
Reaping the rewards of the new
global economy 

www.pwc.com/projectblue 

Project Blue
Capitalising on the
growth and global
interconnectivity of the
emerging markets:
Financial services  
in the Middle East



2 PwC Project Blue



04 Foreword

05 Section one
Emerging opportunities

10  Section two
Capitalising on the opportunities

13  Geared up for transformation

14  Making sense of an uncertain future

15  Project Blue framework

Contents

PwC Project Blue  3



Project Blue explores the major trends that are reshaping the competitive environment
for financial services (FS) businesses worldwide. Our clients are using the framework
to help them judge the implications of these developments for their particular business
and look at how to take advantage of the changes ahead.

The rise and interconnectivity of the emerging markets of South America, Asia, Africa
and the Middle East (together these regions form what PwC terms ‘SAAAME’) is in
many ways the most far-reaching of the developments facing the FS sector. SAAAME
economies are expected to grow at a faster rate than the rest of the world and trade
within SAAAME is expanding more quickly than the developed-to-developed and
developed-to-emerging market flows. This interconnectedness and the growing trade
flows are creating significant opportunities for FS businesses. 

The economies of the Middle East have bounced back from the downturn of 2008 and
2009. Huge further potential comes from the region’s position as the fulcrum of
accelerating growth across SAAAME. Clearly, oil and gas are the bedrock of the Middle
East’s hugely important economic role. But there is much more. The economic power
and potential of the Middle East is being bolstered by the accelerating diversification of
domestic economies, global investments by regional sovereign wealth funds and the
region’s growing presence as a global trading hub.

In our view, FS organisations within the Middle East are ideally placed to take
advantage of both domestic and intra-SAAAME growth. But this will require a high
level of ambition and innovation. It may also require a rethink of talent management
and organisational design.

The primary focus of this paper is the Gulf Co-operation Council (GCC) states as they
are at the forefront of the rapidly growing intra-SAAAME trade flows. But we also
include other important regional economies in our analysis. Many like Egypt and Libya
are coming firmly back onto the investment radar as they emerge from the turmoil of
the past years.

I hope you find this paper interesting and useful. If you would like to discuss any of the
issues raised, please feel free to contact either me or my colleague Akhilesh Khera
(contact details on page 14).

Graham Hayward
PwC (Bahrain)
Financial Services Leader

Foreword

Welcome to ‘Capitalising on the
growth and global interconnectivity
of the emerging markets: Financial
services in the Middle East’. The
paper is a Middle East-focused
companion to our global paper:
‘Capitalising on the rise and
interconnectivity of the emerging
markets’, the latest viewpoint in our
Project Blue framework. 
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What do we mean by SAAAME?

‘SAAAME’ refers to South America, Africa, Asia and the Middle East. SAAAME
doesn’t include Japan as this is a developed G7 economy. Mexico is excluded as it
trades mainly within the North American Free Trade Agreement zone and less
with SAAAME. For now, Russia and the Commonwealth of Independent States
(CIS) are also excluded from SAAAME, as trade is largely internal or with Europe.



Section one
Emerging opportunities
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Opportunities open up as the economies rebound
Figure 1 highlights the economic power of the GCC countries compared to the size of
their populations. The GCC’s economy expanded by nearly 8% in 2011, ahead of
overall regional (3.5%), world (4%) and emerging market (6.5%) growth.1 While there
are variations in the trajectory of growth between the six states, all are moving in a
positive direction.

In turn, while Egypt, Libya and Tunisia have struggled to sustain growth over the past
year in the face of political upheaval, they too are gearing up for a rebound. Tunisia
and Egypt are leading the way with projected growth of 6.7% and 6.5%, respectively, by
2017.2 Growth in the Middle East and North Africa as a whole is projected to be 4.4% in
2017, significantly higher than the 2.7% for the advanced economies of Japan, Europe
and North America, underlining how the Middle East is pivotal to global growth. 

Why the Middle East is so pivotal
in the rise and interconnectivity
of the emerging markets and
what the accelerating shift in
global economic power means for
your business.

Figure 1: Overview of main regional economies 

Morocco Algeria Tunisia Libya Egypt Syria Iraq

GDP $100bn $192bn $46.6bn $74.3bn $231.1bn $68.3bn $108.4bn

Population 32mn 36.6mn 10.6mn 6.5mn 79.9mn 21.2mn 32.8mn

Debt % GDP 52% 0.81% n/a n/a 63% 15.8% n/a

Current account -$6bn $34.2bn -$3.6bn $11.8bn -$6.25bn -$3.1bn -$3.2bn

Iran Kuwait Bahrain Saudi Arabia UAE Oman Qatar

GDP $420.8bn $172.7bn $26.4bn $578bn $363bn $66bn $194.2bn

Population 76.6mn 3.6mn 1.12mn 26.6mn 7mn 3mn 1.7mn

Debt % GDP n/a n/a 24.7% n/a n/a n/a 10.3%

Current account $49.2bn $39.4bn $3.4bn $114bn $37.7bn $9.8bn $70.8bn
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Source: CIA World Factbook, EIU Database, PwC Analysis



GCC sustains intra-SAAAME
trade and investment
The increasing interconnectivity of intra-
SAAAME trade and investment flows is as
significant as the growth and projected
size of the Middle Eastern and other
emerging markets. As Figure 2 highlights,
trade between the Middle East and other
SAAAME regions is growing much faster
than with Europe or North America.
Trade with Asia reached $624 billion in
2011, compared to $106 billion with
North America and $181 billion with the
European Union.3

This importance of intra-SAAAME
commerce is also reflected in global oil
flows (see Figure 3). China is the fastest

growing customer for Saudi Arabian oil
and now vies with the US as the
kingdom’s biggest oil market.4 A clear sign
of the increasing focus on opportunities in
Asia-Pacific was the opening of the giant
Fujian refinery in China, which was built
by Saudi Aramco. In turn, Saudi Arabian
oil exports to India have grown sevenfold
since 2000 and now account for around a
quarter of the country’s needs.5 Globally,
reliance on GCC oil is set to increase in
the coming years, reaching nearly 25% by
2020 (see Figure 4 overleaf).

Growth in oil and gas exports from the
Middle East to SAAAME markets has
paved the way for sovereign wealth fund
investments globally, with FS-related

investments following close behind.
Sovereign wealth funds have acquired
major stakes in a number of leading
Western banks.6 This is being followed by
investment in SAAAME banks. Examples
include the acquisition of shares in the
Agricultural Bank of China by the Kuwait
Investment Authority and Qatar
Investment Authority.7 While the initial
investments have been strategic, FS
companies will be looking to develop the
presence needed to support their business
clients as they expand into SAAAME.
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Figure 2: Trading hot spots (growth in value of imports and exports)



The inward trade flows include virtually
all of the GCC’s vehicles, machinery and
consumer goods – the GCC would be a net
importer without oil and gas. GCC
countries are looking to secure stable
supplies of food and are investing in land
and water resources in other parts of the
world, notably Africa, to help secure it.
The trading of oil for food has created
something of a mutually supporting
bartering relationship, though the long
leases on land in countries where food
may be in short supply have proved
controversial. Some GCC countries are
therefore looking into an alternative
approach to sustainability, which seeks
to diversify rather than tie down sources
of supply. 

These trading relationships are creating
evermore complex and extended supply
chains. In turn, conducting business in
some of these countries is likely to
require new investment models and
fresh approaches to understanding and
mitigating risk. FS companies can play an
important role in supporting the opening
up of new trade channels and helping to
manage the risks. 

Initially, this support includes trade
finance. Once commerce develops,
many FS institutions will be looking to
develop a presence on the ground.
Recent examples include the Qatar
National Bank’s acquisition of a 49%
stake in Libya’s Bank of Commerce.8
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Figure 3: Inter-regional oil supplies, million tonnes, 2010

8  Reuters, 15.04.12
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Accelerating diversification
spurs investment
The development of new SAAAME
markets is running in parallel with the
diversification of regional economies,
which is a key priority for governments
within the GCC. Non-energy output
currently accounts for around 60% of
GCC GDP,9 and is expected to make up
around three-quarters of overall growth
in 2012 and 2013.10 The non-energy
sector is expected to make up nearly
70% of GDP by 2020.9

The investment focus ranges from
petrochemicals and other energy-
intensive manufacturing to service sectors
including financial services. Financing the
infrastructure development needed to
sustain economic diversification opens up
important opportunities for FS
businesses, both as investors in their own
right and as underwriters for Islamic and
conventional capital raising. In turn,
focusing on fast growth non-hydrocarbon
sectors would enhance fee income and
open up opportunities for innovative
product packaging. 

Family-oriented economic
model
A significant feature of the GCC economy
is the importance of family-owned
corporations. We estimate that the
combined assets of these businesses make
up approximately 75% of the private
sector and that they employ between
60% and 70% of the workforce in these
Gulf states. 

The cultural ties and relationships within
the leading families increase the potential
for greater interconnectedness between
the economies of the GCC, though inter-
familial ownership across borders is at
present limited. As the region becomes
more economically integrated, the ties
between family-owned corporations in
different countries could grow.

In turn, the royal families’ interaction
with government means that they have
a strong influence on the state-owned
enterprises in these countries. These
include national oil companies such as
Saudi Aramco, which manages the
world’s largest crude oil reserves (260
billion barrels).11 They also include some
of the leading banks and other financial
institutions in the region.

The strong family presence within the
businesses creates a very different
economic model to the one that would
be familiar to investors in Europe and
North America (though perhaps not
quite as unfamiliar as it once was, as
governments come to play a stronger role
in the running of economies worldwide).
Foreign investment tends to be
channelled through co-sponsorship
arrangements, in which the domestic
partner retains a controlling stake. Family
ownership and the personal nature of
business can create particular governance
issues. Business development and
investment would benefit from greater
transparency and more formal
governance. FS companies can play an
important role in supporting this, as well
as advising on areas such as succession
planning and the passing on of
control/assets. 
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Figure 4: GCC crude oil production (thousands of barrels per day)
and percentage of global demand

09  ‘The GCC in 2020: Broadening the economy’,
published by the Economist Intelligence Unit,
21.10.10

10  IMF Regional Economic Outlook Update,
April 2012

11  Saudi Aramco website, 23.05.11

Source: The Economist Intelligence Unit, PwC analysis 
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Governments are currently investing in
health, education and job creation – all
are high priorities. The fact that more
than 40% of the GCC population is under-
3012 creates a demographic dividend
and spur for long-term growth. Yet, the
need to fund education and develop
employment opportunities for young
and growing populations is putting
government budgets under increasing
strain. Governments will be looking to
develop more public–private investment
partnerships to bridge this spending
gap, creating further opportunities for
FS groups.

The other main corollary of family
ownership is the considerable number of
high net worth (HNW) individuals in the
region (there are estimated to be around
400,000 people in the Middle East with
investable assets of more than $1 million,
with their combined wealth being some
$1.7 trillion13). In the past, a large
proportion of their funds would have
been managed and invested abroad.
A considerable amount of capital from
the wider Middle East region has come
into the GCC over the past year as wealthy
individuals seek safe havens in the face
of social and political unrest. As more
wealth is held within or comes into
the GCC, there are valuable growth
opportunities for private banks operating
within the region, both domestic
and foreign. 

Dealing with risk and
instability 
The key risk that cuts across politics and
the economies in the region is oil price
volatility. Any prolonged dip would not
only reduce GDP, but also cut off funds
for investment in infrastructure and
economic diversification. In June 2012,
prices were edging towards the $85 a
barrel that many economists believe is the
point at which government budgets
would come under pressure and spending
would come under strain if such a dip
were to be sustained over a long period.14

However, GCC governments have built up
significant reserves to tide them over in
the short to medium terms.

While further investment in infrastructure
is crucial to continued development, the
region is still reliant on global banks for
much of its large project financing. In
particular, European banks have lent
more than $200 billion to GCC
countries.15 With countries in the GCC
planning some $1.8 trillion in capital
spending over the next 15 years, any
possible retrenchment by European banks
could leave a significant funding gap. 

Other risks that could affect development
include overreliance on the expatriate
labour force. While local people take up
the vast majority of public sector jobs,
private sector posts are predominantly
filled by expatriates, partly because pay
and job security may be better in the
public sector, but also because the skills
needed in the private sector may not
be available locally.16 Investment in
education would help to develop the skills
needed to meet the requirements of the
private sector.

The social unrest that swept away the
governments of Tunisia, Egypt and Libya
and the continuing conflict in other parts
of the region have had a significant
impact on government policies and
investor sentiment within the GCC
and wider Middle East. Spending on
welfare and job creation has been stepped
up across the GCC in the wake of the
Arab Spring. 

12  QNB GCC Economic Insight 2012

13  Merrill Lynch 2011 World Wealth Report

14  IMF World Economic Outlook April 2012 and
Financial Times, 21.06.12

15  Moody’s Investment Services media release,
19.03.12

16  ‘The GCC: Prospering in uncertain times’,
published by Samba Financial Group,
September 2011



Strong capacity for growth
Despite having a large number of banks, most of the market share within the GCC
countries is concentrated in a relatively small number of leading groups. Total banking
sector assets of GCC banks rose by 9% to reach $1.4 trillion at the end of 2011,17 though
at around 100% of GDP, compared to more than 300% in the UK, there is still room for
expansion.18 A further indication of the growth potential is the ratio of loans to GDP in
the GCC countries, which is less than 60%. This is comparable with Brazil, but far less
than many Asian markets such as Thailand and Korea, which are around 100%.19

While growing, take-up of insurance remains exceptionally low in the Middle East
(premiums are 1.5% of GDP) in comparison to other SAAAME regions.20 Premiums as a
portion of GDP are 3.8% in China and 2.7% in South America, for example. The Middle
East’s low level of penetration offers evident long-term potential. 

Fund management also has room to grow. Mutual funds in the GCC have around $34
billion in assets under management. These assets are spread across 480 funds, many of
which are quite small, suggesting the potential for consolidation.21

Using innovation to build market share
Digital innovation will be critical in allowing financial institutions in the region to
develop their businesses, domestically and internationally. 

The UAE was one of the countries analysed in a recent PwC study of digital banking.
Demand and usage are relatively high in comparison to both developed and emerging
markets (see Figure 5).

As costs, spreads and margins come under increasing pressure, the development of
digital services would allow banks to serve customers at lower cost, while creating
closer client interaction and understanding. It could be especially important in serving
the region’s highly connected millennial generation. It would also provide easier access
to transfers, real estate lending and other international services for the region’s large
expatriate population – nearly half of the GCC population comes from outside the
region.22 In turn, digital transformation would allow private banks to provide anytime
and anywhere engagement for HNW clients through video conferencing, email or
mobile phone. For new entrants, there is the particular advantage of being able to
reach target customers without the need to develop or acquire a large branch network.

Further openings for innovation would come from serving the GCC’s female
population. In more conservative states, it may be difficult for a woman to enter a
branch on her own. A combination of female-only branches and digital services would
allow women wider reach to financial services.

Section two
Capitalising on the opportunities 

When aligned with digital
connectivity, the increasing
interconnectivity of the global and
regional economy offers
opportunities for FS businesses to
build market share and reach into
new markets.
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17  NBK GCC Brief, 30.04.12

18  The City UK’s Banking 2012 Report, 30.04.12

19  Analysis of central bank data, 22.05.12

20  Swiss Re Sigma, World Insurance in 2010

21  GCC Mutual Fund Industry Survey 2011

22  Daily Telegraph, 22.02.12
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Moves towards
monetary union
While there is a common market in most
sectors within the GCC – the notable
exception being financial services – intra-
GCC trade makes up only a small
proportion of overall GDP (around $90
billion in 2011).23

Monetary union would help to strengthen
trading within the region. The year 2009
saw the establishment of the GCC
Monetary Council, the precursor to a
common central bank and an important
step towards monetary union. Yet, the
road to a single currency continues to be
challenging. One of the points of
contention has been the location of the
central bank, with the UAE withdrawing
from the single currency project in 2009
following the announcement of plans
to site the bank in Riyadh. Oman has
also opted out for now as it would like
more time to develop its financial
infrastructure, though it is likely to rejoin
the process in the future. The remaining

four states are pressing on with the
project, though it may take some time
before the union comes to fruition.

The move towards monetary union is a
promising development for FS
organisations. It would help to harmonise
regulation and make it easier for FS
businesses to develop common products
and to operate in any of the member
states. Further advantages include unified
monetary policies and better negotiating
power across global markets.

A number of stronger regional FS players
are likely to emerge as monetary union
opens up opportunities for greater pan-
GCC trade. This could in turn provide the
foundation for their emergence as
significant players within the wider
SAAAME markets.

Following your customers
As GCC businesses extend their presence
into Asia, Africa and other SAAAME
markets, it will be important to follow
them. While developed markets have

Figure 5: The global usage of internet and mobile usage in banking
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been the main destination for acquisitions
outside the region in recent years,
developing and transition economies have
been the primary focus of greenfield
foreign direct investment.24 Real estate
makes up over half this greenfield
investment. Other target sectors include
energy, metals and chemicals, as well as
hotel and tourism developments. 

Initially, customer support would include
providing trade finance and some limited
representation on the ground. Trade
finance and other export services for
SMEs is still a largely untapped area for
many FS organisations in the GCC and
wider Middle East. The high level of
liquidity within the GCC FS sector also
opens up opportunities for acquisition. 

Some organisations will look to develop a
physical presence on the ground, but this
may be costly and difficult to set up in
some countries. It is therefore going to be
important to make the most of technology
in extending customer access and
providing end-to-end trade services. 

Some of the bigger players will be able to
develop a broad pan-SAAAME presence to
serve clients across all sectors. While
smaller FS businesses will not have the
funds to match this, they will have
opportunities to specialise. This might be
focusing on particular countries/regions
or targeting particular types of business. 

Developing Sharia-compliant
services 
GCC institutions have pioneered many
of the key developments in modern
Islamic banking, insurance and asset
management, which are now attracting
certain segments of the population who
haven’t used conventional banking and
financial services before. 

Islamic finance is also providing a
diversified source of funding for
infrastructure development through the
renewed interest in Islamic bonds
(Sukuk). Interest in such instruments is
coming from both Islamic investors and
conventional investors looking to diversify
their holdings. Notable recent
developments include the Sukuk issued in
February 2012 to help finance the
expansion of Jeddah’s international
airport, which at US$4 billion was the
largest single tranche Islamic bond.25

GCC institutions have openings to
strengthen their presence in the Islamic
market, both regionally and globally. Yet,
differences over financial reporting and
interpretations of Sharia law remain and
will need to be resolved before the market
can begin to reach its full potential. 

Reinventing the organisation
Designing the organisation of the future
will also be crucial as financial
institutions seek to create more nimble
and adaptive operational capabilities and
make sure their talent, structure and
governance reflect the changing market
environment. 

Sharp institutions are already developing
the operational capabilities needed to
offer seamless and intuitive services.
In turn, their governance and decision-
making structures reflect their more
complex and geographically diverse
operations. 

When aligned to the standardisation and
simplification of processes, technology is
going to play a key part in improving
efficiency and controlling costs. Internet
and digital interaction are cheaper than
branch or telephone services. They also
allow businesses to reach into new
markets without the cost of acquisition or
branch development.

As markets grow, FS businesses will need
to recruit and retain qualified people in a
sector where experienced people are
already in short supply. As they expand
overseas, they will also need to integrate
and manage people from many different
cultures within their businesses.

While expatriate personnel will continue
to be important in the development of the
FS sector, they can be an expensive option
once all the relocation, compensation and
benefits costs are totted up. It is important
to make sure that expatriate personnel
pass on their skills as part of their
assignment. The recruitment and
development of local talent provides a
more sustainable approach to long-term
expansion. This includes providing
opportunities for people to gain
experience outside the Middle East.
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We believe that the ability to adapt and take advantage of economic interconnectivity
and developments in technology will be the key differentiators for FS businesses in
the region. 

While some FS businesses are looking to extend their reach, these developments are
still largely tentative at present. A more systematic push into Africa and the wider
SAAAME markets is likely to follow as clients seek to develop their presence in high
growth SAAAME markets.   

We believe that there are five key questions that FS businesses should consider as they
look at how to gear their strategy and operations for these market developments:

• How are your corporate clients responding to the shift in the focus of global growth
and how can you develop your services and geographical reach to support them
more effectively?

• How is technology reshaping the expectations of your customers and how can
you develop the intuitive interactive services that would put you at the forefront of
the market?

• Are there opportunities to extend your regional and wider international footprint
and what strengths would you be looking to leverage as part of such a strategy?

• Is your governance and risk management equipped to deal with a more complex and
globalised sector?

• Is the recruitment, retention and development of talent within your organisation
equipped to meet long-term strategic objectives and how can you develop a more
proactive strategic plan?

Geared up for transformation

Financial services in the Middle
East is at a watershed as global
economic power shifts from the
West to the SAAAME regions and
technological developments
reshape customer demand. 
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Making sense of an uncertain future

We’re working with a range of
FS organisations to judge the
impact of the mega-trends shaping
their industry, and where and how
they can compete most effectively.
If you’d like to discuss any of the
issues raised in this paper, or the
impact of other trends examined in
Project Blue, please contact either
of those who are listed here, or your
usual PwC contact.
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The Project Blue framework seen here begins with the considerations needed to adapt
to the current instability. It then goes on to assess what FS businesses need to do to plan
for, and ideally take advantage of, the changes ahead. 

One of the main things we’ve been looking at is the extent to which these developments
could disrupt existing business models. We’ve also been looking at how these trends
are feeding off each other. A clear case in point is the extent to which rapid growth in
emerging markets is spurring a mass influx of people into the cities. 

Our clients are using the framework to help them judge the implications of these
developments for their particular business, and look at how to take advantage of the
changes ahead. Will business and operational models still be viable in this new
landscape? What strengths within the business would allow it to develop a leading
position? What talent and investment will need to be put in place now, to prepare for
the changes ahead? 

Project Blue framework

The Project Blue framework
considers the major trends
that are reshaping the global
economy and transforming the
behaviour of consumers, businesses
and governments. 

Figure 6: The Project Blue framework 

Source: PwC Project Blue analysis
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