GCC intervention (Saudi and Emirati forces) in Bahrain 

 GCC-mediation efforts in Yemen 

 Proposal to enlarge the GCC to include Jordan and Morocco 

Stages of Economic Integration 
Steps Towards a Monetary Union 


