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(4)ABSTRACT 


This  study  addresses  foreign  trade,  FDI  and  carbon  dioxide  emission  issues  of  the  Gulf 
 Cooperation  Council  states  (GCC),  namely  the  United  Arab  Emirates,  Bahrain,  Saudi 
 Arabia,  Oman,  Qatar  and  Kuwait.  We  have  found  that  the  intra-regional  trade  remains 
 modest, as the trade intensity index showed negative signs except in the UAE, and Saudi 
 Arabia. 


The study used a gravity model and confirms that the size of real GDP has a significant 
 impact in determining the foreign trade. Moreover, the variable of transportation cost rate 
 is  not  a concern  for Saudi's  foreign trade  despite the increase, as  Saudi  Arabia as  a  hub 
 economy  tends  to  trade  with  countries  like  Australia  and  the  UK  more  than  with  its 
 nearby  countries.  The  real  GDP  variable  is  the  key  agent  that  determines  the  level  of 
 foreign trade of GCC countries. The study concludes that the unified economic policy of 
 the GCC countries has not achieved its target in terms of increasing the level of non-oil 
 industries.  Furthermore,  transportation  cost  rate  variable  is  not  an  important  factor 
 influencing trade of GCC countries. 


Besides, the study measured the impact of foreign trade and FDI on GCC economies. We 
 found that the role of FDI is positive in UAE and negative in Saudi Arabia, while having 
 no  effect  on  the  rest  of  the  GCC  countries.  In  addition,  the  study  infers  the  continued 
 importance  of  oil  exports  of  all  GCC  members.  The  non-oil  variable  did  not  affect  real 
 GDP, except for the UAE, and the commodity imports have a positive impact except for 
 Bahrain and the UAE.   


However, Gulf Cooperation Council countries are among the top 25 countries in terms of 
their contribution to increasing the level of carbon dioxide emissions and are much higher 
than the average for the world. Moreover, these countries emit from 45 per cent to 50 per 



(5)cent  of  the  total  emissions  of  Arab  countries,  due  to  the  significant  role  of  extractive 
 sectors  as  major  sources  of  income  to  these  economies.  Therefore,  the  most  important 
 factors pertaining to the increasing carbon dioxide  emissions in GCC countries over the 
 period 1998-2008 were examined. In this respect, the study objective is to determine how 
 much  the  FDI  inflows,  economic  growth,  and  commodity  imports  influenced  the 
 increasing level of emissions during the period of study, and find which variable has most 
 effect. For this purpose, an empirical model was estimated in order to obtain the impact 
 of said variables on GCC countries.  


The  model  of  carbon  dioxide  emissions  as  a  function  of  FDI  inflows,  real  GDP, 
 commodity imports and  health expenditure  was  examined  using a  panel  data technique. 


We  found  that the  real  GDP  has  had  an  important  positive  effect  on  increasing  carbon 
 dioxide  emissions  in  all  GCC  countries  during  the  period  1998-2008,  where  it  is  the  main 
 cause of air pollution in these countries, while FDI inflows indicates its positive effect only in 
 Qatar. Finally, the health expenditure variable has impacted reducing  the level of emissions 
 in Oman and Kuwait, similarly to the commodity import variable in Saudi Arabia. 


  



(6)ABSTRAK 


Kajian  ini  berkaitan  perdagangan  asing,  FDI  dan  isu-isu  pelepasan  karbon  dioksida  di 
 negara Majlis Kerjasama Teluk (GCC), iaitu Emiriah Arab Bersatu, Bahrain, Arab Saudi, 
 Oman,  Qatar  dan  Kuwait.  Kami  mendapati  bahawa  perdagangan  intra-serantau  masih 
 sederhana, kerana indeks intensiti perdagangan menunjukkan tanda-tanda negatif kecuali 
 di UAE, dan Arab Saudi. 


Kajian  ini  menggunakan  model  graviti  dan  mengesahkan  bahawa  saiz  KDNK  sebenar 
 memberi  kesan  yang  besar  dalam  menentukan  dagangan  asing.  Selain  itu,  kadar  kos 
 pengangkutan yang berubah-ubah bukan satu kebimbangan bagi perdagangan asing Arab 
 walaupun  wujudnya  kenaikan,  ini  kerana  Arab  Saudi  sebagai  hab  ekonomi  lebih 
 cenderung  untuk  berdagang  dengan  negara-negara  seperti  Australia  dan  UK  daripada 
 negara-negara  yang  berdekatan. Pembolehubah KDNK sebenar adalah agen utama  yang 
 menentukan  tahap  perdagangan  luar  negara-negara  GCC.  Kesimpulan  kajian  ini  adalah  
 penyatuan  dasar  ekonomi  untuk  negara-negara  GCC  tidak  mencapai  sasaran  dari  segi 
 peningkatan  tahap  industri  bukan  minyak.  Tambahan  pula,  pembolehubah  kadar  kos 
 pengangkutan bukan merupakan faktor penting yang mempengaruhi perdagangan negara-
 negara GCC. 


Selain  itu,  kajian  itu  menilai  kesan  perdagangan  asing  dan  FDI  kepada  ekonomi  GCC. 


Kami mendapati bahawa peranan FDI adalah positif di UAE dan negatif di Arab Saudi, 
 manakala  tidak  memberi  kesan  ke  atas  negara-negara  GCC  yang  lain.  Di  samping  itu, 
 kajian ini menyimpulkan bahawa kepentingan berterusan eksport minyak bagi semua ahli 
 GCC.  Pembolehubah  bukan  minyak  tidak  menjejaskan  KDNK  sebenar,  kecuali  bagi 
 UAE, dan import komoditi memberi kesan positif kecuali Bahrain dan UAE. 


Walau  bagaimanapun,  negara-negara  Majlis  Kerjasama  Teluk  adalah  antara  25  negara 
teratas dari segi sumbangan mereka kepada peningkatan tahap pelepasan karbon dioksida 



(7)dan  ianya  lebih  tinggi  daripada  kadar  purata  dunia.  Selain  itu,  negara-negara  ini 
 mengeluarkan  45  peratus  sehingga  50  peratus  daripada  jumlah  pelepasan  negara-negara 
 Arab, kerana peranan penting sektor ekstraktif sebagai sumber utama pendapatan kepada 
 negara-negara tersebut. Oleh itu, faktor-faktor yang paling penting yang berkaitan dengan 
 peningkatan pelepasan karbon dioksida di negara-negara GCC dalam tempoh 1998-2008 
 telah  diteliti.  Dalam  hal  ini,  objektif  kajian  ini  adalah  untuk  menentukan  jumlah 
 pengaliran  masuk,  pertumbuhan  ekonomi,  dan  import  komoditi  untuk  FDI  yang 
 mempengaruhi  peningkatan  tahap  pelepasan  dalam  tempoh  kajian,  dan  mencari 
 pembolehubah  yang  memberi  kesan  ketara.  Bagi  tujuan  ini,  satu  model  empirikal 
 dianggarkan  untuk  mendapatkan  kesan  pembolehubah  yang  diperkatakan  negara-negara 
 GCC. 


Model pelepasan karbon dioksida sebagai fungsi pengaliran masuk FDI, KDNK sebenar, 
 import komoditi dan perbelanjaan kesihatan telah diteliti menggunakan teknik data panel. 


Kami  mendapati  bahawa  KDNK  sebenar  mempunyai  kesan  positif  penting  pada 
 peningkatan pelepasan karbon dioksida di semua negara GCC dalam tempoh 1998-2008, 
 di  mana  ia  adalah  punca  utama  pencemaran  udara  di  negara-negara  ini,  manakala 
 pengaliran  masuk  FDI  menunjukkan  kesan  positif  hanya  pada  Qatar.  Akhir  sekali, 
 pembolehubah  perbelanjaan  kesihatan  telah  memberi  kesan  mengurangkan  tahap 
 pelepasan  di  Oman  dan  Kuwait,  begitu  juga  dengan  pembolehubah  import  komoditi  di 
 Arab Saudi. 


  



(8)ACKNOWLEDGMENTS 


My  sincere  appreciation  goes  out  to  the  people  who  have  made  it  possible  for  me  to 
 complete  my  thesis.  I  would  like  to  express  my  utmost  gratitude  to  my  supervisor 
 Assoc. Prof.  Dr. Fatimah Kari for her superb  guidance and helpful  comments, support 
 and assistance during the period of study, 2010 – 2013.  


I am  also  grateful  for the suggestions and valued scientific comments  offered by Prof. 


Dr. Goh Kim Leng, Prof. Dr. Idris Jajri, Assoc. Prof. Dr. Beh Loo See, and Assoc. Prof. 


Dr. Yap Su Fei, Faculty of Economics and Administration - Kuala Lumpur. And Assoc. 


Prof. Dr. Basheer Hadi, Faculty of Administration and Economics, University of Basrah 
 -Iraq.  I also wish to convey my appreciation to Assoc. Prof. Dr. Mahmoud Albyati for 
 his efforts in facilitating the official procedures for obtaining my study leave in 2008. I 
 am grateful to Ms. Azura Aziz and Mr. Suhaidi Kamaruddin in the postgraduate office 
 of the Faculty of Economics and Administration for their full cooperation. 


Similarly,  I  am  indebted  to  the  following  sponsors:  Assoc.  Prof.  Dr.  Abdul  Jabbar 
 Alhelfi,  Assoc.  Prof.  Dr.  Jassim  Ghali  Romy,  and  Assoc.  Prof.  Dr.  Jawad  Kadhim, 
 Centre  for  Basrah  and  Arab  Gulf  Studies,  University  of  Basrah;  Assoc.  Prof.  Dr. 


Basheer Hadi, and Dr. Rabea Qasim, Faculty of Administration and Economics, Basrah; 


Mr.  Qasim  Younis  Alsaadi  and  Mr.  Imad  Ghalib  Asfoor,  Basrah  Chamber  of 
 Commerce, Iraq.      


Finally,  I  would  like  to  extend  my  appreciation  to  my  respected  parents,  my  wife  and 
my  son  “Ayman”  for  their  patience,  and  constant  support  of  my  thesis,  in  that  they 
never failed to provide me with encouragement throughout the years of study. I would 
also like to thank my friends and classmates for their assistance. To all those who have 
helped me in one way and another please be assured that you are not forgotten.  



(9)  


ABSTRACT (English) ………... 


ABSTRACT (Bahasa Malaysia) ……… 


ACKNOWLEDGMENTS ………. 


TABLE OF CONTENTS ………... 


LIST OF TABLES ………. 


LIST OF FIGURES ………... 


CHAPTER ONE: TRADE, FDI AND EMISSIONS: A HISTORICAL 


PERSPECTIVE OF THE ECONOMIC POLICY OF THE GCC ………. 


1.1 Introduction .……….... 


1.2 Principles of Economic Policy in GCC Countries ……….. 


1.3 Trade, FDI, and Carbon Dioxide Emissions in GCC Countries ……….. 


       1.3.1 Trends in Foreign Trade ……… 


       1.3.2 Trends in Foreign Direct Investment ………. 


1.3.3 Trends in Carbon Dioxide Emissions ……… 


1.4 Problem statement.  ……….   


1.5 Objectives of the study ………  


1.6 Questions of the study ………. 


1.7 Significance of the study.………. 


1.8 Hypotheses of the study……… 


1.9 Scope of the study………. 


1.10 Data sources ………... 


  
 ii-iii 
 iv-v 
 vi 
 vii-ix 


x-xi 
 xi 


  
 1-18 


1 
 4 
 8 
 8 
 11 
 13 
 16 
 16 
 16 
 17 
 17 
 18 
 19 
 CHAPTER TWO: LITERATURE REVIEW, METHODOLOGY AND 


CONCEPTUAL FRAMEWORK OF STUDY ………. 


2.1 Literature Review………. 


      2.1.1 Introduction ………. 


      2.1.2 Trade and economic growth ………... 


      2.1.3 FDI and economic growth ……….. 


      2.1.4 Trade, FDI and air pollution ………... 


      2.1.5 Research gap ………... 


2.2 Methodology………. 


      2.2.1 Introduction ………. 


      2.2.2 Trade and its main direction ... 


      2.2.3 Impact of foreign trade and FDI on economic growth ………... 


      2.2.4 Growth, FDI, and commodity imports and their effect on air pollution …. 


2.3 A conceptual framework of study………. 


      2.3.1 Introduction  ……… 


      2.3.2 Foreign trade and its theories, an overview ... 


      2.3.3 Theories of foreign trade ……… 


      2.3.4 Foreign direct investment …... 


      2.3.5 Theories and motives of foreign direct investment ……… 


19 – 109 
19 
19 
19 
28 
37 
52 
55 
55 
56 
59 
61 
63 
63 
64 
69 
81 
82 
TABLE OF CONTENTS 



(10)2.4 The relationship between foreign trade and economic growth ……… 


2.5 State’s role in support of foreign trade ……… 


2.6 Foreign direct investment, growth and foreign trade ………... 


2.7 Economic growth and the environment ………... 


      2.7.1 Introduction ……….  


      2.7.2 Trade, and the environment ……… 


      2.7.3 Foreign direct investment and the environment ……….  


      2.7.4 Sustainable economic growth and the environment ………...   


88 
 93 
 95 
 102 
 102 
 103 
 105 
 107 
 CHAPTER  THREE:  ECONOMIC  OPENNESS  AND  TRADE  OF  GCC 


COUNTRIES ... 


3.1 Introduction ……….. 


3.2 The economic openness and Intra –regional trade in GCC countries …………..  


      3.2.1 The main reasons of Economic openness in GCC countries ……….. 


      3.2.2 Economic openness in the GCC countries ………..  


      3.2.3 The intra-regional trade in GCC countries ……….   


3.3 The foreign trade commodity of GCC countries ……….  


      3.3.1 The commodity export and its direction ……….  


      3.3.2 The commodity imports ………..   


3.4 The model ...   


      3.4.1 Introduction ……….   


      3.4.2 Model variables and data ………   


      3.4.3 Model description ... 


      3.4.4 Model specification ………   


      3.4.5 Model estimation ………   


      3.4.6 Results analysis ...   


      3.4.7 Potential of Saudi Arabia’s foreign trade ………...  


      3.4.8 Findings ……….. 


110-174 
 110 
 112 
 112 
 123 
 126 
 141 
 141 
 149 
 155 
 155 
 156 
 162 
 163 
 164 
 165 
 172 
 173 
 CHAPTER FOUR: IMPACT OF FOREIGN TRADE AND FDI ON 


ECONOMIC GROWTH IN GCC COUNTRIES ……… 


4.1 Introduction ……….. 


4.2 The key criteria of economic growth in GCC countries ………..  


      4.2.1 The local market in GCC ……… 


      4.2.2 Per capita GDP ………... 


      4.2.3 Export ratio to GDP ……… 


4.3 FDI flows in the GCC countries ...   


      4.3.1 FDI inflows to the GCC countries ………..  


      4.3.2 FDI outflows from GCC countries ……….  


4.4 The relative importance of FDI in the GCC countries ……….   


      4.4.1 Ratio of FDI to gross fixed capital formation (GFCF)………   


      4.4.2 Ratio of FDI to GDP ………...  


4.5 The Model ………   


175-208 
175 
175 
175 
177 
180 
185 
185 
187 
190 
190 
192 
196 



(11)     4.5.4 Dataset ………... 


     4.5.5 Model estimation ………. 


     4.5.6 Results analysis ……… 


     4.5.7 Findings …... 


198 
 198 
 199 
 207 
 CHAPTER FIVE:  GROWTH, FDI, IMPORTS AND HEALTH 


EXPENDITURE, AND THEIR EFFECT ON EMISSIONS IN GCC 


COUNTRIES ……… 


5.1 Introduction ……….. 


5.2 Carbon dioxide emissions in the GCC countries ……….  


5.3 Commodity imports and health expenditure ……… 


5.4 FDI and carbon dioxide emissions in the GCC countries ……… 


5.5 The model ……… 


       5.5.1 Introduction ……… 


       5.5.2 Model description ………..  


       5.5.3 Model specification ………... 


       5.5.4 Dataset ………... 


       5.5.5 Model estimation ………...   


       5.5.6 Results analysis ………..  


       5.5.7 Findings ……….   


209-233 
 209 
 210 
 216 
 220 
 224 
 224 
 225 
 226 
 226 
 228 
 228 
 233 
 CHAPTER SIX: CONCLUSIONS AND IMPLICATIONS ……….... 


REFERENCES LIST ……….. 


APPENDICES: DATA AND DIAGNOSTIC TESTS FOR THE STUDY…….. 


Appendix (A): Data of study ………. 


Appendix (B): Unit Root test for the data of models of study……… 


Appendix (C): Stability test for the models of study ………. 


Appendix (D): Hausman test for the models of study ………... 


ABBREVIATIONS ……….. 


234-242 
 243-254 
 255-364 


255 
267 
356 
359 
365 



(12)LIST OF TABLES    
   


Table       Title                Page No. 


2-1  The level of the world growth, 1998-2008, (percentages) ………  91 
2-2  FDI flows in developed and developing countries (Million USD) ……...  99 
2-3  Growth in developed and developing countries, (percentages) …………  100 
3-1  Oil exports of the GCC countries, 1998-2008 (million USD) …………..  113 
3-2  GDP by income in GCC countries, 1998-2008 (Million USD) …………   114 
3-3  Share of oil exports in GDP of GCC, 1998-2008 (percentages) ………...   115 
3-4  GDP in terms of expenditure, 1998-2008 (Million USD) ……….   117 
3-5  GDP in terms of expenditure, 1998-2008 (Percentages) ………...  117 
3-6  Total expenditure to the total revenues, 1998 2008 (Percentages) ……...  118 
3-7  Share of agriculture sector to GDP, 1998-2008 (percentages) …………..  120 
3-8  Economic openness of the GCC countries, 1998-2008 (percentages) …..  123 
3-9  Direction of intra-export of GCC countries, 1998-2008 (Million USD) ..  128 
3-10  Direction of intra- imports of GCC countries (Million USD) …………...  129 
3-11  Foreign trade and intra-trade, 1998-2008 (Million USD) ……….  132 
3-12  Commodity export for GCC countries, 1998-2008 (million USD) ……..  141 
3-13  The main direction of export of GCC countries, (percentages) …………  143 
3-14  Main non-oil export of GCC countries, 1998-2008 (percentages) ………  145 
3-15  The relative importance of export direction of GCC (percentages) ……..  148 
3-16  The non-oil commodity imports of GCC countries, (percentages) ……...  150 
3-17  The commodity imports of GCC countries, 1998-2008 (Million USD) ...  151 
3-18  Size of Saudi’s real GDP compared to the rest of GCC (Million USD) ...  157 
3-19  Distance between Saudi Arabia and selected countries (kilo meter)...  158 
3-20  Transport cost between KSA and other countries (Thousand USD)…….  160 
3-21  Saudi’s trade with the rest of GCC countries (Million USD) …………...  161 
3-22  Saudi’s foreign trade with non-GCC countries (Million USD) …………  162 
3-23  Expected sings of independent variables of a gravity model ………  164 
3-24  Regression result for the gravity model- random effects ………..  166 
3-25  Saudi’s potential trade with GCC and non-GCC countries ………...  172 
4-1  Per capita real GDP of GCC countries, 1998-2008 (US Dollar) ………..  178 
4-2  The export ratio to GDP in GCC countries, 1998-2008 (percentages) ….  180 
4-3  Value added of industrial sector of GCC countries (Million USD & %) .  182 



(13)4-5  FDI outflows of GCC countries, 1998-2008 (Million USD) ………  188 
 4-6  FDI as a percentage of Gross Fixed Capital Formation (Percentage) …...  191 
 4-7  FDI flows as a percentage of GDP, 1998-2008 (percentage) …………...  193 
 4-8  Regression result for the model – random effects ……….  200 
 5-1  Carbon Dioxide Emissions, 1998-2008 (Thousand metric tons) ………..  211 
 5-2  Per capita carbon dioxide emission, 1998-2008 (metric ton) ………  214 
 5-3  Regression results for the model – random effects ………...  227 


LIST OF FIGURES 


Figure      Title       Page No. 


        


1-1 
 1-2 
 1-3 
 1-4 
 1-5 
 3-1 


Annual change of export of GCC countries (percentages) ………...  


Annual change of export of GCC countries (percentages) ………... 


FDI inflows to GCC countries 1970 – 2008, (million USD) ……… 


FDI outflows to GCC countries 1970 – 2008, (million USD) ………….. 


Total carbon dioxide emissions in GCC countries, 1970-2008 …………  


Net agricultural imports of GCC countries, on average (Million USD) ... 


9 
 10 
 12 
 13 
    15 


121 
 3-2  Level of real GDP of GCC countries, 1998-2008 (Million USD) ………  124 
 3-3  Intra-export and import of GCC countries, 1998-2008 (Million USD) …  131 
 3-4  Intensity of intra-trade of GCC countries, 1998-2008(Million USD) …...  137 
 3-5  Main non-oil export of GCC countries, 1998-2008 (percentages) ………  147 
 3-6  Real GDP of Saudi Arabia compared to rest of GCC countries ………...  157 
 5-1  Share of main commodity sectors to GDP, 1998-2008 (percentages) ….  212 
 5-2  Per capita real GDP of GCC countries, 1998-2008 (US Dollar) ………..  215 
 5-3 


5-4 


The main commodity imports of GCC, 1998-2008 (percentages) ….…... 


Health expenditure in GCC countries, 1998 – 2008 (percentages) ……... 


217 
219 



(14)CHAPTER ONE 


 TRADE, FDI AND EMISSIONS: A HISTORICAL PERSPECTIVE OF THE 
 ECONOMIC POLICY OF THE GCC 


1.1 Introduction:  


On 25 May 1981, leaders  of the United Arab  Emirates, Bahrain,  Saudi  Arabia,  Oman, 
 Qatar  and  Kuwait  agreed  at  a  meeting  in  Abu  Dhabi  to  cooperate  on  a  number  of 
 economic aspects,  as  well  as  other  areas  through  the establishment  of the  Cooperation 
 Council  for  six  of  the  Gulf  countries  (GCC,  2003).  The  Gulf  Cooperation  Council 
 (GCC) is a regional organization that aims to achieve many common targets; its charter 
 defines  the  strategic  issues  in  this  regard,  while  the  respective  countries  retain  their 
 complete  sovereignty,  internally  and  externally.  The  main  task  is  the  achievement  of 
 economic integration and cooperation in various areas where economic collaboration is 
 the  key  issue,  and  which  makes  the  GCC  an  important  economic  bloc  in  the  Middle 
 East.  It  has  played  a  significant  economic  role  since  its  inception  until  now,  which  is 
 primarily to unify the economic policy of the member countries (GCC, 2009). 


As  known,  foreign  trade  based  on  commodity  exports  is  considered  a  major  tool  of 
economic  growth  in  all  countries  of  the  world,  developed  and  developing  alike.  In 
policies under market liberalization and economic openness, regional and foreign trade 
play  an  important  role  in  economic  growth,  especially  in  the  GCC  countries  –  the 
United  Arab  Emirates,  Bahrain,  Saudi  Arabia,  Oman,  Qatar,  and  Kuwait  –  because  of 
their high reliance on foreign trade.  In addition, the export of goods comprises one of 
the main engines for economic growth in developing countries, and is a most important 
activity for enhancing the level of GDP. There is no doubt that this means that exporting 
national commodities is an essential way of improving the balance of payments, and, in 
turn,  identifying  various  goods  that  could  be  imported  from  abroad.  Therefore, 



(15)commodity,  especially  in  oil  countries,  the  economic  growth  of  which  significantly 
 depends  on  the  export  of  crude  oil.  However,  the  global  fluctuations  that  occur  in  oil 
 market prices have had a direct effect on the GCC economies. Foreign trade is not only 
 the exchange of goods and products with other countries, but is also an indicator of the 
 level  of  economic  growth  and  openness  with  international  markets.  Therefore,  most 
 countries are continually trying to improve their economic policies as an attempt to vary 
 foreign trade and increase the level of integration with the world markets. Foreign trade 
 constitutes an important role in the economies of  the GCC countries, due to their high 
 reliance  on  the  export  of  crude  oil,  where  the  obtained  revenue  is  used  to  fund  the 
 import  of  various  goods  from  other  countries.  Accordingly,  the  global  oil  demand 
 affects  GCC's  foreign  trade,  as  well  as  their  intra-regional  trade.  However,  the  GCC 
 countries  are  open  economies,  in  which  the  high  level  of  integration  with  the  world 
 market  is  a  major  role  that  leads  to  weakness  in  the  level  of  intra-regional  trade.  The 
 intra-regional trade was still a limited and modest activity over the period 1998 to 2008. 


The main reason  for which is  the similarity of  the production pattern, which  results  in 
 GCC's  foreign  trade  primarily  being  with  other  countries,  particularly  developed 
 countries as a main consumer of GCC's crude oil exports. 


From the above, we note that the main feature of the GCC countries  is  represented  by 
their oil exports, which form a high ratio of the total commodity export. However, the 
revenue obtained from these exports is subject to sharp fluctuations in oil prices. The oil 
revenue  leads  to  adverse  consequences  for  the  economic  growth  of  GCC  countries, 
because the fluctuations negatively affect government expenditure, which, in turn, leads 
to  volatility  of  the  import  level.  Consequently,  the  high  reliance  on  crude  oil  exports 
affects  the  development  plans,  and  may  hinder  many  vital  projects  that  depend  on  the 
revenue from oil exports.  



(16)The common policy of these countries has targeted an increase in the level of FDI as a 
 good way for varying the non-oil production structure. The foreign direct investment is 
 one of the most important indicators of integration into the global economy. In addition, 
 it  has  a  significant  role  in  the  economic  development  process  by  enhancing  economic 
 capacity  and  increasing  the  level  of  value  added  of  the  commodity  sector,  especially 
 non-oil.  FDI  is  a  key  tool  in  exploiting  the  available  resources  and  contributes  to 
 creating new employment opportunities.  However, attracting more FDI is based on the 
 stability of those investments that are unaffected by the fluctuations in oil prices and its 
 revenue.  Therefore,  FDI  could  help  in  achieving  stable  economic  growth  in  the  host 
 countries.  


Practically,  the  GCC  countries  have  attracted  different  levels  of  FDI  over  the  period 
 1998 to 2008, in which the size of the domestic economy, as represented by GDP, is the 
 main factor that limits these investments. In addition, other related factors, such as per 
 capita GDP, provide an indicator of the level of local demand.  


This study will tackle three main topics, namely foreign and intra-regional trade, which 
 will be included in the first essay, while the second essay will address the reality of FDI 
 and its effect on economic growth. The third essay focuses on the impact of economic 
 growth, FDI and foreign trade on air pollution represented by carbon dioxide emissions. 


This  is  because  the  economic  activities  in  the  GCC  countries  have  a  high  reliance  on 
fossil fuels in general. Globally, the GCC countries are considered as a main emitter of 
carbon dioxide emissions, in which the average of their emissions has increased rapidly 
over the period 1998 to 2008.    



(17)1.2 Principles of Economic Policy in the GCC countries:  


 Joint industrial development strategy 


This  strategy  was  adopted  in  1998,  and  is  symbolised  by  the  acceleration  of  industrial 
 development  consistent  with  the  possibilities  and  conditions  of  the  GCC  countries  to 
 increase  the  growth  rates  in  this  sector.  Its  aim  is  to  double  the  added  value  of  the 
 manufacturing sector every ten years (GCC, 2000), as well as increase the contribution 
 of national employment and provide opportunities to use the available natural resources, 
 and  enhance  the  efficiency  of  industrial  exploitation.  However,  we  found  that  the 
 industrial  strategy  focuses  on  industries  that  have  high  productivity  with  high  added 
 value and competitiveness in the domestic and international market. In other words, this 
 strategy  should  lead  to  integration  between  industries,  by  exploitation  of  the 
 comparative advantage of the oil and gas sector to develop the industries based on this 
 sector, such as the petrochemical industry, and energy-based industries like aluminium 
 and  iron.  Hence,  the  researcher  sees  that  the  unified  industrial  strategy  in  the  Gulf 
 Cooperation  Council  needs  real  government  support  for  the  industrial  projects, 
 especially heavy industries that are characterized by high capital requirements.  


In  addition,  the  unified  industrial  strategy  of  the  GCC  countries  emphasizes  following 
an  economic  policy  to  increase  the  level  of  production  and  diversify  the  sources  of 
income. In other words,  raise the contribution  of the manufacturing  sector in  the  GDP 
and reduce the share of the oil sector in the GDP, which is considered as an important 
determinant  to  achieve  an  increased  level  in  non-oil  exports  and  improved  terms  of 
trade.  Accordingly,  it  can  be  seen  that  this  strategy  confirms  the  necessity  for 
accelerating  industrial  development  towards  integration  between  the  GCC  countries, 
which  should  contribute  to  raising  the  level  of  intra-trade  that  we  will  analyse  in  the 
next part of this chapter. However, we can say that achieving an increase in the level of 
intra-trade  during  the  period  1998-2008  will  provide  practical  proof  of  the  GCC’s 



(18)targets and reflect the positive role of the many initiatives that have been adopted by the 
 GCC as a regional organization from 1998 to 2008. However, this implies activating the 
 role  of  the  investment  sectors,  especially  the  private  sector  by  giving  more 
 encouragement  to  foreign  companies  to  invest  in  the  industrial  sector,  especially  in 
 industries  that  have  substantial  added  value  and  that  will  contribute  to  increasing  the 
 relative importance of this sector. Thus, this strategy is the main key for organizing the 
 economic role in the industrial field for the GCC countries, which will have a positive 
 effect in enhancing the level of trade, foreign investment and their impact on supporting 
 sustained economic growth.  


The Unified Economic Agreement between the GCC countries:  


This  agreement,  which  was  activated  again  in  2002,  includes  a  comprehensive 
improvement to the economic agreement, which was signed in 1981 for organizing the 
economic  relations  between  the  member  countries.  The  economic  agreement  aims  to 
unify  the  economic  policies  and  legislation  concerning  commercial,  industrial  and 
customs  regulation.   One  of  its  main  achievements  is  that  the  intra-trade  in  the  GCC 
countries  is  a  part  of  the  unified  customs  tariff,  which  is  determined  by  customs 
regulations  and  its  procedures,  as  well  as  the  movement  of  goods  between  GCC 
countries without tariffs and acceptance of all goods produced in all GCC countries as 
local  products.  Accordingly,  the  customs  union  of  these  countries  should  lead  to  an 
increase in  the level  of intra-trade  between the  six member  countries,  as  demonstrated 
by  the  increase  between  them  from  20  billion  dollars  in  2003  to  65  billion  dollars  in 
2008. In addition, the annual growth rate amounted to 27 per cent (GCC, 2009), due to 
facilitating  the  customs  procedures,  unifying  customs  regulations  and  cancelling  of 
customs duties between member countries and the rest of the world. Hence, the customs 
union is a major step in the work of the GCC to adopt many laws and economic policies 



(19)policies  and  joint  industrial  and  agricultural  policies,  as  a  significant  motivation  to 
 enhance  the  level  of  intra-regional  trade  of  the  GCC  countries.    In  respect  of 
 international  trade,  the  unified  economic  agreement  has  ensured  that  a  common  trade 
 policy  towards  other  regional  blocs  is  followed  through  the  adoption  of  a  collective 
 economic agreement with trading partners in the rest of the world.  


Finally,  the  researcher  considers  that  this  agreement  is  compatible  with  the  modern 
 theory of international trade, in that it does not adopt an absolute protection policy, but 
 focuses on the role of economic policy in terms of its regulation and promotion of trade, 
 regionally  and  internationally,  in  order  to  maximize  the  advantages  of  free  trade  and 
 reduce the negatives that could be obtained by economic openness.  In other words, the 
 role  of  the  economic  agreement  will  be  through  the  integration  of  the  GCC  countries 
 with  the  rest  of  the  world,  and  to  adopt  a  sound  economic  policy  resulting  from  this 
 integration.  This  is  an  important  issue  for  economic  blocs  like  the  GCC,  in  order  to 
 protect the common targets and to maximize the role of foreign trade. 


The Common Agricultural Policy:  


The  common  agricultural  policy  of  the  GCC  countries  focuses  on  the  optimal 
exploitation of the available natural resources, especially water. It has urged the private 
sector  to  invest  in  agriculture  and  the  productive  activities  associated  therewith.  This 
policy  covers  three  major  programmes  between  the  GCC  countries,  which  are 
coordinating  the  agricultural  policies  to  engage  the  natural  resources,  agricultural 
research programmes and enhancing agricultural production (GCC, 1996). Accordingly, 
the  researcher  sees  that  although  the  common  agricultural  policy  has  tried  to  increase 
the  level  of  investment  and  agricultural  production,  there  are  significant  challenges 
hindering the achievement of these aims, which diminish the importance of adopting a 
common agricultural policy. However, the main challenge is water, which is considered 



(20)a  significant  obstacle  to  the  agricultural  policy,  in  that  90  per  cent  of  the  agricultural 
 sector depends on industrially treated water (Abdul Rahman, 2004). This means a high 
 cost  of  production,  especially  for  crops  that  require  abundant  water,  such  as  wheat 
 crops. For example, Saudi  Arabia has lowered the level of wheat production and stays 
 within the limits of self-sufficiency. This case applies to the rest of the GCC countries, 
 which are suffering the same problem in this respect.   


Hence,  the  problem  of  water  scarcity  results  in  the  inability  of  the  economic  policy 
 towards real  development  in  the GCC’s agricultural  sector, where the negative effects 
 are  increased  quantities  of  imported  food  at  higher  cost.  For  example,  the  growth  of 
 food consumption in Saudi Arabia amounts to 7 per cent per year, while the growth rate 
 of  local  food  produced  amounts  to  2.5  per  cent  per  year  (The  Arab  planning  Institute, 
 2003).  This  means  that  the  GCC  countries  will  witness  high  rates  of  imported  food, 
 which  directly  contribute  to  the  deterioration  in  the  terms  of  trade.   In  addition,  the 
 agricultural  sector  in  the  GCC  countries  is  not  a  promising  sector  despite  adopting  a 
 common agricultural  policy  to  activate  its  role  as  a  significant  sector  in  enhancing  the 
 non-oil diversification and achieving acceptable economic growth, as the water scarcity 
 is a major obstacle, as mentioned before. Therefore, we found that the Gulf’s economic 
 policy  has  targeted  increasing  the  contribution  of  the  manufacturing  sector  as  an 
 important  sector  in  the  area  of  economic  diversification  and  increasing  the  level  of 
 industrial exports. However, the efforts of the GCC countries are focused on attracting 
 more  foreign  direct  investment  to  the  industrial  sector,  particularly  in  sectors  that 
 depend a lot on energy in general in order to exploit their comparative advantage in this 
 sector.   


 In  conclusion,  we  see  that  the  GCC  countries  are  trying  to  enhance  the  level  of 



(21)economic  diversification  level  and  reduce  dependency  on  the  oil  sector  and  the 
 fluctuations thereof to which it is exposed from time to time. In addition, these countries 
 are  trying  to  improve  the  terms  of  trade  through  attracting  more  investment  to  the 
 manufacturing sector and increasing  the level  of the  commodity exports of this  sector.  


An  important  issue  that  could  be  observed  is  that  the  economic  policy  of  the  GCC 
 countries  has  contributed  greatly  in  alleviating  the  obstacles  of  intra-trade  within  the 
 GCC, as well as with other countries through a unified customs tariff and its procedures 
 that  facilitate  trade  among  the  member  countries  and  other  countries.  However,  the 
 economic policy of the GCC countries emphasizes  an open trade policy with the other 
 countries based on the concept of the theories of modern trade. This policy supports and 
 encourages the increased level of foreign trade through constant attempts to improve the 
 terms  of  trade,  as  a  good  catalyst  to  attract  local  and  foreign  investment  and  promote 
 trade  and  investment,  which  encourages  producers  to  increase  the  level  of  production. 


Finally,  and  according  to  the  economic  policy  of  the  GCC  countries,  we  can  say  that 
 this policy can lead to economic growth through encouraging foreign direct investment 
 in sectors that achieve substantial value added to accelerate the GDP growth level, and 
 to  improve  the  terms  of  trade,  which  is  a  significant  target  of  the  GCC’s  economic 
 policy. 


1.3 Trade, FDI and Carbon Dioxide Emissions in GCC Countries: 


There has  been a rapid  increase in  the past  two decades.  The historical  data  show that 
 imports  and  exports,  and  FDI  inflows  and  outflows  have  a  parallel  major  stream  over 
 time, as shown in the following analytical approach:  


1.3.1 Trends in Foreign Trade:  


As is well known, the GCC countries are oil economies, in which the crude oil export 
revenue constitutes a major portion, and in which the export revenue is mainly linked to 
the  oil  price  levels.  Therefore,  the  trend  of  trade,  exports  and  imports  alike,  is  a 



(22)dependent  variable  for  the  fluctuations  of  oil  prices.  Figure  (1-1)  below  shows  the 
 trends of annual  change in  the GCC’s exports over the period 1970 to 2008, however, 
 the level of exports declined dramatically during the period 1980 to 1984. This was as a 
 result of the declining level of oil export prices (Birks, Seccombe et al. 1988; Narayan 
 and  Smyth  2009).  Hence,  we  can  say  that  the  level  of  trade  and  growth  in  the  GCC 
 countries follow the gradual decline in oil export prices. Through the figure, it is noted 
 that  Kuwaiti  exports  dropped  sharply  in  comparison  to  the  other  GCC  countries.  This 
 case could be attributed to the high reliance on oil exports.  


From  figure  (1-1),  we  also  note  that  the  second  boom  in  exports  began  in  1980,  in 
 which, on average, the exports of Kuwait surged from -11.57 per cent in 1980-1984 to 
 79.16  per  cent  in  1990-1994.  However,  the  exports  of  other  GCC  member  countries 
 increased and declined steadily over the period spanning to 2008. Moreover, we see that 
 this change is also parallel to the progress of oil prices (Reiche 2010).  


Figure (1-1) 


Annual change in Exports of GCC countries, on average (percentages) 


Source:  By  the  author  based  on  database  of  SECRIC;  Statistical,  Economic  and  Social  Research  and 
 Training Centre for Islamic Countries: http://www.sesric.org/baseind-step1.php


This  fact  proves  that  GCC  countries  sell  their  exports,  which  is  mainly  crude  oil  and 
gas,  and,  in  return, import various kinds of consumables and capital  goods  (Al-Yousif 



(23)Similarly, figure (1-2) illustrates that the annual change in imports of the GCC countries 
 also fluctuated based on export revenue, particularly between 1970 and 1989. However, 
 the  level  of  imports  dropped  positively  due  to  the  export  trend.  In  addition,  for  the 
 period 1989 to the mid-2008, the level of imports grew steadily compared with that of 
 exports for the same period. However, this case is obviously attributed to the weak level 
 of diversification of these economies (Laabas and Limam 2002), where GCC countries 
 still suffer from a persistent narrowness of local markets (Mallakh 1966; Al-Muharrami, 
 Matthews et al. 2006). 


Figure (1-2) 


Annual change in imports of GCC countries, on average (percentages)


Source:  By  the  author  based  on  database  of  SECRIC;  Statistical,  Economic  and  Social  Research  and 
 Training Centre for Islamic Countries: http://www.sesric.org/baseind-step1.php.


Hence, we can conclude that although the GCC export is related to oil prices, the period 
 1995-2008 witnessed a positive increase, which indicates that the economic activities of 
 these  countries  achieved  good  performance  in  comparison  to  the  period  1971-1994. 


However,  this  progress  was  a  key  factor  to  increasing  the  level  of  imports  that  meet 
different  kinds  of  commodity  needs,  especially  capital  goods.  Hence,  this  modest 
improvement  could  be  linked  to  the  role  of  the  GCC  block,  which  began  working  on 
many  targets  within  a  unified  economic  policy  for  the  six  member  countries  since  its 
establishment on May 1980.  



(24)1.3.2 Trends in FDI: 


Over  the  period  1970-1994,  FDI  inflows  did  not  indicate  a  notable  flow  for  all  GCC 
 member  countries.    The  data  show  that  there  was  a  concentration  in  FDI  flows  across 
 countries throughout the said duration, as shown in figure (1-3). However, importantly, 
 the  period  1995-2008  changed  markedly,  in  which  Saudi  Arabia  and  the  UAE  are  the 
 main  recipients  of  these  investments.  This  progress  mainly  resulted  from  the  full 
 awareness  of  the  decision-makers  of  these  economies  concerning  the  significance  of 
 attracting foreign investors as  a key  aspect  to  improve  the level  of  growth and exploit 
 the  surplus  of  oil  export  revenue  in  joint  ventures  (Jaumotte  2004;  Mina  2007).    FDI 
 inflows to GCC countries acted as a good catalyser for achieving a dynamic growth that 
 helped  in  activating  different  economic  sectors,  particularly  the  oil  and  petrochemical 
 sectors,  as  attractive  sectors  for  foreign  companies  in  the  1980s  (Toone  2012). 


However,  recognizing  the  importance  of  openness  to  economic  growth,  and  adopting 
 more  liberal  policies  towards  the  flow  of  foreign  capital,  the  FDI  inflow  to  GCC 
 countries  increased  by  0.02  per  cent  over  the  period  1970-1994,  while  between  1995 
 and  2008  the  level  of  flows  grew  by  3.4  per  cent  (UNCTAD,  2014)(*).  Figure  (1-3) 
 below  depicts  a  modest  level  of  FDI  inflows  over  the  period  1970  to  1994.  This  is 
 because  of  the  lack  of  adopting  open  policies  during  that  period,  particularly  for  the 
 time  before  the  establishment  of  the  GCC  Council  in  1981.  However,  Saudi  Arabia 
 shows  a  higher  level  of  FDI  flows  compared  to  the  economies  of  other  members;  it 
 received about USD4845.6 million, on average over the period 1980 to 1984. However, 
 this low level of FDI inflows not only relates to the policies of these economies, but is 
 linked to the global levels of these flows, where the FDI inflows of developing countries 
 increased  from  0.1  per  cent  in  1970  to  3  per  cent  in  2001  (World  Bank,  2005). 


However,  figure  (1-3)  shows  that  the  UAE  economy  distinguished  itself  by  being  a 



(25)prior recipient of FDI, which begun in 1995 to 2008, while in Saudi Arabia the level of 
 FDI inflows  grew over the period 2005 to 2008. This variance between both countries 
 could  be  strictly  dependent  on  the  policies  adopted  and  practiced  in  these  economies 
 (Sadik and Bolbol 2001). In respect of FDI outflows, figure (4) presents a weak level of 
 the average of these outflows over the period 1975 to 1999. 


Figure (1-3) 


FDI inflows to GCC countries, on average (Million USD) 


Source: By the author based on data of UNCTAD database; United Nations Conference on Trade and 
 Development: http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx. 


Database of the Arab Investment and Export Credit Guarantee Corporation; http://www.iaigc.net/. 


The period 2000  to  2008 shows a remarkable level  in  which the UAE and Kuwait are 
the  major  contributors.  Their  outflows  rose  from  USD855.5,  USD600.1  million,  on 
average, in 2000 -2004 to USD11257.5, USD8056.8 million, respectively. This progress 
could be explained by the economic plan of the UAE to exploit the revenue surplus in 
joint  ventures  to  enhance  the  level  of  growth  (Onyeiwu  2003).  While  for  Kuwait,  the 
main  reason  for  possessing  a  relatively  high  level  of  FDI  outflows  is  due  to  the 
narrowness  of  the  Kuwaiti  local  market,  where  utilizing  the  oil  revenue  surplus  was 
undertaken  to  improve  the  level  of  economic  growth  in  Kuwait  (Mallakh  1966;  Mina 
2007). Figure (1-4) illustrates that both Qatar and Bahrain occupied the third and fourth 
levels, their inflows increased from USD108.0, and USD438.5 million during the period 
2000 to 2004, on average to USD2324.3, USD1.351.0 million, between 2005 and 2008, 



(26)respectively. Saudi  Arabia and Oman contributed modest  levels  compared to  the  other 
 GCC countries. 


Figure (1-4)   


FDI outflows of GCC countries, on average (Million USD)


Source: By the author based on data of UNCTAD database; United Nations Conference on Trade and 
 Development: http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx. 


Database of the Arab Investment and Export Credit Guarantee Corporation; http://www.iaigc.net/. 


In conclusion, historically, the GCC countries faced a similarity in terms of the trends of 
 their foreign trade and foreign direct investment. This is clearer over the period 1970 to 
 1984,  in  which  the  exports  and  imports  witnessed  a  sharp  decrease  for  all  GCC 
 countries.  This  result  confirms  the  previous  state  of  the  similarity  of  production  and 
 their trade policies. In addition, the said period also reflects the GCC policies in hosting 
 foreign  investments.  Both  figures  show  that  FDI,  inflows  and  outflows  were  not  a 
 significant  matter  for  these  economies.  In  other  words,  the  economic  policy  in  GCC 
 countries did not give much consideration to FDI during the abovementioned period.  


1.3.3 Trend in Carbon Dioxide emissions:  


The average level of carbon dioxide emissions in GCC countries increased from 131624 
thousand  metric  tonnes  for  1970-1974  to  725588  thousand  metric  tonnes  for  2005  – 
2008  (SECRIC  2014).  The  GCC  countries  are  among  the  top  25  countries  (Reiche, 
2010) that contribute to the increasing level of carbon, and emit from 45% to 50% of the 



(27)During  the  period  1998-2008,  the  GCC  countries  witnessed  high  rates  of  emissions. 


These emissions amounted to 254 million metric tonnes, due to their reliance on fossil 
 fuel  and  other  industries  associated  therewith.  In  2003,  the  UAE,  Qatar,  Bahrain  and 
 Kuwait emitted about 13, 9, 8, and 7 times, respectively, more than the world average. 


The  emissions  of  these  countries  exceeded  the  world  average  (Chaaban,  2008).  This 
 implies that these countries are still significant contributors to environmental pollution 
 and  climate  change.  Therefore,  this  study  tries  to  measure  the  important  variables 
 concerning  the  key  reasons  for  carbon  dioxide  emissions.  In  addition,  we  attempt  to 
 identify  how  much  these  variables  have  contributed  to  pollution  in  the  GCC  countries 
 over the period of study, and which variable is the most significant in this respect.  


However, figure 5 below illustrates the trends of these emissions over the period 1970 
to 2008. This shows that carbon dioxide emissions increased over the time of economic 
growth  of  GCC  countries,  in  which  Kuwait,  Qatar,  Oman  and  Saudi  Arabia  were  the 
main  contributors,  while  the  UAE  and  Bahrain  showed  notably  low  levels  in 
comparison to the other GCC countries for the said period. This result could be linked 
to the nature of these economies, in that Bahrain as a small economy and relatively non-
major  producer  of  crude  oil  (Cheon,  Urpelainen  et  al.  2013)  emitted  a  low  level,  but 
higher than that of the UAE, as shown in figure (1-5). The UAE contributed a decreased 
level  of  emissions,  which  is  because  of  the  environmental  government  policy  of  the 
UAE to reduce air pollution (Yagoub 2004). However, this economy is the most energy 
efficient  among  the  GCC  and  Middle  Eastern  countries  in  general  (Reiche  2010).  In 
contrast, Kuwait presented an increased level from 1970 to 2008, during which time its 
average emissions increased from 26014.62 thousands metric tonnes between 1970 and 
1974 to 72809.00 between 2005 and 2008. This high increase was mainly the result of 
burning oil wells and chemical composition  (Bakan, Chlond et al. 1991; Ferek, Hobbs 



(28)et  al.  1992),  in  which  these  sectors  did  take  into  account  the  environmental 
 considerations. 


Figure (1-5) 


Total Carbon Dioxide emissions in GCC countries (Thousands Metric Tonnes) 


Source: By the author based on database of SECRIC; Statistical, Economic and Social Research and 
 Training Centre for Islamic Countries: http://www.sesric.org/baseind-step1.php 


Qatar  comes  in  the  second  level,  and  the  key  source  of  its  pollution  is  due  to  the  gas 
 sector  (Jaramillo,  Griffin  et  al.  2008;  Reiche  2010).  While  Oman  and  Saudi  Arabia 
 occupied a lower level compared to Kuwait and Qatar.  


In conclusion, the critical time for attracting FDI and the increase of foreign trade was 
parallel  to  a  high  rise  in  carbon  dioxide  emissions.  However,  the  GCC  Council 
countries,  as  an  economic  bloc  since  its  establishment  in  1981,  and  the  unified 
economic agreement in its twenty-eighth article have focused on the significant role of 
reinforcement of the level of trade and investment (Kechichian 1985; Marar 2004). This 
agreement, which  was activated in  2003, is  the  base of the major policies of  the GCC 
countries  alongside  the  unified  economic  policy,  which  set  the  policies  for  sustaining 
economic growth (Fasano and Wang 2001; Hertog 2007). If we revert to figures (1-1), 
(1-2),  (1-3) ,(1-4) and  (1-5) it is  worth  noting that the increase  in  FDI  is  coupled with 
the increase  in the level  of trade  and carbon dioxide emissions, particularly  the period 



(29)emissions.  Therefore,  in  the  empirical  approach  of  this  study,  we  will  analyse  the 
 significance  of  this  association  through  analysing  the  variables  of  FDI  and  trade  and 
 their impact on economic growth, as represented by real GDP, as well as air pollution, 
 as represented by carbon dioxide emissions, over the period 1998 to 2008. This period 
 witnessed a high level of income surpluses. However, the importance of this analysis is 
 to  assess  how  much  the  unified  economic  policy  has  affected  the  GCC  economies  in 
 practice  in  terms  of  accomplishing  economic  growth,  enhancing  the  level  of  FDI  and 
 reducing  carbon  dioxide  emissions  as  the  main  policies  of  the  Gulf  Cooperation 
 Council.  


1.4 Problem statement: 


The  level  of  intra-regional  trade  is  still  modest,  in  that  the  GCC  countries  tended  to 
 trade more with other non-GCC countries over the period 1998-2008.  


FDI flows are not supported by advanced technologies, and these investments have led 
 to  more  carbon  dioxide  emissions  in  GCC  countries  due  to  their  concentration  on 
 extractive industries compared to other sectors.  


The  rise  in  the  level  of  economic  growth  was  accompanied  by  an  increase  in  carbon 
 dioxide emissions over the period of study.  


1.5 Objectives of the study: The main and specific objectives are: 


To analyse the size of intra-regional trade and the direction of foreign trade, as well as 
 to focus on the role of oil exports in the economic growth of GCC countries.  


To analyse and measure the role of foreign trade and foreign direct investment, and their 
 impact on the economic growth in GCC countries over the period of study.  


To measure how much foreign trade and foreign direct investment affect the increase in 
 the  level  of  carbon  dioxide  emissions,  as  well  as  identify  which  variable  has  the  most 
 effect.  


1.6 Questions of the study:   


What  was  the  role  of  the  unified  economic  policy  of  the  GCC  countries  in  improving 
the level of intra-regional trade during the period 1998-2008? 



(30)What  is  the  effect  of  the  main  criteria  of  economic  growth  in  attracting  foreign  direct 
 investment? What are the indicators that can be adopted to describe the impact of these 
 investments in the GCC countries over the period 1998-2008?  


How did FDI affect trade and economic growth in the GCC countries during the period 
 1998-2008?  


Are there any changes in the structure of the commodity production of the GCC? What 
 is the impact of the manufacturing industries on the economic growth? 


Did foreign trade and FDI affect the environment of the GCC countries over the period 
 of study?  


1.7 Significance of the study:  


The study will focus on the role of foreign trade commodity and its effect on the level of 
 economic growth  of  the GCC  countries,  especially  the non-oil  industries.  This  reflects 
 that  economic  diversification  is  a  basic  criterion  for  increasing  the  value  added,  and 
 reducing the share of the oil sector on GDP, which leads to an improved level of foreign 
 trade.  Foreign  direct  investment  has  a  significant  role  in  economic  reformation,  trade 
 liberalization,  and  developing  new  investment  projects  without  funding  from  the 
 government. It exploits  the comparative advantage of the GCC economies,  in terms  of 
 the abundant  energy resources  and cheap foreign labour.  However, focusing on FDI  is 
 due to its importance, and because FDI tends to be  a long-term commitment of capital 
 investment  through  international  production  compared  to  indirect  investments  like 
 portfolios.  In  addition,  this  study  combines  foreign  trade,  FDI  and  their  effect  on 
 economic  growth,  and  air  pollution,  namely  carbon  dioxide  emissions,  in  GCC 
 countries  to  determine  whether  or  not  GCC  countries  have  achieved  sustainable 
 economic growth during the period of study.  


1.8 Hypotheses of  the study:  This study attempts to prove or disprove the following 
hypotheses:  



(31)Enhancing the level of intra-regional trade of the GCC countries and reducing the share 
 of crude oil exports in GDP reflects the success of the unified economic policy of these 
 countries in improving the level of the non-oil sectors.  


The growth of GDP, foreign direct investment and commodity imports have contributed 
 to the increase in the air pollution in the GCC countries over the period of the study. 


Foreign  direct  investment  has  made  a  significant  contribution  in  achieving  economic 
 growth in the GCC countries, and has led to an increase in the level of value added and 
 enhanced the share of the non-oil exports to GDP. 


1.9 Scope of the study:  


The  study  addresses  the  regional  and  foreign  trade  in  the  GCC  countries  during  the 
 period of study, and foreign direct investment and its role in achieving economic growth 
 in  the  countries  under  study.  This  study  focuses  on  analysing  the  direction  of foreign 
 trade of the GCC States and its causes, the structure of commodity exports, commodity 
 imports  and  then  the  importance  of  foreign  trade  in  general and  its  role  in  these 
 countries  during  the  study  period.  It  will  focus  on  analysing  the  direction  of  foreign 
 trade,  the  structure  of  commodity  exports,  and  commodity  imports  in  order  to  explain 
 the importance of foreign trade and its role in achieving economic growth.   


In  addition,  the  study  will  analyse  the  main  criteria  for  economic  growth  of  the  GCC 
countries, and the role of foreign direct investment in supporting this growth during the 
period 1998-2008. It will include foreign direct investment as a proportion of GDP and 
the  proportion  of  fixed  capital  formation  as  important  indicators  to  analyse  the 
importance of these investments in the economies of the countries of GCC. Finally, the 
study intends to analyse the role of FDI flows and their effect on economic growth, and 
the environment, which is represented by the emissions of carbon dioxide. 



(32) 1.10 Data sources:  


This  study  is  based  on  a  number  of  economic  periodic  reports  issued  by  international 
 and  regional  organizations,  such  as  the  World  Investment  Report  (UNCTAD),  World 
 Trade  Report  (IMF),  Joint  Arab  Economic  Report  (ِArab  Monetary  Fund,  AMF), 
 Statistics  of    Economic  and  Social  Commission  for  Western  Asia  (ESCWA),  and 
 Statistical,  Economics  and  Social  Research  and  Training  Centre  for  Islamic  Countries 
 (SESRIC),  refereed journals and books,  working papers and studies  related to foreign 
 trade, foreign direct investment and the environment. In addition, official statistical data 
 issued  by  the  GCC  countries  and  conferences  on  the  subject  of  the  study,  as  well  as 
 other refereed economic sources that relate to the topic of the study have been used.  


CHAPTER TWO 


LITERATURE REVIEW, METHODOLOGY AND CONCEPTUAL 
 FRAMEWORK OF STUDY 


2.1 Literature review: 


2.1.1 Introduction:  


The role of foreign trade as an engine for economic growth has increased considerably, 
particularly, in countries that follow a policy to encourage exports. This policy leads to 
an increase in the gross domestic product level and improved terms of trade, which can 
be reflected in acceptable economic growth. Many studies have emerged that emphasise 
the positive relation between foreign trade and economic growth. The capital movement 
across  countries  encourages  the  continued  flow  of  foreign  direct  investments  between 
countries.  The  mainstream  of  economic  openness  depends  on  attracting  more 
investment  as  a  key  mechanism  for  achieving  economic  growth.  In  addition,  it  is 
considered to be an important source for external funding.   Accordingly, several studies 



(33) The  increase  in  the  level  of  foreign  trade  is  a  key  factor,  which  helps  attract  more 
 foreign  direct  investment,  which  will  have  a  negative  or  positive  effect  on  the 
 environment.  In  this  context,  some  empirical  studies  stated  that  there  is  a  relationship 
 between  foreign  trade,  FDI  and  the  environment  through  their  impact  on  the  level  of 
 sustainable  economic  growth.  However,  to  obtain  a  more  accurate  analyses  we  will 
 divide  the  literature  review  of  this  study  into  three  essays:  first,  trade  and  economic 
 growth.  Second,  foreign  direct  investment  and  economic  grow,  and  then  economic 
 growth and air pollution in the third essay. 


2.1.2 Trade and economic growth:  


Fischer (2003) addressed the relationship between the policy of import substitution and 
 its positive impact on growth after World War II, as well as the impact of the policy of 
 encouraging export growth. However, he focused on the role of the economic policy in 
 promoting  exports  in  order  to  strengthen  the  rate  of  growth.  Fischer  reported  that  a 
 greater  degree  of  economic  openness  would  enhance  growth  and  the  level  of  income, 
 and suggested that the open countries have increased their economic growth of about 2 
 per  cent  compared  with  closed  countries.  This  positive  effect  occurs  through  the 
 increase of the level of productivity. However, Fisher stressed that countries that wish to 
 achieve economic growth, must be integrated into the global economy to take advantage 
 of  the  foreign  market,  and  the  flows  of  foreign  investment.  In  this  context,  Bhagwati 
 and Srinivasan  (1975) stated  that  the policy  framework is  a  key factor  that  determines 
 the level of economic growth and export performance. This study found that the policy 
 package affected the growth of the export sector in India via permitting and encouraging 
 the expansion of excess capacity and by direct competition. 


 Rodrik (1999) stressed that the promotion of exports as a part of trade policy, can be 
considered  as  a  tool  for  funding  imports.  His  study  showed  the  experience  of  25 



(34)developing  countries  that  had  witnessed  the  fastest  economic  growth  rates  over  the 
 period  (1965-1994)  and  which  were  characterized  as  high  level;  10  per  cent  over  the 
 said  period.  The  main  notion  of  this  study  confirms  the  significant  role  of  exports  to 
 stimulate economic activities and enhance the level of growth.  In addition, Lall (2000) 
 argued  that  exports  have  implications  for  growth  and  development.  Low  technology 
 products tend to grow the slowest and technology intensive products the fastest; and the 
 strategies used to achieve competitiveness differ greatly between countries. 


Lill  Anderson  et  al.  (2008)  concluded  that  there  was  a  positive  relationship  between 
 foreign  trade  and  economic  growth  through  improving  the  level  of  productivity.  Their 
 study focused on the role of education and property rights as a key factor in enhancing 
 various economic institutions. This study was based on a survey of recent empirical and 
 theoretical literature. It focused on the necessity for increasing the level of productivity 
 in developing countries through foreign trade. It highlighted two fundamental problems 
 concerning  the  empirical  test  for  the  relationship  between  foreign  trade  and  economic 
 growth. In the first problem, foreign trade might not lead to growth, or growth might not 
 cause trade.  While, the  second  problem is  that  it is difficult  to  develop  a measure  that 
 includes all aspects of how trade affects growth.    


Francisco  Alcala  et  al.  (2003)  found  that  trade  and  local  markets,  were  the  major 
determinants  of  economic  growth  over  the  period  1960-1996.  Their  study  tested  trade 
openness as an appropriate measure for trade. In this study, the average growth rate of 
income  per  capita  was  the  dependent  variable  of  study's  model,  while  trade  openness, 
local  market  size,  institutional  quality,  initial  income  per  capita  were  the  independent 
variables. Based on their initial income per capita and other factors, the main target  of 
this study was to determine whether countries with larger local markets grew more over 



(35)than  local  markets,  where  the  interaction  effect  between  trade  and  size  of  economy 
 indicated  that  the marginal  effect  of trade  on  economic growth  depends  on  the  size  of 
 GDP. In addition, the study found that the increased  level  of economic openness  from 
 25-75 per cent was associated with a 0.8 per cent increase in the annual growth rate.  


Vlad  Spanu  (2003)  affirmed  that  the  liberalization  of  foreign  trade  leads  to  a  positive 
 impact  on  the  economy  and  may  lead  to  economic  growth.  The  critical  issue  in  this 
 growth concerns the economic and trade policies followed by the state to determine the 
 trend of economic growth. The main point of this study concerns foreign trade, and the 
 importance  of  the  lifting  of  trade  restrictions  as  a  significant  process  to  obtain  WTO 
 membership.  These  steps  are  consistent  with  the  conditions  of  the  International 
 Monetary Fund (IMF) and World Bank (WB) for achieving economic reformation  and 
 enhancing  the  level  of  foreign  trade.  This  study  revealed  that  increasing  the  level  of 
 exports  in  developing  countries  was  mainly  associated  with  the  nationalities  of  the 
 transnational  corporations.  He  reported  that  the  share  of  foreign  companies  to  total 
 exports achieved high ratios which amounted to 90% in Ireland, Hungary 80%, Poland 
 56%,  China  and  Costa  Rica  50%,  Switzerland  47%,  Sweden  39%,  and  Mexico  31%. 


His study also confirmed that the continued reliance on the export of raw materials did 
 not  achieve  sustained  economic  growth  because  of  the  linkage  between  the  price  of 
 these materials and the fluctuations that occur in the global economy from time to time.  


Imran Sharif et al. (2010) empirically investigated the causal relationship between trade 
and  liberalization,  human  capital  and  economic  growth  in  Pakistan  during  the  period 
1972-2007. Their study was based on Granger causality techniques. They found that the 
trade  openness  policies  and  education  provided  good  motivation  to  sustain  economic 
growth in Pakistan, where the causality runs from trade liberalization and human capital 
to economic growth. The study examined five independent  variables  – trade openness, 



(36)human capital, GDP, employed labour force, and gross fixed capital formation as a per 
 cent  of  GDP. The  results  of  this study  confirmed  that  trade openness  and labour  force 
 have  a  significant  impact  on economic  growth.  In  addition, there  is  an  indirect  impact 
 on  causality  running  from  labour  and  trade  openness  to  growth.  Moreover,  this  study 
 concluded that the trade openness and human capital were the key factors of economic 
 growth in Pakistan over the period of study. In addition, this study suggested following 
 certain policies in order to improve human capital and increase the level of exports, the 
 most  important  of  which  were  sustained  macroeconomic  stability,  especially  in  the 
 industry and agricultural sectors.  


Rod Falvey and Neil Foster (2001) focused on the positive effect of foreign trade on the 
 economic growth of developing countries through its role in transferring the technology 
 to countries that imported capital goods. In addition, this study confirmed the expansion 
 of trade relations between developing and developed countries. It reported that the open 
 trade  policy  was  a  good  factor  that  promotes  economic  growth  that  could  result  from 
 foreign  trade,  and,  in  turn,  could  lead  to  sustainable  economic  growth.  The  study  was 
 based on endogenous growth theories, which suggest that countries benefit from foreign 
 trade  through  the  import  of  capital  goods  and  industrial  goods,  and  advanced 
 technologies.  


Walled Abid Mawlah (2010) examined the foreign trade flows of 21 Arab countries and 
their  trade  relation  with  77  partners  over  the  period  1990-2007.  He  estimated  the 
expanded  a  gravity  model,  which  included  16  variables,  to  analyse  the  export  flows 
between  the  study  countries.  The  main  two  independent  variables  were  GDP  and 
distance,  while  the  other  variables  were  used  as  dummy  variables,  which  comprised 
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