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I N T R O D U C T I O N

Introducing the New 
Global Players

The world of finance is being transformed before our eyes. Many of
the long-established “rules” of capital markets face fundamental
questions and rapid change. Long-revered multinational banks have
been deeply shaken by a global financial crisis, in which Wall Street
giants like Citigroup and Goldman Sachs participated in massive
“troubled asset” programs. Recognizing the regulatory lapses that
contributed to the financial crisis, regulators around the world have
taken more activist positions and increased their intervention in capital
markets. At the height of a credit crunch fueled by the spread of
misrated and opaque “toxic paper,” money markets in the United
States faced unprecedented pressure—in an extreme episode, even
money market funds briefly slipped into negative returns.

This transformation of financial markets—which was still under-
way at the time of this writing—reflects the changing topography of
the global economy. Large, developed economies such as the United
States and the United Kingdom have taken on unprecedented levels
of public debt to stimulate their domestic economies and stabilize key
economic sectors. These measures, which were considered essential
for economic recovery, have set the stage for long and protracted
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deficits. Companies and individuals in the world’s leading economies
find themselves facing a painful process of “deleveraging,” seeking to
recover from the burdens of high debt levels in recent years. For many
economies, generating fresh capital for investment may be a multi-
year challenge.

At the same time, in contrast, a number of economies, mainly in
emerging markets, are continuing to grow. A handful of countries (a
fortunate few) enjoy large capital reserves, continue to generate
budget surpluses, and act as next exporters of capital. As many
economies are slipping deeper into debt, others are busily accumulat-
ing savings. Our long-held belief that capital naturally flows from
developed economies to emerging markets no longer holds—today,
saver nations in the developing world provide much-needed capital
to the world’s largest economies. This shift in topography is funda-
mentally changing global markets.

In the evolving financial topography, the economies of the Gulf
region—the six countries that make up the Gulf Cooperation Council
(GCC)—are new and increasingly important peaks. Individually and
in aggregate, the member states of the GCC—Saudi Arabia, the
United Arab Emirates (UAE), Qatar, Kuwait, Bahrain, and Oman—
are playing an increasingly pivotal role in global markets. At the same
time, Islamic finance, a phenomenon that is distinct from but deeply
linked to the rise of the Gulf, has evolved from a niche, regional sector
to an increasingly integral part of the world’s financial system.

ON THE WORLD STAGE

When General Electric (GE), one of the world’s most admired compa-
nies and a titan of US business, resolved to sell its plastics business in
2007, the most attractive buyer was not a midwestern chemical com-
pany or even a European conglomerate. It was the Saudi Basic
Industries Corporation (SABIC), a leading industrial conglomerate.
SABIC, by the way, had once reached a market capitalization of $135
billion—a shade under those of Google and Honda, and greater than
that of Coca-Cola.1

As Citigroup—at the time, the world’s largest bank—began to
buckle under the pressure of the credit crisis in 2008, the first waves of
relief did not come from Wall Street or from Washington. They came
from the Abu Dhabi Investment Authority (ADIA, a Gulf sovereign
wealth fund) and Prince Alwaleed Bin Talal (a Gulf-based private
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investor). ADIA, typically discreet in its investment activities, is
widely viewed as one of the world’s largest institutional investors.
Prince Alwaleed, individually or through his firm Kingdom Holding
Company, is also a major shareholder in Apple, the Four Seasons
Hotels, and a host of other multinational firms whose total customer
base worldwide is in the hundreds of millions.

When Ford sold off its business line Aston Martin—world-
famous as James Bond’s preferred vehicle—the principal buyers were
two investment companies not from Detroit or Tokyo, but from
Kuwait. Further, the transaction was an Islamic one, structured to
conform to the guidelines of Shariah to meet the preferences of Aston
Martin’s new owners. The Aston Martin transaction was by no means
the first Islamic acquisition of a prominent US firm; for example,
Caribou Coffee (America’s second-largest coffeehouse chain) is
owned by a Bahrain-based Islamic investment firm.

Such high-profile investments by Gulf-based and Islamic institu-
tions are not surprising when one considers the following facts:

■ Collectively, the Gulf states control over 40 percent of the
world’s known oil reserves and nearly a quarter of global
natural gas reserves.2

■ By the end of 2006, the GCC states’ foreign assets reached an
estimated $1.9 trillion.3 No doubt, these grew substantially in
2007 and early 2008 before suffering losses in the subsequent
financial crisis.

■ Gulf-based investors either currently hold or historically have
held major stakes in prominent global companies. Both 
Gucci and Tiffany & Co., for example, have been owned by
Bahrain-based Investcorp in the past.4

■ In 2006 alone, the net capital outflows from the Gulf were
above $200 billion—a figure surpassed only by China.5

■ In the same year, GDP per capita in the GCC reached
$19,000—nearly three times that of China and more than five
times that of India.6

■ In the auto industry alone, Gulf investors hold major stakes in
Daimler, Ferrari, and (as mentioned previously) Aston Martin.7

■ The GDP per capita of Qatar is astonishing—it was nearly
$86,000 in 2008. That’s 1.8 times the US figure of about
$47,000, 2.6 times the figure for the EU, a whopping 14 times
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that of China, and 31 times that of India.8 Some are
forecasting that by 2011, the small, resource-rich Gulf state
will have the highest GDP per capita in the world.9

■ According to the McKinsey Global Institute, the Gulf’s total
foreign wealth could reach $8.3 trillion by 2020. This would
correspond to about $270,000 per GCC citizen at that time.10

■ Nearly all leading global financial institutions, including
HSBC, Citigroup, Standard Chartered, and Deutsche Bank,
among others, now offer Islamic financial services and view
Islamic finance as a significant opportunity.

■ In 2008, the Harvard Business Review featured a piece on the
rise of Islamic finance as a new global player in its issue on
“Breakthrough Ideas” for the year.11

The global financial crisis and economic recession—which are still
underway at the time of this writing—have deeply affected the Gulf
region and its investment activity. The credit crisis and the subsequent
global fall in investor confidence rocked GCC stock markets, wiping
away billions of dollars of market capitalization in 2008 alone. The
drying up of global debt markets has brought many capital projects—
especially a number of Dubai real estate initiatives—to a screeching
halt. Perhaps most fundamental, however, has been the steep decline in
oil prices as a result of the global recession. Trading at around $150 per
barrel at its peak in 2008, oil fell more than two-thirds in value before
settling again at around the $50 per barrel mark. This fall in oil prices
slashed government surpluses in the Gulf and severely reduced the
supply of new surplus capital available for investment. Some
observers, therefore, have questioned whether Gulf capital will remain
as important to global markets as it has been in recent years.

In assessing the ongoing importance of Gulf capital despite the
dip in oil prices, consider the following four facts:

1. If no additional surpluses were generated in the Gulf, the
region would nonetheless still have substantial reserves that
have been built up over the past years. According to a
McKinsey forecast, the returns on GCC foreign assets would
exceed $1.6 trillion over a 14-year period even “if the GCC
never invested another penny.”12

2. Gulf-based investors, like institutional investors worldwide,
have no doubt suffered losses as a result of the financial
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crisis and global recession. Unlike many other institutions,
however, Gulf investors (especially in the UAE, Qatar, and
Kuwait) can expect fresh infusions of capital as a result of
their ongoing budget surpluses.

3. Even at modest oil prices, key Gulf economies will accumulate
new capital. Assuming an oil price of $50, GCC economies
would gather $4.7 trillion between now and 2020.13

4. Gulf investors enjoy sizable reserves and “dry powder” for
acquisitions in an environment of lower asset values
worldwide. In an increasingly capital-constrained world,
Gulf investors are a rare source of liquidity. Thus, they could
remain central to global investment markets for the
foreseeable future.

GAPS IN UNDERSTANDING

Despite the growing importance of Gulf capital and Islamic finance,
most business and finance leaders today have little understanding of
these areas. They acknowledge that these phenomena are influencing
the shape of global finance, but the drivers, forms, and implications of
Gulf capital and Islamic finance tend to be only partly understood
through headlines and news flashes.

These gaps in understanding are natural. The rise of the Gulf as
a business and financial center is, after all, a recent phenomenon.
Islamic finance, although present in its modern form since the 1970s,
came to the attention of global financial institutions in a serious way
only in the 1990s. In the corporate worlds in which most senior exec-
utives spent their formative years, the Gulf region and Islamic finance
were not central to global corporate or financial strategies. Senior
executives’ exposure to these topics tends, therefore, to be quite
limited. Schools of management have historically had little in their
curricula on these fields, although this is changing fast. Leading insti-
tutions have been steadily increasing their focus on this area through
initiatives such as the Islamic Finance Program at the Harvard Law
School and the Cass Business School’s MBA program with a focus on
Islamic finance. 

At the same time, public information on these topics has often
been piecemeal, anecdotal, or hard for international audiences to
access. As with most emerging fields, participants have generally had
little time to analyze these phenomena holistically. In the field of
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Islamic finance, much of the foundational literature—with notable
exceptions14—has focused more on economic theory, legal principles,
and instrument structures than on the evolution and relevance of
the industry. In discussions with financial professionals worldwide, I
have often heard readers express interest in work reviewing the rise of
the Islamic finance sector from a commercial and strategic perspective. 

Additionally, international discussions on Gulf capital and
Islamic finance often take a geopolitical perspective rather than offer-
ing an empirical analysis of the opportunities. Some observers, whose
perspectives are often rooted in misconceptions about the Middle
East region and its institutional investors, view these phenomena
with suspicion. The controversy in the United States regarding Dubai
Ports World’s acquisition of the British firm P&O (operator of several
US ports)—dubbed a “debacle” in a Harvard Business School case—
was a prime example of such suspicion.15 Members of Congress
raised objections to the acquisition (which had the support of the
security-sensitive Bush administration), and the transaction was
ultimately restructured so as to avoid the controversy. A common per-
ception of Gulf investors as a potential threat prompted BusinessWeek
magazine to run a cover story in 2008 entitled “Who’s Afraid of
Mideast Money?”16

As sovereign wealth funds have gained prominence in recent
years, fundamental questions have been raised about their intentions
and the potential impact of their role on the global stage. Such ques-
tions are only fair, and warrant exploration. An accurate assessment,
however, must be guided by a robust and fact-based review rather
than colored by fear and hostility. Fear-based assessments can lead to
many missed opportunities for mutually beneficial investment
flows, potentially derailing otherwise promising financial and busi-
ness collaboration.

The time is right for a holistic analysis of Gulf capital, Islamic
finance, and their impact on global markets. In crafting their global
strategies, financial professionals worldwide increasingly wonder

■ Is the wealth of the Gulf here to stay, or is it a short-term
phenomenon?

■ What institutions in the Gulf are making investments, and
what are their objectives?

■ In what regions, countries, and sectors are Gulf institutions
investing?
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■ How can international firms tap into Gulf capital?
■ What makes Islamic finance “Islamic”?
■ What is driving the growth of Islamic finance, and will this

growth continue?
■ What does it take to serve Islamic finance customers?
■ How is Shariah compliance affecting capital flows?
■ Should the world be afraid of Islamic finance?
■ How is the rise of Gulf capital affecting financial markets?
■ Should the world fear or welcome Gulf investors?
■ What role might the Gulf play in capital markets in the long

term?

This book addresses these questions and more, serving as a
strategic guide for financial professionals assessing the opportunities,
strategies, and markets that have been affected by the rise of Gulf
investors and Islamic finance as new global players. The themes dis-
cussed hold relevance for investment professionals, corporate finance
advisors, investment bankers, CFOs, regulators, analysts, researchers,
and others whose work depends on a nuanced understanding of the
changing topography of global financial markets. 

YOUR GUIDE TO THE NEW GLOBAL PLAYERS

This book—your guide to the rise of new global players—has four
sections. Part I provides background and context on the rise of Gulf
capital and Islamic finance, addressing the origins and drivers of
these phenomena. Part II discusses developments and trends related
to these areas, providing insight into how they are evolving and
what directions their future evolution is likely to take. Part III
focuses on the global implications of the rise of these new players—
what their increased importance means for investors, bankers, regu-
lators, and international markets broadly. The book’s Conclusion,
envisions the role of Gulf capital in an emerging, multipolar finan-
cial order. We explore how Gulf capital and Islamic finance are
changing the landscape, and whether they should be seen as oppor-
tunities or as threats. Overall, the book is designed both to give you
a firm grounding in these emerging areas and to help frame your
thinking on how to incorporate them into your organization’s strat-
egy and daily business.
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Part I: Background and Context

The first chapter of this book discusses the origins and sources of Gulf
prosperity, as well as the outlook for the region’s wealth in an uncer-
tain future. Though they are known today for their sleek buildings
and visible wealth, the countries of the GCC have modest origins as
merchant societies and cross-regional traders. The principal source of
Gulf wealth, the area’s oil and gas resources, has experienced remark-
able volatility over the decades, marked by tremendous booms in the
1970s and 2000s with steep corrections in between. Healthy surpluses,
especially in recent years, have enabled the region to amass trillions
of dollars in invested wealth. The current financial crisis and global
recession have certainly affected the value of Gulf investments,
reducing portfolio values significantly. A more fundamental effect,
however, has been the steep decline in oil prices from their 2008
peaks. Still, even with this decline, key Gulf states—particularly the
UAE, Qatar, and Kuwait—may continue to enjoy significant sur-
pluses and to generate income from their substantial reserves. In fact,
the environment of cheaper asset values worldwide may encourage
Gulf investors to expand their portfolios in the current period.

As Gulf wealth is inextricably linked to energy markets, any
forecast of GCC investments must consider various scenarios for oil
and gas prices in the years ahead. We therefore discuss potential
upward and downward pressures on oil prices, as well as systemic
shifts (such as the momentum of renewable-energy initiatives) that
have the potential to fundamentally shape oil and gas markets going
forward.

Having reviewed the drivers, scale, and outlook for Gulf capital,
we turn our attention to the landscape of Gulf-based investors. The
GCC investor base is not a monolith, and Chapter 2 classifies and
describes the various types of Gulf-based investors. The best known
among them are the “generalist” sovereign wealth funds (SWFs) such
as the Abu Dhabi Investment Authority (ADIA) and the Qatar
Investment Authority (QIA). These funds, some of which were estab-
lished decades ago, exist principally to preserve and grow the wealth
of Gulf nations through prudent international investment. We will
discuss the stated objectives and activities of these SWFs, and also
explore how the term fund is often a misnomer for Gulf SWFs, which
might better be understood as “trusts.”

A second category of Gulf investors that we shall explore is “spe-
cialist” government-funded investment vehicles such as Mubadala
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Development Company of Abu Dhabi and the Saudi Industrial
Development Fund (SIDF). Though also government-supported,
these vehicles have narrower (and often more aggressive) objectives
and operate more like private investment firms than like public agen-
cies. The past decade has seen dramatic growth in these specialist
institutions. As GCC governments respond to the current financial
crisis and economic recession, additional specialist entities, such as an
$800 million Saudi vehicle for agricultural investment,17 are being
launched for both investment and overall economic objectives. 

In the Gulf private sector, there are also multiple key categories
of investors. Some GCC families have long been sophisticated global
investors, holding significant portfolios worldwide and participating
in private equity, hedge funds, and managed accounts with multina-
tional financial institutions. Though they are often underestimated,
some of these investors have frequently shown themselves to be as
savvy as their international counterparts when it comes to investment
decisions and negotiations. 

Since the boom of the 1970s, there have also been a number of
private investment houses (such as Investcorp of Bahrain) through
which Gulf investors have invested internationally. The 2000s have
witnessed an expansion in the number and type of these companies,
with firms such as Abraaj Capital of the UAE and Global Investment
House of Kuwait tapping into regional liquidity and developing tar-
geted funds and investment vehicles. The appearance and expansion
of these private investment houses represent an important stage in
the development of Gulf capital markets. 

Chapter 3 reviews the rise of Islamic finance in the Gulf and
beyond. Islamic finance is rooted in a set of basic principles with
universal relevance. While the technical aspects of the Shariah are
themselves a sophisticated science, the core principles of Islamic
finance are largely accessible and relevant far beyond the Muslim
world. For example, the principle that a person should not profit from
activities that he believes to be immoral—a core tenet of Islamic
investment—is shared by ethical investors of all traditions.

In discussing the origins of modern Islamic finance, we note that
its pioneers have largely been from outside the Gulf region.
Groundbreaking institutions were founded in a range of countries,
including Egypt and Malaysia. Today, however, the GCC region rep-
resents the bulk of the accessible Islamic finance market.18 A majority
of the industry’s leading institutions—for example, the Saudi bank Al
Rajhi and the regional conglomerate the Al Baraka Banking Group—are
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based in the Gulf and owned by Gulf shareholders. We review the
principal drivers of the growth in Islamic finance’s overall market
share, including the expansion of product offerings and strong
Shariah affinity among GCC youth. As the sector has expanded, it
faces key strategic challenges related to regulation, human capital,
standardization, and other such areas. In particular, we will probe a
perceived trade-off between gaining market share and retaining
Shariah authenticity—a trade-off that will have fundamental conse-
quences for the Islamic finance sector in the coming years.

In the global financial crisis, many observers—including the
Vatican19—have pointed to Islamic finance as a potential source of
ideas and solutions. Our discussion of the sector will touch on the rel-
evance of Islamic finance principles to the crisis, while noting that the
sector’s application of these principles has been incomplete. The crisis
can, therefore, both highlight the relevance of certain ethical princi-
ples found in Islamic finance and act as a reminder to the Islamic
finance sector of the importance of these principles.

Part II: Developments and Trends

After Part I of the book describes who these new global players are,
Part II discusses where the players are going. Having laid the ground-
work of context and background, we turn to a discussion of key
developments and trends related to Gulf capital and Islamic finance.

Chapter 4 highlights the increased sophistication of Gulf
investors. In the oil boom of the 1970s, Gulf investments (beyond the
development of core infrastructure at home) flowed into traditional
asset classes and “plain vanilla” investment products such as US
Treasury bills. Investments were largely managed by foreign institu-
tions, and in-market investment organizations were scarce. In a num-
ber of ways, the scale of Gulf investments exceeded the sophistication
of Gulf investment strategies.

In the boom of the 2000s, GCC investors have expanded to a far
broader range of asset classes. While US Treasuries, fixed-income
products, and large-cap equity positions still make up a large part of
Gulf portfolios, GCC investors have also given increased attention to
real estate, private equity, hedge funds, and other “alternative” asset
classes. This increased sophistication has largely been enabled by
enhanced human capital and organizational capabilities within Gulf
institutions. GCC-based investment bodies and firms have, especially
over the past decade, had greater access to world-class talent and
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have built solid investment teams with diverse backgrounds and
global expertise. At the same time, the world’s leading investment
management firms have largely “discovered” the Gulf and are clam-
oring for access to the region’s capital. 

While raising the overall return prospects for Gulf investors, the
increased sophistication of investment portfolios has also exposed
GCC investors to more financial risk and raised these investors’ visi-
bility profile. Buyouts and large equity stakes are, by their very
nature, high-profile forms of investing. A number of Gulf-based
investment firms have positioned themselves—through prominent
acquisitions, co-investment alongside leading global firms, published
research and thought leadership, and other public relations activity—
as world-class institutions. Kingdom Holding Company’s stakes in
prominent brands like Apple, as well as Prince Alwaleed Bin Talal’s
investment in the Four Seasons Hotels alongside Bill Gates,20 build an
image of Kingdom as a serious global investment institution.

The global financial crisis is likely to affect the sophistication of
Gulf investors in a number of ways. Investors who were highly specu-
lative and leveraged have experienced massive losses, and some firms
may shift their strategies, scale back, consolidate, or even disappear. In
the buildup to the crisis, a number of high-profile assets (including
Citigroup and, according to some reports, Lehman Brothers)21 were
marketed to Gulf investors, who were seen as potential providers of
lifesaving capital. This experience is likely to cause Gulf investors to be
more discerning in future investment reviews and more confident in
the outside world’s need for their capital infusions.

Another key trend—explored in Chapter 5—has been the
increased interest by Gulf investors in domestic and regional (GCC)
investments. Whereas the local investments of the 1970s built the
region’s “hard” infrastructure—airports, roads, utilities, and the like—
the boom of the 2000s has enabled investments in “soft” economic
infrastructure. Investment in the diversification of local economies, the
creation of free zones (most notably in the UAE), and the human capi-
tal investments needed for knowledge-based economies have been
made in earnest over the past decade. These investments, while also
generating a financial return, enhance the fundamental competitive-
ness of the region and are part of longer-term development strategies
put in place by Gulf governments.

Although all GCC states are members of the WTO, the process of
opening Gulf markets to foreign investors has been a gradual one.
Foreign ownership stakes are generally limited by regulation. Free
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zones in which full foreign ownership is allowed have thrived in the
UAE, setting an example that Qatar, Bahrain, and others have begun
adopting in targeted ways. Intra-GCC investment is a growing trend
that is not limited to free zones, and the expansion of Gulf businesses
into adjacent GCC markets is becoming more common. That said, the
GCC is far from fully integrated as an economic unit, and significant
progress in opening markets still needs to be made. 

Listed equity markets in the region have experienced a number of
booms and busts, including two cycles over the past eight years. From
2001 to 2006, a swell in liquidity and an increased regional/domestic
focus led to a tremendous boom in stock prices. The market capitaliza-
tion of key Gulf companies reached meteoric heights—UAE-based
property developer Emaar, for example, became the highest-valued
developer in the world.22 Then a sharp correction in 2006 wiped out
more than half of the total market capitalization in the UAE, Saudi
Arabia, and Qatar, and over a third of the value in other GCC
markets.23 This decline, although painful, brought valuations closer in
line with emerging-market standards. Stock prices rose again in 2007
and much of 2008 before the global financial crisis led to another
severe downturn and “bust.” Gulf equity markets remain largely
sentiment-driven, with retail investors contributing the bulk of
invested capital and typically trading more on confidence than on the
fundamental analysis of companies. This was particularly evident in
the bust of 2006, in which many companies lost more than half of their
market capitalization despite achieving earnings growth and solid
fundamental results.

Macroeconomic trends in the region—including sustained pros-
perity, demographic shifts, and regulatory reform—suggest a promis-
ing outlook for investment in the region. Furthermore, expansionary
budgets in the region in the wake of the global recession suggest that
strategic sectors may experience fast growth. That said, the best
investment opportunities are generally not on the public markets and
are accessible only through private equity and joint-venture vehicles. 

In recent years, Gulf-based investors have significantly increased
their interest in emerging-market investments. This trend, discussed in
Chapter 6, is of great significance for those who are seeking to attract
Gulf capital or to advise investors based in the region. While the “typi-
cal” Gulf portfolio remains heavily oriented toward investment in the
United States and other Organisation for Economic Co-operation and
Development (OECD) markets, investments in the broader Middle
East—the Levant region, Egypt, and North Africa—are sizable and
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growing. Leaders and companies in the broader Middle East are
actively courting Gulf capital, and GCC companies find expansion to
other Middle East markets to be a natural path for growth. 

At the same time, Gulf investments in China and India have also
been increasing. For example, the Kuwait Investment Authority was
the single largest subscriber in the Industrial and Commercial Bank of
China’s 2006 public offering—at the time, the largest IPO in world
history.24 Gulf investments in China and India have been high-profile
and warmly welcomed, encouraging ongoing capital flows to
complement existing trade flows. Africa represents a new frontier for
Gulf investors, and investment flows have begun. In 2005, for exam-
ple, the Gulf African Bank was established as Kenya’s first Shariah-
compliant bank, with major GCC investors from the UAE, Oman, and
Saudi Arabia as shareholders.25 As postcrisis valuations have made
emerging markets more accessible than before, Gulf investments in
high-growth parts of Asia and Africa are likely to continue in earnest. 

Investment by GCC-based investors in Southeast Asia has been
significant and has been supported in part by the presence of Islamic
finance in both regions. Two of the Gulf’s leading Islamic banks—Al
Rajhi of Saudi Arabia and Kuwait Finance House—have expanded
into Malaysia as a key growth market for their businesses. Dubai
Islamic Investment Group (part of the emirate’s Dubai Group) has
taken a 40 percent equity stake in Bank Islam Malaysia, Malaysia’s
leading stand-alone Islamic bank.26 Singapore, too, has attracted Gulf
investment for an Islamic financial institution called the Islamic Bank
of Asia.27 In fact, one significant motivation behind the promotion of
Islamic finance in Southeast Asia has been the objective of attracting
capital from Gulf markets.

Chapter 7 explores in greater depth the increasing affinity of
Gulf investors for Islamic investments. Gulf investors have historically
invested conventionally (meaning through non-Shariah-compliant
methods),28 as they lacked competitive Islamic alternatives that could
meet their investment needs. Over the past decade, however, the
number and sophistication of Shariah-compliant investment vehicles
(both funds and products) has increased manyfold. At the same time,
the number of Islamic investment firms and their total assets under
management have both risen dramatically. This shift toward Shariah
compliance has real implications for asset values in Muslim markets
abroad, as Islamic investors flock toward assets that meet their invest-
ment criteria. The shift has also reduced the relative appeal of non-
Shariah-compliant offerings within the Gulf. In Saudi Arabia, for
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example, the strong preference for Shariah-compliant investments
has motivated asset managers to concentrate their efforts on develop-
ing Islamic products more than non-Islamic ones. Similarly, family
businesses and corporations increasingly see Shariah-compliant capital
structures as highly desirable, both for religious reasons and to attract
domestic capital and investors.

Two key forces may act to drive greater interest in Islamic invest-
ments by large GCC institutions. First, the Islamic investment indus-
try continues to mature and to develop broader and deeper products
and services to meet the needs of sophisticated investors. Second, and
perhaps more important, there is increased pressure from the stake-
holders of Gulf institutions to consider Islamic investments. As bene-
ficiaries, citizens, government officials, and the management of these
investment bodies become more aware of (and comfortable with)
Islamic investments in their personal lives, they may naturally be
motivated to explore Shariah-compliant alternatives at the institu-
tional level. Considering the size of some Gulf institutional investors,
even modest shifts in their allocations toward Islamic investments
could have a massive impact on the size of the Islamic investment
industry.

In addition to these main forces, other environmental shifts may
also support greater interest in Islamic investments by Gulf investors.
The global financial crisis has fostered a greater appreciation among
Muslims of the prudential aspects of Islamic investment principles
and revealed the risks of certain speculative conventional investment
modes. Furthermore, as Gulf family businesses expand and rationalize
their business portfolios, the “growth capital” that they will require is
a natural need that fits well with the spirit of Islamic investment prin-
ciples. As Gulf investors look to stimulate their local economies,
Islamic investment modes are a suitable channel, as many business
owners in the region prefer Shariah compliance.

A final trend that we explore—discussed in Chapter 8—is the
heightened visibility and transparency of Gulf investments in over-
seas markers. Despite their significant scale, GCC-based investors
have traditionally maintained a low profile because of the traditional
and conservative nature of their investments and their relatively
small equity stakes in global firms. As GCC investments have become
more sophisticated and equity-oriented, demands for disclosure and
transparency have grown. The controversy regarding Dubai Ports
World was a watershed event in raising the visibility of GCC
investors and their potential influence over global companies.
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In 2008, the Abu Dhabi Investment Authority issued a published
letter declaring its investment objectives. The letter marked a major
step toward disclosure, and reflected a drive toward proactive com-
munication so as to allow the discussion to take place on ADIA’s
terms rather than being imposed by outside bodies. As financial regu-
lations tighten worldwide as a reaction to the global crisis, greater
scrutiny of and increased government involvement in regulating
investment flows can be expected. In this environment, the trend
toward greater transparency by Gulf investors is likely to continue.

Part III: Global Implications

The discussion of key trends in Gulf capital and Islamic finance leads
to a consideration of the implications of these trends for international
actors and global markets. Part III of the book focuses on what the rise
of these global players means for firms, markets, and decision makers
worldwide.

Chapter 9 discusses strategies for attracting GCC investors—a
topic that has been increasingly important in recent years, and a criti-
cal one in these capital-scarce times. We discuss how there is no “one
size fits all” approach to tapping into Gulf capital, as the objectives
and preferences of Gulf investors vary greatly. Therefore, managers
and advisors must make the effort required to understand the strate-
gies and styles of the specific investors they are seeking to attract. As
the competition to attract Gulf investors has intensified, some of the
old assumptions about doing so no longer hold. A widely held
assumption that Gulf investors are “easy sells” who will neither push
back nor ask tough questions is now far less accurate, as the region’s
institutions have become more sophisticated. Also, it has become
increasingly important to have at least some level of in-market physi-
cal presence in the region. As more and more investment managers
seek Gulf capital, having a presence there helps them demonstrate
their commitment to the GCC and to its investors, and also allows
relationship managers to have deeper ties to their clients. While the
actual investment managers may generally be more appropriately
based where the assets are, firms that are seeking to build ties with
GCC institutions can be well advised to have some investor-facing
resources in the region.

Another important change with implications for attracting Gulf
capital is an increased focus—at least among some Gulf investors—on
strategic partnerships and ongoing co-investment opportunities. For
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example, certain family investors may seek to invest in sectors in which
they have their own businesses or in industries that complement their
family portfolios. Such investments can provide not only financial
returns but also strategic partnerships and market insights. Likewise,
certain investors may be keen to have the right to co-invest alongside
private equity funds in specific opportunities that have particular
appeal to them as a result of their investment strategies and preferences.
Investment managers who recognize these preferences can structure
relationships that have added appeal to Gulf-based institutions.

The rise of Gulf capital has implications for firms’ investment
strategies even if the firms have no direct contact with the region. In
Chapter 10, we explore a number of ways in which the activities of
Gulf-based actors can have an impact on the investment strategies of
international institutions. First, the interest of Gulf investors in a par-
ticular market or company can signal a “rising tide” of asset values in
that area. As in other investment communities, Gulf investors follow
one another’s activities and will often be inspired to pursue assets
that are similar to those bought by other GCC-based institutions. A
vivid example of this phenomenon has been the competition between
Borse Dubai and the Qatar Investment Authority for equity in over-
seas stock exchanges—including vying in 2007 for a stake in the
Nordic exchange OMX.29 Even if a company has no interest in work-
ing with Gulf investors, knowing where these investors are going (or
from where they are retreating) can provide an important cue regard-
ing future asset values.

The appetite of GCC-based investors for co-investment along-
side global firms can also be a key input into the strategies of global
firms as they assess new investments. Investing alongside a Gulf
institution can make certain capital-intensive transactions more feasi-
ble and can also provide a built-in “exit option” for the non-Gulf par-
ticipants. This may be especially important for funds with a defined
timeline for entry into and exit from their investment positions. 

Operating companies can also benefit from keeping an eye on the
investment preferences of Gulf-based institutions. Gulf capital is fund-
ing increasingly global companies, altering some industries’ competi-
tive dynamics. In the airline industry, for example, fresh capital has
enabled Gulf-based carriers to invest in new fleets of planes and fly from
state-of-the art airport hubs, building their appeal relative to competing
airlines without access to this capital.30 Knowing which industries Gulf
dollars are likely to fund is thus an important indicator for firms that
wish to anticipate changes in their competitive environments.
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The regulation of outward investments from the Gulf, a key dis-
cussion in public-policy circles, is addressed in Chapter 11. In the
public debate, some have called for blanket prohibitions and barriers.
Such broad measures, however, drive away valuable capital unneces-
sarily. A more nuanced approach is required, especially in an environ-
ment in which capital is scarce worldwide. Institutions that have the
ability to invest will expect accommodation and greater liberty as a
result of their “market power” in capital-constrained times. Gulf
investors—like their Chinese counterparts—know that they have
plenty of choices when it comes to where to invest.

While regulation of investments is often necessary and prudent,
the most practical approach going forward may be deal-specific dis-
closure and regulation. Governments outside the Gulf cannot reason-
ably expect to impose blanket regulations on investors outside their
jurisdiction, but the terms and conditions of particular investments,
especially in strategically sensitive areas, can conceivably be reviewed
on a case-by-case basis. Regimes that have a sophisticated approach 
to the regulation of investments, neither blocking capital needlessly
nor risking a loss of control of key economic sectors, are likely to win
the battle for capital from the Gulf and from other net exporters of
wealth.

One key implication of the rise of Islamic finance is the height-
ened importance of Islamic finance capabilities within global financial
institutions. As we discuss in Chapter 12, financial services providers
must increasingly understand Islamic finance in order to service a
broad base of customers in the Gulf and in other key Muslim markets
effectively. Shariah structuring is a complex endeavor, requiring spe-
cialized expertise and a distinct governance and compliance model.
Shariah authenticity is a key imperative for competing in the Islamic
finance sector, and the “window” model by which conventional insti-
tutions service Islamic and conventional clients through the same
entity is facing additional pressures in the marketplace. 

While the cost of entry in terms of the expertise required to provide
Islamic financial services can be significant, it is increasingly evident
from the examples of HSBC, Citigroup, and others that no financial
services institution can be truly global without Islamic finance capabili-
ties. At the same time, regulators in the OECD world—most notably
the United Kingdom—are identifying Islamic finance as a growth sector
within an otherwise troubled financial services sector. Initiatives are
therefore underway to make participation in the Shariah-compliant
market more prevalent and easier for Western-based institutions.
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Conclusion

We conclude our review of Gulf capital and Islamic finance as new
global players with a discussion of their potential roles in a changed
international financial order. The rise of the Gulf and of Islamic
finance may be seen as part of a broader evolution toward a multipo-
lar financial system. The Gulf’s role in this system will be largely
dependent on the ongoing scale of GCC surpluses—surpluses that
may be significant but that are based on unpredictable energy prices.
Islamic finance may expand faster or slower depending on the
growth of Muslim markets, but it is evidently a long-term trend that
has demonstrated its ongoing importance in the international finan-
cial system.

Though it is impossible to fully predict the Gulf’s role in the
future, indications suggest that the Gulf is likely to remain a key
player in global investments for years to come. The involvement of
Gulf-based investors in international markets can have an enriching
effect, both financially and otherwise, and generate opportunities for
firms and professionals who understand the aspirations and needs of
such investors. At the same time, the Gulf’s engagement in global
markets has been—and can continue to be—a driver of reform within
the GCC region itself. Robust strategies for both global institutions
and entities in the Gulf rely on embracing change and recognizing the
opportunities created by an ever-evolving world. 

DISTINCT—YET RELATED—PHENOMENA

Gulf capital and Islamic finance, although related, must be under-
stood as distinct phenomena. The vast majority of Gulf investment
has been—and remains today—conventional in its structuring rather
than Shariah-compliant. At the same time, Islamic finance is a gen-
uinely global phenomenon, with products and services being offered
in Asia, Europe, Africa, the United States, and elsewhere. Why, then,
do we discuss them together in a single book?

There are three chief reasons for linking these two separate top-
ics in a single volume:

1. GCC countries represent the bulk of the addressable Islamic
finance market. The Gulf region’s markets—in particular,
Saudi Arabia—have been leaders in terms of market size and
relative market share of Islamic finance. Although non-Gulf
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markets such as Iran have experienced full or partial
“Islamization,” these markets are generally less accessible to
global institutions as a result of regulatory constraints or
market risks.

2. The growth of Islamic finance has been—and remains
today—deeply linked to growth in GCC wealth. Although
Islamic finance also has its origins and key institutions in
other parts of the world, the most notable periods of
expansion in the Islamic finance market have been correlated
with periods of expanded prosperity in the Gulf.

3. Gulf investors are increasingly favoring Shariah-compliant
investments when such investments are available. This
trend, discussed in Chapter 7, is a central one in both the
development of Gulf markets and the evolution of the
Islamic investment industry.

Thus, while the phenomena we discuss remain fundamentally
distinct, they are intrinsically linked and should be examined with
reference to each other.

FROM DUBAI & CO. TO GULF CAPITAL AND ISLAMIC FINANCE

In 2007, I published a book with McGraw-Hill entitled Dubai & Co.:
Global Strategies for Doing Business in the Gulf States. That book is a
strategic guide for multinational companies and international organi-
zations on how to integrate the Gulf region into their global strate-
gies. The first part of Dubai & Co. discusses the GCC in the context of
the broader Middle East, addresses common misconceptions about
the region, discusses the drivers of market attractiveness in the Gulf,
and provides essential background on each GCC member state. Its
second part covers corporate strategies for doing business in the
region, commenting on each major business function: market entry,
marketing, human resources, finance, operations, and organization.
The book closes with a discussion of how to raise awareness of the
GCC at corporate head offices in order to craft winning global strate-
gies. Dubai & Co. has been sold worldwide since 2008, with its first
translation—a Chinese-language version—produced that same year.

Gulf Capital and Islamic Finance: The Rise of the New Global Players
builds on the analysis in Dubai & Co. and extends the thinking in a
number of new directions. Whereas Dubai & Co. was designed for
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corporate leaders who are interested in conducting business in the
region, Gulf Capital and Islamic Finance is principally for financial pro-
fessionals who are seeking to understand Gulf investments, Islamic
finance, and their impact on global markets. In a sense, the two are
companion volumes, with one being focused on happenings within
the region and the other addressing the worldwide impact of the
region’s wealth. Gulf Capital and Islamic Finance also has the benefit of
having been written after the onset of the global financial crisis and
economic recession, both of which have had a deep impact on the
Gulf region.

Aside from discussing the origins of and outlook for GCC
wealth, Gulf Capital and Islamic Finance will not provide comprehen-
sive background on the countries of the Gulf and their economies.
That information—which is important for observers seeking an in-
depth understanding of the region—is available in Dubai & Co.

TOO IMPORTANT TO IGNORE

As the world of finance and global markets has become more com-
plex, the set of “essential” knowledge and capabilities grows larger.
For today’s financial professionals—especially those involved in for-
mulating global investment strategies—deep knowledge of a single
market or asset class may no longer be sufficient. In an ever-changing
environment, insight regarding new players can help firms and pro-
fessionals identify and tap into new opportunities or anticipate and
outmaneuver potential competitive threats. Gulf capital and Islamic
finance are simply too important to ignore.

As a new financial order emerges, Gulf capital and Islamic
finance are likely to have an impact far beyond those who deal with
them directly today. Private equity and principal investors are likely
to run into them as counterparts in transactions or as competitors for
attractive assets. Bankers will increasingly service them as clients and
as crucial sources of capital. Analysts will observe their impact on
international markets. Regulators will be faced with them as impor-
tant phenomena with implications for public policy. 

Consider this book your introduction to two new, important
players on the stage of global finance. Hitherto, you have not come
across them much. If you work in investments or financial services,
however, you’re likely to cross paths with Gulf capital and Islamic
finance quite often in the years ahead.
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1C H A P T E R

Floating on Wealth: 
The Origins and Sources 
of Gulf Prosperity

We come from the desert, and we have been living on camel milk and
dates . . . and we can easily go back and live in the desert again.

—King Faisal of Saudi Arabia (ruled 1964–1975)1

Decades ago, when wealth in the Gulf was far scarcer, one prominent Gulf fam-
ily subtly began sending a regular stipend to another leading family to help the
latter meet its expenses. The recurring payment became standard practice, and
continued for decades—even after successive oil booms had multiplied the
wealth of each family manyfold. When a financial review by the benefactor fam-
ily found that this small payment was still being paid regularly, the family
stopped the practice for fear that the small gift—negligible compared to both
families’ current incomes—could be a source of embarrassment for the recipient.

Shortly thereafter, the head of the recipient family placed a call to his
former benefactor. While of course he was in no need of the stipend, he noted
that the modest payment was something that he had deeply appreciated. He
went on to explain the reason why: “because it used to remind me of the time
when I was in need.”2
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Judging from their current appearance, it would be easy to forget that
the countries of the Gulf have long but modest histories. A look at the
business centers of Dubai and Doha, with their sleek skyscrapers,
slick roads, and fast cars, reveals hardly anything that looks more
than 15 years old. The financial centers of Bahrain, Kuwait City, and
Riyadh do feature edifices from the 1970s and 1980s, but these are fast
being eclipsed by new icons such as Riyadh’s Kingdom Tower. Even
the populations are strikingly young, with over 40 percent of the peo-
ple in the Gulf being below the age of 15.3 All in all, the Gulf
Cooperation  Council (GCC) is a region in which one is overwhelmed
by “newness” and signs of recent prosperity.

In truth, the countries that now make up the GCC have long his-
tories of commerce and trade. For centuries, trade has been pivotal to
sustaining the regional economy—the Gulf’s agricultural and live-
stock base is very modest, and therefore the trade of goods was
always crucial to developing the Gulf’s wealth. In the area that is now
the UAE, for example, the core economic sectors were historically
pearl production, fishing, (modest) agriculture, and herding.4

Artisans produced some goods for local consumption, but the finest
goods were imported from the Levant region of the Middle East (bilad
al-Sham in Arabic, or what is today Syria, Iraq, Jordan, Lebanon,
Palestine, and Israel), North Africa, and South Asia. The sparse agri-
cultural endowments of the Arabian Peninsula and the reliance on
trade were even mentioned in the Qur’an. Abraham, when leaving
his family on the peninsula, prays, “O our Lord! I have made some of
my offspring to dwell in an uncultivable valley by Your Sacred
House”5—with the last phrase being a reference to Makkah.
Elsewhere, the Qur’an mentions “the journeys of the winter and the
summer”—a reference to the trade routes that sustained the region
for centuries.

The Gulf played an important role in the ancient trade route
known as the Silk Road. The term refers to a longstanding trade pat-
tern in which goods flowed between China, other parts of East Asia,
India, Persia, the Arabian Peninsula, North Africa, and Europe. In this
elaborate flow of trade, Gulf ports and the merchants therein were
important intermediaries and enablers. Along with the exchange of
goods came a mixing of cultures, ideas, and families, such that fami-
lies with a broad range of ethnicities settled in the Gulf, and mer-
chants from the Gulf settled elsewhere. Significant populations in
Indonesia and Malaysia, for example, trace their roots back to Yemeni
traders.6 In contemporary times, observers like BusinessWeek have
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discussed the rise of a “New Silk Road” as historical trade links
between Asia and the Middle East have been revived.7 There is even
an investment firm today by the name of New Silk Route (chaired by
the former managing partner of McKinsey) that invests in businesses
related to these growing economic flows.8

Another key driver of the premodern Gulf economy—and one
that remains important today—was the economic activity related to
the Hajj. This pilgrimage to Mecca, required of all Muslims of means,
now brings around 3 million pilgrims to Saudi Arabia each year. In
premodern times, the numbers were far smaller, but the journeys
were more elaborate. It was not uncommon for pilgrims to travel for
several months and then to stay on the peninsula for several more
months before returning home.9 The “Hajj economy”—in addition to
pumping funds into the Saudi economy each year—has strategic
implications for the development of key sectors. If fostered and
applied more deeply, the capabilities and skills linked to the Hajj can
be pivotal in developing and expanding world-class initiatives and
companies in sectors such as infrastructure and logistics manage-
ment, public health and safety management, and Shariah-compliant
savings and financial services. Besides being an economic boon each
year, the Hajj can also be—as it has been for centuries—a strategic
component of the region’s economic development.10

The discovery and export of oil—especially during the succes-
sive oil booms of the 1970s and 2000s—have, of course, transformed
GCC economies. Nonetheless, modern versions of the premodern
sectors that supported the Gulf for ages remain visible today: massive
ports like Dubai’s Jebel Ali Free Zone facilitate trade between Asia
and Europe; luxury goods inspired by the trade in gold and precious
stones persist in modern form. Furthermore, the diversity of ethnici-
ties integrated into Gulf society, especially in the western parts of
Saudi Arabia, strongly reflects the heritage of the Silk Road and the
Hajj economy.

A few decades ago, few would have imagined the massive
wealth and rapid development that can now be seen in the Gulf. In a
remarkably brief period of time, the countries of the GCC have made
the transition from being minor economic actors (and often-over-
looked markets for goods and services) to playing a meaningful role
in the international economy. As discussed in length in Dubai & Co.,
this rapid growth has brought both benefits and challenges. One such
challenge is a tremendous “backfill imperative to develop the social
institutions—universities, cultural institutions, civic institutions, and
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the like—that are required for long-term economic competitiveness.11

Senior leaders in the Gulf remember a time when the region was in
need. Today, the world recognizes Gulf capital—the fruits of GCC
prosperity—as a new global player on the rise.

LARGE—AND GROWING—RESERVES

Over the past decades (but largely in the boom years of the 2000s), the
economies of the Gulf have accumulated significant reserves.
Consider the following figures:

■ As of 2006, Gulf economies had about $1.9 trillion in foreign
assets built up over the past decades.12

■ This pool of foreign wealth corresponds to over $47,000 per
person living in the Gulf, and over $70,000 per GCC citizen.13

■ In contrast, the public debt of the United States in 2009 is over
$11 trillion. This corresponds to over $37,000 in national debt
per person living in America.14

These figures are truly striking and reflect the changing topogra-
phy of the global economy. For every Gulf citizen born in 2006, the Gulf
economies had a pool of foreign assets more than three times the
region’s annual GDP per capita. In the United States, however, for each
baby born today, there is a national debt of about one year’s GDP per
person. Put roughly, a GCC citizen is born with national assets over
three years ahead of the game, whereas an American is born with a
national debt about one year in the hole. Large national debts can also
be seen in the United Kingdom and other leading economies of the
Organisation for Economic Co-operation and Development (OECD)
world, making the GCC’s accumulated wealth all the more remarkable.

Not only is Gulf wealth significant, but it’s also growing. Figure 1.1
envisions the potential growth of GCC foreign assets under three dif-
ferent scenarios.

If the oil price per barrel for the period 2007–2020 averages $70,
the McKinsey Global Institute forecasts that the GCC will hold for-
eign assets of about $8.3 trillion by 2020. If the average price of oil is
$100 per barrel—a scenario that appeared likely in early 2008 but now
is in question—the foreign asset pool would be $10.3 trillion.15

Therefore, Gulf foreign assets may grow to three or four times their
2006 size in the decade ahead.
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A third, intriguing scenario is one of “no new investments.” It is
projected that, even if the GCC “never invested another penny,” the
earnings on its existing investments would be about $1.6 trillion in
the period through 2020.16 If all these earnings were reinvested
abroad rather than being spent, foreign assets would end up being
around $3.5 trillion—84 percent higher than they were in 2006.
However, such reinvestment would require fiscal discipline on the
part of public and private investors to preserve foreign asset returns
rather than use them to fund consumption or local projects.

As is evident in these three scenarios, the pace of growth in Gulf
assets is inherently linked to oil prices. The McKinsey forecasts cited
here were developed at a time when oil markets were booming, lead-
ing McKinsey to assert that “in any plausible oil price scenario, Gulf
nations’ wealth will continue to grow rapidly.”17 Today, the range of
plausible oil prices seems wider. Nonetheless, it is fundamentally
important for observers of the region to bear in mind that (1) the
Gulf’s existing asset base is substantial and is able to generate signifi-
cant income, and (2) this base is likely to grow through both the rein-
vestment of returns and infusions of new capital. Just how much new
capital will be available for investment depends heavily on the
region’s ability to generate the kind of budget surpluses it has
enjoyed in years past.
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HEALTHY SURPLUSES

The large reserves that the Gulf enjoys today have been enabled by
healthy budget surpluses over the past decades. Surpluses have var-
ied greatly from year to year based on the market price of oil, and
some years have seen deficits. In fact, Saudi Arabia—the core economy
of the region—expects a deficit in 2009 as a result of an expansionary
budget designed to stimulate the local economy.18 Nonetheless, siz-
able surpluses have been the norm in the wealthier Gulf states, espe-
cially in recent years.

Table 1.1 shows the budget surpluses of all GCC states and the
GCC overall in 2008. It also includes the figures for a number of other
countries for comparative perspective.

The key message from this chart is that in 2008 –(a year of remark-
able volatility in oil prices), the GCC overall generated an estimated sur-
plus of $161 billion. That’s about 14 percent of the total GCC economy
and $4,000 per person living in the Gulf today. It’s also (at May 2009 val-
uations) more than the market capitalization of GE, Google, or Apple—
and about eight times the market value of troubled Citigroup.19

When examined further, this analysis of nations’ surpluses
reveals a number of other interesting insights. Although China’s
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Gulf Surpluses Are in the Double Digits of GDP1

Country/Region 2008 Surplus as % of GDP2 Surplus in $

Kuwait 32% $50 billion

UAE 19% $35 billion

Qatar 15% $12 billion

GCC overall 14% $161 billion

Saudi Arabia 10% $59 billion

Oman 5% $4 billion

Bahrain 5% $1.4 billion

China 0% $18 billion

India �2% �$52 billion

United States �3% �$455 billion

United Kingdom �6% �$135 billion

1 Source: CIA World Factbook; accessed February 2009.
2 GDP in purchasing power parity terms has been used for this calculation.



economy dwarfs that of the GCC (about seven times as large in PPP
terms),20 China’s public-sector surplus in 2008 (in absolute terms)
was only about half that of the UAE alone and around a third that of
Saudi Arabia. China’s government-funded investment vehicles there-
fore had significantly less fresh capital to draw on for foreign invest-
ment than their counterparts in the GCC. At the same time, India,
while having a large and fast-growing domestic market, experienced
a deficit of 2 percent of its GDP.

Comparisons with the United States reveal that the Gulf, despite
its growing significance, remains a relatively small economy when
compared to that of the United States’. The US economy was about 13
times that of the GCC in total, and around 24 times the size of the
Saudi economy. And although the Gulf surplus figures seem large, it
would take about three times the GCC’s 2008 surplus to pay for the
US deficit in that one year alone. The Gulf does have significant pub-
lic-sector prosperity, but the scale of its economy is a fraction of that of
the United States and about half that of the United Kingdom.21

“HOT” ECONOMIC GROWTH . . . 

In recent years, economic growth in the GCC region has significantly
outpaced growth in other parts of the global economy. This fast growth
has led to sustained prosperity in the region—a key component of the
“opportunity formula” that is driving the Gulf’s attractiveness as a
place to do business. In addition, the region’s favorable demographic
trends—young populations, high literacy, increasing global connectiv-
ity, and the like—make its consumers a prime market for global firms.
Finally, ongoing regulatory reform—with all GCC states now being
members of the WTO, for example—has made Gulf markets more
accessible than before. This opportunity formula of prosperity, demo-
graphics, and reform (discussed at length in Dubai & Co.) has made
doing business in the region a key strategic initiative for many global
firms.

Figure 1.2 shows the annualized growth rates of a range of inter-
national economies during the five-year period 2002–2006.

Over the period—boom times for the Gulf—economic growth in
the GCC far outpaced growth globally and in the world’s developed
markets. The cumulative annualized growth rate (CAGR) for the
GCC economies (in aggregate) was 6.5 percent—more than 40 percent
higher than the world average of 4.5 percent. In the same period, the
world’s most developed economies grew at about one-third the
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Gulf’s pace: 2.3 percent. Kuwait, the UAE, and Qatar grew faster than
India, although China outpaced them all with an astonishing annual-
ized growth rate of 9.9 percent.22

While this economic growth was fueled by natural resource
income, it has enabled economic development across a wide range of
industries. Major expansion in infrastructure, financial services,
tourism and hospitality, retail, heavy industry, and a whole host of
other sectors was achieved as wealth flowed into Gulf economies. GCC
states have actively pursued economic diversification strategies sup-
ported by government initiatives such as projects, the establishment of
government-linked companies, and deregulation through free zones 
in key sectors like financial services. As discussed in Dubai & Co.,
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economic growth in the GCC has not been “all about oil”—oil has dri-
ven wealth creation, but this wealth has created booms in a wide range
of economic sectors.23

Were the Gulf to maintain the growth rate it experienced
between 2002 and 2006, its economy would double every 11 years. By
contrast, the core OECD markets would need more than 30 years to
double in size were they to maintain their rate of expansion for the
period. In reality, of course, the healthy growth period of the early to
mid-2000s has been followed by a deep recession that has affected
economies worldwide—including those of the Gulf.

. . . “COOLING” IN A GLOBAL RECESSION

The cooling effect of the global recession on the Gulf economies has
been substantial. Figure 1.3, based on analysis and projections made
by the Economist Intelligence Unit in 2009, illustrates expected real
growth rates for each GCC economy and a number of other economic
clusters for comparison.

While world economic growth generally slowed in 2008 relative
to 2007, the major energy exporters of the Gulf—including the UAE,
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Kuwait, and Saudi Arabia—enjoyed stronger growth in 2008 than
they had had the year before. While 2008 was a volatile year for oil
prices and for the global economy overall, the average oil price was a
strong $97.24 This enabled the GCC economies to outperform world
averages significantly that year.

For 2009, however, far cooler economic growth is expected. Saudi
Arabia (the region’s largest economy, with over half the Gulf’s total
GDP) is forecasted to grow at only a 0.4 percent rate. For the UAE, the
growth forecast is 1.3 percent—less than one-sixth of the 2008 figure of
7.7 percent. All six GCC economies are expected to see a slowdown in
economic growth in 2009, followed by a return to higher growth in
2010. This 2010 rebound coincides with projections for a return to
growth in the overall world economy, which is expected to grow 
2.4 percent percent in 2010 compared with a mere 0.2 percent in 2009.

When compared to projections for the world’s most developed
economies, however, the outlook for the GCC region appears rela-
tively strong. The OECD and EU economies are both expected to
experience negative growth (�1.9 percent and �2.0 percent, respec-
tively) in the year 2009. In contrast, none of the GCC economies are
expected to shrink for the year. When world growth returns in 2010,
the countries of the Gulf are expected to again outpace other
regions—the OECD is forecasted to expand by 0.5 percent, whereas
all Gulf economies are forecasted to grow at about 3 percent or
higher.

A closer look at these growth forecasts also highlights the
starkly differing scale of projected growth across GCC counties.
Expansion in Qatar is expected to continue at an extraordinary rate:
11.6 percent in 2009 (while the global economy shrinks) and above 
21 percent in 2010 (literally off the chart displayed in Figure 1.3). 
This breathtaking 2010 projection assumes ongoing expansion of 
Qatar’s natural gas exports, which continue to increase as additional
fields are brought online and export capabilities develop further.
Meanwhile, growth in Saudi Arabia is expected to return at a more
modest rate of 3.3 percent. The Gulf states with small populations
and significant energy wealth—Qatar, the UAE, and Kuwait—can
look forward to a different growth trajectory from that of their peers
in the GCC. The ongoing prosperity of these small states enables the
substantial, high-profile international investments discussed in this
book. The Gulf may be a single economic cluster, but the economies
of its member states have important differences that lead to different
investment approaches.25
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Growth projections are, of necessity, imprecise and subject to
change as conditions evolve. Gulf economies may grow more slowly
or faster than current forecasts suggest, and their fates remain deeply
linked to global energy markets. It appears, however, that through
the world recession and the expected recovery, the Gulf states 
will enjoy stronger growth than the world and developed-country 
averages.

THE “BREAKEVEN IMPERATIVE”

Fundamental economic growth, discussed in the previous section, is
of course important to the Gulf’s role in the global economy. In assess-
ing the region’s potential for making investments, however, its ability
to sustain budget surpluses is a key factor to consider. When govern-
ment incomes exceed budgetary requirements, wealth flows into
international, regional, and domestic investments. On the other hand,
when public-sector income is insufficient to meet the governments’
needs, reserves must be tapped, and the rate of investment becomes
negative.

The single most important metric in assessing a Gulf govern-
ment’s ability to generate a surplus is its breakeven oil price. This fig-
ure reflects the per-barrel oil price at which a state’s income covers its
public-sector expenses. Above this price, oil income creates a surplus;
below it, there is a deficit. The estimated breakeven oil price of each
GCC state in 2009 is shown in Figure 1.4. 

As is evident from Figure 1.4, the breakeven prices for GCC
states vary greatly from country to country. Qatar (for which natural
gas prices are also a key determinant of national income) and the
UAE can break even with oil prices of $24, and Kuwait breaks even at
a modest $34. Even with the high volatility seen in oil prices since
2008, ongoing surpluses in these three countries appear highly proba-
ble and can be expected for the foreseeable future.

Saudi Arabia, the world’s leading oil exporter, faces an esti-
mated 2009 breakeven price of $54. In the current environment (oil
was trading around $60 per barrel at the time of this writing), Saudi
Arabia’s ability to generate a surplus for 2009 is uncertain. The key
question over time will be which grows faster: the steady-state oil
price or the Saudi public-sector budget requirements. Oman and
Bahrain, both of which require oil prices of around $80 for a surplus,
are unlikely to see surpluses in 2009 and 2010, based on current IMF
estimates.26
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The breakeven imperative” of GCC states highlights the heavy
reliance of Gulf governments on natural resource income for public-
sector revenue. Unlike some other oil exporters, such as Norway, Gulf
governments rely primarily on oil and gas income as their main source
of funding. Taxation—the key lever that governments typically use to
manage their incomes—is nonexistent or minimal in GCC member
states. Gulf governments, at present, are missing some of the tools for
managing their public-sector incomes that are available elsewhere.
Greater diversification of government revenues beyond oil and gas
income could, over time, significantly change the Gulf states’ reliance on
energy markets to meet their breakeven imperative. Today, however,
governments’ breakeven points are best defined in terms of oil prices.

ILLUSTRATION: DUBAI’S DIVERSE INCOME

Dubai’s economic development and deregulation strategies, in addi-
tion to diversifying the emirate’s overall economy, have greatly diver-
sified its sources of government income. These strategies were, in a
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way, born out of necessity—Dubai’s oil reserves pale in comparison
with those of Abu Dhabi, the UAE’s capital and dominant contributor
to oil exports as a percentage of GDP. By the year 2005, for example,
Dubai and its neighboring emirate Sharjah exported a mere 6 percent
of the UAE’s total oil exports.27

Through investment in (and promotion of) nonoil sectors such as
shipping and logistics (Dubai Ports World), transportation (Emirates
airlines), financial services (the Dubai International Financial Centre),
and telecom (Etisalat), the Dubai government has broadened the
scope of economic activity in the emirate. The creation of free zones,
in which foreign entities can fully own their businesses, has attracted
a large pool of multinational firms. If nobody is paying direct taxes,
how is the government generating income?

Some sources of public-sector income include

■ Real estate income, including rental fees on office space in
free zones and other property-related charges

■ Income related to companies in which the emirate is a
majority or significant shareholder

■ Privatization initiatives in which stakes in government-
owned companies are either sold or publicly listed

■ Fees collected by utility companies
■ Fees for visas and other government services 
■ Municipal surcharges on the hospitality sector 
■ And so on

Another potential source of public-sector income, returns from
international investments by government-linked investment vehicles,
has come under significant pressure during the financial crisis and
global recession as a result of the use of leverage and the choice of
investments. Many people have questioned elements of the emirate’s
overseas investment strategies and the use of debt to support them.
As the dust settles, it is becoming increasingly apparent that not all of
Dubai’s major investments will be winners. Dubai’s public-sector rev-
enue model certainly has both strengths and weaknesses, but its
diversification serves as an important case study throughout the
region. As noted recently by an executive based there, “Dubai may
have no taxes, but its government has plenty of ways to generate
income.”
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LONG-TERM OIL PRICE DYNAMICS

No discussion of the outlook for Gulf prosperity and investment
flows would be complete without some consideration of future oil
prices. The fact that the Gulf has substantial investable wealth today
is undeniable. Whether new wealth will be added or its coffers will be
drained to fund local needs will depend largely on what happens in
global energy markets. Over the course of 2008 and 2009, oil prices
have been extremely volatile, peaking at above $147 per barrel in July
2008, then plummeting to the $42 level in February 2009, and return-
ing to around $60 by late May. Oil’s volatility has been greater than
that of the Dow Jones Industrial Average, which has traded in a band
around 45 percent of its summer 2008 values, as opposed to oil, which
has seen dips of around 70 percent.28

Though these markets are impossible to predict with certainty,
observers of the Gulf are well advised to take note of the forces that
are likely to shape them in the years ahead. Figure 1.5 illustrates
some of the key forces influencing oil markets in the medium to long
term.
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Downward Pressures

On the one hand, certain foreseeable pressures could keep oil prices
low for the medium to long term, and could (possibly) reduce the cur-
rently enormous importance of oil to the global economy. First, a pro-
longed global recession could keep fundamental demand for oil
lower than it was during the boom years of the 2000s. Household con-
sumption of oil for heating and for driving is, relatively speaking,
fairly inelastic (although some individuals can, of course, trade in
gas-guzzling SUVs for fuel-efficient compacts or switch from oil heat
to other alternatives). A greater cause of elasticity in oil demand is
changes in consumption by manufacturers that use oil as an input. As
demand for all sorts of manufactured goods (appliances, machines,
toys, clothes, and so on) has slipped, factories have started operating
at lower capacity or even shutting down. Furthermore, fewer ships
and trucks with lighter loads are needed to transport the goods to
market. The aggregate effect is that less oil is needed, putting down-
ward pressure on the trading price of the commodity. If the recession
lasts several more years, depressed demand for oil could become the
new norm.

While a recessionary environment naturally lowers the demand
for oil, in some ways it also tempts certain oil producers, especially
smaller ones, to increase production. Producers know, of course, that
higher production pushes market prices down. However, short-term
budgetary pressures are sometimes so great that countries will choose
to sell more (even at a lower price) in order to meet their immediate
needs. The Gulf states tend to be highly compliant with OPEC produc-
tion quotas—as the most important members of the cartel, they need
to be, or else the system would fall apart. Smaller oil producers, how-
ever, have been known to break away from quotas in order to generate
immediate income. If the global recession deepens and extracts greater
human costs, governments will feel added pressure to cash in on their
natural resource wealth. In addition, worldwide oil exploration is con-
tinuing, and new sources of oil have the potential to meaningfully add
to the world supply. Additional discoveries, aided by ever-improving
technology, make oil less scarce and therefore less valuable.

A third downward pressure, and perhaps the most profound, is
the spread of viable substitutes for fossil fuels. As was the case during
previous oil price booms, the boom of the 2000s has led to increased
momentum toward developing and marketing alternative energy
sources. It is worth noting, for instance, that the US Department of
Energy was itself established in 1977, in the wake of the oil booms of
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the 1970s, which motivated Americans to seek alternatives to Middle
Eastern oil.29 In fact, there has been a longstanding pattern of spikes in
oil prices leading to greater efforts in the alternative-energy sector—
efforts that have typically lost momentum when oil prices came down
and the sense of urgency was lost. It was not surprising, therefore, that
both Democrats and Republicans in the United States made “energy
independence” a core theme of their 2008 election campaigns—oil was
trading well above $100 per barrel during the summer months of the
campaign.

More than previous alternative-energy initiatives, however, the
initiatives of the Obama administration appear to be central to a long-
term US economic strategy. When oil prices plummeted in early 2009,
the administration’s enthusiasm did not. In May 2009, President
Obama requested a budget of over $26 billion for the Department of
Energy, with significant emphasis on the department’s Office of Energy
Efficiency and Renewable Energy. According to the Department of
Energy, its revised budget “makes significant investments in hybrids
and plug-in hybrids, in smart grid technologies, and in scientific
research and innovation.” Proposed funding for alternative-energy
initiatives is up dramatically: a rise of 83 percent for solar energy, 
70 percent for building technologies, 36 percent for wind energy, and 
22 percent for vehicle technologies.30 Promoting renewable energy is
seen as an important element of the government’s stimulus package
and long-term economic vision. 

Recent initiatives look more like a genuine strategy than like a
reactionary fad. In addition, renewable energy has been positioned as
a priority for US national security. As president-elect, Obama com-
bined economics and security in his declaration that “the future of
our economy and national security is inextricably linked to one chal-
lenge: energy.”31 Throughout the 2008 campaign season, candidates
from both the Republican and Democratic parties argued for
decreased US dependence on foreign oil, with Republicans often
advocating for increased domestic drilling and Democrats emphasiz-
ing renewable energy. While the security argument generally over-
looks the fact that Gulf oil producers are key US military allies (US
Central Command for the war in Iraq is, after all, in Qatar), it does
resonate with many Americans, who see oil states as a potential
threat. Adding security to the rationale for renewable energy gives
the movement increased strength and momentum.

The search for viable substitutes for fossil fuels is by no means an
easy one. In addition to addressing the inherent scientific challenges,
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alternative-energy advocates need to work out the challenging eco-
nomics of making such energy affordable. The infrastructure required
for making the transition to alternative energy (for example, develop-
ing fueling stations for electric cars) could be massive. Although
developers have been working on renewable energy for decades, oil
still remains dominant. It remains very difficult to predict how viable
certain alternative-energy sources will prove, and how they will affect
the volume of oil consumption. That said, it is undeniable that the
spread of viable substitutes for oil could have a profound impact on
oil prices in the long run and that the current US administration has
made alternative energy a clear priority.

Upward Pressures

At the same time as the factors just discussed put downward pressures
on oil prices, there are also contrary trends and economic forces that
have the potential to push oil prices upward in the medium and long
term. These contrary trends cannot be overlooked, as they are rooted
in certain economic realities that have long shaped energy markets.

First, a broad-based economic recovery (whenever it takes place)
will naturally bring with it increased demand for oil to be used in
manufacturing, transportation, and other areas. Segments of oil
demand that soften during a recession rebound when there is a recov-
ery, sending oil prices back up. The “spike” in oil prices during this
rebound can be especially sharp if production levels have started to
sag during a recession. Often, recessions also lead to underinvestment
in exploration and capacity building—a phenomenon that sparks
quick booms during a recovery because the growth in production
cannot keep pace with the growth in demand. If this pattern holds in
the current recession, there could be a quick rise in oil prices before a
longer-term stabilization.

In addition, the basic demand for oil has grown steadily over the
past years, largely as a result of increased industrialization and devel-
opment in emerging markets. This trend, which is a long-term phe-
nomenon, marks one of the key contrasts between previous oil booms
and the boom of the 2000s. Whereas previous booms were largely
event-driven (based on embargos or political events), the boom of the
2000s was rooted in a sustained increase in fundamental demand.
Figure 1.6, based on US federal government projections, illustrates
the rapid growth in oil demand from emerging markets expected in
the years ahead.

CHAPTER 1 Floating on Wealth 39



While oil consumption is expected to increase everywhere, its
expected growth is most striking in non-OECD Asia—a cluster that
includes China, India, and other emerging Asian economies. In 2003,
non-OECD Asia consumed roughly half the amount of oil consumed
in North America; by 2030, the gap is expected to be much smaller. In
the most developed European and Asian countries (the OECD mem-
ber states within these regions), growth in oil consumption is
expected to be quite modest when compared to other parts of the
world. Growth in basic demand for oil is a factor that drives prices
upward over time.

The steady trend toward increased oil demand is linked to the
general development of these emerging markets. As industry and
urbanization expand, so does the demand for energy. As standards of
living rise, so do the use of automobiles, the transportation of packaged
goods, and so on. It’s also worth noting that when it comes to con-
sumption of oil, emerging markets are likely to be more price-sensitive
than other areas when it comes to the adoption of alternative-energy
sources. Policy makers and consumers in the wealthier markets of
Western Europe and the United States may, because of environmental
or other concerns, choose alternative-energy sources even if they are
somewhat more expensive than fossil fuels. Developing countries, in
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contrast, will tend to be more conscious of cost and will be eager to uti-
lize the least expensive means for fueling their economic development.

A third basic driver of higher long-term oil prices is rooted in the
simple fact that fossil fuels are not renewable. Over time, reserves are
depleted, making the commodity scarcer. Advances in exploration
and production have the potential to increase the base of known
reserves, but the rate of growth in known reserves may not exceed the
pace of demand growth. In developed markets, where finding new
reserves can be especially challenging (such as in the North Sea in
Britain), investment in exploration tends to decrease when oil prices
are low. When prices rebound, exploration efforts come back—but
these efforts can take time to bear fruit. The reality is that fossil fuels
become scarcer with each passing day, suggesting that future prices
may well be higher than they are at the moment.

Besides the fundamental factors just discussed, the influence of
commodity investors (sometimes referred to as “speculators”) is criti-
cally important in shaping energy prices. Decades ago, oil was
bought almost entirely by companies that were end users of the com-
modity. Today, oil—like other commodities—has become an asset
class for investment by funds and other entities that have no interest
in actually using the oil. Financial investors buy oil futures because
they think their value will increase and sell them when they think
their value will decline—making decisions based on an outlook for
the market rather than a genuine need for the commodity.

This financial investment or speculation in oil can have the effect
of accelerating or amplifying volatility in the marketplace. As oil
prices rallied far above $100 per barrel in 2008, much of the buying
was being done by speculators who expected the price to rise even
further. As other speculators behaved the same way, the upward spi-
ral became a self-fulfilling prophecy. When, on the other hand, finan-
cial investors began selling oil futures, the price began to plummet
and continued falling based more on investor confidence than on fun-
damental oil supply and demand.32 Especially as hedge funds and
other investment vehicles unraveled in the financial crisis of
2008–2009, commodity investors were forced to liquidate their
positions, and this speeded the decline in oil prices. A thorough
assessment of potential oil prices in the future must, therefore, also
take into account the key role that financial investors play in com-
modities markets. Their confidence in the oil market can drive prices
upward; a lack of confidence (or a lack of available capital by financial
investors) can drive prices downward.
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Predicting oil prices in any era is difficult, and in volatile times
like the present, it is impossible to make a forecast with much cer-
tainty. A few things, however, can be stated with confidence. First,
oil prices will continue to be a driving factor in the wealth of the
Gulf and the key source of GCC surpluses. Second, there are funda-
mental forces at work on both sides of the price dynamic—some
trends exert downward pricing pressure, and others exert upward
pressure. How the two sets of pressures will balance is unknown.
Third, the future of commodity prices is likely to have a lot to 
do with the perspectives of financial investors and commodity
traders, in addition to the fundamental questions of oil supply and
demand.

LASTING POWER: THE GULF’S “RESERVE ADVANTAGE” AND 
LOW-COST PRODUCTION

The fact that the Gulf is pivotal to energy markets today is obvious.
What is less apparent is the fact that as long as oil and gas remain cen-
tral to global energy, the importance of the Gulf region to oil markets
will probably only increase.

The reason in rooted in two key statistics:

1. The GCC states combined provide 22 percent (between 
one-fifth and one-quarter) of the world’s oil supply.

2. At the same time, these states hold 40 percent (two-fifths) of
the world’s known oil reserves.33

The Gulf states therefore enjoy a huge “reserve advantage” over
other oil producers. Their long-term ability to supply is far greater
than their actual output amounts. As other producers either exhaust
their reserves or scale back production to preserve what they have
left, Kuwait, the UAE, and Saudi Arabia will have plenty of oil left
and will be even more dominant as global suppliers.

The scale of Gulf energy reserves is astounding. Consider the fol-
lowing estimates of how long Gulf oil and gas will last:

■ Kuwait’s oil reserves are expected to last for 105 years, and its
gas will last 169 years.

■ The UAE can continue exporting oil for another 97 years and
gas for another 130.
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■ Saudi Arabia—the world’s largest producer—has supplies
lasting 66 more years. 

■ Qatar’s oil may run out in 38 years, but its natural gas is
abundant enough to last for an eye-popping 594 years.34

That’s a longer period than the period between the invention
of the printing press and today.

This reserve advantage means that as oil grows more scarce,
the Gulf states will proportionately have more of it. As long as oil is
precious, the Gulf can expect sustained prosperity. It’s no wonder,
therefore, that countries with booming demands for energy—
namely, China and India—are building ties with the Gulf like never
before.

The reserve advantage also means that Gulf exporters can raise
output to meet global demand with minimal risk of draining their
long-term reserves. Another advantage that key Gulf producers have
stems from their remarkably low cost of production. The geology of
the region makes drilling for oil far cheaper in the Gulf than it is in
certain other regions. This is critical, because if the market price of oil
drops globally, producers with higher cost bases start to cease pro-
duction. For high-cost producers, it does not make economic sense to
produce when the prevailing market price is below their costs. Gulf
producers, however, can still generate profits at low oil prices. Well
past the point when other countries would drop out of the market,
Gulf producers can keep pumping.

Like any other business or organization, national oil companies
in the Gulf have a straightforward revenue equation: revenues �
price � volume. If the price goes up and volume remains the same,
revenues increase. Revenues can also, however, increase even if prices
go down—if volume increases enough to make up the difference. By
making the region one of the few feasible producers of oil in a low-
price environment, the Gulf’s cost advantage creates the potential for
growth in overall revenues as other producers of oil scale back or exit
the market.

HIT BY THE CRISIS

As discussed earlier, the GCC region has no doubt been affected by
the global financial crisis and economic recession. Investor confi-
dence plummeted in late 2008, destroying billions of dollars of mar-
ket capitalization on public exchanges. The collapse in energy
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prices put surpluses at risk and reduced fresh liquidity dramati-
cally. Economic growth (though expected to remain significantly
higher than that in developed markets and world averages) has
slowed substantially. While the root causes of the current crisis may
not be linked to the Gulf, its effects have certainly reached the GCC
region.

Another way in which the financial crisis affected the region
was in the form of overseas investment losses. In early 2009, a work-
ing paper published by the Council on Foreign Relations offered esti-
mates of investment losses incurred by major GCC wealth funds in
the year 2008.35 The paper estimated losses as deep as 41 percent for
the Qatar Investment Authority and 36 percent for the Kuwait
Investment Authority, with Saudi sovereign wealth losses estimated
at a more modest 12 percent. While the paper may be estimating
larger losses than were actually incurred (it seems to assume greater
exposure to risky alternative investments than others would expect),
it is certainly reasonable to assume that Gulf investors faced the
same pressures on their overseas investments as other global
investors.

The experiences of the current financial crisis and global reces-
sion have, in a number of ways, accelerated key trends that are
already underway in the evolution of Gulf capital and its role in
global markets. Heavy investment losses have prompted GCC-
based investors to increase the sophistication of their investment
strategies and structures, and the crisis has also made world-class
principal investment talent more readily available for recruitment
by Gulf institutions. Slow growth outlooks and struggling capital
markets in the OECD world, while creating some bargains in devel-
oped markets, have also encouraged Gulf investors to increase their
focus on domestic, regional, and emerging-market investments.
These markets are seen as pockets of reasonably high growth in the
years ahead. Furthermore, the financial crisis highlighted the risks
associated with excessive debt, highly leveraged investments, and
debt-collateralized instruments. As a result, many observers—both
in the GCC region and beyond—have looked more closely at
Shariah-compliant (Islamic) investments as a more stable alterna-
tive. The GCC’s growing affinity for Islamic finance and invest-
ments has been a steady long-term trend that has continued through
the current crisis.

In formulating policy responses to the crisis and the recession,
Gulf decision makers have been working with a unique set of
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constraints. In the realms of both monetary and fiscal policy, Gulf
states today have certain limitations on formulating policy responses
to economic crises. Figure 1.7 illustrates some of the key limitations.

Because all GCC currencies, with the exception of the Kuwaiti
dinar, remain pegged to the US dollar, the region’s scope for
autonomous monetary policy is extremely limited. Interest rates are
de facto set by the US Federal Reserve, which makes its decisions
based on the state of the US economy, not on the needs of the GCC.
Over the years, many have cited the dollar peg as a root cause of high
inflation in the Gulf. Rapid economic growth in the GCC would oth-
erwise have dictated higher interest rates to curb inflation, yet the
dollar peg kept interest rates low. The dollar peg cannot, however, be
entirely to blame for Gulf inflation, as inflation is a natural by-product
of the dramatic growth in the region’s wealth. There has been much
discussion about shifting away from the dollar peg, and much of the
thrust behind the envisioned GCC monetary union was to enable
greater autonomy in Gulf monetary policy. As discussed in Dubai & Co.,
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Monetary Policy
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Gulf Decision Makers Have Severe Constraints regarding Economic
Policy



however, the likelihood of a monetary union forming in the near
future appears slim as a result of significant structural differences in
the economies of member states. Furthermore, in 2009, the UAE
announced that it was pulling out of the potential monetary union—
a critical blow to the initiative, since the UAE is the second-largest
economy in the GCC. 

There are important economic and political reasons for the dollar
peg, and those reasons appear likely to persist in the near term. As
long as oil markets remain dollar-denominated, the region’s exports
and government incomes will continue to be in dollars. In addition,
the bulk of the Gulf’s foreign reserves remains in US Treasury bills, a
practice that is both a cause and an effect of the dollar peg. Currency
diversification of oil markets and reserve investments is a matter that
is often discussed, but a radical shift in either seems unlikely in the
near term.

In the realm of fiscal policy, Gulf decision makers have signifi-
cantly more latitude, but they nonetheless face constraints. As dis-
cussed earlier, public-sector income relies on volatile global energy
markets, over which the Gulf has little control. The near absence of
taxation takes away a major lever that governments typically have in
adjusting their incomes and managing through recessions. At the
same time, state benefits paid to nationals are fairly inelastic (and
growing) as a result of social expectations and the well-established
covenant between Gulf leaders and their citizens. Political participa-
tion—though growing, especially at the municipal and parliamentary
levels—is limited, but the state looks after the core economic needs of
its citizens. Changing this covenant could be highly disruptive for
ruling families in the region.36

The component of fiscal policy in which Gulf governments
have the greatest latitude is direct investment in the local
economies through projects, state-owned companies, and other ini-
tiatives. Since Gulf reserves are so large, even small changes in the
percentage of reserves invested in local projects can have a signifi-
cant stimulus effect on domestic economies. Saudi Arabia’s 2009
expansionary budget is a prime example of the use of government
investment dollars to promote infrastructure improvement, job cre-
ation, and overall economic activity. As we shall discuss in a later
chapter of this book, expanding or contracting the flow of public
investment in local economies is in some ways the most important
tool available to Gulf leaders in managing through crises and
recessions.
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“DRY POWDER” AND EXPANDING COFFERS

Like institutional investors everywhere, Gulf-based investors have
endured significant losses during the financial crisis and global reces-
sion. Though impossible to measure precisely, the losses are almost
certainly in the hundreds of billions of dollars, assuming that Gulf
institutions’ asset allocation models matched those of their interna-
tional counterparts. Such losses were no doubt painful for the
region’s sovereign and private investors, and the collapse of local
stock markets in 2008 was even more painful for the region’s retail
investors.

It is important, nonetheless, to keep in mind that Gulf institu-
tional investors have a number of advantages over other investors as
they seek to recoup their losses and make winning investments in the
years ahead.

First, many Gulf institutional investors are not time-bound in
their investment outlook. Unlike private equity funds, for example,
they are not required to liquidate their positions within a fixed num-
ber of years in order to return capital to their investors. The flexibility
of not being time-bound allows most Gulf-based investors to avoid
having to sell assets in “fire sales” or at low valuations; instead, they
can ride out a cycle and benefit when markets recover.

Second, Gulf investors—especially large, government-linked
ones—tend to have substantial allocations for Treasury bills and con-
servative fixed-income investments. These investments are very safe
ones, and in effect are like cash. Cashlike marketable securities act as
what is called “dry powder” in the realm of principal investments—
funds that are available for new investments and are not affected by
previous losses. In a world in which assets are far cheaper than they
were a short while ago, dry powder is a source of immense advantage
in enabling Gulf investors to pick up assets at attractive valuations.

Third—and perhaps most profound—many Gulf institutional
investors are continuing to enjoy fresh injections of cash even in the
current recession. Budget surpluses continue in key GCC markets,
and part of those surpluses is fed into investment vehicles. These
fresh injections of capital, adding to the dry powder of Gulf institu-
tions, extend those institutions’ advantage over comparable investing
institutions elsewhere. Whereas hedge funds see massive redemp-
tions and withdrawals of cash and endowment funds see new dona-
tions dry up in times of recession, surplus-generating Gulf states are
in the enviable position of being able to add to their cash coffers and
make new investments.
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KEY LESSONS

■ The economies of the Gulf have humble origins, but achieved rapid pros-
perity during the oil booms of the 1970s and 2000s.

■ Successive oil booms have enabled the Gulf to enjoy large budget sur-
pluses, build reserves, and make foreign investments of close to $2 trillion
in value by 2006.

■ The Gulf’s foreign wealth is expected to grow significantly in the coming
decade—nearly doubling from its 2006 level even if no new investments are
made, and growing by over 300 percent at an average oil price of $70 per
barrel.

■ Although the global recession has slowed economic growth in the region,
key GCC economies continue to enjoy surpluses—a stark contrast with
growing deficits in the world’s largest economies.

■ The GCC’s reserve advantage and low production costs make it more
important over time and enable it to generate revenue regardless of
whether global oil prices are high or low.

■ The Gulf region has been deeply affected by the global financial crisis and
economic recession, and has a limited set of policy tools available for
addressing the situation.

■ Gulf investors enjoy a significant and growing amount of dry powder that is
available for ongoing investment activity.



2C H A P T E R

Entrusted Stewards: The
Landscape of Gulf-Based
Investors

Not all Gulf capital is the same. Although international headlines often lump
“Middle Eastern” or Gulf investors into a single broad category, the reality
is far more nuanced. Over time, professionals who work with Gulf-based
institutions come to appreciate the differences between various types of Gulf
investors—differences in scale, objectives, capabilities, and investment
styles. The monolith of “Gulf capital” fades away, and a more contoured
landscape of institutions becomes visible.

Some organizations, however, learn this lesson the hard way. In the
mid-2000s, an international (non-Gulf) company was raising capital and
had offers in hand from two Gulf-based investors. One was a relatively newly
created institution with a dynamic brand, a flashy Web site, and a strong PR
machine. Representatives of this institution wooed the potential portfolio
company with slick presentations and a well-crafted pitch. The second offer
was from a leading sovereign wealth fund with a far more understated
approach. Although this fund was often written about, it had no substantial
Web site or Internet presence. While its reputation was strong, the fund said
little about the size of its portfolio or its strategy. When its representatives
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visited the potential portfolio company, they presented themselves with little
fanfare and a simple proposition. The company being courted was signifi-
cantly more impressed by the first suitor, whose public presence and elegant
pitch suggested that it was a more sophisticated institution. It therefore chose
to take capital from the newly established institution and declined the offer
from the sovereign wealth fund.

Then, however, came the global financial crisis and worldwide reces-
sion. Although the crisis affected both Gulf institutions, the newer one was
highly leveraged and therefore was more deeply hurt by declining asset val-
ues. The sovereign wealth fund, in contrast, took a hit, but weathered the
storm more smoothly. Seeing the relative health of the suitor it had rejected,
the portfolio company came to regret having chosen its investor based more
on perception than on stability.1

In introducing Gulf capital and describing its origins and outlook,
we have hitherto looked at the phenomenon as a whole. This is
often done in commentaries on the topic, even those by financial
professionals. More often than not, media reports on transactions
and the parties behind them emphasize either the region overall
(“Gulf-based investors eye XYZ asset”) or the buyer’s country of
origin (“Saudi investor acquires a major stake in ABC company”).
The reasons for this are understandable. First, most Gulf-based
investors are barely known internationally, and many of them pre-
fer to keep a low profile. Historically, they have had little incentive
to engage in active public relations strategies, and thus their names
are not easily recognized. Second, the public discourse regarding
Gulf investors is often more concerned with the political and regu-
latory aspects of transactions than with the “business story” behind
them. In the case of the Dubai Ports World (DPW) acquisition of
P&O, for example, the US public was far more interested in the fact
DPW was a UAE-based entity than in the fact that DPW was
already operating several ports internationally (including in Latin
America). The focus has been more on the countries than on the
institutions involved.

However, such generalizations miss out on important insights
that can be gained though a more sophisticated view. In this chapter,
we offer a categorization of Gulf Cooperation Council (GCC)–based
investors that illustrates the important differences (and commonali-
ties) among them. We review how differences in objectives, typical
size, sources of wealth, investment strategy, and management
approach naturally lead to very different behavior on the part of Gulf
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institutional investors. Understanding these broad categories and the
characteristics of investors in each category is crucial for observers of
the Gulf who wish to attract, advise, study, regulate, or otherwise
engage with GCC capital. In addition to laying out these categories,
the chapter offers perspective on how the landscape we describe is
evolving, as each category is developing with its own set of unique
dynamics. This chapter will help you go below the surface of the Gulf
investor base and feel the contours of the institutional topography.

SETTING THE STAGE: FOUR BROAD CATEGORIES OF INVESTORS

The landscape of Gulf investors is, of course, complex and dynamic,
and therefore impossible to neatly classify into precise buckets. An
analysis of key institutional attributes, however, reveals four broad
categories:

■ “Generalist” sovereign wealth funds
■ “Specialist” government investment vehicles
■ Private institutions
■ Private investment houses

Table 2.1 summarizes the key attributes of each category, con-
trasting them along five key dimensions.

The relative sizes of the four categories cannot be precisely
known, since assets under management are rarely disclosed in pub-
lic. Analyst estimates suggest, nonetheless, that the bulk of Gulf
capital is held by the generalist sovereign wealth funds (SWFs),
with the next largest category being private institutions. According
to 2009 estimates by the Sovereign Wealth Fund Institute, Gulf
SWFs hold about $1.6 trillion in assets.2 McKinsey & Co. estimates
that the category of investors that we have classified as “private
institutions” controls about $900 billion in wealth.3 The other two
categories—specialist government investment vehicles and private
investment houses—are growing rapidly and may have roughly
$150 billion4 and $65 billion5 in assets under management, respec-
tively. Generalist sovereign wealth funds and private institutions
may therefore be seen as the bedrock of Gulf capital, with the other
types of institutions adding diversity and dynamism to the
landscape.
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Gulf Institutional Investors Fit into Four Broad Categories

Category Objectives Typical Size Source of Wealth
Investment
Strategies

Management
Approach Examples

“Generalist” sover-
eign wealth funds

Preserve and
grow national
wealth

$50 billion and
above

Governments Generally
conservative;
increasingly
diversified

Largely external
fund managers
overseen by
portfolio 
executives

Abu Dhabi
Investment
Authority (ADIA);
Kuwait Investment
Authority (KIA);
Qatar Investment
Authority (QIA)

“Specialist” govern-
ment investment
vehicles

Grow national
wealth through
strategic invest-
ment

$10 billion–$80
billion

Governments Defined by
sectors and
investment
types

Actively 
managed
by internal
teams

Mubadala (UAE);
Dubai International
Capital (UAE);
Saudi Industrial
Development Fund
(KSA)

Private institutions Preserve and
grow private
wealth

Vary widely; typ-
ically below $10
billion

Private; typically
business families

Vary widely Typically exter-
nal fund man-
agers with
increasing inter-
nal capabilities

Kingdom Holdings
(KSA); Kharafi
Group (Kuwait);
Kanoo family
(Bahrain)

Private investment
houses

Maximize finan-
cial returns for
third-party
investors

Typically below
$10 billion;
growing rapidly

Private; typically
business families

Often alter-
native invest-
ments, but
strategies
vary

Actively man-
aged by internal
teams

Investcorp
(Bahrain); Abraaj
Capital (UAE);
Global Investment
House (Kuwait);
(UAE)



“GENERALIST” SOVEREIGN WEALTH FUNDS: 
UNDERSTATED STEWARDS

The generalist sovereign wealth funds (SWFs) of the Gulf are the
region’s most prominent investors and, in many ways, its most
important. In the global SWF sector, Gulf institutions have been pio-
neers and today are leading players. According to estimates by the
Sovereign Wealth Fund Institute, Gulf institutions hold 41 percent of
global SWF assets, and three GCC sovereign funds are among the
world’s top seven SWFs by asset size (see Table 2.2).

Combined, the generalist SWFs listed in Table 2.2 are believed to
hold about $1.6 trillion in assets—two-fifths of the estimated global
total SWF asset base of $4 trillion. Remarkably, the Kuwait Investment
Authority (KIA) was established in 1953—more than 55 years ago and
far before the birth of most Kuwaitis alive today. The SWFs of the UAE
and Oman were founded in the wake of the oil booms of the 1970s,
whereas those of Qatar and Bahrain were formed in the boom of the
2000s. Saudi Arabia’s “SWF”—which is, in fact, an amalgamation of
preexisting holdings—was formalized in 1990, but its constituent parts
can be traced back further.
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T A B L E 2.2

Gulf Sovereign Wealth Funds Are Leaders among Global SWFs1

Global Rank Year of Estimated
(by Assets) Country SWF Name Establishment Assets2

1 UAE Abu Dhabi Investment 1976 $875 billion
Authority (ADIA)

2 Saudi Saudi Arabian Monetary 1990 $425 billion
Arabia Agency (SAMA) Foreign 

Holdings

7 Kuwait Kuwait Investment 1953 $200 billion
Authority (KIA)

14 Qatar Qatar Investment 2003 $60 billion
Authority (QIA)

27 Bahrain Mumtalakat Holding 2006 $14 billion
Company

33 Oman State General Reserve 1980 $8 billion
Fund (SGRF)

1 Sovereign Wealth Fund Institute, Global Fund Rankings, January 2009.
2 Rounded by author. We emphasize that these are merely estimates by the Sovereign Wealth Fund Institute.



Profile: ADIA’s Massive Coffers

The Abu Dhabi Investment Authority (ADIA), established in 1976 by
the UAE’s founder, Sheikh Zayed bin Sultan Al Nahyan, has been a
custodian of Abu Dhabi’s oil surplus for decades.6 Although the orga-
nization guards its privacy and its inner workings are strictly confiden-
tial, experts estimate its assets to be well above half a trillion. Morgan
Stanley believes ADIA’s assets to be a breathtaking $875 billion and
growing.7

Like all massive institutional investors, ADIA invests in a range
of asset classes across multiple regions. A large amount of such
investors’ assets tends to be in conservative, fixed-income instru-
ments. To provide a sense of scale for the income that ADIA’s coffers
could produce, consider the following analysis. Let’s assume that
ADIA had $750 billion in assets and that two-thirds ($500 billion) of
those assets were in bonds yielding 5 percent per year. The income
from those investments alone would be $25 billion per year, or $6,000
per person living in the UAE. If, in a severe crisis, ADIA were forced
to start liquidating its assets, even half of the $750 billion estimated
total would provide more than $350,000 per UAE citizen. ADIA’s
assets are, therefore, a tremendous cushion of fiscal security for the
emirate and for the broader UAE.

It is not surprising that global bankers sit up and take notice
whenever (the typically low-profile) ADIA speaks up. In a 2006
Euromoney article, HSBC’s chairman, Stephen Green, acknowledged
that ADIA was one of the few institutions worldwide that the bank’s
most senior executives would visit on demand, regardless of what-
ever else they might be doing.8 HSBC’s bankers are certainly not
alone in recognizing ADIA’s clout.

Better Described as “Trusts”

In addition to their size, the Gulf’s SWFs stand out for their distinct set
of purpose. The Sovereign Wealth Fund Institute defines SWFs as enti-
ties that “hold, manage, or administer assets to achieve [national]
financial objectives, and employ a set of investment strategies which
include investing in foreign financial assets.”9 In the case of Gulf-based
SWFs, we would suggest a simpler characterization: Gulf sovereign
wealth funds exist to preserve and grow countries’ national wealth.

Gulf SWFs are marked by an ethos of stewardship, or responsi-
bility for ensuring the ongoing prosperity of their countries. This
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sense of mission is perhaps best captured by the name of a key
Kuwaiti sovereign investment vehicle: the KIA’s Future Generations
Fund. The fund was born from the recognition that the current gener-
ations have been fortunate to enjoy windfall wealth and dramatic
prosperity. Today’s leaders, therefore, bear a responsibility to provide
future Kuwaitis with a standard of living similar to that enjoyed by
nationals today. Wealth preservation is thus an overarching objective
of the fund, as is growing the wealth to serve the growing population.

Although the term sovereign wealth fund has gained global recog-
nition and widespread use, in some ways it is a misnomer. We would,
therefore, suggest a different term that better captures the ethos of
such entities (especially in the Gulf): national trusts. The term fund,
especially in the principal investments industry, often has a specific
meaning and implies characteristics that simply don’t apply to the
GCC’s sovereign investors.

Table 2.3 illustrates some of the salient differences between the
“national trust” mindset and the typical attributes of investment
funds.

The distinctions described in Table 2.3 are fundamental and have
a profound impact on the behavior of these national trusts. Because
these trusts are open-ended and take a long-term perspective, they
are not subject to the same set of pressures as funds that have defined
exit horizons. A typical private equity fund, for example, will have a
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T A B L E 2.3

Gulf SWFs Are Better Described as National Trusts

Attribute National Trust Mindset Typical Investment Fund

Investment horizon Open-ended and Defined fund life with short-
long-term and medium-term targets

Strategies Multiple and evolving Defined strategy, stated 
investment strategies at inception

Ownership Single owner—the Multiple shareholders/
government investors.

Beneficiaries The nation overall and Private shareholders and
future generations diverse constituencies of

institutional investors

Management Multiple external Actively managed through
managers with internal a single investment team
portfolio executives



five- or ten-year “life,” within which it must make investments, real-
ize gains, and return capital to shareholders. In the event of a major
downturn (like the current recession), funds with predefined exit
timelines often find themselves in a squeeze. National trusts, in con-
trast, can often ride out the storm and stay in positions that are likely
to increase in value in the long term, even if they temporarily incur
losses. This flexibility can give national trusts greater resilience in
their portfolios over time.

Whereas investment funds typically must have a defined strat-
egy that is stated to committing investors up front, national trusts
again have greater flexibility. They may pursue multiple strategies
that evolve over time, adapting to market conditions and to the needs
of the nation. An investment fund that is defined as an equity fund
cannot, for example, transform its portfolio to fixed income, even if
fixed income offers stronger returns. National trusts have flexibility to
do so. As Gulf populations grow and age, governments’ liquidity
requirements will grow, and national trusts can adjust their invest-
ment strategies accordingly. The Qatar Investment Authority (QIA)
may, for example, migrate to more conservative investments 30 years
from now if the state requires steady income from it.

Ownership is another key difference between national trusts and
investment funds. Since national trusts have a single owner (the
state), they are extremely sensitive to public needs and are not
swayed by general market sentiment. Investment funds, in contrast,
need constant communication and interaction with the diverse set of
investors that provide their capital. It is inevitable that the needs and
preferences of shareholders will influence (for better or for worse) the
investment strategy of a fund.

Another stark contrast between national trusts and funds is that
the beneficiaries of a national trust are the general public and (in fact)
future generations not yet born. These stakeholders cannot yet invest
for themselves, so the institutions do so on their behalf. The provider
of capital (the state) and those making decisions regarding allocation
are not investing their own personal wealth; they are acting as
trustees for a nation. Again, this raises the sense of stewardship and
responsibility as well as fostering a long-term perspective. In this
sense, national trusts are therefore more similar to the US Social
Security Administration or a university endowment than they are to a
typical investment fund. In fact, the analogy with endowments is apt
for another key reason: ideally, national trusts wish to meet national
needs through their returns without dipping into the principal
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amount with which they are entrusted. The principal is touched only
in the event of a budget deficit and an urgent need for liquidity.

A final key contrast relates to the management model.
Investment funds generally rely on the capabilities of an internal
investment team—in fact, their very selling point to investors is often
the specific strengths of a defined set of managers. National trusts, on
the other hand, are run by portfolio executives who, in turn, engage a
large number of external fund managers. The people who run
national trusts have investment expertise, but their stewardship qual-
ities are more important than their hands-on technical expertise.

Linked to National Governance Model

Following from their objectives and mindset, Gulf SWFs must neces-
sarily be linked to the overall governance models of the states they
serve. Preserving and growing national wealth is, ultimately, a gov-
ernment objective to be achieved through a number of channels, of
which SWFs are an important one.

As illustrated in Figure 2.1, SWFs are an integral part of the insti-
tutional framework for allocating and managing surpluses that stem
principally from energy wealth.
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At the start of the flow are national energy companies, which are
fully owned by the state and are the governments’ core source of
income. As discussed earlier, it is the surpluses generated by oil com-
panies that have enabled the remarkable capital formation of the
region.

The first demand on energy income is, of course, to fund the
national budget. The mechanisms by which this occurs vary from
country to country. Each state, as discussed earlier, has a different
breakeven point, after which energy income enables new surpluses.
When the price of oil is below that level, there are deficits that need
funding through reserves or other methods.

At the government level, two types of institutions play particu-
larly pivotal roles as wealth is allocated. Ministries of finance, which
are customarily responsible for the public sector’s budgeting process,
have a part to play in funding ministries, projects, and government
initiatives. In years of windfall surpluses, new projects and initiatives
may be launched and need to be funded appropriately. Central banks
are also important as holders of national reserves. SAMA Foreign
Holdings—imperfectly dubbed a sovereign wealth fund for analyti-
cal purposes—are assets of the Saudi Arabian Monetary Agency, the
Kingdom’s central bank.

Sovereign wealth funds (or national trusts, as they may more
appropriately be called) absorb the wealth that is available for invest-
ment in line with their broad mandates. Sometimes there are specific
rules in place for this flow. Under Kuwaiti law, for example, at least 10
percent of Kuwait’s oil revenues must be put into the KIA Future
Generations Fund.10 According to Harvard Business School analysis,
Saudi Aramco –(the world’s largest oil company) retained only about
7 percent of its profits in 2008, with 93 percent flowing into the gov-
ernment for funding the budget and 75 percent being channeled
through SAMA (the central bank, discussed earlier).11 The allocation
process may be more or less rules-based depending on the state and
the year, but it generally follows a pattern involving multiple ele-
ments of our institutional framework.

Traditional Allocation Models

The essentially conservative mandates of generalist SWFs naturally lead
to fairly traditional asset allocation models within such institutions. The
bulk of SWF assets (like the assets of endowment funds and other large
prudential institutions) is understood to be in the traditional asset
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classes of cash, fixed income, and listed equities in mature markets.
These allocation models give priority to the core purpose of preserving
wealth, with less emphasis on the pursuit of above-market returns
through riskier investments.

McKinsey & Co. researchers and other experts have put forth
broad estimates regarding the asset allocation models of Gulf SWFs.
Before considering these, it is important to note that the estimates
cannot be verified, since the portfolios of these SWFs are not public
information. For illustrative purposes, though, it is worthwhile to cite
the allocation estimates put into the public domain by other
researchers. Figure 2.2, based on the published work of the McKinsey
Global Institute, Monitor Group, and the Sovereign Wealth Fund
Institute, provides a useful general reference.12

The key point that can safely be drawn from these estimates is
that the bulk of Gulf SWF assets, especially those held by the largest
institutions, are in cash, fixed income, and equities. ADIA and the
KIA are estimated to hold, respectively, only 15 percent and 6 percent
of their assets in alternative classes like private equity, hedge funds,
and real estate. Although the boldest investments by these institu-
tions are often the highest profile (for example, the KIA’s 19 percent
investment in the Industrial and Commercial Bank of China), “risky”
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investments seem to represent only a relatively small component of
Gulf SWFs’ overall portfolios.

Another observation from these estimates is that SWFs’ appetites
for risk vary substantially from country to country. The QIA, whose
allocation for alternative investments is estimated to be a fifth of its
total assets, made high-profile investments in the financial sector in
the period before the financial crisis. The QIA took an 8 percent stake
in Barclay’s and a 9 percent stake in Credit Suisse in 2008.13 Through
its UK-based affiliate, the QIA is believed to use financial leverage
(debt financing) to support aggressive equity investments such as its
bid for a 27 percent stake in the Sainsbury supermarket chain.14 Such
tolerance for risk may be understandable considering the massive
scale of Qatar’s surpluses and its expected growth in national income.
Saudi Arabia’s SAMA, by contrast, is believed to have no allocation at
all for alternative investments—a reflection of central bank prudence
and the Kingdom’s slimmer overall surpluses. Gulf SWFs may share a
common mandate, but their risk profiles nonetheless vary.

Reactive to the Crisis

As discussed in Chapter 1, Gulf-based SWFs have certainly been
affected by the global financial crisis and economic recession. Like
other institutional investors, Gulf sovereign wealth funds endured
heavy declines in their holdings in listed equity markets and (to the
degree they were exposed) alternative investments. Prominent Gulf
investors—for example, the QIA, as mentioned earlier—had increased
their investments in the financial services sector shortly prior to the
meltdown in that industry.

The postcrisis environment, as discussed earlier, offers buying
opportunities for Gulf-based SWFs with financial strength and “dry
powder” as a result of ongoing surpluses. There are, however, sensitivi-
ties regarding the risk of reentering volatile markets too early—prudence
might dictate a “wait and see” approach instead. Furthermore, some
GCC investors may be careful to avoid being seen as bargain hunting
at a time of global distress—as noted by Don De Marino, cochairman
of the National U.S.-Arab Chamber of Commerce, the potential PR
“firestorm” associated with the perception of “Arabs buying up
assets too cheaply” is a real concern.15

At the same time, analysis of publicly disclosed investments by
Gulf SWFs during 2008 suggests increased interest in high-growth
Asia and caution regarding investment in Organisation for Economic
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Co-operation and Development (OECD) markets. In fact, 65 percent
of disclosed Gulf SWF transaction targets in the third quarter of 2008
were in the Middle East and North Africa (MENA) or Asia region. In
the course of 2008, visible transactions in OECD targets fell steadily,
from $37 billion in the first quarter to $8 billion in the third.16 Gulf
sovereign wealth funds may not have seen the crisis coming, but once
it hit, they exercised heightened caution.

Also of note following the financial crisis has been a visible
increase in collaboration between SWFs in the Gulf region and
beyond. This trend had begun before the crisis, driven at that time
largely by international concerns that SWFs had grown too large and
required special regulation. After the crisis hit, the heads of SWFs
continued collaborating, but for very different reasons. Bader al-Saad,
managing director of the KIA, hosted a meeting of SWF heads in
April 2009 and noted that “the crisis places an extra pressure on our
group to have increased coordination and greater cooperation.”17

Understated Stewards

In summary, Gulf sovereign wealth funds—or, as we have called
them, national trusts—act as understated stewards of national
wealth. Historically, they have eschewed public attention and tried to
maintain low profiles. Their equity investments in listed companies,
for example, tend to be below the limits required for public exposure
(sometimes set at 5 percent), and rarely do they seek representation
on public companies’ boards of directors. Although today there is a
trend toward greater transparency, Gulf sovereign wealth funds have
had little need (or, in fact, incentive) to publicize their wealth.

The stewardship mindset of Gulf sovereign investors shapes
their investment strategies, asset allocations, public demeanor, and
other factors. In terms of assets, these sovereign wealth funds are the
biggest single category of Gulf capital. As we turn our attention
toward other categories, we shall see a diversity of mindsets and
incentives, resulting naturally in very different behavior.

“SPECIALIST” GOVERNMENT INVESTMENT VEHICLES: 
FOCUSED HYBRIDS

The second category of Gulf institutional investors is the segment that
we call specialist government investment vehicles (GIVs). Although
the asset base of this category is relatively small compared to that of
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generalist SWFs, the category is growing fast and includes some of
the region’s most dynamic investors. In fact, many of the high-profile
acquisitions made by Gulf investors in recent years (including, for
example, stakes in Ferrari and Barney’s) have been made by these
institutions.

Specialist GIVs are, in many ways, hybrid institutions. These
vehicles exhibit attributes of both public-sector investors and private
investment institutions and are thus largely a cross between the SWFs
we have just discussed and the region’s private investor base. Table 2.4
outlines key elements of GIVs’ operating model that reflect a blend of
public and private attributes.

Public Ownership

Specialist GIVs may operate much like private investment firms, but
they are ultimately funded by GCC governments. The creation of
such GIVs, from the perspective of governments managing large
portfolios of wealth, serves both strategic and organizational pur-
poses. Strategically, it has become increasingly important for Gulf
governments to diversify their investments beyond the conservative
asset classes favored by SWFs. Like other giant institutional investors
worldwide (for example, university endowments and public pension
funds), Gulf governments have become increasingly inclined to allo-
cate some wealth to alternative investments. These include asset
classes like real estate, private equity, and buyouts—asset classes that
have inherently higher risks but also promise higher absolute returns.
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Specialist Government Investment Vehicles Exhibit both Public and
Private Attributes

Public-Sector Attributes Private-Sector Attributes

Government ownership

Alignment with overall
economic strategy

Linkage with institutional 
framework for wealth
allocation

Scale akin to private firms

Pursuit of focused investment strategy

Often take strategic stakes in portfolio companies

Often use leverage and complex financing

Active management by internal teams

Competitors and comparables are generally
private firms



Although large institutional investors allocate only a small minority
of their assets to alternative investments, their funding provides the
lifeblood for specialist funds that are generally not open to (or suit-
able for) smaller investors.

Diversification not only brings portfolio benefits (i.e., strengthen-
ing the overall return on financial investments) to Gulf states, but also
helps meet the broader goal of economic diversification in the region.
The chief executive of Mubadala, a UAE-based GIV, has stated that
Mubadala “began investigating and investing in business-building
activities in strategic sectors at home and abroad through partnerships
that ensured diversification and development of the emirate’s [Abu
Dhabi’s] economy.”18 As far back as 1974, Saudi Arabia recognized the
need for active government investment in order to support domestic
diversification and created the Saudi Industrial Development Fund
(SIDF), with the objective of “supporting the development of the pri-
vate industrial sector, by extending medium to long term loans . . . pro-
vision of guidance and advice in administration, finance, marketing
and technology to industrial firms in Saudi Arabia.”19 Bahrain’s
Mumtalakat holds the Kingdom’s strategic investments in key compa-
nies and sectors, including Gulf Air (transportation), Aluminum
Bahrain (manufacturing), and the Gulf International Bank (financial
services).20 GIVs’ areas of focus—especially at the time when the GIVs
are created—must fit within the broader economic strategies of the
states that fund them.

Within the UAE, a number of specialist GIVs have been created
over the years to support investment in sectors that have strategic
importance. The UAE’s federal governance (by which individual emi-
rates have discretion over certain resources, while the federation acts
as the sovereign) has fostered the establishment of emirate-level enti-
ties. The competition between emirates has generally been healthy,
motivating stronger performance and better results, but at times these
efforts have appeared unnecessarily duplicative. In the postcrisis
environment, it is expected that Abu Dhabi–based entities will exer-
cise more visible influence over investment activities federationwide,
in particularly with regard to attractive Dubai-funded assets with
growth potential and financing needs.

Table 2.5 (which is not an exhaustive list) provides a snapshot of
a few of the UAE’s specialist GIVs, their years of inception, and their
areas of strategic focus.

The areas on which these GIVs focus reflect key priorities of the
emirates that established them. As energy is the cornerstone of the
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Government
Investment 
Vehicle (GIV) Emirate Year Established Strategic Focus

International Petroleum
Investment Company
(IPIC)

Abu Dhabi 1984 Energy—oil and gas

Mubadala
Development 
Company

Abu Dhabi 2002 Industrials and energy

Istithmar World Dubai 2002 Real estate and retail

Dubai International
Capital (DIC)

Dubai 2004 Diversified private and
public equity

RAK Investment
Corporation

Ras al
Khaimah

2005 Natural resources—
energy and minerals

Dubai International
Financial Centre
(DIFC) Investments

Dubai 2006 Financial services

Investment Corporation
of Dubai

Dubai 2006 Real estate and financial
services

Abu Dhabi economy, its vehicle International Petroleum Investment
Company (IPIC) focuses on this strategic sector. To support Abu
Dhabi’s diversification, however, investment in a wider rage of
industries is required—hence, the creation of Mubadala in 2002.
Dubai’s economy has been built through logistics (i.e., ports) and
transportation, financial services, hospitality, real estate, retail, and
other key sectors. Dubai’s GIVs have accordingly been focused on
real estate, retail, and financial services, while the government has
channeled resources to transportation and hospitality through
heavy investment in infrastructure. Ras Al Khaimah, a smaller
emirate that has begun pursuing a diversification strategy through
its RAK Free Zone, has also established an investment vehicle for
key sectors.

Specialist GIVs are linked to Gulf states’ broader institutional
framework for allocating surplus wealth, as discussed earlier.
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UAE-Based Government Investment Vehicles Reflect Areas of
Strategic Focus for the National Economy1

1 William Miracky et al., “Assessing the Risks: The Behaviours of Sovereign Wealth Funds in the Global
Economy,” Monitor Group, June 2008; Zawya, “Wealth Funds in the UAE Lead Way with Transparency,”
March 3, 2009; miscellaneous details verified from individual GIV Web sites.



Mubadala’s CEO illustrated this phenomenon succinctly, noting that
“while ADNOC [Abu Dhabi National Oil Company] continued to
export oil and gas, and ADIA managed a diverse investment portfolio
abroad, Mubadala became responsible for orchestrating change from
within the emirate.”21 The allocation framework involving oil compa-
nies, central banks, finance ministries, and investment vehicles (both
SWFs and GIVs) is guided by governments’ overall economic priori-
ties and objectives for longer-term development and competitiveness.

Private Operating Models

One key reason for creating specialist GIVs as distinct entities has
been to enable the organizational focus and culture required for alter-
native investments. States could, of course, have chosen to keep all
their investments in the hands of their generalist SWFs. However, cre-
ating distinct, focused GIVs brings the important benefits of fostering
specialist expertise and giving teams of investment specialists
autonomous platforms to mold according to the unique characteris-
tics of the asset classes and industries in which they invest. Generalist
SWFs, like endowments and pension funds worldwide, benefit from
mature organizations with sophisticated asset allocation models, rig-
orous macroeconomic and market analysis, and robust governance of
external asset managers. Private equity institutions, by contrast, ben-
efit from organizational agility, expertise in specific asset classes and
industries, and strong internal teams undertaking fundamental
analysis of specific opportunities. Specialist GIVs are better off as sep-
arate institutions, since the attributes that drive their success differ
significantly from those found in generalist SWFs.

In keeping with their mandates, GIVs often take strategic stakes in
their portfolio companies and work actively to add value in the compa-
nies they own. For example, IPIC holds a stake of 47 percent (bought in
stages) of the oil refiner Cepsa. A large chunk of that equity was bought
from Santander in March 2009 for $3.8 billion.22 Since that acquisition,
IPIC has also acquired the firm Nova Chemicals for $2.3 billion in
2009.23 Both of these investments are related to IPIC’s oil and gas exper-
tise and Abu Dhabi’s strategic focus on energy. IPIC can thus act as a
value-adding investor and a strategic buyer of energy assets rather
than simply as a passive investor drawing only financial returns.

DIFC Investments, whose investments support Dubai’s aspira-
tions to act as a global financial center, took a 28 percent stake in the
London Stock Exchange in 2007 and almost entirely bought out the
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Nordic exchange OMX in 2008.24 Partnership with these exchanges
can help the DIFC transfer technology and relationships that support
its own development as a financial hub and also, importantly, build
credibility concerning its standing among leading international cen-
ters. It’s not surprising that, based on similar aspirations and ratio-
nale, Qatar has also hotly pursued investment in exchanges.

Another way in which specialist GIVs operate much like private
institutions is in their use of financial leverage and (at times) complex in-
vestment structures. Analysts estimate, for example, that Dubai
International Capital (DIC) raises about 30 percent of its capital exter-
nally,25 and that the use of debt financing by Dubai-based investors
has enabled them to take larger stakes but also created substantial
risks. In the financial crisis, such debt financing has proven especially
troublesome. Even Abu Dhabi, with its vast capital reserves, utilizes
financial leverage (in the broad sense of the term) to enhance the 
buying power of its specialist GIVs. In 2006, Mubadala established a 
$500 million revolving line of credit with a set of leading international
and regional banks, including Citibank, Barclays Capital, and oth-
ers.26 In November 2008, Mubadala secured a AA credit rating in
order to enable future debt financing.27 IPIC is the majority share-
holder of an investment vehicle called Aabar Investments, which is
publicly listed and therefore draws on capital from the retail market
in Abu Dhabi. In December 2008, Aabar bought a 9.1 percent stake in
German automaker Daimler AG for the sum of $254 million. Khadem
Al Qubaisi, chairman of Aabar and also managing director of IPIC,
has stated that IPIC intends to grow its portfolio to $20 billion in value
by 2014 through such acquisitions.28 Leveraged investments allow
GIVs to amplify their returns, but also create repayment requirements
that can be brutal when asset values go down.

Unlike SWFs and similarly conservative investors, specialist
GIVs in the Gulf sometimes engage in joint ventures (JVs) with lead-
ing global players. Beyond providing equity capital (as is done in
straightforward acquisitions), entering JVs requires significant
involvement in overseeing the commercial aspects of the relationship,
and typically participants need to play active roles in the ongoing
entity. In the second half of 2008, Mubadala entered into such a JV-like
arrangement with GE regarding clean technology. Mubadala and GE
agreed to invest $4 billion each (over the course of three years) princi-
pally to develop Abu Dhabi’s “Green City” called Masdar and also
support other renewable energy initiatives.29 The Qatar Foundation,
through its extensive Education City initiative, has essentially entered
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into JVs with a number of leading US universities. These include the
Weill Cornell Medical College, Georgetown’s School of Foreign
Service, Carnegie Mellon, and others. Each university has been
selected for its excellence in the particular area for which it is
engaged, and Qatar strictly insists that partner universities maintain
the same high standards in Doha as they do at their home campus.
This creative form of JV, like regional JVs in the realm of business,
allows each partner to bring specialist expertise into the Gulf and
transfer world-class knowledge to the local market.

As part of their active management strategy, specialist GIVs need
to employ professionals who can directly manage investments in the
demanding asset classes of private equity and other alternative invest-
ments. Mubadala’s professional staff is extensive, with 400 profession-
als who are split into an “operations” division that is responsible for
investments and a financial and corporate affairs group that is respon-
sible for central services and controls.30 For each dollar invested, spe-
cialist GIVs require more people than SWFs do because GIVs are more
intensely involved in selecting and managing their portfolio compa-
nies. Other GIVs in the UAE are believed to have far smaller teams than
Mubadala’s, but nonetheless require substantial in-house expertise.

Focused Hybrids

In summary, specialist GIVs may best be understood as focused
hybrids. Their strategic approach and core business models reflect pre-
defined strategies akin to those of private institutions. They have a level
of specialization and investment focus that are not found in generalist
SWFs. At the same time, the visions of GIVs ultimately tie into national
objectives, and their focus areas are linked to the overall economic
strategies of GCC states. Thus, the category of GIVs is very much a mid-
dle ground between massive sovereign wealth funds and the private
principal investment firms that have become fixtures of capital markets
in the world’s most developed markets. In many ways, Gulf GIVs
reflect a spirit of public ownership with private operating practices that
has become a hallmark of GCC business culture over the past decade.

PRIVATE INSTITUTIONS: BUILDERS OF FORTUNES

The third category in our framework, private institutions, is perhaps
the most diverse. This category captures a wide range of entities,
including family offices, private investment vehicles, and other entities
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used to channel the private wealth of the Gulf. The defining character-
istics of institutions in this category are that (1) they are funded by pri-
vate wealth (not government capital), and (2) their core objectives are to
preserve and grow the wealth of their founders. 

Legacy and Stewardship

Private institutional investors in the GCC generally trace their roots to
wealth created during the region’s rapid expansion since the 1970s.
While the boom times brought wealth to the state overall through oil
revenues, significant wealth also flowed into the private sector through
the funding of projects, infrastructure, government-backed companies,
and the like. Sizable private fortunes were built by contractors who (lit-
erally) helped build the GCC, project management firms that under-
took massive initiatives, financial services enterprises that channeled
wealth through the economy, and captains of business throughout the
broader economy. The phenomenon of private fortunes blossoming as
states experience rapid economic growth is a common theme world-
wide, especially in emerging markets; it is visible, for example, in the
large business families of postwar Germany and Japan, in the renowned
business families of South Korea, and in the business networks of South
Asia.

Much of the investment activity undertaken by private institu-
tions is driven by a sense of legacy and stewardship. Private wealth
that was originally held by entrepreneurs and founders of large enter-
prises has been channeled into institutions in order to preserve the
existing assets and grow them for future generations. In this respect,
much of the ethos of private institutions is similar to that of sovereign
wealth funds. Private institutions differ, of course, from SWFs with
respect to the sources and scale of wealth, as well as their investment
approaches and management styles.

The precise scale of private wealth in the GCC is unknown, as
private wealth is generally not disclosed. Estimates of its size vary
widely; the IMF’s estimate was over $1.5 trillion in 2008,31 whereas
McKinsey’s assessment has been closer to $800 billion.32 Whereas
these estimates seek to capture both wealth held by private institu-
tions and wealth held directly by individuals, our focus in this chap-
ter is on institutional wealth rather than retail investors. 

It is believed that about half the private wealth of the GCC is
concentrated in Saudi Arabia.33 This should not be surprising, since,
after all, the Saudi market represents about half of the GCC’s total
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economy and about two-thirds of its total population.34 Although
other Gulf states often get more attention, Saudi Arabia is clearly the
core market of the GCC.

Figure 2.3, based on McKinsey research published in 2008, esti-
mates the breakdown of GCC private wealth by country.

It’s noteworthy that the UAE, Kuwait, and Qatar—states with
substantial sovereign wealth funds and specialist GIVs—represent a
smaller proportion of the private wealth pool than they do of the SWF
pool. This insight reflects the fact that these three prosperous states
have immense natural resources but very small populations (Qatar’s
is roughly that of Manhattan, and the bulk of its residents are expatri-
ates), enabling the dramatic accumulation of state surpluses. Saudi
Arabia, with its population of over 27 million, has a much more sub-
stantial base of domestic needs to meet before it can apply govern-
ment revenues to savings and investments.35 At the same time, Saudi
Arabia offers a broader pool of private institutions and investors than
any other GCC state. Investment managers and corporations that
seek private funding from the Gulf must therefore look to Saudi
Arabia, as it offers the largest pool of potential partners. Although the
Kingdom lacks free zones and international financial centers like
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those of Bahrain, Dubai, and Qatar, it remains the single most impor-
tant destination for marketing to Gulf investors. Bahrain’s appeal as
an offshore banking center, for example, can largely be traced to its
role as a hub for serving Saudi capital and investors.

“Conglomerate Culture”

Most owners of private wealth in the Gulf today trace their fortunes
to family business enterprises that have prospered since the 1970s.
The process of nation building that occurred in the region as a result
of its increased prosperity and resources included a process of “enter-
prise building” by businessmen who were well placed and able to
deliver on their countries’ needs. As each country developed its eco-
nomic infrastructure across key sectors, business families served as
key partners of the state in bringing about development. This phe-
nomenon, which is by no means unique to the Gulf, has generated
companies and business groups that prosper to this day.

The relatively fragmented nature of the Gulf economies, the
(generally) protectionist economic policies of the time, and the basic
spirit of economic nationalism created an environment in which
business conglomerates could flourish in each country. Families that
built a successful enterprise in one industry were well positioned to
branch out into other industries, using their access to capital, rela-
tionships with decision makers, ability to execute, and credibility in
the marketplace. The banking sector is a prime example; each coun-
try needed its own set of banks, and merchant families were well
suited to start or invest in such banks. Competition was relatively
limited, since foreign financial institutions had highly limited access
to the local banking market. Similarly, lucrative distributorship and
franchise opportunities helped build merchant families’ enterprises.
Leading Gulf business families secured the rights to act as local dis-
tributors for top global firms (selling, for example, consumer goods
from the United States, automobiles from Europe, and electronics
from Japan) and were able to generate revenues based on the
brands, reputations, and business models of international firms. At
the same time, regulations that made it impossible for global busi-
nesses to enter GCC markets directly created a substantial opportu-
nity for local businessmen to strike partnerships. Even after the entry
of all GCC member countries into the WTO, key sectors are often
heavily regulated, and partnerships with local companies remain the
norm.36
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One example of a highly successful family conglomerate in the
Gulf is the Al-Futtaim Group of the UAE. Al-Futtaim is, without a
doubt, one of the strongest family enterprises in the GCC and one of
the most effective local agents any multinational could find. Besides
representing an impressive (and comprehensive) list of multinational
firms such as IKEA, Toys ‘R’ Us, Hertz, and Honda, Al-Futtaim has
been at the forefront of retail property development through its port-
folio of shopping malls (known as “MAF Shopping Malls,” for Majid
Al-Futtaim). Its City Centre shopping mall in Dubai—a pioneer at the
time of its creation and for years considered the city’s most popular—
has been a convenient venue for locating and promoting Al-Futtaim
businesses such as Carrefour and Toyota/Lexus. Al-Futtaim has
expanded its shopping mall development capabilities well beyond
Dubai, undertaking projects elsewhere in the UAE and the GCC.
Muscat City Center in Oman, for example, is an MAF Shopping Malls
property. Al-Futtaim’s powerful real estate capabilities give multina-
tionals confidence that, if they partner with the group, their outlets
will be in prime locations with significant shopper traffic. Carrefour,
for example, has chosen Al Futtaim as its franchisee in the UAE,
Qatar, and Oman and as a joint franchisee with the Olayan Group for
the Saudi Arabian business.

As an illustration of how broad family conglomerates in the
region can be, it is worth taking a closer look at the business portfolio
of the Al-Futtaim Group. Table 2.6, though far from comprehensive,
presents some highlights of the group’s activities.

Al-Futtaim has managed to build formidable businesses across a
range of industries and has attracted distribution agreements with
leading US (e.g., Chrysler), European (e.g., Carrefour), and Asian
(e.g., Toyota) firms alike. The breadth and depth of its expertise, along
with its capital base, makes Al-Futtaim and other leading local con-
glomerates key pillars of their local economies and serious investors
in regional and overseas businesses.

The journal Arabian Business publishes a ranking of the “World’s
Richest Arabs”—a regional equivalent of the Forbes 400 ranking 
of America’s wealthiest individuals. Estimating private wealth is 
very difficult to do, since (1) many family businesses are not listed on
public exchanges and therefore are not required to provide public dis-
closure of their financials, (2) the precise shareholding of individual
family members in a conglomerate’s businesses is rarely known, and
(3) individual tax filings (which often provide insight into private
wealth) are customarily not required. Nonetheless, the “rich list” is
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useful for broadly illustrating how private wealth in the region is gen-
erally rooted in sprawling family conglomerates (see Table 2.7).

Many of the names listed are owners of well-known conglomer-
ates in their respective countries. In Saudi Arabia, for example, the
Olayan, Al Zamil, and Abdul Latif Jameel families are leading busi-
ness groups with high-profile holdings in (respectively) the financial
services, petrochemicals, and automotive industries. The Al Rajhi fam-
ily is a household name for establishing the Kingdom’s first—and still
dominant—Islamic bank. Saleh Kamel, founder of the Dallah Al
Baraka Group, holds major assets in the financial services sector as
well as in the media industry and beyond. The Bin Mahfouz family is
a major shareholder in National Commercial Bank, Saudi Arabia’s
largest bank by market share.37 The UAE families featured—including
the Al Ghurair, Al-Futtaim, and Gargash families—control significant
conglomerates, and the Al-Tajir Group is a major retailer. A quick scan
of the region’s wealthiest people thus highlights the importance of
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The Al-Futtaim Group at a Glance1

Attribute Description

Origins Founded in the 1930s as a trading enterprise; grew into a
conglomerate through the 1940s and 1950s

Number of companies Over 40 companies bear the Al-Futtaim name, not to mention
all the international brands that the group represents through
distribution and franchise agreements

Geographic presence While the UAE is its home market, Al-Futtaim has operations
in Bahrain, Kuwait, Qatar, Oman, and Egypt

Operating divisions • Automotive

• Electronics

• Retail services

• “Overseas” (international)

• Insurance

• Industries

• Real estate

Key retail brands IKEA, Carrefour, Toys ‘R’ Us, Marks & Spencer, Seiko,
Raymond Weil

Key auto brands Toyota/Lexus, Honda, Chrysler/Jeep/Dodge, Volvo, Hertz

Key electronics brands Panasonic, Sanyo, Toshiba, Alcatel

1 Al-Futtaim profile excerpted from Dubai & Co. and based on the corporate Web site and press releases.



family conglomerates (and the principals behind them) in building
fortunes of investable wealth.

The “conglomerate culture” of local business families, although
evolving rapidly, has a profound impact on the way many private
institutional investors act. Even when taking minority stakes, many
private institutions prefer to focus on sectors in which they have
operating expertise and deep familiarity. In addition to searching for
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Gulf Representation on Top 30 “Rich List” of Wealthiest Arabs1

Number on “Rich List”
Country Top 302 Individual/Family Listed

Saudi Arabia 15 Prince Alwaleed bin Talal Al Saud

Maan Al Sanea

Sheikh Mohamed Bin Issa Al Jaber

Mohammad Al Amoudi

The Bin Laden family

The Olayan family

Sulaiman Al Rajhi

Saleh Kamel

The Algosaibi family

The Al Zamil family

Mohamed Abdul Latif Jameel

Khalid bin Mahfouz

Saleh Al Rajhi

Sheikh Walid Al Ibrahim

Abdullah Al Rajhi

UAE 5 Abdulaziz Al Ghurair

The Gargash family

Mahdi Al Tajir

Majid Al-Futtaim

Abdullah Al-Futtaim

Kuwait 3 Nasser Al Kharafi

The Al Shaya family

Suad Al Humaidi

Bahrain 1 The Kanoo family

1 “Special Report: The World’s 50 Richest Arabs,” Arabian Business, December 2008,
www.arabianbusiness.com/richlist.
2 The numbers do not add up to 30 because 6 of the individuals or institutions ranked in the top 30 are not
GCC entities.

www.arabianbusiness.com/richlist


financial return, these conglomerates often buy into assets and portfo-
lio companies that have some strategic fit with the conglomerate’s
existing businesses. In this regard, they differ significantly from
returns-focused principal investment vehicles and private equity
funds, which look solely for investments that are strong in their own
right, as they have no intention of coordinating the activities of their
portfolio companies.

Take, for example, the case of the Kharafi Group of Kuwait.
Established in 1976 as a mechanical and electrical works, it has
expanded into a conglomerate of industrial companies, including
construction, development, and infrastructure-related industries. The
group also holds a major stake in the National Bank of Kuwait.38 One
strategic sector in which it has invested significantly is telecommuni-
cations. Kharafi, through its investment vehicle Al Khair, has taken a
30 percent stake in the Iraqi telecom provider Atheer and is also a sig-
nificant owner of Zain telecom. Zain has expanded significantly
beyond Kuwait, operating in Saudi Arabia and other Middle East
markets and potentially evolving into a pan-regional telecom opera-
tor.39 Whereas an investor who was driven solely by absolute return
objectives might build a more scattered portfolio of holdings, Kharafi
has adopted a focus on key infrastructure sectors in which it has both
operational and investment expertise.

Increasing Institutionalization

A major trend among private-sector investors in the region is
increased institutionalization. Historically, portfolios and assets were
typically held in individual names and financed through personal
bank accounts. Family members and friends would invest together in
assets, but they generally did so informally and kept their holdings in
the personal names of consortium participants. This informal method
of investment suited the overall economic environment in which the
leaders of merchant families were establishing and growing fortunes.
At that stage of development, more attention was paid to building
business enterprises than to managing assets and investments.

Over the past decade, however, far greater focus has been placed
on developing institutional processes for managing wealth and mak-
ing investment decisions. One reason for this has been that the scale of
fortunes has increased to the point that professional management, cus-
tomarily made up of nonfamily members, is appropriate considering
the sums being invested. Another reason is that decades of interaction
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with professional asset management firms have led to a natural migra-
tion of best practices, expertise, and staff from multinational firms into
regional family offices.

Perhaps the most important driver of institutionalization, how-
ever, has been the transition of influence and control to a new genera-
tion of Gulf leaders. Unlike their fathers and grandfathers, who built
fortunes in the post-boom period through entrepreneurship and
operating businesses, the generation that has come of age in the 1980s
has studied extensively overseas, worked with multinational firms,
and interacted heavily with global financial institutions. Formal
processes of investment review, portfolio management, and the struc-
turing of asset ownership come naturally to this new generation.
Institutional models are also well suited for passing on wealth from
one generation to the next, whereas personal inheritance models can
be more contentious and complex. This is an important concern as the
founders of Gulf business empires advance in age.

The rise of “family offices”—institutions that manage family
wealth—is thus a trend that has been embraced and supported by fam-
ilies themselves, the advisors who serve them, and regulators in the
region. The Dubai International Financial Centre (DIFC), for example,
has developed a distinct set of regulations for “single family offices,” or
SFOs. SFO regulations facilitate the establishment of family holding
companies and utilize family structures for holding and passing on
wealth.40 SFOs, which tap into nonfamily professionals to act as execu-
tive asset managers, adopt formal policies for investment review, asset
allocation, and portfolio management in ways that informal personal
structures historically have not done. 

Perhaps the most famous private institutional investor from the
region is Prince Alwaleed Bin Talal Alsaud, founder of the firm
Kingdom Holding Company and widely considered to be the wealth-
iest private Gulf citizen.41 Kingdom Holding Company, established in
1980, has evolved into a significant global investor with assets across
a wide range of sectors and countries. Figure 2.4, featured on the
Kingdom Holding Company Web site, nicely illustrates the com-
pany’s global reach and diversified asset base.

As is evident in Figure 2.4, financial services and hotels represent
a major share of Kingdom’s portfolio. At the same time, the company
holds assets in real estate, telecom, automotive, retail, and other sec-
tors as well. Table 2.8 lists some of Kingdom’s most prominent port-
folio companies and the company’s estimated equity stake in those
firms.
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F I G U R E 2.4

Kingdom Holdings Is a Truly Global, Diversified Investment Platform

Source: Kingdom Holdings Web site; accessed 2009.

T A B L E 2.8

Prominent Portfolio Companies of Kingdom Holding Company1

Stake
Sector Company Country (Estimated)

Financial services Citigroup United States 3.6%

Samba Financial Group Saudi Arabia 5%

Cal Merchant Bank Ghana 14%

United Bank for Africa Nigeria 13.7%

Ecobank Group Togo 10%

Hospitality Four Seasons Hotels Canada 45%
and Resorts

Fairmont Hotel San Francisco United States 50%

The Savoy Hotel United Kingdom 50%

The Plaza Hotel (New York) United States 50%

Monte Carlo Hotel Company Monaco 25%

Disneyland Resort and France 17.3%
Theme Park



Kingdom’s portfolio companies illustrate the breadth of private
holdings by Gulf-based investors. Kingdom holds minority stakes in
leading US firms, including Apple, Disney, Citigroup, and Motorola,
among others. These investments not only provide financial returns,
but also position Kingdom (and Prince Alwaleed) as a serious
investor on the world stage. In emerging markets, Kingdom tends to
hold larger stakes in portfolio companies—taking, for example, 10 to
15 percent stakes in a number of African banks. This may reflect the
fact that overall asset values are lower in emerging markets (hence,
the minimum value required to make an investment that is worth
Kingdom’s time necessarily buys a bigger stake) and Kingdom’s
appetite for greater control in the context of riskier investments.
Kingdom’s largest stakes are—not surprisingly—in Saudi invest-
ments that are closest to home and perhaps easiest to influence. Even
at home, however, Kingdom takes minority stakes (up to 50 percent)
rather than majority ownership of portfolio companies.
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Retail and consumer Saks Inc. United States 1.1%

Procter & Gamble United States 1%

Amazon.com United States 1%

eBay.com United States 1%

Priceline.com United States 1.76%

PepsiCo Beverages United States 1%
International

Media News Corporation Australia 1.8%

Time Warner United States 0.8%

The Walt Disney Company United States 1%

Saudi Research and Saudi Arabia 29.9%
Marketing Group

Real estate Kingdom Center (Riyadh) Saudi Arabia 36%

Canary Wharf Group United Kingdom 8%

Jerusalem Development Palestinian 5%
and Investment Company Territories

Real Estate Investment Saudi Arabia 38.8%
Company Limited

Technology Apple Computer United States 5%
and telecom

Motorola United States 1%

Silki La Silki National Saudi Arabia 25.4%
Telecommunications 
Company 

1 Zawya Company Profile; accessed March 31, 2009.



“Prestige” Investments

Of the four categories of Gulf investors identified in our framework,
private institutions are the most inclined toward “prestige” invest-
ments. Because private institutions are typically controlled by a fam-
ily or a small number of individuals, investments can be made based
on noncommercial grounds and personal preferences. The same is not
true for public-sector vehicles (which are accountable to govern-
ments) or for investment houses (which are accountable to their
investors).

Sheikh Mansour bin Zayed Al Nahyan, son of the UAE’s found-
ing ruler, also makes investments in his personal capacity. As a pri-
vate investor, he led a consortium buying the UK soccer team
Manchester City in 2007.42 The purchase, though it may prove prof-
itable one day, was generally seen as a “trophy asset” that reflected
the preferences and interests of the buyers more than a return-focused
financial investment.

Other types of Gulf investor have also bought their fair share of
prestigious assets. Bahrain-based Investcorp, for example, has owned
Tiffany & Co. and Gucci. Abu Dhabi’s Mubadala today owns 5 per-
cent of Ferrari. In the cases of both of these investors, however, busi-
ness benefits have been procured: Investcorp successfully exited its
luxury investments,43 and Mubadala has used its influence over
Ferrari to join the Formula 1 circuit in 2009 and to set up the world’s
first Ferrari theme park in Abu Dhabi.44 Private investors, by contrast,
are freer to pursue investments that bring nonfinancial benefits, such
as soccer teams, ranches, and prestigious buildings.

PRIVATE INVESTMENT HOUSES: MARKET-DRIVEN MANAGERS

The final category of Gulf-based institutional investors is private
investment houses—a dynamic and fast-growing category with
increasing importance in the region. The fundamental distinction
between “investment houses” and the private institutions dis-
cussed previously is that investment houses manage wealth on
behalf of third-party investors and clients. Whereas private institu-
tions (as defined in our framework) invest their own proprietary
wealth, investment houses provide services to Gulf clients and
manage funds on behalf of others. This difference creates stark con-
trasts in investment strategies, operating models, and internal
capabilities.
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Extensions of Banking and Core Financial Services

As private wealth in the GCC has grown, so has the need to provide
financial services to local clients. Expanding prosperity in the region
has enabled financial institutions to provide not only basic banking
products like savings accounts and personal loans, but also private
banking and wealth management solutions for wealthy clients based in
the region. Investment services have become a key proposition of GCC
financial institutions and can be a key contributor to banks’ overall
profitability. Although many of the Gulf’s wealthiest people keep
assets in offshore accounts with global banks in the United Kingdom,
Switzerland, Hong Kong, and Singapore, there is also a sizable demand
for investment services within the region. In the 1970s and 1980s, for
example, Bahrain emerged as a major banking hub for the region,
largely because it was a trusted and nearby haven for newly wealthy
Saudi investors.

In many ways, the rise of private investment houses is a natural
extension of core banking and financial services. There are, however,
important differences between the investment services customarily
provided by banks and those provided by specialist investment
houses, as shown in Table 2.9.

Investment houses specialize in marketing funds to investors
and generally do not provide financial services such as daily banking
and basic credit services. While many banks offer their clients invest-
ment products, they generally do not manage funds directly—they
work with external fund managers or feed assets into existing funds
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T A B L E 2.9

Investment Houses Differ from Banks along Several Dimensions

Banks Investment Houses

Provide investment services as part of a Relationship with clients is focused on
broader client relationship investment services

Offer a range of savings and investment Customarily focus on 
“products” marketing investment funds

Often act as a distribution channel for Have internal management capabilities 
external fund managers and generally manage funds directly

Service retail, commercial, high-net-worth, Focus on high-net-worth and 
and institutional clients institutional investors



created by asset managers. Investment houses, in contrast, tend to
manage funds directly and develop the internal capabilities for doing
so. Unlike banking franchises, which serve a full range of customers,
investment houses focus on high-net-worth individuals and institu-
tional clients who are capable of making large investments in sophis-
ticated and risky investment funds.

Not surprisingly, investment houses in the region sprang up in
the wake of the oil boom of the 1970s and again in the sustained
boom of the 2000s. It’s noteworthy that the early pioneers of the
investment house category were established using investment bank-
ing licenses. Investcorp, for example, has been engaged in transac-
tions since 1982 and is registered as a “wholesale bank” under the
supervision of the Central Bank of Bahrain.45 Investment banking
licenses enabled Investcorp and other principal investment firms
such as Arcapita (formerly First Islamic Investment Bank) to partici-
pate in the arrangement of investments and then sell those invest-
ments to third-party investors. While these entities were established
as banks, in fact they behave more like private equity shops that
elsewhere in the world would be considered nonbanking financial
institutions.

It’s also important to note that, from the time of the oil booms
and associated wealth creation, international asset management firms
and fund managers have actively courted Gulf clients. The wealthiest
GCC families have long held accounts and assets with leading US and
European financial institutions such as Goldman Sachs, Morgan
Stanley, Merrill Lynch, UBS, and Barclay’s, among others. In the past
decade, global firms have increased their commitment to the region,
establishing offices in financial centers in Dubai and Qatar, building
teams with regional expertise and relationships, and seeing the Gulf
as a key growth market for wealth management. The focus of our cur-
rent analysis, however, is on the rise of investment houses based in
the region itself.

Sizable Mutual Fund Industry

As investable wealth in the region has grown, investing in listed
equity (stock) markets has been a natural first step for many
investors. It is common for Gulf-based banks and asset management
firms to offer their customers an array of mutual funds, including
funds focused on the home country (e.g., Saudi equity funds), funds
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focused on the broader region (GCC or MENA funds), and funds that
invest globally or in emerging markets.

In the category of GCC equity funds (funds concentrated on
stock markets) the firm Markaz Research estimated in February that
there were 51 asset managers in the category with a total of nearly 
$12 billion in assets under management. Of the top ten asset man-
agers in its ranking, five were Saudi entities, four hailed from Kuwait,
and one was from the UAE.46 Several of the top ten institutions,
including Riyad Capital, HSBC Saudi Arabia, Samba Financial
Group, NCB Capital (Saudi Arabia), and the National Bank of Abu
Dhabi,were entities affiliated with full-fledged commercial banks.

The volume of assets under management of mutual fund man-
agers fluctuates as stock markets go up and down. In the highly volatile
Gulf markets, swings in market capitalization have been particularly
pronounced, with multiple boom-and-bust cycles experienced this
decade. Following a strong bull market from 2001 to 2006, equity mar-
kets suffered a severe correction in 2006 despite overall economic
strength and earnings growth that year. Markets then recovered but
declined heavily again in 2008 as a result of the global financial crisis
and the expected economic recession. According to the Markaz study,
regional equity managers were holding an average of 29 percent of
assets in cash by December 2008 (fleeing the sinking stock exchanges),
whereas only 6 percent of fund assets were held in cash in April of the
same year.47

Although regional markets are developing, they remain far less
developed than the more established public markets in the United
States, Europe, and parts of Asia. Markets remain largely sentiment-
driven, with share prices often moving on the basis of retail sentiment
more than on the analysis of earnings forecasts and hard numbers.
One key measure of this is the percentage of assets held directly by
retail investors as opposed to professional asset managers. It is esti-
mated that, in the Arab world overall, total managed assets amount to
roughly 6 to 7 percent of total market capitalization, whereas the
norm in other emerging markets is 20 to 25 percent. In the more
mature markets of Europe, the percentage of managed assets is
believed to be around 40 percent, between five and six times the fig-
ure for the Arab world.48 This figure suggests substantial headroom
for Gulf mutual funds to grow, and also indicates the challenge they
face in seeking to institutionalize what today are largely retail-driven
markets.
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Private Equity Shops Are Dynamic and Growing

Private equity has been a growing industry in the GCC region, and its
rise is one of the hallmarks of the boom of the 2000s. The Gulf Venture
Capital Association, a key industry body, estimated that the cumula-
tive funds of private equity and venture capital funds in the MENA
region reached nearly $20 billion by 2008.49 Figure 2.5 illustrates the
explosive growth in this sector in recent years:

It is estimated that since 2005, the pool of assets under man-
agement by regional private equity and venture capital (PE and
VC) firms has increased in volume about five times. At the same
time, the average size per fund has also grown (although far more
modestly) to over $250 million per fund. Therefore, growth in 
the industry has come mainly through the introduction of new
funds by both established players and new entrants. This is to 
be expected, since private equity and venture capital funds are 
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customarily closed-ended, and therefore new investments are chan-
neled to new funds.

Regional PE and VC firms have shown remarkable success in
some of their investments—even in the turbulent year 2008.
According to the same association report (citing data from the intelli-
gence firm Zawya), a number of leading PE firms exited investments
in 2008 with internal rates of return (IRRs) well above their stated tar-
gets.50 For example:

■ Abraaj Capital’s Buyout Fund II generated a reported
annualized IRR of 52 percent on its investment in National
Air Services (NAS) airlines—a remarkable feat considering
the large size of the original investment ($177 million).

■ Unicorn’s Global Private Equity Fund I (a fully Islamic fund)
achieved a reported annualized IRR of 98 percent on its
investment in the construction firm Ormix. 

■ SHUAA Partners Fund I, another pioneer in the region,
exited its investment in the retailer Damas Jewelry for 
$70 million, having entered at less than half that value 
($33 million) in 2005. The precise IRR is unknown, since the
detailed capital structure of the transaction has not been
made public.

PE and VC shops in the region operate with a unique set of oppor-
tunities and constraints. A number of these are outlined in Table 2.10.
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T A B L E 2.10

Regional Private Equity and Venture Capital Firms’ Opportunities
and Constraints

Opportunity Drivers Unique Constraints

Fundamental economic growth and earnings Capital markets are not mature, 
potential for portfolio companies making exit options less reliable

Restructuring of conglomerates and family Available market information is often 
enterprises limited

Active promotion of entrepreneurship Constraints associated with structuring
and operations remain

Ongoing deregulation of markets Regulatory constraints largely persist



The overall economic outlook for the region—especially when
compared to that for other markets worldwide—remains strong,
suggesting ongoing potential for profits and earnings growth for
portfolio companies. As discussed earlier, there is a major trend
underway toward the restructuring of conglomerates and family
enterprises, especially as family offices are institutionalized and new
generations take positions of leadership. The “rationalization” of
business portfolios—focusing on core areas of expertise and shed-
ding businesses that don’t fit—can lead to many promising private
equity investment opportunities. In addition, governments and pub-
lic institutions are increasingly stressing the importance of entrepre-
neurship by young nationals. Small and medium enterprise (SME)
funds have been established specifically to support such businesses,
and major foundations like the Mohammed Bin Rashid Foundation
and the Qatar Foundation actively promote entrepreneurship. In the
UAE, for example, the fund Alf Yad (which literally means “1,000
hands”) has been established as a for-profit fund with a broader
social mission. To quote the fund:

The premise behind the name is that over the course of ten years, Alf
Yad’s 1000 investors will have directly contributed towards the Arab
Economy and shall constitute the “one thousand hands” that will
invest capital and enable privately held businesses to flourish.51

In addition to efforts that specifically target entrepreneurship,
ongoing investment by GCC governments in establishing universi-
ties, research facilities, and other “knowledge infrastructure” helps
to foster an environment conducive to creating new businesses.
These businesses can become attractive investment opportunities for
Gulf-based private equity and venture capital firms in the years
ahead.

At the same time, the unique constraints associated with princi-
pal investments in the region should not be underestimated. As men-
tioned earlier, capital markets are not yet mature, and therefore plan-
ning exits via IPOs on local stock exchanges is not entirely reliable.
According to industry research, only 30 percent of private equity
exits in the region between 1998 and 2008 were through IPOs—a
strikingly low figure indicating the uncertainty associated with seek-
ing a public exit.52

Second, the information available in the market regarding the
performance of potential portfolio companies, their competitors, and
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other actors is often quite limited. This environment of imperfect
information can create advantages for actors who have greater access
to information than their rivals and counterparties do, but overall it
makes the investment process less efficient and more speculative. In
addition, there are often significant constraints associated with
investment structuring and ongoing operations, especially when
portfolio companies are family enterprises. Established stakeholders
often retain significant control, and conditions can be placed on mat-
ters such as the appointment of key executives, ongoing support for
pet projects, and the like. Outside buyers investing in such assets
need to be aware of the environment that they are entering.

Finally, although all post-WTO Gulf states are opening up various
sectors of their economies, regulations that limit foreign ownership in
key industries are still in place today. Thus, PE and VC funds that are
domiciled in offshore centers and have international shareholders may
be barred from taking majority stakes in otherwise attractive compa-
nies. Furthermore, employment laws and other requirements may
make it difficult to implement the type of sweeping organizational
changes that buyout firms often seek as value-creating strategies in
their portfolio companies.

Fund Managers Are Driving Increasing Intraregional Investment

Regional PE and VC funds have played an important role in driving one
of the key overall trends related to Gulf capital: an increased focus 
on intraregional investment. Whereas a number of key pioneers in 
the region’s PE and VC sector, such as Investcorp and Arcapita, have
focused almost exclusively on making investments in the West and the
broader OECD market, the generation of firms established in the past
decade focuses largely on investment opportunities within the Middle
East. A number of this decade’s most prominent firms—Abraaj Capital
(UAE), SHUAA Capital (UAE), Global Investment House (Kuwait), and
others—have made their most successful investments in the Middle
East region. Within this category of MENA-focused funds, Egypt has
been the single largest target market for acquisitions. Figure 2.6, also
drawn from the Gulf Venture Capital Association’s analysis, shows the
breakdown of investments by country.

Egypt’s appeal is not surprising, as it is by far the largest Arab
market by population and thus is fertile ground for consumer-facing
and population-driven businesses. A reported 73 percent of MENA
PE exits have been through either IPOs in Egypt or sales to Egyptian
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firms, illustrating Egypt’s viability as an exit market for principal
investors.53

It is noteworthy, however, that the three GCC markets featured in
the analysis—Saudi Arabia, the UAE, and Kuwait—combined drew
only 37 percent of investments. This, in our view, is a reflection of the
unique constraints and challenges of investing in the GCC, as well as a
reflection of the high historical valuations in the Gulf that have pushed
asset values up significantly (even for private companies). Principal
investors actively look for “bargain” entry prices, and over the past
years those have simply not been available in Gulf markets.

A CHANGING TOPOGRAPHY

The landscape of Gulf investors has evolved rapidly in recent years,
and the period ahead is likely to see further changes, so that various
categories of investors will face new sets of opportunities and chal-
lenges. Generalist sovereign wealth funds are likely to continue to
grow as surpluses are generated in the more prosperous member
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states of the GCC. In line with their core mission of preserving and
growing national wealth, the conservative, OECD-focused portfolio
strategies of these SWFs are likely to continue. Increased international
scrutiny is likely to be another reason for these SWFs to concentrate
on sovereign debt, fixed income, and diversified equity investments,
with minor stakes in listed companies. 

Specialist government investment vehicles are likely to become
increasingly important as GCC states pursue economic strategies of
diversification and skill building. Specialist GIVs are starting to show
signs of success in building ties with world-class companies, building
assets of strategic importance, and fostering an active investment
strategy for a portion of the Gulf states’ surplus wealth. In the years
ahead, we can expect to see expansion in the specialist GIV category,
and also greater coordination among GIVs (especially in the UAE).
Partnerships and co-investment relationships between specialist
GIVs and private investors may take root, meeting the investment
objectives of both groups and (more important) a broader goal of
enhancing private-sector involvement in the region’s capital forma-
tion and deployment.

Private institutions will evolve with the Gulf economies and
with the demographic shifts in the region. Increased focus and insti-
tutionalization are major trends that are already underway and are
expected to continue strongly. Shifts in the operating models of pri-
vate institutions are likely to create significant opportunities for
investment firms seeking portfolio companies, firms seeking to raise
Gulf capital, advisors who serve them both, and professionals seeking
opportunities in the region.

Investment houses stand poised to benefit from enhanced capital
markets, ongoing deregulation, and evolving business structures in
the region. As investment houses further prove themselves and their
capabilities, deeper relationships can be built with the private
investors who fund them and, interestingly, with the specialist GIVs
that are taking root in the region. Decision makers are likely to
encourage greater collaboration as they seek to ensure that public
investors do not “crowd out” the private sector.

While the future topography of the Gulf’s investor landscape
cannot be precisely predicted, key forces that are at play and are likely
to shape the future have been identified. Considering the ongoing
importance of the GCC to global markets, financial professionals will
be well served by keeping an eye on the moving parts creating the
dynamism of the Gulf’s institutional landscape.
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KEY LESSONS

■ Gulf capital is not a monolith—the landscape of GCC-based institutional
investors is complex and evolving.

■ Generalist sovereign wealth funds (better described as national trusts) are
the region’s largest and most mature investors. Their mission—to preserve
and grow national wealth—leads them to pursue conservative investment
strategies.

■ Specialist government investment vehicles act as focused hybrids, pursu-
ing specific investment strategies that are relevant to their countries’ over-
all economic development plans while operating like private firms.

■ Private institutions, which generally trace their roots to family conglomer-
ates, have long been important investors in the region. They are becoming
increasingly institutionalized as new leadership emerges within them.

■ Investment houses, although today managing a modest portion of the Gulf’s
overall wealth, are increasing in importance and play a key role in enabling
intraregional investment.



3 C H A P T E R

Values and Value: 
Islamic Finance in the 
Gulf and Beyond

[The] ethical principles on which Islamic finance is based may bring
banks closer to their clients and to the true spirit which should mark
every financial service.1

—Vatican publication, March 2009

Once, on a flight from Zurich to Riyadh, I was seated next to a busi-
nessperson who was visiting Saudi Arabia for the first time. She was
a senior executive at a massive global energy conglomerate for which
the Gulf region was critical to business success. Although her role was
not directly related to the Gulf Cooperation Council (GCC), she was
visiting the region as part of a project in her portfolio of responsibilities.

When I mentioned my involvement in Islamic finance, she was
noticeably intrigued. She asked me to tell her more about the field. I
said I would, but that first I was curious about what the term Islamic
finance meant to her. “To me,” she said, “it sounds like providing
financing for mosques or funding for Muslim charities.” She then
went on to discuss the presence of Muslim charitable institutions in
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Europe. Strikingly, her perception of Islamic finance had nothing to
do with banking, investments, or commercial financial services.2

It’s often noted that Islamic finance, which more precisely can be
called Shariah-compliant financial services, is a fast-growing sector
with increasing importance on the global stage. Major financial insti-
tutions, including HSBC, Citibank, Deutsche Bank, UBS, Standard
Chartered, and dozens more, have introduced Islamic products and
services and see such business lines as key potential engines of
growth. Major business publications feature stories on “Islamic
finance” with increasing frequency, and financial professionals are
coming across the term more often. In fact, a Harvard Business Review
piece on the rise of Islamic finance as a global player was featured in
the journal’s “Breakthrough Ideas” issue in 2008.3 The term is quickly
becoming a part of the lexicon of global business.

Despite the heightened profile of Islamic finance, misunder-
standings and misconceptions of the term abound. Some people
mistakenly think that Islamic finance includes all banking and invest-
ments undertaken by Muslims, even though the bulk of such activity
is in fact undertaken through conventional (not Shariah-compliant)
ways. The Islamic finance sector therefore makes up only a very small
portion of Muslims’ overall financial activities. Frequently, I have
been asked how a financial institution can earn a profit and still be
deemed “Islamic.” A colleague who leads the Islamic finance pro-
gram at a leading university is often approached by students who
interpret the Islamic finance program as being a scholarship fund.
Those with greater exposure to the sector sometimes focus solely on
the prohibition of interest (one key principle of Islamic finance) and
miss the broader ethical and economic frameworks. Furthermore,
observers often note the similarities between Islamic offerings and
their conventional counterparts and conclude that there is no “real”
difference between Islamic finance and conventional banking.4

Although this is often a fair criticism, it generally overlooks key pro-
cedural and structural differences—differences that have an impact
on Shariah compliance even if pricing and economic outcomes are
identical.

This chapter provides a brief overview of the Islamic finance sec-
tor, introducing it to nonspecialists. The focus is on Islamic finance as a
commercial phenomenon that is of increasing importance to the global
financial system. We do not seek to provide a comprehensive primer
on the principles, structures, and technical aspects of Islamic finance—
there are other books available that do so.5 Instead, we present the
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commercial and strategic aspects of Islamic finance as a “new global
player”—a sector that is of relevance to financial professionals
worldwide. The chapter begins with an overview of Islamic financial
principles and their grounding in universal ethics. Next, we discuss
the evolution of the Islamic finance sector and provide a snapshot of
the industry landscape. We then comment on key challenges facing
the sector, exploring in depth its “authenticity challenge” and “real
economy imperative.” Overall, we present the sector as dynamic
and growing, but also facing fundamental challenges—challenges
that must be addressed if Islamic finance is to continue its growth
trajectory in the decade ahead.

PRINCIPLES ROOTED IN COMMON VALUES

Islamic law, referred to as the Shariah in Arabic and in other Muslim
languages, is a deep and rich intellectual tradition.6 Like canon law,
rabbinical law, and the secular liberal tradition, Islamic law is replete
with well-developed schools of thought. The tradition includes schol-
arly tomes and detailed analysis rooted in principles, texts, and other
proofs. The field of Islamic jurisprudence is referred to in Arabic as
fiqh (from the root for “understanding”). It signifies the efforts of legal
specialists to interpret the Shariah and apply it to particular human
circumstances. A trained expert in jurisprudence is referred to as a
faqih and is often addressed with the honorific title “shaykh.”7

Importantly, there is a distinction between jurisprudence (fiqh),
which is expressed in guidelines and in opinions referred to as fatawa’
(the plural form of the word fatwa), and legal judgments of the state. A
fatwa represents the expert opinion of a jurist, but it does not have the
status of law and is not backed by the power of the state. Therefore, a
variety of expert opinions regarding the same matter can be freely
circulating in a society. This is especially true in matters that are con-
temporary in nature (like modern financial services) and are prone to
a diversity of opinions. A legal judgment in a court of law is referred
to as qada’ and is backed by the infrastructure of the state. 

Within the field of jurisprudence, one major category of special-
ization is the jurisprudence of transactions (fiqh al-mu‘amalat), an area
encompassing business transactions, financial arrangements, and so
on. Although many people are exposed only to the aspects of fiqh al-
mu‘amalat that pertain to Islamic financial services, it should be noted
that the field has deep roots in the classical Islamic tradition and refers to
more than just finance. For example, guidelines for paying employees
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on time and disclosing shortcomings in goods that are being sold are all
part of the same body of jurisprudence that governs lending and invest-
ments. This should be borne in mind by practitioners and observers of
Islamic finance alike, lest the focus be placed solely on the technical
aspects of financial structuring, neglecting the broader ethical spirit of
the tradition.

The depth of Islamic jurisprudence cannot, of course, be reduced
to a handful of pithy maxims. There is, nonetheless, value in stating
some core principles that run through the tradition and provide a
general ethical framework for understanding the detailed rules that
are derived from them. Figure 3.1 features four key principles under-
pinning Islamic financial ethics that are rooted in common values.8

Aligning Financial Activity with Ethics

The first of these core principles—and, in my view, the most funda-
mental—is that if something is immoral, one must not profit from it. In
other words, one’s financial activities must be consistent with her
overall ethics and values. If an investor believes, for example, that
gambling is wrong, it would be inappropriate for her to profit from
gambling by owning a casino. This basic principle generally manifests
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If something is immoral, one cannot profit from it.1

To share reward, one must also share risk.2

One cannot sell what one does not own.3

In any transaction, one must clearly specify what one
is buying or selling and what price is being paid.

4

Wealth is a trust, held with conditions.
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itself in social interaction—most people would find it difficult to
deeply admire someone whose income is derived from selling illegal
narcotics, even if he is an exceptionally pleasant and well-mannered
person.

This principle is fairly intuitive and straightforward, yet (strik-
ingly) it is very rarely applied in the world of contemporary invest-
ments. Countless teachers’ unions, for example, may unknowingly be
investing part of their pension funds in tobacco stocks through diver-
sified mutual funds. These teachers might be unpleasantly surprised
to know that they are deriving financial benefit from an industry that
they consider unethical. Similar issues may exist with regard to
defense contractors that manufacture weapons. In the run-up to the
war in Iraq, for example, students and faculty at a major university
objected when they believed that the university endowment was
investing in manufacturers of military hardware and weapons. Such
complaints are, however, quite rare—as is evident from the fact that
several charities were victimized by Bernard Madoff’s extensive
investment-scheme fraud discovered in late 2008. Beyond seeking a
solid return on their investable assets, it does not appear that the char-
ities probed deeply into whether Madoff’s investment practices were
consistent with the charities’ own ethics and values.

Leading asset management institutions, whether they be third-
party managers of funds like State Street and Vanguard or principal
investors like university endowments and pension funds, have in-
creasingly accommodated investors who seek “socially responsible
investments” (SRI), “green” or environment-friendly funds, and other
ethics-based investment criteria. Historically, such constraints have
made investment managers uncomfortable—these managers are,
after all, trained to optimize returns within a range of possible invest-
ment options. It logically follows that the more flexibility they have
(all else being equal), the better. In addition, the introduction of ethi-
cal screens that rule out certain investments can be complex and time-
consuming, possibly detracting from the returns and “distracting”
investment committees. Today, there is greater sensitivity toward
socially responsible funds, yet the category remains a small fraction
of the total universe of invested wealth.

In the case of Islamic investments, the ethical screens are rooted
in principles and directives from the Shariah. The bulk of the “prohib-
ited” sectors overlap with the sectors that are customarily screened
out of conventional SRI funds, such as (for example) pornography,
gambling, and weapons. There are, however, sectors that are screened
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out by Islamic funds but not by most SRI funds because they relate to
practices that are prohibited in Islam but not in other ethical tradi-
tions. The largest of these sectors is conventional financial services—
since Islamic law views interest-based financial services as impermis-
sible, conventional banking and insurance stocks are screened out of
Islamic funds. In addition, Islam’s prohibitions on drinking alcohol
and consuming pork extend to investing in breweries, bars, and pork-
related businesses. Some SRI funds may also screen out alcohol;
others may not. A further (also crucial) distinction is that Islamic
funds are generally required to “purify” their returns by removing
any portion of the return that is deemed to be from impermissible
sources. The purification process takes into account the percentage of
income of companies in the portfolio that comes from activities that
do not conform to the Shariah.

When investing in publicly listed stocks, Islamic funds customar-
ily apply three types of screens during the Shariah filtering process. The
first filter looks at the nature of companies’ business—companies
whose core business is in an impermissible sector (casinos, for exam-
ple) are excluded from the set of permissible investments. The second
filter looks at the percentage of the companies’ income that comes from
interest or interest-based investments. If a significant proportion of its
income comes from interest, a company may be screened out even if its
core business is acceptable. Imagine, for example, a technology com-
pany that has received private equity funding and holds a great deal of
its assets in interest-bearing accounts and Treasury bills. If interest
income represents a substantial portion of its total income, this com-
pany may not be eligible for investment by an Islamic fund. The third
screen looks at a company’s overall debt-to-equity ratio. If a company’s
balance sheet is heavily leveraged (using conventional, interest-based
leverage), it can be screened out irrespective of its core business.
Conventional real estate development companies are therefore custom-
arily screened out, even though real estate investment itself is allowed
in Islam. If the debt on a company’s balance sheet is structured in a
Shariah-compliant manner (i.e., is not interest-based), the debt-to-
equity screen is not applied. This is because the motivation behind the
rule is to screen out companies that benefit from the use of interest.
Investing in leveraged Islamic banks and Shariah-compliant real estate
companies is therefore deemed permissible without analysis of their
debt-to-equity ratios.

The principle of not profiting from immoral activities extends
beyond the realm of investments. According to the Shariah, Muslims
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should, for example, avoid working in impermissible businesses such
as breweries. Similarly, Muslims storeowners are instructed not to sell
alcohol to their customers. Often, especially in the West, practicing
Muslims engage in these activities, citing “necessity” or a lack of
other options. The intent of the Shariah, however, is that a person’s
entire economic activity be in conformity with her values.

Bearing a Risk to Enjoy a Return

The most famous injunction of Islamic finance is its prohibition of
conventional interest. This prohibition is rooted in the Qur’an, which
prohibits a practice that is called riba in Arabic and is traditionally
interpreted to include modern interest. More precisely, it is under-
stood to include all forms of a guaranteed return on moneylending in
excess of the principal amount lent. Demanding repayment of $105
next year for $100 lent today would be considered an impermissible
arrangement. There is also a form of interest related to bartering
commodities that is called riba al-fadl (prohibiting the uneven exchange
of the same commodity), which is generally less relevant to modern,
currency-intermediated financial activity.9

One moral critique of interest-based lending is that it is unfair to
the borrower because of the misallocation of risk and reward. The
borrower may, for example, be borrowing the money in order to fund
a business. In operating the business, he is taking a risk—the business
could succeed, or it could fail. The interest-based lender, however,
locks in a guaranteed return regardless of how the business performs.
In other words, the lender seeks a guaranteed return without under-
taking a commensurate risk. Of course, conventional economists
would argue that the lender undertakes a real risk in the form of
credit risk—the risk that the borrower may not pay back the loan.
This highlights an important principle in Islamic law: that agreements
should be assessed based on the expectation that they will be fulfilled.
One cannot enter into a contract that, if it is fulfilled, is deemed to be
“unjust,” even if it is possible that the contract will not be fulfilled.

Another rationale cited by economists regarding the prohibition
of interest relates to the very role of money in the economy. According
to Islamic economists, the Shariah views money as a store of value
and a medium of exchange, not as a commodity. Therefore, money
should not be exchanged at a price; rather, it should be a means for
the exchange of goods and services.10 This perspective explains why
the view that an interest rate merely represents the “price of money”
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(and should therefore be acceptable) is incompatible with classical
Islamic economics.

The prohibition of interest was not a new concept introduced by
Islam; in fact, interest was long banned by all three Abrahamic faiths
(Judaism, Christianity, and Islam) and by other ethical traditions in the
world. As discussed by British economist Ann Pettifor, Christianity’s
ban on interest persisted until after the Protestant Reformation, when
theologians created a distinction between “usury,” which was deemed
to be excessively high compensation for moneylending, and “interest,”
which was deemed to be a fair price for extending credit. A rate of 
5 percent per annum was considered to be a fair interest rate, and this
perspective began to take hold. 

Despite the shift in theology, however, public perceptions of
moneylending and interest-based activities remained highly negative
for a long time. Christians of high standing considered it undesirable
to marry into moneylending families, and the business of lending for
profit was often looked down on.11 Over time, however, interest-based
financing became the norm, and the social stigma associated with it
was dropped. A moral disdain for “usurious” rates of interest has,
nonetheless, remained. In the United States, for example, “usury laws”
that cap interest rates are quite common. In the postcrisis discussions
regarding predatory lending, policy makers have increasingly criti-
cized credit card companies and subprime lenders for practices that
trap customers into interest rates of 20 percent or higher. An increased
awareness has emerged that high rates of interest can keep individuals
and families in cycles of perpetual debt and make the accumulation of
wealth extremely difficult. 

A key implication of the prohibition of interest is that it also
leads to a prohibition of the sale of debt. The discounting of a
payment stream of receivables at a price other than the face value of
the receivables is not allowed because it is a form of interest. For
example, a debt in the amount of $100 to be received one year from
today cannot be transferred to another party in exchange for an
immediate payment of $95. The prohibition on the sale of debt (a view
held by the majority of contemporary Islamic scholars, but not by
all)12 is a crucial difference between Islamic finance and conventional
capital markets, in which the packaging and sale of payment streams
(for example, collateralized debt obligations, or CDOs) is common
and is considered essential to efficient markets. Opaqueness in the
transfer of debt, misleading ratings regarding the quality of the debt,
and misaligned incentives between the originators of debt and the
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ultimate holders of the debt have, however, all been cited as key
causes of the global financial crisis that came to a head in 2008.13 The
ban on selling debt is the clearest manner in which Islamic finance
principles proscribe certain practices that led to the financial crisis.  

Although Islamic finance prohibits charging for moneylending
and the practice of compounding interest, it is important to note that
the Shariah and Islamic economics do acknowledge the time value of
money. A merchant can, for example, charge a higher price in the case
of a sale with deferred payment (for example, if payment will be
made in a year) than she would if the buyer were paying cash today.
Similarly, it is acceptable for the price to be lower if a customer pays
today for property to be delivered in the future than it would be if the
customer paid later on (say, at the time of delivery).14 There is recog-
nition of the opportunity cost associated with having cash in hand—
the merchant could have used these funds for additional trading, and
the customer could have invested the money and earned a return
elsewhere. Thus, Islamic finance does not neglect the reality of the
time value of money.

The key distinction between Islamic finance and conventional
lending, therefore, is that Islamic finance is rooted in trade (the
exchange of assets) rather than in moneylending (charging interest on
money lent). The Qur’an itself emphasizes this distinction and recog-
nizes its subtleties. Addressing the argument that interest-based lend-
ing is simply a form of trade, the Qur’an says, “that is because they say
‘indeed, trade is like interest;’ whereas God has made trade permissible
and has prohibited interest.”15 To comply with this ruling, Islamic
finance must be asset-intermediated and involve the exchange of goods
rather than charging for the use of money.

The financing structure called murabaha, or “markup” financing,
illustrates this fundamental concept of asset intermediation. The first
step in the murabaha process—like the first step in a conventional
financing process—involves a customer identifying a good that he
wishes to purchase (for example, furniture). In a conventional financ-
ing, the lender would simply provide the customer with the cash at a
particular interest rate. In a murabaha structure, however, the financier
must itself purchase the furniture, take legal ownership of the furni-
ture, and then sell it to the end customer for profit. Conceptually, the
extra step (in which the financier buys the asset) turns the transaction
into a trade rather than a moneylending arrangement. In practice, the
financier typically appoints the end customer to make the purchase
on its behalf (so that the financier technically owns the furniture but
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does not have to go to the store and collect it). Observers have noted
that the murabaha structure replicates conventional financing and
hardly seems different—in fact, the agency agreement through which
the customer buys the asset on behalf of the bank may seem cumber-
some. The step by which the financier owns the asset (and thereby
takes ownership risk at least temporarily) is nonetheless an important
procedural difference, without which the financing arrangement
would not be deemed Shariah-compliant.

Table 3.1 provides a brief overview of key structures used in
Islamic finance, highlighting the manner in which they incorporate
(at least conceptually) aspects of trade and commercial risk.

Table 3.1 is by no means an exhaustive list of all Islamic financial
structures, nor does it describe all attributes of these structures. Its
purpose is to demonstrate how Islamic financial structures differ
from their conventional counterparts in that they are designed (at
least conceptually) to take on some aspect of tradelike or commercial
risk.

Not Selling What One Does Not Own

A third core principle of Islamic financial ethics is that one cannot sell
something that he does not own. This principle is straightforward,
but it has significant implications for investment practices in contem-
porary capital markets. In particular, the principle makes short selling
(selling stocks or other financial securities that one does not yet own)
impermissible.

Short selling has become so common in today’s financial mar-
kets that most people find little reason to reflect on it. It’s interesting,
however, to contrast the ethics of investing in a stock by purchasing it
(“going long”) with short selling (“going short”). When an investor
goes long, it is because he believes that the value of a security will go
up, and he wishes to benefit from this rise in value. The person from
whom the investor is buying (through a broker) may be selling in
order to cash in or to create liquidity to permit the purchase of
another asset. When an investor goes short, by contrast, she is seeking
to benefit from the decline in a security’s value. Her underlying belief
is that the asset is overvalued and will come down in price. In addi-
tion, in order for the short-selling arrangement to be made, there
needs to be an investor (or at least a broker) taking the opposite point
of view. A short seller’s position, therefore, may be seen more of a bet
on the market than something linked to an economic interest in the
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Structure Conventional Equivalent Financing Process Tradelike and Commercial Attributes

Murabaha (markup financing) Typical consumer credit The financier purchases the The financier acts as the direct seller and 
asset from the original seller takes ownership risk on the asset (at least 
and then sells it to the end temporarily)
user

Mudaraba (partnership Agency agreements and Investors provide capital, and Investors take on the commercial risk of 
between capital and asset/fund management management takes responsibility the venture; the investment could lose 
management) arrangements for generating profits. Profits are value

shared between investors and 
management

Musharaka (equity Equity partnership Investors provide equity capital Investors take on the commercial risk of 
partnership) in return for ownership in an the asset or venture; the investment could

asset or venture lose value

Ijara (leasing) Leasing arrangement The financier takes ownership The financier takes (at least conceptually)
of the asset and leases it to the ownership risk on the asset for the period 
end user of the lease

Sukuk (“Islamic bonds”)1 Conventional bonds Investors take ownership in a Investors are in fact equity holders in a 
special-purpose vehicle (SPV) vehicle and take the associated ownership 
that owns assets. The SPV risk
generates income through  
leasing the assets to the end user
or through other means, and  
that income flows through to 
the investors

1 There are a variety of structures used for sukuk; the description here speaks in general terms that are applicable to a number of sukuk structures.

T A B L E 3.1

Select Islamic Finance Structures and Their Tradelike Features
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asset. As Islamic finance focuses on actual assets and their apprecia-
tion, short selling does not fit its principles. 

It’s noteworthy that, at the height of the financial crisis in
2008–2009, market regulators introduced temporary bans on short-
selling stocks in the financial sector. Presumably, this was to prevent the
shares of major banks from falling even further after their precipitous
declines. Regulators sought to limit action in this sector to two types of
actors: shareholders who wished to sell down existing positions, and
potential investors who wished to buy the shares and “go long.”
Regulators took the view (at least temporarily) that short selling was
unhealthy for the market and excessively destabilizing.

The ban on short selling does introduce a constraint on Islamic
investors that conventional investors may not have. Islamic investors
are required to take a more fundamental view of investments, buy-
ing assets that they believe will appreciate, and avoiding those that
they believe will decline in value. An investor who believes that a
security will decline could use this insight to sell down his existing
position or simply avoid buying it in the event that he does not yet
own it. Short selling and benefiting from the security’s decline is not
an option. 

Knowing (Precisely) What One Is Buying or Selling

A fourth basic principle of Islamic finance is that, in a transaction, one
must specify what she is buying and what price is being paid. The
underlying concept of relevance here is referred to in Arabic as gharar,
or excessive uncertainty. A prime example of gharar can be drawn
from the famous Monty Hall game show Let’s Make a Deal. In the
show, a contestant could trade in a prize in hand for the unknown
contents of a box or whatever was behind “Curtain 1,” “Curtain 2,” or
“Curtain 3” (see Figure 3.2).

The contestant had no idea what was behind each curtain and
had no fact-based way to judge whether the items behind the curtains
were of greater or lesser value than what he already had in hand. At
times, there was an additional layer of gharar in that the contestant also
did not know the value of what he had in hand—it could, for example,
be a roll of bills with the value of only the top note revealed. The con-
testant would therefore need to guess both the value of what he
already had and the value of what was behind the curtains.16 While
Let’s Make a Deal was of course a game and not an actual business,
there are commercial contexts in which assets (for example, foreclosed
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properties that are sold “as is” with no opportunity to inspect them)
are sold with highly imprecise information.

Conventional insurance has traditionally been considered
impermissible by Islamic scholars because of a perception of gharar.
The terms associated with the insurance policy and payment scenar-
ios have been deemed to be insufficiently precise—the buyer may
know what premium she is paying, but whether a claim will ever be
made, what the amount of that claim will be, and when it might be
made are all unknown. Irrespective of how much a policyholder con-
tributes, often she will see no return on payments made. The industry
of takaful (an Islamic equivalent of insurance) operates differently in
that it employs a mutual assurance model by which policy owners
contribute capital, share any profits from investments, and agree to
pay out “claims” in the event that other contributors suffer a defined
loss. This mutual model is seen as more fair and transparent for all
parties.

In commenting on the financial crisis of 2008–2009, some
observers have viewed the opaqueness of certain debt-based instru-
ments such as collateralized debt obligations (CDOs) as contempo-
rary examples of gharar.17 The misrating (and subsequent mispricing)
of such securities added to the confusion of investors holding debt
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Let’s Make a Deal Is a Prime Example of the Principle of Gharar
(Excessive Uncertainty)

Source: Let’s Make a Deal official Web site; accessed July 2009.



traded on capital markets. “Toxic paper” flowed through capital mar-
kets while investors remained uncertain as to who, in fact, was left
holding the bad debts. As regulators around the world have called for
greater transparency and disclosure, the risks of excessive uncertainty
have been broadly appreciated.

The principles discussed here are by no means an exhaustive
discussion of the rules and procedures of Islamic finance. They do,
however, provide a basic grounding in a core set of guidelines that are
common and accessible across a range of ethical traditions. Whereas
the structures used in Islamic finance sometimes seem complex and
technically cumbersome, the guiding principles that direct them can
be fairly straightforward. The challenge, as we shall discuss later, has
been to design products and services that conform to these principles
and also conform to customer expectations.

AN EVOLVING INDUSTRY

Although Muslims have been conducting business and financial
affairs in accordance with the Shariah for over 1,400 years, the mod-
ern Islamic finance industry is a fairly young sector. Its conceptual
roots can be traced back to the 1950s, with modern Islamic financial
institutions being established in the 1960s, 1970s, and thereafter. The
sector has gained sizable market share, especially in the Gulf region,
in the 2000s and is considered to be an integral part of the overall
financial system in a number of Muslim countries. In addition,
Islamic finance has emerged as a fast-growing niche industry in coun-
tries in which there are significant Muslim minority communities,
including the United States, the United Kingdom, Germany, Hong
Kong, Singapore, and many more. The strategic landscape of the sec-
tor is dynamic and rapidly changing, with new entrants appearing in
the marketplace, often with substantial capital bases and strong spon-
sors. As the sector evolves, it faces both promising opportunities and
significant challenges.

Diverse Origins

Although a number of today’s leading Islamic financial institutions
are based in the GCC, many of the pioneers in the sector were from
outside the Gulf region. The earliest ideas, institutions, and initiatives
in modern Islamic finance and economics appeared largely in
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Malaysia, Egypt, South Asia, and other parts of the Muslim world
(see Table 3.2).

Tabung Haji, a Malaysian institution, is a key example embodying
the spirit of Islamic finance’s pioneers. The institution was created in
1963 as a savings and investment platform, specifically to help
Malaysians save and build wealth for performing Hajj (the pilgrimage
to Mecca). Since its very purpose was linked to the religious practice of
pilgrimage, it naturally followed that Tabung Haji’s investments must
be Shariah-compliant. Tabung Haji continues to thrive today, providing
both investment services for millions of Malaysians and logistical sup-
port (in Malaysia and in Saudi Arabia) for thousands of Malaysians
during the Hajj itself.18

As illustrated in Figure 3.3, Tabung Haji’s business model reflects
a number of themes that motivated the establishment of Islamic finan-
cial institutions in the 1960s and 1970s.
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Initiative Year Country Description

Tabung Haji 1962 Malaysia Savings and investment vehicle for 
pilgrims performing Hajj

Mit Ghamr 1963 Egypt Rural bank based on
Savings Bank profit-and-loss-sharing financing

Islamic Development 1975 Multilateral; Multilateral development bank funded 
Bank based by all member countries of the 

in Saudi Organization of the Islamic Conference 
Arabia (OIC)

Faisal Islamic 1977 Sudan Commercial bank; member of Dar 
Bank (Sudan) Al-Maal Al-Islami (DMI) Trust

Jordan Islamic 1978 Jordan Institution to mobilize savings for 
Bank for Finance industrial development
and Investment

Faisal Islamic Bank 1979 Egypt Commercial bank; member of Dar 
of Egypt Al-Maal Al-Islami (DMI) Trust

Islamic International 1980 Egypt Institution to mobilize savings for 
Bank for Investment industrial development
and Development

Mandatory 1980s Iran, Government initiatives mandating that 
“Islamization” Pakistan, all financial services comply with the 
initiatives Sudan Shariah

Bank Islam Malaysia 1983 Malaysia Commercial bank

T A B L E 3.2

Pioneering Islamic Finance Efforts from Outside the Gulf



Like other early Islamic financial institutions, Tabung Haji
focused on the mass market of retail customers. Although Islamic
finance has today evolved to include corporate and institutional client
bases, the original customer demand for Shariah-compliant services
was rooted principally in the retail market. Customer demand “from
the bottom up” has driven the growth of Islamic finance since its
inception.

Additionally, Tabung Haji has been focused on savings and
investments—helping customers to grow their wealth in a Shariah-
compliant way. This orientation is consistent with a broader Islamic
ethos that eschews debt for personal consumption and instead favors
savings and investment in economically productive activities. This
stands in contrast to contemporary lending practices (often copied by
Islamic banks as well) that promote personal debt through the aggres-
sive marketing of consumption loans. Tabung Haji focused on a
genuine need, savings for pilgrimage, and has maintained its focus on
this need. Another pioneer, Mit Ghamr Savings Bank, focused on the
needs of rural Egyptians who were underserved by conventional
banks. Mit Ghamr’s life came to a controversial end (it was shut
down by the government amid allegations of impropriety), but the
need it sought to address was certainly a real one.

Another aspect of Tabung Haji’s business model that was shared
by other founders of the Islamic finance industry is the support of
trade flows in the Islamic world. The Hajj traffic brings with it signifi-
cant exchange of goods and services, creating economic links among
Muslim countries. One motivation of Islamic finance’s pioneers, which
is especially clear in the case of the multilateral Islamic Development
Bank, was to encourage trade between Muslim countries as a vehicle
for economic development.
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Addressing genuine financial need

Supporting trade flows in the Islamic world

2

3

4

Retail (mass-market) proposition
1

F I G U R E 3.3

Tabung Haji Reflects the Spirit of Modern Islamic Finance’s Pioneers



In the 1980s, three countries (through differing approaches)
adopted mandatory “Islamization” programs in their banking sectors:
Iran, Pakistan, and Sudan. As a matter of policy, these countries felt that
their banking sectors must be entirely Islamic, and edicts to this effect
were issued. The mandatory and swift nature of such Islamization
initiatives led, however, to unintended consequences—one of which
was the superficial “conversion” of banks without sufficiently chang-
ing their product structures and operations. Often, customers saw no
change in their experience except that names and labels were changed
(for example, calling something a “profit rate” rather than an “interest
rate”), without sufficiently changing the underlying product. Even
though forced Islamization has been revoked in Pakistan and conven-
tional banks have long since dropped the Islamic labels, strongly nega-
tive impressions of Islamic banking have persisted among customers
who witnessed the “window-dressing” approach. Some assume that
all Islamic banks’ claims of Shariah compliance are as weak as those of
the banks that adopted window dressing out of regulatory necessity.
This assumption continues to act as a barrier to the growth of Islamic
finance in certain countries.

Gulf Leadership

Although the roots of the modern Islamic finance sector—as is
evident from the preceding discussion—are broad and diverse, the
largest manifestation of the sector today is in the GCC region. The
Gulf today represents the largest addressable cluster of the global
Islamic finance sector, and is home to many of its most dynamic insti-
tutions. While Islamic finance is by no means limited to the Gulf or
simply a “Gulf story,” the GCC region is playing a pivotal role in
driving the sector forward. 

Determining the size of the total Islamic finance market is a diffi-
cult endeavor for a number of reasons. One chief reason is that
although the assets of fully Islamic banks are generally reported, these
assets represent only a part of the total picture. Dozens of conventional
banks offer Islamic products, but the assets associated with these busi-
nesses are not reported separately. For example, the assets of HSBC
Amanah—HSBC’s global Islamic finance unit—are not reported sepa-
rately from the HSBC Group’s overall figures. Therefore, the assets of
Islamic “windows” of conventional banks generally need to be esti-
mated. In terms of Islamic investment funds, similar challenges exist—
and funds often report far less data publicly than banks do.
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An additional pool of “Islamic” assets and wealth that usually is
not included in estimates but is meaningful for understanding the
opportunity is the assets and wealth of Shariah-inclined customers
who are holding money in Shariah-neutral products that don’t bear
an “Islamic” label. For example, a customer who (wishing not to vio-
late the Shariah) holds her wealth in a non-interest-bearing checking
account rather than an interest-bearing money market account will
generally not be recognized as an Islamic customer. There may, how-
ever, be large pools of wealth—especially in countries like the United
States, where Shariah-compliant banking services are less readily
available—held in Shariah-neutral accounts for ethical reasons.

As illustrated in Figure 3.4, a full picture of Islamic wealth would
need to factor in all three layers of analysis. Customarily, however,
only the assets of fully Islamic entities (be they banks or funds) are
known with any degree of precision, and the assets of windows are
then estimated. Shariah-neutral assets of Islamic customers are very
difficult to assess and therefore are largely overlooked.
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According to a review of banking assets published in the journal
The Banker, using 2007 data, the GCC region held more Islamic assets
(despite its small population relative to the overall Islamic world)
than the rest of the Middle East, Asia, Africa, or any other region. To
assess the addressable market, however, one may wish to remove Iran
and Sudan (which are included in the published analysis) from the
data set. As a result of regulatory constraints in the United States and
elsewhere (regulations that affect a large number of multinational
firms), access to the Iranian and Sudanese markets is currently
limited, if not entirely proscribed. If one looks only at the addressable
market, the GCC constitutes about two-thirds of the market (see
Figure 3.5).

Although the second-largest Islamic banking market (after Saudi
Arabia) is Malaysia, five of the top six Islamic banking markets are in
the GCC. Oman, which currently does not have any Islamic banks, is
not listed but is likely to have significant Islamic wealth in Shariah-
neutral products because of the lack of available Shariah-compliant
products. It’s striking that the United Kingdom, despite being outside
the Muslim-majority world, held about the same amount of Islamic
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banking assets as Qatar and more than Turkey (which is the largest
Muslim economy in terms of total GDP)19 at the time of the study.

Within the GCC, Saudi Arabia is estimated to hold the largest
share of Islamic banking assets, and Kuwait has the largest number of
financial institutions offering Islamic finance, as shown in Table 3.3.

Saudi Arabia’s Islamic assets may, in fact, be significantly higher
than 35 percent of the GCC total. It may be that the Islamic assets held
in windows of conventional banks have been underestimated. At the
retail level, Islamic products and services have been a dominant pref-
erence of customers of both full-Islamic banks and windows of con-
ventional banks in Saudi Arabia since the mid-2000s. The number of
institutions in each country offering Islamic finance is related more to
the level of fragmentation of the banking market in a particular coun-
try than it is to the size of the Islamic asset pool in that country.
Bahrain, with is plethora of banks because of its role as an offshore
banking center, had 10 more banks offering Islamic finance than
Saudi Arabia did at the time of the study, despite having less than half
the estimated Islamic banking assets.

DYNAMIC INSTITUTIONAL LANDSCAPE

Within the landscape of institutions offering Islamic financial services,
there are four main categories of business models, as well as an
emerging fifth model that has arisen in recent years and may poten-
tially have a transformative impact on the sector. Each category of
institution has played an important role in the development of the
sector and is likely to continue to do so as Islamic finance evolves.
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Number of Institutions
Country % of Total GCC Islamic Assets Offering Islamic Finance

Saudi Arabia 35% 17

Kuwait 24% 29

UAE 19% 12

Bahrain 14% 27

Qatar 8% 14

T A B L E 3.3

Islamic Assets and Financial Institutions in the GCC1

1Source: “International Financial Services,” London, Islamic Finance 2009; The Banker, November 2008.



Figure 3.6 outlines the four main categories, providing examples
within each category along with an assessment of the category’s key
strengths and weaknesses. In addition, commentary on the strategic
outlook for each segment of the landscape is offered.

Local Banks 

The single largest category of institutions offering Islamic financial
services is local banks—deposit-taking financial institutions that serve
a single country or market. As Islamic finance took root in the 1970s
and beyond, it became customary for Islamic banks to be created in
each country to serve the local market. Dozens of local Islamic banks
remain to this day, such as Bahrain Islamic Bank, Bank Islam
Malaysia, Qatar Islamic Bank, and many more.   

Local banks have played a pivotal role in mobilizing deposits in
their home markets, especially from Shariah-inclined customers who
were underserved by conventional financial institutions. Local
Islamic banks tend to have deep insights into and expertise in their
home markets, and they often were the sole providers of Islamic
banking services in their respective countries for some time. Being
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“first movers” allowed them to build solid (and often very loyal)
customer bases, and these banks flourished—especially since local
competition was historically fairly limited. While their geographic
focus has enabled local banks to connect with customers and build
successful businesses, they often struggle to achieve adequate scale
and procure world-class global systems. Like other small banks
around the world, local Islamic banks often find it challenging to
build efficient operating models or to undertake investments in the
latest systems and platforms. The size of their customer bases relative
to the fixed costs associated with operating a bank may make such
efficiency impossible.

As the Islamic finance sector evolves, local banks are attractive
acquisition targets for larger institutions that are seeking to expand
their businesses or for financial investors who are looking for a strong
return. Bank Islam Malaysia, for example, is now 40 percent owned
by Dubai Islamic Investment Group, a part of the broader Dubai
Group of institutions.20 Within the Gulf, local Islamic banks are prime
acquisition targets, pending ongoing deregulation and openness to
such acquisitions. Consolidation of smaller-scale banks seems like a
natural step in the evolution of the Islamic financial sector, and it is
likely to take place if and when regulators allow such consolidation to
occur. 

Regional Banking Conglomerates

A second category is regional banking conglomerates—financial institu-
tions with a presence in more than one country. Much of the
dynamism in the sector in recent years has been driven by this cate-
gory, as banks have expanded from their home countries into new
markets and thereby become regional players rather than local ones.

Multimarket banking conglomerates have existed in Islamic
finance for decades. Two major Gulf-based conglomerates, the Dar
Al-Maal Al-Islami (DMI) Trust and the Al Baraka Banking Group,
trace their roots back to the 1970s and have established substantial
presences in a wide range of markets. Al Baraka’s subsidiaries and
affiliates are in no fewer than 12 countries, spanning five geographical
areas, as shown in Table 3.4.

More recently, a number of Gulf-based Islamic banks that are
leaders in their home markets have begun expanding abroad. Al Rajhi
Bank of Saudi Arabia, the Kingdom’s dominant Islamic bank, has
expanded into Malaysia. Kuwait Finance House (also the dominant

110 PART I Background and Context



Islamic bank in its home market of Kuwait) has similarly expanded
strongly into Malaysia. Dubai Islamic Bank has established a presence
in Pakistan, tapping into the employment and trade flows between
the UAE and Pakistan.

As multimarket conglomerates expand, they are likely to drive
change in the sector though acquisitions, partnerships, and pan-
regional strategies. They also have the potential to achieve the scale
required to enable efficiency and profitability levels that are less
attainable by small players. To thrive, however, these institutions will
need to overcome the legacy issues associated with being originally
established as local banks. For example, as Kuwait Finance House
(KFH) grows in Malaysia and potentially beyond, one key challenge
will be to position KFH as being more than a “Kuwaiti bank” and
ensure that it is seen as being committed to the local markets that it
serves. Beyond the issues of perception, it is critical that management,
operating models, systems, and governance structures all evolve
appropriately as multimarket conglomerates expand. As these insti-
tutions outgrow their home markets, their entire enterprises need to
adapt in order to capitalize on their multimarket presence. If they fail
to do so, their ability to win regional market share will be limited.  

Windows of Global Institutions 

Since the 1990s, leading global banks have entered the Islamic finance
market with teams dedicated to Shariah-compliant products and ser-
vices. Citi Islamic Investment Bank was established by Citigroup in
the 1990s as a dedicated business unit, and HSBC Amanah was
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founded by the HSBC Group in 1998. The entry of Citigroup and
HSBC into the Islamic finance field marked a major milestone in the
sector’s evolution, and it was seen as an important endorsement by
the world’s financial services establishment. Whereas doubts as to the
long-term viability of Islamic finance had abounded prior to this
development, the commitment of major banks (such as HSBC,
Citigroup, Standard Chartered, Deutsche Bank, UBS, and many
more) has affirmed to many the ongoing importance of Islamic
finance.

Conventional banks customarily serve Islamic clients through
Islamic windows—Shariah-compliant business units within the over-
all bank. Under the window model, the Islamic business unit is not
a separate legal entity and does not have a separate balance sheet.
This has several business advantages, such as allowing the Islamic
business to build off the strength of the conventional business,
reducing the costs and complexity associated with entering the
Islamic business, facilitating the sharing of resources across Islamic
and conventional operations, and so on. It does, however, also have
the disadvantage of being perceived as less authentic by some cus-
tomers and by Shariah scholars, who prefer distinct Islamic entities
when possible. Many customers are skeptical of an institution’s
Shariah compliance if they know that their Islamic deposits will be
placed in a general treasury that may be used for conventional
loans, or that their Islamic loan may be funded through conven-
tional deposits on which the bank is paying fixed interest.

Windows of global banks are likely to continue to play a key
role in the advancement of the Islamic finance sector in the years
ahead. Their access to talent and to their institutions’ overall exper-
tise allow for product innovation and operational excellence at levels
that often exceed those of the other categories of institutions we have
discussed. For example, HSBC Amanah’s introduction of the interna-
tional sukuk (“Islamic bond”) was a major innovation that has since
been adopted by both conventional and fully Islamic institutions
worldwide. Leading global institutions often have access to the most
sophisticated institutional and retail clients in a market, as a result of
their international reach and their well-established reputations. They
can, therefore, introduce Islamic products and services to segments
of the market that are less accessible to fully Islamic banks. As
sophisticated clients increasingly see Islamic finance as a viable and
attractive alternative, windows of global financial institutions stand
to gain considerably.
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Specialist Entities 

The fourth category in our landscape is that of specialist entities—
investment firms, advisory firms, and other institutions that focus on
specific areas within financial services. Bahrain-based Arcapita,
which is registered as an investment bank and focuses on principal
investments, is an example of this category, as is the Kuwaiti firm
Gulf Investment House and Bahrain-based Unicorn Investment Bank.
Specialist institutions and fund managers are growing rapidly in
number as demand for Islamic products and services grows in the
Gulf and beyond. 

Specialist entities often bring deep expertise in their areas of
focus and are pioneers in product development. The US-based and
London-listed firm Shariah Capital, for example, has positioned itself
as a leader in introducing Shariah-compliant alternatives to conven-
tional hedge funds.21 Since specialist entities are not deposit-taking
banks and therefore cannot offer end-to-end propositions to their
clients, they often partner with full-service banks to distribute prod-
ucts or provide related services. Specialist institutions’ business mod-
els allow for significant profit margins and efficient operations, but
they can also be constrained in terms of absolute size and scalability. 

As the sector evolves, specialist entities can continue to be criti-
cal to the ongoing development of Islamic finance. One can expect
this category to be a source of innovative ideas, sophisticated product
development, and new concepts for the industry. Products initiated
by specialist bodies may find their way to the broader marketplace
through banks and other large institutions, multiplying the impact of
these innovators many times over. Specialized talent is likely to con-
tinue to migrate to focused entities that match an individual’s skill
sets and provide an organizational culture in which innovation and
creativity thrive.

Highly Capitalized New Entrants

In addition to the four categories of institutions featured in our land-
scape, another type of institution has appeared on the scene in recent
years: highly capitalized new entrants. This category, which is a form of
the local bank category, has unique attributes related to having a
strong capital base and the potential for significant investment.
Highly capitalized new entrants have the potential to shape the
industry landscape though investments and acquisitions.
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Table 3.5 lists a number of new entrants with substantial capital
to support their development.

The appearance of these new entrants reflects a number of key
themes in Gulf financial services and Islamic finance. First, all four of
the institutions in Table 3.5 have enjoyed the support of government-
linked bodies or rulers as founding sponsors and stakeholders. They
reflect an increased emphasis on Islamic finance by the leaders of their
respective countries. Second, their establishment reflects the recogni-
tion that there is a large local demand for Shariah-compliant financial
services and that any new large-scale banking institution in the region
needs to provide Islamic services. If these entities were set up as
conventional banks, their appeal would have been less, and a large
segment of the local population would not have been addressed. 

In the coming years, these highly capitalized banks can be
expected to actively seek growth through heavy investment in their
businesses. One form of investment will be investment in organic
growth through initiatives like new branches, expansion into new
product lines, and targeting new customers. In addition, however, sig-
nificant investment in inorganic growth initiatives can be expected,
including domestic and international acquisitions. In an Islamic
finance landscape that is fragmented and includes a large number of
small (arguably subscale) institutions, highly capitalized new entrants
can be a driving force for mergers, acquisitions, and consolidation.
They may, therefore, reshape the industry structure in the years ahead. 

As is evident from our discussion, there is no single type of Islamic
financial institution—the organizations offering Islamic financial ser-
vices vary significantly and can be classified into several categories.
Each category has played a unique role in the advancement of the sector
and will continue to influence the ongoing evolution of Islamic finance.
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Well-Capitalized New Entrants in Islamic Finance

Year 
Institution Established Country Ownership Paid-in Capital

Alinma Bank 2006 Saudi Arabia Listed $2.8 billion

Al-Rayan Bank 2006 Qatar Listed $1 billion

Noor Islamic Bank 2007 UAE (Dubai) Private $1.09 billion

Al Hilal Bank 2007 UAE (Abu Dhabi) Private $272 million



FUNDAMENTAL CHALLENGES

While the growth and adoption of Islamic finance have no doubt
been impressive, the sector also faces fundamental challenges in the
years ahead. Challenges exist along a number of dimensions, includ-
ing customer adoption, product development, organization and
business design, human capital development, regulatory enable-
ment, and economic impact. Although each of these areas could be
discussed at length, the focus of our current analysis will be on three
core challenges: the authenticity challenge, the real economy imperative,
and the need for regulatory enablement.

Authenticity Challenge

Islamic finance is rooted in a set of economic principles, including risk
sharing, partnership between capital providers and businesses, limi-
tations on debt, and a focus on productive economic activity. Early
Islamic financial institutions—many of which, notably, were not
formal “banks,” but rather were nonbanking financial institutions—
sought to embody these principles through equity-based lending,
seed funding of “Islamic” companies, expansion into poorer coun-
tries in an effort to make access to capital more equitable, and other
such measures. These early efforts met with mixed results, and were
not always financially successful.

As Islamic finance evolved, adaptive measures were undertaken
to enable the sector to conform more closely to the prevailing, conven-
tional financial system. Structuring strategies (referred to as hiyal in
Shariah terminology) were devised in order to replicate the outcomes
of conventional products through Shariah-compliant means. These
strategies were often approved by Shariah scholars as “exceptions,”
with a view that the strategies would be used for a temporary period
until alternatives that were more consistent with the spirit of Islamic
finance could be introduced.

Table 3.6 lists a few of the key structuring strategies that have
been employed by the Islamic finance sector in order to conform to
conventional banking norms.

As discussed in Table 3.6, each of these structures has real com-
mercial benefits for financiers and customers. The prevalence of
“arranged” murabaha structures came about early in the development
of Islamic banking as a safe way for lenders to extend credit. Without
being arranged, murabaha structures would have exposed financiers
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Structuring Strategy Description Commercial Benefit Shariah Drawback(s)

“Arranged” murabaha Markup financing in which the Replicates the risk profile of Originally criticized as synthesizing 
customer undertakes to buy conventional credit more conventional interest too closely by 
the asset from the financier closely and limits the securing the resale prior to the initial 
(thereby giving assurance of financier’s ownership risk purchase 
resale) prior to the financier’s
making the initial purchase 
from the supplier 

Commodity murabaha A structure in which financial Provides customers with a The exchange of commodities is  
institutions enter into commodity Shariah-compliant alternative generally notional, with no parties  
trades benchmarked to prevailing to conventional savings taking a genuine economic interest  
interest rates in order to mimic the products in the commodities
returns of short-term Treasury bills
or commercial paper

Tawarruq (reverse Reverse murabaha structure Provides customers with a Widely criticized for delinking  
murabaha) (featuring the exchange of Shariah-compliant consumer credit from identifiable 

an asset) in which customers alternative to cash financing needs and thereby 
receive cash immediately and pay departing from the spirit 
back more cash later of the Shariah

W’ad undertakings A broad term used for undertakings Provide assurances (for Criticized as mechanisms to  
(like that in arranged murabaha) example, with some sukuk conform with the letter of the Shariah 
by which parties undertake structures) that give comfort more than its spirit
to do things that could not be to participants and make the
included in the main contract structures more conventional
without making the main contract equivalent to their counterparts
noncompliant
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to greater ownership and commercial risks—risks that pioneers such
as Kuwait Finance House took on early in their history, before the
industry evolved. On the savings side of the house, the commodity
murabaha (despite its Shariah drawbacks) gives savers a great deal
more comfort and safety than riskier structures would offer. Tawarruq
(although highly controversial, since it allows for credit with no link
to identifiable customer needs) has been hugely popular in some mar-
kets because of its convenience for customers.22

A number of industry observers, especially economists and acad-
emics, have commented that the growth of Islamic finance has come
with the introduction of structuring strategies that arguably depart
from the spirit of the Shariah. The instruments just discussed, among
others, have no doubt contributed to the rapid expansion and increased
acceptance of Islamic finance. At the same time, concerns about their
Shariah authenticity are well founded and must be appreciated.

Islamic finance’s authenticity challenge is rooted in real forces in
the operating environment. Figure 3.7 illustrates some of the key
pressures that contribute to Islamic finance’s challenge in maintaining
Shariah authenticity.

Foremost among these pressures is the matter of customer
expectations. Islamic financial institutions have generally found that
only a small segment of their potential customer base is willing to pay
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a significant premium (in terms of higher costs or lower returns) for
Islamic financial services compared to conventional ones. To capture
a sizable market share, therefore, institutions have needed to offer
Islamic products that replicate the features, benefits, and pricing of
conventional alternatives. This need to replicate conventional prod-
ucts has had real implications for the ability of financial institutions to
comply with the spirit of Shariah guidelines.

Consider, for example, an auto financing product. The safest
Islamic way for a financier to offer this product may be through an
arranged murabaha structure—otherwise, the financier may end up
owning a car that it cannot sell. In addition, if the financier needs to
maintain pricing parity with conventional structures, he will not be
able to take ownership risk (for example, being responsible in the
event that the car is defective or that major repairs are needed). Doing
so would raise the financier’s risk and thus result in either a higher
price for the customer or lower returns to the financier’s sharehold-
ers. The principles of the Shariah may have preferred that the
financier take greater ownership risk, but doing so could make the
product too expensive for the customer.   

A second major challenge to greater Shariah authenticity is the
regulatory framework governing banks. Islamic financial institutions
have found it imperative to incorporate as licensed banks so as to be
authorized to collect customer deposits and provide retail financing.
Banking laws, however, place constraints on the investment risk that
banks can take using customer deposits. Thus, the principles of
Shariah might encourage lenders to be genuine partners with home-
owners and actively take equity risk in the homes that they finance.
This could, theoretically, entail ownership risk related to matters like
repairs and maintenance, as well as market risk in the event that the
home is later sold for less than its original purchase price. Regulators,
however, would view such arrangements as investment activity
rather than financing activity. To be a bank, an institution can place
only a limited amount of its customer deposits into investments—
placing more would make it an investment company. 

Some people, therefore, have suggested that Islamic financial
institutions should ideally be set up as asset management/invest-
ment companies rather than as banks.23 Doing so would allow for
more risk sharing and greater Shariah authenticity. The difficulty with
this approach, however, is that asset management and investment
companies are unable to take customer deposits (instead, they take
investment accounts) and do not enjoy the protection of government
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deposit insurance and the backing of central banks as the “lender of
last resort.” Such companies therefore have difficulty becoming
customers’ primary financial institution.

A third crucial challenge to greater Shariah authenticity is compet-
itive pressures within the Islamic finance sector. When one institution
introduces a product or service, it becomes difficult for competitors to
refuse to match it—even if the second institution’s Shariah preference
would be to not introduce the product. Institutions have found that
customers generally take comfort in the fact that Islamic banks profess
to be Shariah-compliant overall and therefore do not need to assess the
Shariah authenticity of each product or service. Therefore, if one
Islamic bank has launched a product, then customers expect their own
institution to be able to launch a similar one; if it does not, the customer
may switch banks. For example, one bank long resisted the commodity
murabaha structuring strategy on the grounds that its management did
not feel that the structure was adequately authentic. Over time, how-
ever, the structure became a norm as a result of competitors’ activities,
and the bank began using it in order to protect its market share.

A fourth, more subtle, force that often contributes to Islamic
finance’s authenticity challenge is staffing and incentives. As the sector
has grown, Islamic finance has needed to staff an increasing number of
fast-growing institutions. The most readily available talent pool for
staffing Islamic financial institutions has been the conventional bank-
ing market, from which professionals are able to bring skill sets and
experience bases that are highly relevant for Islamic financial services.
Often, senior executives in Islamic banks come directly from conven-
tional banking and take on roles equivalent to those that they have
previously held. For example, the head of retail banking in a conven-
tional bank could often be hired as the head of retail for an Islamic
institution. Often, little time is given to training this new executive on
the principles of the Shariah, Islamic perspectives on financial services,
and other Shariah-related matters.

As a result, executives in Islamic financial institutions may often
feel inclined to replicate the products, services, and systems with
which they are familiar. Not only is this easier and in some ways safer
(these are, after all, time-tested and proven products), but also the
banks’ incentive systems may contribute to the pressures to replicate.
Someone who is brought in to grow an Islamic bank’s home financing
portfolio and charged with generating 25 percent growth in one year
will have every incentive to use strategies and tactics that have
worked in conventional settings. Considerations regarding the goals
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of the Shariah and the relative authenticity of different structures are
commendable, but they may not be rewarded by the bank’s incentive
systems.24

One could argue that the rapid growth of Islamic finance has
come with a trade-off: structuring strategies that have been used to
gain market share have at times been seen as less authentic from a
Shariah perspective. As reflected in the (highly stylized) curve in
Figure 3.8, the evolution of Islamic finance to date may suggest that
market share gains have come at the price of introducing less authentic
structures such as tawarruq and commodity murabaha.

As the sector evolves and competition intensifies, a key area to
watch will be whether customers (or at least one segment of the cus-
tomer base) will differentiate among Islamic financial institutions
based on Shariah authenticity. One sign that this may happen is that
large pockets of Muslim customers, particularly outside the Gulf,
often criticize Islamic finance for not being “different enough” from
conventional banking and therefore not being worth patronizing.
Propositions and entities that are sufficiently differentiated (in terms
of business model, financial structuring, or otherwise) may be
required if Islamic finance is to tap into this next pool of customers,
who hitherto have not been persuaded by Islamic financial offerings.
Another development that may break this perceived trade-off would
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be if Islamic financial institutions are able to identify “Shariah-based”
propositions that are simultaneously more authentic and more bene-
ficial to customers. Genuine profit-sharing savings accounts, for
example, may be both closer to the spirit of the mudaraba fund man-
agement model and better for the customer who uses them.
Assuming a trade-off between authenticity and market share may be
both too easy a mindset and a barrier to innovation—the challenge
facing Islamic financiers is to be both more authentic and more
appealing to customers and shareholders. 

Real Economy Imperative

Another fundamental challenge facing the Islamic finance sector
could be characterized as the real economy imperative. Although
Islamic finance has captured significant market share in the GCC and
select markets beyond it, the direct impact of Islamic finance on
fostering new businesses, generating jobs, and stimulating the local
economies is not as evident as some observers would wish it to be.
Given the youthful demographics of the Arab world, the need to
create jobs, and the need to enhance the competitiveness of the
region’s economies, decision makers and observers are looking to the
Islamic finance sector as a means for fostering real economic growth.

The real economy imperative arguably applies to financial
services overall, conventional and Islamic alike, not just to Islamic
finance. For a number of reasons, however, it is more salient in the
Islamic finance sector than it is in conventional finance. First, the prin-
ciples of Islamic finance call for the mobilization of savings into real
economic activity and therefore set a high standard for the sector.
Second, Shariah guidelines proscribing investments in certain types
of derivatives, complex securities, and “notional” assets naturally
guide the sector to focus on real businesses and commercial activity.
Third, Shariah guidelines related to the nature of portfolio compa-
nies’ business activities, balance sheets, and capital structures would
make it easier for Islamic financial institutions to fund enterprises in
the Muslim world, where these guidelines are a smooth fit. 

To date, a significant portion of Islamic assets has been deployed
either in commodity markets or overseas in the broader international
economy. As discussed earlier, the commodity murabaha instrument
deploys billions of dollars of Islamic savings in metal exchanges and
other commodity-intermediated transactions that are designed to
replicate the returns on conventional instruments. At the same time,
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many Islamic equity funds invest (understandably) in Shariah-
screened stocks listed on the world’s major exchanges—in the United
States, the United Kingdom, and other select markets. These
exchanges offer the deepest pools of liquidity, the most established
track records, and the world’s most respected companies. Channeling
savings from Muslim markets to the Organisation for Economic 
Co-operation and Development (OECD) world does not, however,
meet the development objectives of policy makers and commentators
who wish to see greater real economy development within Muslim
markets. As Islamic finance evolves further, pressures and incentives
to deploy more savings within domestic markets can be expected to
increase. Demonstrating a deep impact on the real economy can be an
important way for Islamic finance to show its relevance to economic
development and its ability to be a driver of regional growth.  

Regulatory Enablement 

If Islamic finance is to thrive, an environment of regulatory enablement
is generally crucial. Banking laws worldwide, including those in
Muslim countries, have been created with the conventional banking
system in mind. These laws can often put Islamic finance at a disad-
vantage, producing a negative impact on the sector’s ability to gain
market share and flourish. 

Table 3.7 lists a few examples of typical banking laws that must
be reformed in order to fully enable Islamic financial services.

The prudential limitations on banks’ ability to share risks with
their customers lead (as discussed earlier) to structuring strategies
that arguably reduce Shariah authenticity. Tax laws can pose another
obstacle—tax codes customarily treat interest as tax-deductible, creating
an incentive for customers to choose conventional finance. To level the
playing field, it is important that regulators treat Islamic finance charges
as also tax-deductible and thereby not disadvantage Islamic lenders.25 A
third example relates to stamp duties and transaction charges—regimes
that charge duties on the transfer of property need to waive potential
double taxation in the context of Islamic financing arrangements that
involve multiple transfers. Notably, regulators in the United Kingdom
have recognized the need for the second and third reforms just listed
(tax treatment and stamp duty) and have made changes to enable
Islamic finance to better compete with its conventional counterparts.

To date, regulators in the Muslim world have taken adopted dif-
ferent basic stances in addressing Islamic finance. The most common



approach, adopted in the majority of Muslim countries, could be char-
acterized as an “un-enabling single regime.” This approach applies the
same set of laws to all financial institutions—conventional and
Islamic—without provisions that specifically enable Islamic finance.
While such an approach has the benefit of standardization, it has the
major drawback of often putting Islamic institutions at a disadvantage
as a result of to constraints like those cited earlier. 

A second approach can be categorized as an “enabling single
regime.” Without creating a separate regulatory category for Islamic
institutions, this approach seeks to remove the barriers that hinder
Islamic financial institutions. The United Kingdom provides a prime
example of an enabling single regime—its Financial Services Authority
(FSA) does not treat Islamic banks separately from conventional ones,
but taxation and stamp duty laws accommodate Islamic transactions by
eliminating the hurdles discussed earlier. Importantly, the UK laws
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T A B L E 3.7

Examples of Typical Banking Laws That Require Reform to Enable
Islamic Finance

Constraint on Islamic 
Law Finance Reform Required

Prudential requirements Islamic finance calls for Accommodation for 
limiting investment genuine risk sharing investmentlike financing 
activity by banks between financiers and modes intended in Islamic 

borrowers; conforming finance while still enabling 
to banking laws requires retail deposits
structuring strategies 
that reduce risk sharing

Tax treatment of Interest payments are Treatment of Islamic finance 
interest payments generally treated as charges (e.g., murabaha

tax-deductible in many markups) as tax-deductible
jurisdictions, whereas
Islamic finance charges 
often are not tax-deductible

Stamp duties/ Regimes often apply a tax Treatment of Islamic finance 
transaction charges when property is transferred transactions as a single 

from one owner to another. transfer or waiving the 
In the case of Islamic second stamp duty/
transactions, there can transaction charge
sometimes be additional 
steps that lead to double 
taxation
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make no reference to “Shariah” or to “Islamic finance”—they merely
describe the types of structures for which the exemptions from rele-
vant laws exist. This way, there is no favoritism for Islamic finance or
limitation of the exemption for a single religious group; the regulator
remains neutral.26

A third approach, generally viewed by leaders in the sector as
most supportive of Islamic finance, can be characterized as a “dual
regime.” Malaysia and Bahrain, for example, have adopted a separate
set of laws for financial institutions that are licensed as Islamic. These
laws recognize the distinctive attributes of Islamic finance and apply
regulations that are sensitive to these attributes. At the same time,
conventional banks are governed by laws that suit the needs and
practices of conventional finance.

The “right” regulatory approach for Islamic finance will natu-
rally differ from country to country, and will depend on a number of
factors. The country’s overall legal framework and tradition, the rela-
tive size and importance of Islamic finance, and the stage of Islamic
finance’s development will all be natural considerations. The core
point to bear in mind, however, is that without regulations that are
appropriately enabling, the Islamic finance sector will struggle to
reach its full potential.

KEY LESSONS

■ Islamic finance is rooted in a set of common ethical principles that
resonate with the world’s great faiths and ethical traditions.

■ The origins of modern Islamic finance can be traced largely to pioneering
efforts outside the Gulf region, including initiatives in the broader Middle
East and in Asia.

■ Today, the Gulf region represents the bulk of the world’s Islamic assets and
around two-thirds of the addressable Islamic finance market.

■ The landscape of institutions offering Islamic finance is diverse and
dynamic, with four categories of established players and a fifth involving
well-capitalized new entrants.

■ As Islamic finance evolves, it faces a number of fundamental challenges
regarding Shariah authenticity, impact on the underlying real economies
that it serves, and sufficient regulatory enablement.
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4 C H A P T E R

Smarter Money: The
Increased Sophistication 
of Gulf Investors 

Not long ago, an investment banker from a leading global firm was pitching
a private equity offering to a Gulf family investor. The investor put forth a
query that indicated his interest in negotiating one of the terms of the invest-
ment. The banker, seeing his potential customer dressed in traditional Gulf
clothing and operating from a family office, launched into an explanation of
basic private equity terms. He assumed, based on the investor’s appearance
and his own perceptions of Gulf investors in general, that the man across the
table had little or no familiarity with this asset class. The investor excused
himself from the meeting room for a moment and returned shortly with a
stack of papers.

The papers were a pile of offering memorandums from the world’s most
sophisticated private equity firms. Without uttering a word, the investor
made it known that he was no novice in private equity and in fact had nego-
tiated with some of the savviest principal investment institutions in the
world. The banker quickly got the message. From that point onward, the
meeting took a new tone.1
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Gulf institutions have been prominent as global investors for decades.
However, although broadly recognized for their size, Gulf investors have
historically not been considered to be among the world’s most sophisticated.
In fact, a longstanding stereotype in the investment world has been that Gulf
investors lack savvy and are therefore prime targets for being “stuffed” with
suboptimal investments. Transactions that could not easily be sold to the
sharpest buyers in New York, London, and Tokyo might be passed on to Gulf
Cooperation Council (GCC) investors in the hopes that they would take the
bait. Today, however, many Gulf institutions are far more sophisticated than
the stereotype suggests, and have exercised increased savvy in their invest-
ment activities. 

Historically, Gulf investors have focused on conservative, “plain-vanilla”
investments in US and Organisation for Economic Co-operation and
Development (OECD) securities. This approach, while generating relatively
low returns, suited the objectives and priorities of GCC institutions at the time.
Over the past decade, however, Gulf investors have increasingly branched out
into more sophisticated investment practices and asset classes—a development
that reflects their evolving status and outlook. This migration toward greater
sophistication has been accompanied—and largely enabled—by enhanced
internal capabilities and human capital within Gulf institutions. At the same
time, third parties are taking notice. Reflecting the Gulf’s increased savvy and
importance, the region today is capturing the attention of many of the world’s
leading investment firms. In fact, a number of Gulf-based institutions have been
positioning themselves (through high-profile transactions, co-investment with
other firms, and public appearances) as world-class investment houses. This is a
marked change from the time when Gulf investors were largely content to be
serviced by marquee firms without building reputations of their own.

This chapter, the first in our section on key trends in Gulf capital and
Islamic finance, explores how Gulf investors have grown increasingly
sophisticated over time. Appreciating this trend is critical for observers of the
region and for those (like the investment banker in our opening anecdote)
who wish to do business there. GCC-based investors, long having been taken
for granted, are becoming “smarter money.” The discussion that follows will
give you a sense of why and how this phenomenon is shaping the region’s
investment activities and affecting global markets overall.

HISTORICAL CONSERVATISM

Gulf-based investors, especially the region’s largest institutional
investors, have long been recognized as some of the largest buyers of
US Treasury bills and other conservative instruments. It is estimated
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that SAMA, Saudi Arabia’s central bank and reserve manager, holds a
striking 55 percent of its assets in US Treasury bills,2 and that the Abu
Dhabi Investment Authority (ADIA) has a similar penchant for con-
servative US fixed-income investments. These two institutions alone
may hold several hundred billion dollars of US Treasuries (based on
published estimates of their asset size and allocation), not to mention
the billions more held by other sovereign and private investors.

Investing in conservative, plain-vanilla securities like US
Treasury bills and AAA-rated commercial paper certainly has its
drawbacks. The absolute return provided by these investments has
been, over time, significantly lower than that from more aggressive
asset classes available to institutional investors. The Gulf’s longstand-
ing affinity for conservative US dollar investments is, however,
rooted in a number of considerations that shape regional investment
decisions. As summarized in Figure 4.1, five key decision drivers sup-
porting the rationale for GCC institutions’ historically conservative
posture can be identified.

The first consideration that has led to a focus on conservative
US investments is the dollar denomination of Gulf public-sector
incomes. As international oil and gas markets have long been dollar-
denominated, GCC governments garner the bulk of their incomes in
the form of greenbacks. Sovereign and public-sector investors are,
therefore, charged with the task of deploying dollar wealth into an
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F I G U R E 4.1

The Gulf’s Historical Conservatism Has Been Rooted in Key
Investment Considerations



array of investments. Choosing dollar-denominated securities has
been a natural choice, one that involves no foreign-exchange risk or
bets on the relative strengths of global currencies. Investing in US
Treasury bills provides certainty (in dollar terms) of returns. Investing
in nondollar securities, by contrast, introduces a built-in currency
risk, even if these securities are government bonds or other highly
safe investments. The practice of pegging local currencies to the dol-
lar—still the case in all GCC states except for Kuwait—is rooted in a
similar line of thinking: economies that are reliant on dollar income
have had every incentive to link their currencies to the dollar.

A second reason for conservative investing has been the inherent
volatility of energy prices. Along with the famous booms of the 1970s
and 2000s, there have also been tremendous busts in oil prices in the
late 1970s and much of the 1990s. Crude oil was, in fact, trading as low
as $13.11 in the mid-1990s (corresponding to $16.91 in 2008 dollars)3—
one-tenth its price near the peaks seen a decade later. Treasury bills
and other conservative fixed-income securities have played an impor-
tant role in smoothing out the income available to Gulf investors. If
they had allocated the bulk of their savings to more aggressive asset
classes like emerging-market equities, their portfolios would have
experienced far more volatility. Since the Gulf states—particularly
Saudi Arabia—have needed to dip into their reserves and reserve
income to fund government budgets during downturns in energy
markets, the stable and reliable cash flows of fixed-income securities
have been a source of comfort. In addition, conservative investments
like US Treasury bills often have the benefit of being exceptionally
liquid—positions can be sold almost instantly to provide cash for
government projects or other needs. This flexibility has been impor-
tant in an environment of highly volatile energy prices and Gulf
incomes.

It’s also noteworthy that conservative investments in US Treasury
bills, commercial paper, and large-cap equities have the added advan-
tage of being highly discreet. This has been a consideration for large
institutional investors who are sensitive to political perceptions, both at
home and in the markets where they invest. As we shall discuss later in
this book, Gulf investors have historically preferred to maintain low
profiles for a number of internal and external reasons. This is changing
rapidly today, with Gulf institutions making more prominent invest-
ments and entering asset classes in which disclosure and publicity are
essential. Nonetheless, the ability to enter and exit massive positions
discreetly has been a key benefit of conservative asset classes—markets
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that are so deep that the actions of even the largest Gulf investors are
mainly unnoticed.

A fourth—and more subtle—consideration of Gulf investors is
their concern that they not “overheat” their local markets. The scale of
assets managed by Gulf institutional investors, particularly by the
leading sovereign bodies, simply dwarfs the local investment market
and the domestic investment opportunities that are available. In Abu
Dhabi, for example, the top 10 listed equities (which dominate the
public market) had an aggregate market capitalization of about $50
billion in early August 2009.4 While this is an impressive figure, it
represents far less than 10 percent of the estimated assets held by
ADIA alone, and about 5 percent if we use 2007 estimates of ADIA’s
asset base. Therefore, if ADIA were to allocate 10 percent of its assets
to the local stock market, it could more than double the market
capitalization of the leading listed equities. Such an action could
severely distort the market, leading to a valuation bubble that would
be very difficult to manage. In the event, for example, that ADIA then
wished to liquidate its local holdings, it could not do so without caus-
ing a massive crash in the market. 

Local investment markets have, therefore, been too shallow to
allow massive Gulf institutions to allocate a meaningful amount of
capital to them. Other emerging markets with more substantial invest-
ment activity have greater ability to absorb Gulf capital, but have also
been fraught with risks and volatility. Today, Gulf investors are show-
ing an increasing appetite for local and emerging-market investments.
Historically, however, managers of the largest institutions have pre-
ferred to focus on the deep markets of the United States and other
OECD countries, in which their investments will not fundamentally
alter the course of the markets. In these deep markets, the risk of causing
valuations to overheat or to collapse is not a significant concern.

Finally, the conservative investment outlook that has histori-
cally been a hallmark of Gulf investors is consistent with the core
missions of these institutions. As discussed in Chapter 2, sovereign
wealth funds, perhaps more accurately called national trusts, have
focused first on preserving national wealth and next on expanding it.
Their purpose has not been to pursue the maximum return possible;
rather, it has been to safeguard wealth and generate reliable returns.
As captured in the mission statement of the Qatar Investment
Authority (QIA), its aim is “to secure the future prosperity of its
people . . . the QIA’s investment strategy is based on the responsibil-
ity to generate a strong and sustainable return.”5 The key words of
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the statement—secure, strong, and sustainable—all point toward con-
servative and safe investments like the ones that Gulf investors have
been making for decades.

INCREASINGLY SOPHISTICATED INVESTMENTS

Over the past decade, Gulf investors have been expanding on their
legacy of conservatism and venturing into increasingly sophisticated
investments. This transition is not a radical shift in core objectives,
but rather reflects a natural evolution. As Gulf institutions have
achieved greater scale, stability, experience, and capabilities, they
have expanded the scope of their investment activities into new asset
classes and markets.

To understand this evolution toward greater sophistication, it’s
worthwhile to assess some of the core attributes of sophisticated
investors and the applicability of these attributes to the Gulf context.
Of course (as discussed in Chapter 2), there is no single profile for all
Gulf investors. Nonetheless, the basic framework given in Table 4.1
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T A B L E 4.1

Core Attributes of Sophisticated Investors and Their Applicability 
to the Gulf

Applicability
Attribute to Gulf Comments

Scale: Large pool of wealth High The accumulation of savings 
available for investment has propelled Gulf investors 

to a new level of scale

Investment horizon: Freedom Moderate Some Gulf institutions have 
from need to generate period assets that dwarf their current 
income from investments needs; others require steady 

income

Stakeholders: Limited number High The bulk of GCC institutional 
of stakeholders and decision investors have centralized 
makers decision-making processes

Experience: Substantial Moderate The experience base varies 
experience in a wide range of significantly from institution 
investments to institution

Capabilities: Ability to Moderate Internal capabilities have been
independently assess complex increasing dramatically in 
investments recent years



can help guide the discussion and highlight the causes of Gulf
investors’ increasing sophistication.

Scale

Over the past decades, accumulated reserves and savings have
helped Gulf-based institutions grow tremendously. As discussed in
Chapter 1, Gulf investors are believed to hold roughly $2 trillion in
foreign assets today, and this figure is expected to grow significantly
by 2020. Even if there are no additional budget surpluses, the rein-
vestment of returns on this asset base will lead to substantial growth
in the scale of Gulf wealth. Private investors, who have also benefited
from the region’s economic expansion and excess liquidity, have
amassed fortunes that are often sizable enough to compare with those
of prominent principal investors worldwide. As families have profes-
sionalized their approach to managing wealth, the savvy with which
they do so has increased. 

The link between scale and sophistication follows a pattern that
is seen worldwide. When an institution has less wealth to invest,
caution dictates that its investments must be conservative, protect-
ing the existing principal while seeking a gain at the same time.
Riskier investments, even through they promise a higher potential
return, are eschewed because the possibility of loss is not accept-
able. As the asset pool grows, however, more wealth is available for
higher-risk, higher-reward opportunities. Allocations for the “alter-
native investments” sector are created—a category of investments to
which managers allocate only funds that they could tolerate losing.
Within the alternative investments space, common categories
include real estate, private equity, direct investments, and “absolute
return”/hedge fund investments. 

US university endowments provide a prime example of how an
investor’s appetite for alternative investments increases with scale.
Yale University, globally admired for its savvy investment strategies,
transformed its asset allocation model over the 20-year period
1986–2006, as shown in Figure 4.2.6

In 1986, the endowment allocated over 70 percent of its resources
to the traditional asset classes of US stocks, bonds, and cash. By 2006,
however, the single largest asset class (by value) had become “real
assets” (e.g., properties), and there was a roughly equal allocation
between foreign and domestic (US) equities. Both private equity and
absolute return instruments enjoyed allocations of around 15 percent
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each—sizable chunks that smaller investors would have much less
appetite for. Endowments smaller than the one at Yale tend to follow
more traditional asset allocation models, just as Yale itself did in the
1980s. Although the recent financial crisis and global recession have
exposed the risks associated with alternative investments by large
endowments, the migration toward sophisticated asset classes over
the past decades has had a positive impact on absolute returns.

While Gulf institutions have increased their allocations for alter-
native investments, their core assets generally remain in traditional
asset classes such as Treasury bills, fixed income, US equities, and
OECD equities. The “Yale model” reflects an appetite for risk and a
desire for active management that generally does not match with the
priorities of Gulf investors today. Nonetheless, Yale’s example pro-
vides a useful illustration of how allocation models can evolve over
time and how attention to sophisticated investments increases along
with the scale of an institution’s wealth. 

Investment Horizon

One drawback of sophisticated investments is that they often require
a longer investment horizon than conservative securities do. Private
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equity investments, for example, will generally not provide returns to
investors until a fund is liquidated—a window that could be five to
ten years in length. Similarly, real estate investments lock up
investors’ cash for extended periods of time and are often quite illiq-
uid. Plain-vanilla investments like Treasury bills and listed equities,
in contrast, are highly liquid and can be sold right away if cash is
needed. They can also provide steady streams of coupon payments
(in the case of fixed income) or dividends (in the case of shares) that
give investors reliable returns on a regular basis.

Earlier in their evolution, Gulf institutional investors customar-
ily had a higher need for liquidity than they have today. Oil income,
as discussed earlier, has been volatile and unpredictable. Reserves
needed to be fairly accessible and liquid so that they could be applied
to current funding needs if required. This is still the case for a number
of leading investors—SAMA, for example, needs to be ready to plug a
shortfall in the Saudi budget if necessary. Similarly, family investors
for whom an annual dividend is an important source of income will
be constrained in their ability to undertake sophisticated alternative
investments. At the same time, sovereign entities with lighter require-
ments to support domestic spending (for example, the Kuwait
Investment Authority) can take a longer-term approach and invest in
less liquid opportunities.

Stakeholders

Another attribute that can be a key enabler of sophisticated invest-
ments is having a manageable number of stakeholders involved in
decision making and policy setting. Sophisticated investments are
often complex in their structures or subtle in their investment cases
and rationale. In addition, they are often time-sensitive: in a private
equity transaction, for example, decisions may need to be made in a
matter of days. Furthermore, concerns related to confidentiality often
make it easier for sophisticated transactions to be marketed to institu-
tions with a small number of stakeholders and decision makers.

In both the public and private sectors, Gulf investors generally
use decision-making processes that are streamlined enough to allow
them to manage sophisticated investments. Although sovereign
wealth and public-sector funds are run for the good of the general
public, management decisions are customarily made by a small
group of professional managers. These managers are overseen by
boards of officials, who themselves are generally closely networked
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and interact with one another in multiple forums. In private institu-
tions and families, there is a wide range of decision-making models,
but customarily decisions are centralized. As families have grown
and a new generation of leadership has come of age, leading families
have instituted formal mechanisms for decision making through fam-
ily boards and constellations of legal entities. Besides enabling better
decision making overall, these structures provide the nimbleness
required to make sophisticated investment choices. 

Experience

The Gulf’s leading investors have benefited from decades of experi-
ence in allocating assets and making investment decisions. These
institutions have often enjoyed privileged access to the top advisory
and professional services firms in the world, leveraging external
experience and expertise to help them manage sizable portfolios. For
at least the largest Gulf investors, significant track records and experi-
ence sets have been built up over the years.

That said, the operating models of Gulf institutions have not
always been conducive to retaining “institutional memory.” The
external advisors supporting investment decisions often have high
turnover themselves, with the staff members managing client
accounts changing from time to time. Internally, Gulf institutions
have often drawn heavily on expatriate talent that may or may not
stay long in the region. Compared to institutions elsewhere, Gulf-
based principal investors may experience less consistency in staffing
and higher turnover in the professional ranks because of the norms of
expatriate hiring in the region. Expatriates, being fully aware that set-
tling in the Gulf for the long term is unlikely because of a lack of nat-
uralization options and other legal barriers, all too often look at roles
in the region from a mercenary perspective. They may, therefore, col-
lect valuable experience and expertise while working at a Gulf insti-
tution, but stay for only a few years and therefore not transfer their
experience to the broader organization. As discussed extensively in
Dubai & Co., the model of expatriate hiring has significant drawbacks
and benefits, and institutions operating in the region must strike a
delicate balance between local and expatriate hiring.7

A final key attribute that is essential to sophisticated investing is
the presence of internal capabilities. Although this aspect is related to
experience, it is not identical: institutions can have experience (as a
whole) while relying on external expertise, and expertise can be
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brought into organizations that do not have a long history of collective
experience. As is increasingly understood in the wake of the global
financial crisis, the ability to independently assess investments using
an organization’s internal capabilities is crucial for safeguarding the
long-term interests of the portfolio. Gulf-based institutions have been
rapidly developing their internal capabilities—a trend that both
reflects and supports their evolution toward greater sophistication. 

ENHANCED INTERNAL CAPABILITIES

Considering the size and importance of Gulf investors, it’s no sur-
prise that the world’s leading financial firms go out of their way to
serve them. HSBC’s chairman, Stephen Green, has publicly acknowl-
edged that ADIA is “one of the few clients I would drop everything
and see.”8 The CEOs of Goldman Sachs and investment giant
BlackRock have both paid personal visits to ADIA,9 signaling its
importance to their firms. A slew of international firms that are eager
to tap into Qatar’s capital outflows, including Credit Suisse, Barclays,
Morgan Stanley, Deutsche Bank, Goldman Sachs, State Street, and
HSBC, have flocked to open offices in the Qatar Financial Centre
rather than service Qatari clients from a distance.10 Reflecting both
the priority that investment firms place on Gulf capital and the
increased appetite of Gulf investors for private equity investments,
the private equity firms KKR and the Carlyle Group have both
opened offices in Dubai.11 Carlyle even announced, in 2009, a $500
million fund focused on investing in the Middle East and North
Africa region.12 Gulf institutions have, at least recently, been lavished
with attention from the world’s leading investment houses.

At the same time, the development of internal capabilities has
been a key priority for the region’s leading investors. One reason for
this push is the recognition of the inherent challenges associated with
engaging third-party advisors—challenges that are often referred to
as the “principal-agent problem” or the “agency dilemma.” However
much an external advisor may strive to put the interests of his clients
first, advisors are ultimately employed and compensated by firms
whose interests are not identical to those of their clients. A relation-
ship manager may, for example, be rewarded more on the basis of
how much he sells to the client than on the basis of how the invest-
ments that he sells actually perform. In addition, agents may have an
incentive to maximize the volume of transactions undertaken by a
client—even if the client would be better off sticking to its current
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portfolio. This misalignment of incentives can lead to questionable
behavior on the part of advisors, or at least cause principals to won-
der whether, in fact, the agent is always putting the client’s interests
before his own.

In the case of investment managers, terms are typically structured
to align incentives more closely. The prevailing model for private
equity managers, for example, is to receive an annual management fee
of 2 percent of the total fund and a 20 percent share of the profits (“car-
ried interest”) when the fund returns gains to investors. Overall, this
aligns incentives between the investors and the managers quite well—
the managers have the drive to maximize returns for investors in order
to receive a greater amount of carried interest. There are, however, still
some areas of misalignment between management and investor inter-
ests. One such area is the pressure to exit investments—since managers
are rewarded only when they liquidate a position (and funds have a
defined life of five to ten years in any case), they will seek to exit an
investment even if the investors could profit more in the long term
were they to continue to hold the position. Furthermore, commentators
have noted that fund managers have an incentive to take greater risk
than investors might themselves, since managers share proportionally
in rewards in the case of gains but receive the same management fee
whether they generate small losses or big ones. In other words, man-
agers share 20 percent of the upside gain but none of the downside risk
and therefore may have a bias toward more risky investments.13

In addition to principal-agent issues, the sheer costs of using
third-party managers can be substantial. Although the 2 percent man-
agement fee and 20 percent carried interest model has been the pre-
vailing norm, some of the top-performing funds demand even higher
fees. Renaissance Technologies’ Medallion Fund, for example, has a
whopping 5 percent management fee and 36 percent carried inter-
est.14 Mammoth institutional investors, including those in the Gulf,
have increasingly felt that such fees were an unnecessary drag on
returns, since their own asset pools are large enough to justify hiring
a world-class investment team and rewarding it handsomely.
Although smaller investors cannot efficiently access top talent, larger
ones often have the luxury of building their own teams.

Over the past decade, leading Gulf investors have successfully
attracted investment professionals with world-class backgrounds to
join their internal teams. As shown in Table 4.2, which focuses on a
handful of UAE entities, senior executives at Gulf institutions increas-
ingly are boasting strong global pedigrees.
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The enhancement of Gulf investors’ internal capabilities has been
a sustained trend. In the wake of the global financial crisis, in which
hundreds of senior investment professionals have entered the job mar-
ket, Gulf employers have even greater access to top talent. Executives
at leading global firms, sensitive to regulatory and social shifts that
will curtail compensation packages in the OECD world, are looking
more favorably at the Gulf than ever before. In addition to compensa-
tion, Gulf firms can offer the opportunity to build an investment
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T A B L E 4.2

Senior Executives of Gulf Institutional Investors Have Global
Credentials1

Executive Role Selected Credentials

Jean Paul Villain Head of strategy, ADIA Former head of Paribas Asset
Management

David Jackson CEO, Istithmar Yale MBA, Princeton BA, and Wall
Street background

David Smoot CEO, DIC Private Former managing director and
Equity cofounder of Morgan Stanley’s

Private Equity Group

Eric Kump Head of European Former managing director of Merrill 
private equity, DIC Lynch Global Private Equity;

Harvard MBA

Kenneth Shen Head of private Co-head of Asia-Pacific Corporate
equity, QIA Finance Group at Salomon

Brothers; Harvard MBA

Martin Harrison Chief investment officer, Global partner, Invesco; head of
Emirates Investment Asset Management, QIA
Authority

John Knight COO, Mumtalakat Managing director and chief
(Bahrain) operation officer for Southeast Asia,

JPMorgan Chase

Chris Koski Global head of Infrastructure team, Canadian
infrastructure, ADIA Pension Investment Board

Maurizio La Noce Executive director, Chairman of Dolphin PRC; board
energy & industry, member of Masdar
Mubadala

Derek Rozycki Executive director, Head of Abu Dhabi operations,
project and corporate Barclays Capital
finance, Mubadala

1 Source: “Expat 50,” Arabian Business, 2009 list; Dubai International Capital Web site; LinkedIn; Mubadala
Web site—senior management team; BusinessWeek company profiles.



portfolio with an entity that has abundant (and growing) capital—an
opportunity that has become very scarce since the financial crisis.
Once viewed as a backwater or second-rate market, the Gulf is increas-
ingly being seen as a place where professionals can engage in world-
class investment activity. 

An oft-repeated phrase in financial circles since the recent crisis
has been that if one wants to work in finance, the choices are
“Shanghai, Dubai, Mumbai, or good-bye.” Pithy as it is, the phrase is
an exaggeration and not entirely accurate regarding the Gulf—in fact,
many of the most engaging investment roles in the region are in Abu
Dhabi, Doha, Riyadh, and Kuwait. This mantra does, nonetheless,
underscore an important reality: that the financial crisis has helped
Gulf institutions further enhance the internal capabilities required for
sophisticated investments.

LANDMARK INVESTMENTS

As Gulf portfolios have expanded into more sophisticated invest-
ments, the number of prominent assets owned (in part or fully) by
GCC investors has multiplied manyfold. It’s important to note that a
large number of Gulf institutions’ more sophisticated investments are
in asset classes and structures that are not reported in the public
domain. Investments in private equity funds and hedge funds, for
example, are rarely disclosed to the public. Similarly, the purchase of
structured products and custom-made instruments provided by
global banks is strictly confidential. And, as discussed earlier, the
plain-vanilla securities that make up the bulk of Gulf portfolios need
not be reported. The details of most Gulf investments, therefore, are
not in the public domain.

Direct investments in global firms by Gulf buyers, however, are
often reported in the press. Sometimes they need to be reported
because of regulatory requirements, sometimes the publicity is in fact
welcomed, and sometimes the number of stakeholders involved is so
great that the transactions inevitably become public knowledge. 

Table 4.3 provides a sampling of prominent investments made
by Gulf investors over the years, highlighting key sectors and mar-
quee assets.

As is evident from Table 4.3, leading companies and brands—
from GE to Gucci and from Daimler to Disney—have taken on Gulf
investors as major shareholders. The list of major Gulf investments
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T A B L E 4.3

Gulf Investors Hold Stakes in a Wide Variety of Prominent Global
Companies1

Sector Asset Investor Stake

Citigroup ADIA 4.9%2

Citigroup Prince Alwaleed Bin Talal 4.3%

Citigroup Kuwait Investment Authority $3 billion; stake 
undisclosed

Merrill Lynch Kuwait Investment Authority $2 billion; stake 
(subsequently undisclosed3

Financial acquired by 
services Bank of America

Barclays Qatar Investment Authority 6.2%4

Credit Suisse Qatar Investment Authority 8.9%5

HSBC Maan al-Sanea (Saudi Arabia) 3.1%

Bank Islam Dubai Investment Group 40%
Malaysia

Industrial and Kuwait Investment Authority 19%
Commercial
Bank of China

Daimler Benz Aabar Investments (Abu Dhabi) 9.1%6

Daimler Benz Kuwait Investment Authority 7.1% 
(subsequently
diluted)

Automotive Aston Martin Investment Dar and Adeem 78%
Investment (Kuwait)

Ferrari Mubadala (Abu Dhabi) 5%

Porsche/ Qatar Investment Authority Pending7

Volkswagen 

P&O Dubai Ports World 100%

Industrial GE Plastics SABIC (Saudi Arabia) 100%

Doncasters Dubai International Capital 100%
Group (UK)

Tiffany Investcorp (Bahrain) 100%
(floated 1987)

Retail Gucci Investcorp (Bahrain) 100%
(floated 1996)

Saks Fifth Avenue Investcorp (Bahrain) 100%
(floated 1996)

Walt Disney Kingdom/Prince Alwaleed Substantial
Bin Talal

Hospitality Four Seasons Kingdom/Prince Alwaleed 22%
Hotels Bin Talal

(continued )



goes on, and is likely to only increase in the years ahead. At a time
when crisis-related losses have left most principal investors reeling,
Gulf institutions stand poised to find bargains and build portfolios
from a position of strength.

BEYOND PLAIN VANILLA: ADIA’S INVESTMENT IN CITI

ADIA’s 2008 investment in Citigroup, viewed broadly as a virtual
bailout of the global bank prior to the US government’s subsequent
intervention, is a prime example of a recent high-profile Gulf invest-
ment. The transaction represents the increased importance of the
GCC as a primary source of capital for large corporations. A close
look at the transaction highlights, given in Table 4.4, reveals that the
deal was far from a plain-vanilla injection of equity.

ADIA’s investment was structured as debt convertible to equity,
providing returns in the form of quarterly interest payments for up to
four years (depending on when the conversion to equity takes place).
The debt was priced at the very high interest rate of 11 percent, locking
in a return several times higher than the corporate bond rates prevail-
ing at the time and reflecting ADIA’s strong negotiating position when
the transaction occurred. When the conversion from debt to equity
takes place, the number of shares will depend on how Citigroup’s stock

142 PART II Developments and Trends

1 Source: Dubai & Co. and company sources, unless otherwise noted.
2 “Abu Dhabi Reviewing Citigroup Investment: Sources,” Reuters.com, March 1, 2009.
3 “KIA Acquires a Minority Stake in Merrill Lynch,” Reuters.com, January 31, 2008.
4 “Slim Demand for Barclays Offer Gives Qatar 8% stake,” Reuters.com, July 18, 2009.
5 “QIA Raises Its Stake in Credit Suisse Group,” Reuters.com, October 26, 2009.
6 “Daimler Capital Hike to Make Abu Dhabi Biggest Investor,” Reuters.com, March 22, 2008.
7 “Qatar May Buy VW or Porsche Stake,” BBC.com, June 9, 2009.

T A B L E 4.3

(Continued)

Sector Asset Investor Stake

Fairmont Hotels Kingdom/Prince Alwaleed 16% 
Bin Talal

Essex House Jumeirah International (Dubai) 100% 
(New York)

Travelodge (UK) Dubai International Capital 100%



is performing at the time—the worse the stock is doing, the more shares
ADIA will receive. 

Despite the sophisticated structuring, however, ADIA remains
heavily exposed to Citigroup’s ailing share price. Were Citi’s share
price to remain at $30.70 (the price at which it was trading when the
transaction took place), ADIA’s annualized return would be 11 per-
cent. Any gains in the stock price will add to the base return, and
declines will take away from it. With Citigroup trading below $4 per
share at the time of this writing, however, ADIA’s position remains
heavily “under water” (below its initial value), even with the interest
payments factored in.

Another Abu Dhabi investment into a global bank, that by Sheikh
Mansour bin Zayed Al Nahyan into Barclays, has fared far better.
Investing through the entity International Petroleum Investment Co.
(IPIC), Sheikh Mansour injected £2 billion into Barclays in 2008
though a mandatory convertible structure that valued Barclays shares
at 153p. Barclays entered the deal in order to receive much-needed
capital and avoid a government bailout. Eight months later, in mid-
2009, Sheikh Mansour exited the investment and realized a gain of
£1.45 billion.15 That corresponds to a return of 9 percent per month and
more than 100 percent on an annualized basis. Sheikh Mansour’s deal
was less complex in its structure, yet extraordinarily successful in its
outcome. The UK publication the Telegraph noted that Sheikh Mansour
had spotted an opportunity missed by Barclay’s sophisticated investor
base, which “barely dipped a toe” when offered the same terms as the
Abu Dhabi investor.
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T A B L E 4.4

ADIA’s Investment in Citigroup Involved Complex Structuring1

Transaction value $7.5 billion

Nature of investment Mandatory convertible (debt to equity) 

Duration of investment Four years 

Interest rate on debt 11% annual interest guaranteed; payable quarterly

Settlement in shares Number of shares will vary between 201 million and 
235 million, depending on the share price at the 
time of conversion

Share price on date of transaction $30.70

1 “Abu Dhabi Reviewing Citigroup Investment: Sources,” Reuters.com, March 1, 2009.



WORLD-CLASS POSITIONING

As well as investing in marquee assets, Gulf investors are increasingly
taking measures to position themselves as world-class institutions.
This is especially true of private investors and investment houses that
either rely on third-party investors for funding (and therefore have an
interest in maintaining a strong public perception) or compete inter-
nationally for attractive deals (and therefore wish to be seen as value-
adding shareholders). One way in which this is done is through
media, publications, and conference appearances—Arif Naqvi of
Abraaj Capital (UAE), for example, appears frequently in the press in
outlets such as BusinessWeek.16 The investment houses SHUAA
Capital (UAE) and Global Investment House (Kuwait) publish exten-
sive research that is read by financial professionals and cited else-
where. ADIA and the Olayan Group (Saudi Arabia) have appeared at
global summits including the World Economic Forum in Davos,17 and
the Abu Dhabi Investment Council and National Industries Group
(Kuwait) have been represented at the prestigious Milken Institute
forum in Los Angeles.18 These events position Gulf institutions as
part of a network of global financial leaders.

More concretely, Gulf investors have been co-investing along-
side prestigious global partners, signaling their ability to act as peers
with leading international firms. For example, ADIA has co-invested
alongside the Texas Pacific Group (TPG) in TPG’s $44.4 billion buyout
of the TXU Corporation, and has also invested alongside KKR in its
$19.4 billion buyout of Alliance Boots. It has also invested directly in
the investment management firms Apollo Management and Ares
Management.19 Prince Alwaleed Bin Talal invested alongside Bill
Gates in the Four Seasons Hotels, again signaling global stature.
Actively recruiting at leading business schools like Harvard, Gulf
institutions are positioning themselves as significant, world-class
organizations that warrant the attention of the best and the brightest.
These activities not only help Gulf institutions grow in sophistication,
but also send a message that they are serious actors on the global
financial stage.

Over the past decades, Gulf investors have gone through a contin-
uous process of institutional development. Today, institutions in the
GCC, like those in other markets, span a wide rage of maturity and
sophistication. In the years ahead, the increased sophistication of Gulf
investors can be expected to remain an ongoing trend, enabling these
institutions to act with increasing savvy, confidence, and stature.
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KEY LESSONS

■ Gulf investors have historically focused on conservative US dollar investments
because of their investment considerations and circumstances.

■ Over the past decade, however, the attributes of Gulf institutions have
increasingly come to match the characteristics of sophisticated 
institutional investors.

■ Gulf investors have expanded their portfolios into sophisticated asset
classes and complex structures.

■ Enhanced internal capabilities have been a key driver in enabling Gulf 
institutions to make more sophisticated investments.

■ Gulf investors are using co-investment, thought leadership, and other 
platforms to position themselves as world-class investors.

■ Gulf investors can be expected to continue increasing their sophistication
in the years ahead.



5 C H A P T E R

The Home Front: The Rise 
of Domestic and Regional
Investments

Gulf Cooperation Council (GCC) support of leading American universities
is nothing new. For decades, GCC donors have funded programs and acade-
mic chairs at top universities, including Princeton and UC-Berkeley.
Georgetown’s Center for Muslim-Christian Understanding bears the name
of a major Saudi donor, Prince Alwaleed Bin Talal.1 The head of Harvard
Law School’s Islamic Legal Studies program holds a title named after the
Saudi king: “The Custodian of the Two Holy Mosques Adjunct Professor of
Islamic Legal Studies.”2 It is therefore not surprising that the Gulf has
continued to provide patronage for leading universities during successive
economic booms. 

Since the early 2000s, however, support provided by the Qatar
Foundation for Education, Science and Community Development (QF) has
introduced a very different model. The foundation, a major strategic initia-
tive for Qatar, has entered into partnerships with Cornell, Georgetown,
Carnegie Mellon, and a number of other universities. The partnerships
include extensive funding and elaborate operational support, and insist on
academic rigor. What makes QF’s patronage different is that, rather than
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funding activities in the United States, the foundation brings these universi-
ties to Qatar’s Education City.3 International partnerships have become part
of a domestic education strategy—a strategy to develop the region’s own
human resources and intellectual capital. 

Gulf investments, especially those of the region’s largest institutional
investors, continue to be principally allocated to the world’s most developed
markets. The United States and other member countries of the Organisation
for Economic Co-operation and Development (OECD) continue to offer the
deepest, broadest, and best-established capital markets. In recent years, how-
ever, an increased focus on domestic and regional investments has been a key
trend in the activities of GCC investors. Understanding this trend and its
impact on local economies is critical for observers of the region. At the same
time, assessing the growth of (and gaps in) local capital markets is crucial to
understanding the prospects for directly investing in the GCC’s growth and
for understanding the overall allocation choices of Gulf investors. As the
“home front” has become more important, its impact on major institutions
has grown.

We begin by contrasting the Gulf’s focus on “hard” infrastructure in
previous booms with its increased focus on “soft” infrastructure in the 2000s.
This shift in emphasis, which is rooted in the long-term economic strategies of
countries in the region, has resulted in more creative forms of domestic and
regional investment seeking to develop knowledge-based economic activity.
The shift also reflects increased appreciation of the importance of the private
sector and of privately led initiatives—a sense that governments should act
more as enablers and less as principal economic actors.

Next, we discuss the booms and busts experienced in local equity
markets and real estate over the past decade. Listed equity markets in the
region have experienced a number of booms and busts, including two cycles
over the past eight years. From 2001 to 2006, a swell in liquidity and an
increased regional and domestic focus led to a tremendous boom in stock
prices. The market capitalization of key Gulf companies reached meteoric
heights—UAE-based property developer Emaar, for example, became the
highest-valued developer in the world.4 Then a sharp correction in 2006
wiped out more than half the total market capitalization in the UAE, Saudi
Arabia, and Qatar, and more than a third of the value in other GCC markets.5

This decline, though painful, brought valuations more closely in line with
emerging-market standards. Stock prices rose again in 2007 and much of
2008 before the global financial crisis led to another severe downturn. Gulf
equity markets remain largely sentiment-driven, with retail investors
contributing the bulk of invested capital and typically trading more on confi-
dence than on the fundamental analysis of companies. This was particularly
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evident in the bust of 2006, in which many companies lost more than half of
their market capitalization despite achieving earnings growth and solid
fundamental results.

We close with a discussion of how the Gulf’s capital markets, despite
their rapid growth, remain underdeveloped along a number of dimensions.
As a result, the most attractive investment opportunities are generally found
in direct corporate investments outside of public equity markets. Therefore,
both Gulf-based and international investors may be best served by exploring
high-growth direct investment opportunities rather than passively investing
in local stock markets.

FROM “HARD” TO “SOFT” INFRASTRUCTURE

In each successive oil boom, the Gulf states have used part of their
surpluses to invest in domestic infrastructure. The types of infrastruc-
ture investments made, however, have evolved along with the
region’s economic needs and its long-term development strategies.
Table 5.1 contrasts the investments in “hard” infrastructure made
during the 1970s and 1980s with the investments in “soft” infrastruc-
ture made in the 2000s.

In previous booms, the Gulf countries needed to establish their
basic transportation infrastructure: roads, airports, and shipping
capabilities. This task was especially daunting in Saudi Arabia,
because of its vast size and the need for regional airports and high-
ways to connect its various cities. Smaller countries also needed to
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T A B L E 5.1

Contrasting Hard and Soft Infrastructure Investments by Gulf States

Hard Infrastructure of the 1970s and 1980s Soft Infrastructure of the 2000s

Basic transportation (roads and airports) Upgraded transportation and 
logistics

Core utilities Upgraded and “green” utilities

Basic education Aspirations for world-class higher 
learning 

Government facilities and plants Business parks, free zones, and 
commercial enablement

Public projects Partnerships with private sector



build their capabilities for domestic and international travel, and
transportation projects were a key priority in the region. 

In the 2000s, investments in transportation took on a different
tone. As the projects of the 1970s and 1980s have aged and Gulf pop-
ulations have skyrocketed, there has been a push for an upgraded
transportation and logistics infrastructure. The UAE offers a number
of prime examples of such upgrades in infrastructure: Dubai’s Jebel
Ali Port was a forerunner of substantial investment in Dubai Ports
World and other logistical capabilities. The UAE launched two new
airlines, Emirates and Etihad, in the 1990s and 2000s, both seeking to
be carriers of choice for the region and key hubs for long-haul flights
between Europe and Asia.6 Qatar Airways, launched in 1993, has
positioned itself as the world’s only “five-star airline” in an attempt to
differentiate itself and capture market share. Dubai, Abu Dhabi, and
Doha are undertaking or have recently completed massive airport
improvement projects.7 These initiatives are a far cry from the modest
investments in roads and simple airports of the 1970s.

In previous decades, the GCC states needed to establish their
core utilities infrastructure—power, water, and other basic services
required for modern living. Prior to this time, those segments of the
population that lived away from urban centers were often under-
served and did not always have access to basic utilities.8 The prosper-
ity of the 1970s was instrumental in enabling governments to extend
the reach of utilities to their entire population. In the 2000s, utilities
investments have also been crucial, largely to keep up with the
region’s growing populations. There has, however, also been a focus
on research and development related to “green” technologies and
utilities of the future. The global conglomerate GE and Abu Dhabi’s
Mubadala have agreed to invest $4 billon each over a three-year
period in order to develop the Abu Dhabi “cleantech” sector. Their
main focus has been on an initiative called Masdar, envisioned as
being Abu Dhabi’s Green City.9 The demographics of the Gulf indi-
cate that significant ongoing investment in utilities will be needed in
the decade ahead. While the bulk of it is likely to involve traditional
forms of energy (in which the GCC has inherent cost advantages),
interest in renewable and green energy is also present and may shape
the region’s energy future.

Gulf governments used part of the surpluses of the 1970s to
establish basic educational systems in their countries. Naturally, the
emphasis was on primary and secondary education, since these areas
were generally underdeveloped in the region. As a senior GCC executive
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who worked for the same global bank for decades once told me, he
was deeply loyal to the bank because “it was my school”—it was
through his job at the bank that he had developed his reading, writ-
ing, and mathematical skills. Before the booms of the 1970s and 1980s,
Gulf nationals of modest means had limited access to education.

By the 2000s, the challenge of access to basic education had
been addressed, and GCC countries turned their attention to major
initiatives aimed at enhancing advanced learning and university-
level educational institutions. In 2007, Saudi Arabia launched the
King Abdullah University of Science and Technology (KAUST),
which was established with the third-largest endowment of any uni-
versity in the world.10 In the UAE, Mohammed bin Rashid pledged
a $10 billion investment in 2007 to support the development of a
“knowledge based society” through a foundation that bears his
name.11 In Qatar, the Qatar Foundation for Education, Science and
Community Development has spent more than $2.6 billion since
2001 to create the knowledge hub of “Education City” in Doha and
to bring leading US universities to Qatar. Passport Capital estimates
that Saudi Arabia has $600 billion of domestic investment (overall)
in the pipeline over the next 20 years, and that envisioned in this
investment is the funding of no fewer than 20 universities.12 In addi-
tion to Qatar’s partnerships with Cornell, Georgetown, Carnegie
Mellon, and other universities, Abu Dhabi has entered into a rela-
tionship with New York University (NYU) to establish a campus in
the UAE.13 Investment in the region’s educational infrastructure
now aspires to world-class standards, and substantial resources
have been allocated to support these ambitions. 

Vast government facilities and plants—power plants, utilities
companies, telecommunications companies, government-owned air-
lines, and the like—have been created in the GCC over the course of
successive oil booms. Public-sector companies tended to dominate
capital-intensive sectors (telecommunications is a prime example), as
governments were best positioned to make the investments required
to set up the core infrastructure required. The majority of these pub-
lic-sector companies survive to this day, even if, like the UAE’s tele-
com provider Etisalat, a portion of their equity is publicly listed.14

With new initiatives, however, partnerships between the public
sector and private institutions have become increasingly common. As
mentioned earlier, Abu Dhabi’s Green City initiative is being under-
taken in partnership with GE. In Qatar, Qatar Science & Technology
Park (QSTP) applied a model similar to a venture capital incubator,
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with the Qatar Foundation investing $600 million and its 21 partners
agreeing to invest $225 million in research and development.15 There
is also a drive toward creating business parks and commercial dis-
tricts in hopes of sparking private-sector business activity. The UAE
has been a trailblazer in establishing free zones, including Dubai’s
Jebel Ali Free Zone (Jafza), the Dubai International Financial Centre
(DIFC), Dubai Internet City, Dubai Media City, and Dubai Knowledge
Village, among others. Other emirates, including Sharjah and Ras Al
Khaimah, have launched free zones of their own, largely to attract
spillover demand that is not being served in Dubai or is seeking a
lower-cost environment.16 Bahrain, with its long legacy as an offshore
banking hub, has the Bahrain Financial Harbour free zone as well as
industrial initiatives to attract manufacturers. The Qatar Financial
Centre (QFC) has attracted a large number of global financial institu-
tions and has thrived as Qatar’s prosperity and investment capabili-
ties have grown. Saudi Arabia has envisioned the creation of six
Economic Cities throughout the Kingdom, designed to stimulate
growth and development and to diversify the Saudi economy.17 A key
open question has been whether the new Economic Cities will (in
whole or in part) be free zones, or whether ownership restriction will
be enforced in these new developments.

Business parks and free zone initiatives throughout the GCC
reflect governments’ drive to stimulate the private sector and jump-
start local entrepreneurial ventures. Governments are increasingly
recognizing that the public sector alone cannot create the volume and
quality of job opportunities and economic growth needed to maintain
and improve the region’s standard of living. To build economic com-
petitiveness, the private sector needs to drive growth and innovation.
Government efforts are increasingly focusing on giving the private
sector all the tools it needs to drive economic diversification and
growth. This is an important departure from the previous model of
using state-owned companies as the key drivers of the local economy,
and a step toward more vibrancy and diversity in the economies of
the Gulf.

LOCAL EQUITY MARKETS: BOOMS AND BUSTS

In addition to enabling the investments in infrastructure discussed
previously, the prosperity of the GCC has made wealth available for
investment in local stock markets. Although the informal trading of
shares in the Gulf dates back to 1935,18 it was only in the late 1980s
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that organized exchanges were formed in the region, and it was not
until the 2000s that serious growth in Gulf equities markets took
place. By the end of June 2009, the seven GCC bourses had a com-
bined market capitalization of $655 billion.19

The story of Gulf equities markets since 2000 has been one of
both remarkable growth and severe crashes, and extreme volatility
and significant swings in value have been witnessed. In the first half
of the decade, total market capitalization increased more than ten-
fold, from $120 billion in 2000 to a peak of over $1.5 trillion by 2006.20

Local markets went nowhere but up during this period: between
2001 and 2004, total market capitalization in the UAE grew seven-
fold, while the Saudi market more than tripled.21 One Saudi firm
even had a market capitalization close to Google’s at the time.
Through 2005 and the early months of 2006, the frenzy continued,
and “irrational exuberance” akin to the 1990s dot-com bubble on the
Nasdaq market set in. Remarkably, at their 2006 peaks, Gulf markets
accounted for about 20 percent of the value of all emerging-market
exchanges.22

The majority of the investors in the market—an estimated 70
percent—were individual investors, of which as many as 90 percent
may have been short-term speculators.23 These were the Gulf equiva-
lent of day traders during the dot-com bubble—investors who had lit-
tle understanding of or interest in the fundamental performance of
the businesses they were investing in, but who were eager to capture
returns that could be as high as 5 percent per day. Even local compa-
nies found the frenzy too tempting to resist. In 2004 and 2005, for
example, it was not uncommon for companies to have more “extraor-
dinary income” from gains on the stock market than operating profits
from their core business.

Stock market euphoria in the Gulf got out of hand quickly and
reached extreme heights. Some investors sold their cars to finance
shares, and banks would lend investors cash to buy stock and partici-
pate in IPOs. Some lending behavior became downright irresponsible.
According to the local Saudi press, some lenders could garner 20 to
30 percent returns in a single week by financing shares; the Saudi
Arabian Monetary Agency had to intervene.24 In Kuwait, lending to
purchase shares grew 337 percent between 2000 and 2005.25 As a sign
of the times, some ATMs were enabled with brokerage capabilities so
that customers could day-trade as they withdrew cash from their
accounts. When a hot IPO was open to investors from around the
GCC, it was not uncommon for nationals to drive across borders, sleep
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in their cars if need be, and stand in long lines to register for shares.
Many people quit their jobs entirely when day trading became too
lucrative. I recall a striking scene from a visit to the Abu Dhabi stock
exchange in 2005. The floor had a frenzy and a buzz, as all exchanges
with human traders do. Unlike the New York and Chicago exchanges,
however, the bulk of the people on the floor were individual investors,
not professional brokers and dealers. When the petrochemical com-
pany Yansab was listed in Saudi Arabia, almost two-fifths of the Saudi
national population—more than 8 million people—participated in the
IPO.26 In the United States, in contrast, only about half of all house-
holds own any individual stocks at all, and no single stock would be
universally owned by all of them.27

Figure 5.1 illustrates the performance of the Saudi stock market,
by far the GCC’s largest and representative of the phenomenon
witnessed in the UAE and Qatar as well. 

Stocks continued to climb until March 2006, when they plum-
meted. Ironically, the crash began at a time when oil prices (and there-
fore liquidity in the region) were at all-time highs. This is yet another
sign that the high valuations were simply a bubble and were not
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Saudi Stock Market Boom and Crash, 2001–2007
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based on fundamental economic realities. The correction, which con-
tinued throughout the rest of 2006, wiped out most of the gains since
early 2005. As of June 2007, however, the market was up around 250
percent from its 2001 level. The investors who were most hurt by the
correction were those who came in at the peak of the frenzy in 2005
and 2006—and these, unfortunately, tended to be the least sophisti-
cated and most vulnerable retail investors.

It is noteworthy that the market corrections in Kuwait and
Bahrain were far less pronounced than those in Saudi Arabia, the
UAE, and Qatar. One reason for this is that Kuwait and Bahrain had
more sophisticated stock markets: Kuwait’s had been the first in the
region, and Bahrain’s was heavily weighted toward more stable
financial institution shares. Both exchanges also enjoyed a high pro-
portion of institutional investors, who are less likely to succumb to
the temptations of valuation bubbles. Oman’s stock market, quite
interestingly, grew at a healthy pace in 2006—a sign that it was insu-
lated from the frenzy elsewhere in the GCC. 

While the sharp market correction was certainly jarring for many
investors, observers saw it as a necessary step and a maturing experi-
ence for the region. As of February 2007, average price-to-earnings
(P/E) ratios for shares traded on regional exchanges were far more in
line with emerging-market averages worldwide than they had been a
year before. In February 2006, Saudi and UAE shares had been trad-
ing at unsustainable P/E ratios above 50. The precorrection P/E ratios
were, in some cases, four times the average for emerging markets
worldwide. Figure 5.2 illustrates market-average P/E ratios before
and after the correction.

Since mid-2007, the story of Gulf stock markets has continued
to be one of significant volatility driven by consumer sentiment
rather than underlying fundamentals, and by sharp declines follow-
ing the US credit crisis. The first half of 2007 was characterized by
relative stability, following the precipitous declines of 2006, in
which the region’s largest exchange, the Saudi Tadawul All Share
Index, lost 60 percent of its value between February and
December.28 However, by March 2007, the markets had entered the
beginning of another 18-month boom period, with the Dubai
Financial Market (DFM) index gaining 68 percent between April 1,
2007, and September 1, 2008.29 While mid-2007 is typically thought
of as the height of a bubble in the United States, to put the gains in
perspective, all of the Gulf stock markets grew significantly faster
than US markets during this period, with the Dow Jones Industrial
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Average increasing only 16 percent compared to the 68 percent
increase in the Dubai Financial Market.30

Local Markets Hit by the Global Crisis

This second, post-2006 rally was followed by another bust in 2008.
This time around, the correction was linked to the global recession
and financial crisis, which spared none of the world’s major markets
in 2008–2009. When US investment banks began announcing large
writedowns as a result of losses on subprime mortgages, stock
markets in the United States and United Kingdom began to fall
immediately. In the Gulf, however, the reaction was not so immediate.
The delay between the beginning of subprime losses and the effects
on the Gulf and other emerging markets led to hopes among invest-
ment banks that a “decoupling” of emerging markets had made them
“well positioned to weather a US slowdown, thanks in part to high
commodity prices and strong demand for exports.”31 There were
even (temporarily) hopes that the continued buoyancy of emerging
markets could help prevent a global recession.
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The Saudi Tadawul index and the Dubai Financial Market
peaked three months after the Dow Jones, in January 2008. However,
despite only slightly weakened fundamentals and with positive real
GDP growth across the GCC in 2008, Gulf stock markets suffered cat-
astrophic losses as the global financial crisis played out. The DFM lost
77 percent of its value in the 13 months from its peak in January 2008
to its trough in February 2009, and the Saudi exchange lost 64 percent
of its value over the same period.32 Interestingly, someone who had
invested $1,000 in the Saudi stock market in July 2004 and held it
there for five years until July 2009 would still have almost exactly the
same amount, although the investment would have risen and fallen
by over 300 percent during those same five years. 

Assessing the performance of Gulf stock markets over the past
three years leads to two fundamental observations. First, the stock
markets of the Gulf, like those of other emerging-market countries,
are not immune to global crises and economic shocks. The decoupling
of emerging and developed stock markets that was widely predicted
in 2006 and 2007 has not materialized. Gulf stock markets proved not
to be resilient against the global economic downturn for a number of
reasons. Most directly, the economic downturn led to a collapse in oil
prices—from $150 per barrel in July 2008 to $50 per barrel in January
2009—which severely hurt Gulf incomes.33 Also, the global downturn
in investor sentiment certainly affected Gulf investors, the largest of
whom keep the bulk of their portfolios outside the region and there-
fore felt the decline in global asset values immediately. In addition,
the freezing up of global credit markets definitely had an impact on
Gulf institutions, many of which rely on debt-based financing for
projects and other investments. In the case of Dubai, public debt
reached a staggering 103 percent of GDP,34 making the financing of
new projects and initiatives extremely difficult. Adjusted growth
outlooks for oil-dependent Gulf economies affected the prospects for
listed companies, and investors fled stock markets en masse as the
global downturn worsened.

A second fundamental observation is that the Gulf exchanges
appear to be prone to far greater volatility than their mature-market
counterparts, enabling both speedy gains and rapid losses for
investors. In just one month at the end of 2007, the Saudi stock
exchange increased in value by 20 percent, only to lose 20 percent of
its value in just seven days a month later.35 When the Gulf stock mar-
kets eventually crashed, their falls were deeper and swifter than those
of US markets. Consider, for example, the following figures:
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■ From its peak valuation to the low point of the 2008–2009
crisis, the Dow Jones Industrial Average lost 53 percent of its
value over a 17-month period. 

■ The Dubai Financial Market, the worst hit of the Gulf
exchanges, lost 77 percent of its value in just 13 months.36

This significant volatility in Gulf stock markets has often left
investors and observers “bewildered,” and it reduces the appeal of
these markets to sophisticated investors.37 The fact that the Gulf’s
losses were more severe than those of the Dow is especially remark-
able considering the fact that subprime lending and the “toxic paper”
in the financial system did not originate in the Gulf and were largely
tangential to Gulf investors’ portfolios. Observers in the Gulf noted
that they did not cause the global crisis, but—at least from a stock
market perspective—they suffered more severely from it than their
OECD counterparts. 

SHIFTING ENVIRONMENT: FOREIGN OWNERSHIP LAWS 
AND PRIVATIZATIONS

The scale of domestic and regional investment in GCC public equities
markets is inevitably linked to the institutional frameworks that gov-
ern those markets. Changes in the limitations on foreign investment,
sale of state-owned enterprises (SOEs) and licenses, changes in the
IPO processes, market concentration, partial listing, and a large num-
ber of other factors will all continue to affect investment levels within
the GCC over the coming years and must be understood by anyone
who is looking to invest in the region.

Regulations governing foreign share ownership have histori-
cally limited the stakes that outside investors could take in GCC com-
panies. These regulations, though rapidly changing, remain in place,
keeping Gulf companies in GCC hands and also limiting the amount
of foreign investment flowing into the region. Ownership regulations
customarily differentiate among three categories of investors: nation-
als of the country itself (on whom there are no restrictions), nationals
of other GCC countries (for whom the restrictions are sometimes less
onerous), and international investors. Table 5.2, based on a 2008
study, summarizes foreign ownership limits for certain Gulf states.

Bahrain and Saudi Arabia differentiate significantly between
nationals of other GCC states and other (non-GCC) foreigners.
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Bahrain, in a posture reflective of its legacy as an offshore hub for
Saudi Arabia and other Gulf states, allows full ownership by nation-
als of any GCC state. Nationals of other countries, by contrast, are not
allowed stakes in Bahraini companies greater than 49 percent. Saudi
Arabia allows nationals of other GCC states to own up to 49 percent
of Saudi companies, whereas other foreigners are not allowed to have
any direct ownership in listed companies. That said, recent regulation
has allowed foreigners to hold economic interests in the shares of
listed Saudi companies as long as the legal ownership of the shares
remains with Saudi brokers.38 This reform makes it possible for for-
eigners to benefit from gains in the Saudi market, but keeps them
from having ownership rights in their own names.

More favorable ownership laws for GCC nationals have been a
force enabling increased intraregional investments. In 2007, 41 per-
cent of shares on the Bahraini exchange were owned by Bahraini
nationals, 49 percent were owned by other GCC nationals, and 10 per-
cent were held by foreign investors.39 In July 2008, 9 percent of the
total value of shares on the Abu Dhabi Securities Exchange was held
by non-GCC investors,40 with the remainder being held by UAE citi-
zens and other GCC nationals. The provisions of the GCC Common
Market (which came into place in January 2008) will ultimately mean
that there are no limits on share ownership by other GCC nationals,41

and this is a key step in increasing intraregional investment by GCC
nationals and companies. 

In the UAE, the pace of this change will be set at both the
national and the individual company level: the equalization of the
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T A B L E 5.2

Foreign Ownership Limits on GCC Public Equity Markets1

GCC-Based Investors International Investors

Saudi Arabia 49% 0%

UAE 0–49% 0–49%

Kuwait 49% 49%

Qatar 25% 25%

Bahrain 100% 49%

Oman 25–70% 25–70%

1 Florence Eid, “The Other Face of Arab Wealth: Domestic Investment Opportunities,” Passport Capital,
Syrian Banking Conference, November 2008.



status of nationals and other GCC nationals must still be approved by
a company’s board of directors through a change in the company’s
charter, by the national ministry of economy, and by the capital mar-
ket regulatory body, the Emirates Securities and Commodities
Authority.42 The investment firm SHUAA Capital has noted that
“treating GCC nationals at par with UAE nationals, when it comes to
foreign ownership limits, could act as a catalyst for stock prices of a
number of firms in the UAE that have seen their foreign ownership
limits reached and, hence, waning investor activity. In general, when
foreign ownership limits are relaxed for companies with sound fun-
damentals, they witness an increased buying flow into their stocks,
driving the share prices upwards.”43

For more than a decade, the UAE’s free zones have thrived,
largely as a result of provisions allowing 100 percent foreign owner-
ship of free zone businesses. Onshore companies, by contrast, are
required to have 51 percent Emirati ownership. In 2009, various media
reports suggesting that the UAE may allow majority foreign owner-
ship outside of the free zones in certain sectors, including health care,
education, and financial services, appeared.44 One possible outcome,
according to commentators on international law, may be the division
of foreign ownership restrictions in the UAE into three groups:

• Sectors and activities in which the UAE Council of Ministers
(Cabinet) may from time to time decide to allow greater foreign par-
ticipation, up to and including 100% foreign ownership;

• Sectors and activities in which the current restrictions on foreign par-
ticipation would remain (eg, real estate, telecommunications and
defense); and

• Sectors and activities which would allow increased foreign partici-
pation, but less than 100% (eg, trading in consumer goods).45

A second key trend that is leading to an increase in domestic and
regional investments is the deregulation and sale of formerly state-
owned industries and licenses. Liberalization of telecom markets in
the GCC through the auctioning of new licenses has been a source of
revenue for Gulf governments and a method of introducing competi-
tion into the marketplace, but one of its key impacts has been an
increase in intraregional investment. In 2004, the UAE telecom
provider Etisalat paid $3.4 billion for Saudi Arabia’s second mobile
license,46 starting a wave of license auctions across the Gulf. Saudi
Telecom Company (STC) is reported to have set aside a fund of $10
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billion for the acquisition of telecom licenses in the Middle East and
North Africa (MENA) region, and in January 2009 it acquired
Bahrain’s third mobile license for $230 million.47 This wave of acqui-
sitions has now progressed from licenses to the exploration of merg-
ers and acquisitions between publicly listed telecom operators in
different GCC countries: in July 2009, Etisalat announced an interest
in acquiring a majority stake in Kuwaiti mobile operator Zain.48

Over time, it is likely that greater liberalization of ownership
laws and additional privatizations will make Gulf equity markets
more accessible and deeper. Such changes would make them more
attractive both for local investors and for international investors seek-
ing to profit from the GCC region’s strong growth prospects and
long-term potential. That said, it is crucial for international observers
to note that Gulf capital markets today remain less developed than
many of their counterparts elsewhere, and that these markets’ devel-
opment gaps have a real impact on their relative attractiveness. 

LIMITATION OF PUBLIC MARKETS

As illustrated in Figure 5.3, public capital markets in the Gulf,
although developing rapidly, have a number of important limitations
that affect their overall attractiveness today.

Unlike the situation in the US market, many offerings on Gulf
stock exchanges are partial floats in which the bulk of the company’s
ownership remains in the hands of the founders or (in the case of
privatizations) in the hands of the government. In 2002, for example,
Saudi Telecom was listed on the Saudi TASI, but only 30 percent of the
shares in the company were sold. Even within this float, a third of the
shares were allocated to two Saudi public-sector investors, General
Organization for Social Insurance (GOSI) and the Pension Fund.49

Similarly, in its 2007 IPO, Dubai Ports World sold only a 20 percent
stake and targeted individual UAE investors, with a minimum thresh-
old of $6,000 and the opportunity to subscribe being offered at
branches of leading UAE banks.50

Although shares certainly can perform well even in the case of
partial listings, such floats introduce governance issues that can be of
concern to sophisticated investors. When only a minority interest in a
company is floated, it is difficult to ensure that the company will be
run to maximize shareholder value rather than to meet the objectives
of the majority owners (either the founding family or the govern-
ment). For example, if the company’s majority owners seek to make
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an acquisition that meets their institutional objectives but does not
maximize shareholder value, the owners of listed shares cannot pre-
vent the acquisition, since they control only a minority of the com-
pany. In more subtle cases, not being principally responsible to public
shareholders (but rather being responsible to the majority-owning
institution) naturally fosters a culture in which management is more
sensitive to the needs of its major shareholders than it is to the needs
of its public investors. If the majority owners want a dividend and the
retail investors prefer to reinvest earnings, chances are that a divi-
dend will be issued. In recent privatizations, however, there are
increasing instances of majority-stake listings on public equities mar-
kets. In April 2008, Saudi Arabia’s Shariah-compliant Alinma Bank
sold 70 percent of its equity to Saudi nationals in an IPO,51 and Zain
subsidiary Zain Saudi Arabia floated 50 percent of its equity in
February 2008.52 This shift toward the listing of majority equity stakes
is a promising sign of increasing maturity in the Gulf IPO market.
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Limited Floatation

• Valuations often
 have little
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 rumors and feelings

• Listed floatation is often a
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1

Limited Corporate Debt

• Bonds, sukuk, and
 commercial paper are
 highly limited and illiquid

3

Retail-Dominated

• Retail investors
 dominate listed
 equity markets
• Institutional
 investors control
 only 3–10% of
 market

24

F I G U R E 5.3

The Region’s Capital Markets Today Have Key Limitations



Second, Gulf stock markets continue to be dominated by retail
investors, who tend to be driven by sentiment rather than by economic
or market fundamentals. Unlike mature-market exchanges, which are
dominated by institutional investors such as mutual funds, Gulf stock
markets are dominated by individual investors. According to Jadwa
Investment, Saudi individual investors accounted for nearly 95 percent
of TASI trades in 2008, with mutual funds accounting for less than
2 percent of shares traded.53 In December 2008, there were only
51 domestic and regional mutual funds in the Gulf,54 with a total of
$12 billion in assets under management,55 compared to a total market
capitalization on the Gulf bourses of more than $700 billion. Even
within the mutual fund sector, holdings are fragmented—only 7 had
more than $500 million in assets under management (AUM), and only
23 had more than $100 million in AUM.56 This phenomenon is
extremely unusual for an exchange that has reached such high levels of
market capitalization, and in part explains the apparently irrational
boom and bust cycles of the Gulf indexes, where “unhealthy trading
practices have exacerbated market volatility and hurt investors.”57 The
result is that the behavior of these indexes bucks fundamentals in favor
of investor sentiment because “many of these investors are day traders
who tend to invest according to sentiment, rather than analysis.”58

Tom Healy, the CEO of the Abu Dhabi Securities Exchange,
among others, has noted that an increase in the share of institutional
investment in the GCC stock markets will bring greater stability, which
will benefit both institutional and individual investors. “Established,
long-term, large investors would bring more stability to the UAE stock
markets, which have always been heavily dominated by individual
investors. Where large, stable institutions invest, more transparency by
listed companies and more widespread and in-depth research will
follow. With more transparency comes better corporate governance
standards, more analysis, more appropriate stock valuations and
potentially higher share values and more protection—which will also
benefit the smaller, individual investors.”59

Third, limited corporate debt markets in the GCC have meant
that companies have historically raised equity rather than debt. In
2003, only $2 billion in new corporate debt was issued in the GCC,
and even by 2007, when $26 billion in corporate debt was issued,60 the
total amount of corporate bonds issued was just 3.2 percent of GDP in
the GCC, compared to 112 percent of GDP in the United States.61 As a
result, the capital structure in MENA and the GCC is heavily skewed
toward bank assets and equity—the capital structure of world capital
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markets included 36 percent debt securities, compared to just 6 percent
in MENA.62

The primary reason for issuing equity rather than debt has been
the fact that the GCC region currently lacks a formal bond market.
Recently, however, there have been significant developments in the
GCC debt markets to encourage more intraregional investment. The
Saudi Capital Market Authority announced the creation, in principle,
of a regional bond market in June 2009.63 In the first half of 2009, debt
issuance in the GCC reached $12 billion, a 50 percent increase over
2008, and Qatar’s QTel announced the issuance of $1 billion in corpo-
rate bonds to international investors.64 Somewhat ironically, it is actu-
ally the pressures generated by the significant financial leverage of
governments in the region that have been the impetus for creating
deeper sovereign and corporate debt markets. In February 2009, the
government of Dubai issued $20 billion in five-year bonds in order
to meet its financing needs and roll over its debt, and Bahrain
announced an $800 million debt sale to finance housing projects.65 If
debt markets continue to mature, they will provide a valuable source
of intraregional investment by GCC institutions and will also provide
corporate treasurers with a wider range of options in raising capital.

Finally—and as a result of the factors discussed earlier—Gulf
capital markets have shown themselves to be extremely turbulent.
The business journal Middle East Economic Digest has commented on
the “insane volatility” in Gulf stock markets, saying that “share price
levels not remotely related to sensible valuations have turned them
into cockpits for speculators.”66 The Saudi TASI and Dubai Financial
Market began to fall from their peak in January 2008, six months
before oil prices peaked at $150 per barrel in July 2008, and while both
underlying GDP and earnings growth remained strong. As markets
correct, small investors may tend to panic, resulting in a “snowball
effect . . . [with] frightened investors getting out while they can.”67 It
is therefore no surprise that sophisticated Gulf investors are doubly
wary of investing in national public equities markets, given their
volatility and apparent irrationality with respect to fundamentals,
opting instead to invest in private equity and pre-IPO acquisitions.

PROCEED . . . BUT WITH CAUTION

As discussed in Chapter 1, the overall economic outlook for the Gulf
region remains fairly positive—particularly when compared to other
regions of the world. While the area has certainly been affected by the
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global financial crisis and recession, the core “opportunity formula”
that has driven the attractiveness of the Gulf over the past years
remains largely in place. Economic growth and prosperity—though
tempered by the recession—remains a long-term trend for the region.
Attractive demographics (a youthful population, increased literacy
and connectivity, and other positive trends) bring commercial benefits,
but also major challenges to create employment and opportunities.
Regulatory reform continues, making the region more accessible to
global firms and more flexible for companies that are already operat-
ing there. These three broad trends suggest a generally attractive
market for long-term investment.

At this juncture, it’s worth noting that the sharp effects of the
crisis felt in Dubai have not been pervasive throughout the Gulf. By
the end of 2008, Dubai had $46.7 billion in public debt, amounting to
103 percent of GDP,68 and was facing a falling real estate sector.
There have been highly visible job losses in the construction and
financial services sectors, as well as widespread commentary regard-
ing the emirate’s economic challenges. However, what has happened
in Dubai does not give an accurate picture of the impact of the crisis
on the rest of the GCC. In the more prosperous parts of the region,
accumulated oil surpluses provide a budgetary cushion, and lever-
age ratios are far lower than those in Dubai. Across the GCC, growth
in 2009 is expected to be much lower than during the boom from
2001 to 2008, but nonetheless is forecasted to remain positive. The
IMF estimates that in 2009, GCC real GDP will grow at 3.5 percent,
with Global Investment House research pointing to a slightly lower
estimate of 2.4 percent, with national growth ranging from a low of
1.4 percent in Saudi Arabia to a high of 9.4 percent in Qatar.69

As discussed in Chapter 1, the currency peg to the US dollar found
in all Gulf states but Kuwait significantly limits Gulf governments’
monetary policy options in addressing economic downturns. That said,
Gulf governments have attempted to stimulate their economies through
direct investment and expansionary budgets. Fiscal stimulus packages
have been implemented in all GCC countries in 2009 and range from
3 percent of 2008 nonoil GDP in Bahrain to 9 percent in Saudi Arabia.70

In March 2009, Saudi Arabia set up a National Investment Fund to
funnel capital to the small and medium-sized enterprises (SMEs) that
employ the majority of the Saudi labor force, and the government has
announced that $2.3 billion in loans will be available to low-income
borrowers to ease their credit constraints.71

164 PART II Developments and Trends



Gulf central banks have also followed the lead of the United
States in innovative monetary policy, taking more “creative” steps to
secure the financial and real estate sectors. In Kuwait, where the
banking sector was destabilized by defaults by counterparties on
eurodollar derivatives contracts, leading to significant provisions for
currency trade losses, the central bank provided a guaranteed loan
facility of $5 billion as an initial step to shore up the country’s banking
sector.72 In the UAE, the Emirates Central Bank bought the entire $10
billion initial tranche of Dubai’s $20 billion bond issue in February
2009, at what many have seen as an artificially low “bailout” interest
rate of 4 percent.73

Overall, a combination of the cushion from the oil surpluses
accrued up to the end of 2008 and sufficient freedom driven by cre-
ativity in fiscal and monetary policy means that the Gulf states look
set to weather the global financial crisis intact. Global Investment
House estimates that the cushion of fiscal surpluses, which stood at
$300 billion for the GCC in 2008, will fall to around $100 billion (10.3
percent of GDP) in 2009,74 having been reduced by lower oil prices
and increased spending to stimulate the economies. This reduced
level of surpluses should still be sufficient to prevent the Gulf states
from running OECD-style deficits if economic recovery takes longer
than expected. 

Even if the overall outlook remains cautiously positive, the
financial crisis has certainly changed the short-term nature of domes-
tic and regional investment opportunities in the Gulf. Capital projects
have been delayed in favor of short-term spending, with an estimated
150 major projects being on hold in 2009.75 Private-sector regional
M&A activity has slowed almost to a halt as the financial crisis has
dragged on, and government has been the primary driver of M&A
activity, particularly in the UAE. The financial crisis may have wiped
out gains made on the Gulf stock markets, but it has not significantly
reduced domestic and regional investment opportunities in the
region beyond the short-term.

A balanced assessment of the Gulf would, therefore, suggest that
it is an attractive environment for investment. As discussed earlier,
however, public stock markets have severe limitations and—at least
today—may not be the ideal channel for sophisticated investors to
increase their exposure to the region. Instead, investment in private
companies through private equity arrangements or through direct
partnerships appears to be a far more stable and reliable way to benefit
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KEY LESSONS

■ Over successive oil booms, the focus of infrastructure projects in the Gulf
region has shifted from hard infrastructure like roads and core utilities to
soft infrastructure such as business parks, free zones, and upgraded 
utilities that enable private-sector business activity.

■ In the 2000s, Gulf equity markets experienced a series of booms and busts
and proved highly volatile despite consistent economic growth in the
region.

■ Changes in foreign ownership rights and privatizations of
government-owned companies are shifting the environment of local capital
markets, adding to their accessibility and depth. 

■ Gulf capital markets face significant limitations today, including limited
floats, retail-driven markets, limited debt markets, and sentiment-driven
volatility.

■ While the fundamental outlook for regional investments appears strong, the
optimal channel for accessing the region may be private equity investments
and direct partnerships with companies.

from the GCC’s ongoing growth. John C. Bogle, founder of the invest-
ment giant Vanguard, has noted that “the stock market is a giant dis-
traction from the business of investing.”76 Perhaps nowhere has that
been truer than in the bourses of the GCC.
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6 C H A P T E R

On the Frontier: The Gulf’s
Growing Focus on Emerging
Markets

When Abdullah bin Abdulaziz formally ascended to the Saudi throne in
2005, the new monarch set about defining and implementing his priorities.
Since he had long been the Kingdom’s crown prince, one key decision was
where to make his first overseas visit as ruler. One natural choice could have
been the United States–Saudi Arabia’s single most important military and
economically and the world’s leading power. Alternatively, King Abdullah
could have visited the United Kingdom or some other European power, stay-
ing in Buckingham Palace (something he did later in his reign).1 Or, the king
might have chosen a humanitarian mission to some of the world’s most
underprivileged nations as a signal of generosity and compassion.

Instead, King Abdullah’s first official overseas trip was to China. In
early 2006, he was the first Saudi monarch to make a state visit to China,
calling on Chinese president Hu Jintao and forging economic ties with the
People’s Republic.2 Later the same month, King Abdullah paid a visit to
India, where he was chief guest at India’s Republic Day celebrations. In his
comments, the Saudi king went so far as to refer to India as his “second
home.”3 Soon thereafter, the king’s counterparties began reciprocating—
President Hu came to Saudi Arabia a few months later.
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These state visits between dignitaries were quickly converted to business
results. Leading from the top, the rulers mobilized state-controlled enterprises
to increase their collaboration, particularly in the strategic oil and gas sector.
In March 2007, two joint ventures in China’s Fujian province were
announced—Fujian Refining & Petrochemical Company Limited and
Sinopec SenMei (Fujian) Petroleum Company Limited—involving Saudi
Aramco (the national oil company), Sinopec, and ExxonMobil, with total
investment of about $5 billion. These were the first fully integrated refining,
petrochemicals, and fuels marketing projects with foreign participation in
China.4 In some respects, the partnership should not be surprising: Saudi
Arabia is the world’s biggest oil exporter, and China is the second-largest and
fastest-growing oil consumer. Similar results were achieved from the
increased focus on Saudi–India relations. According to the Indo-Arab
Chamber of Commerce & Industries, more than 270 major deals involving
Indian and Saudi businesses were signed in the year and a half since the
king’s visit in 2006. The value of the two-way trade, including oil, in
2006–2007 was $16 billion—a 360 percent increase over the previous year.5

The depth of this focus and relationship has gone further than trade
alone. In 2008, when a major earthquake hit Wenchuan, China, Saudi Arabia
immediately provided 60 million US dollars in cash and goods.6 Also, on the
cultural side, programs such as the King Abdullah Scholarship, created in
2006, have sponsored more than 150 Saudi students studying in China. This
may be a small number compared to the number of Saudi students in the
United States and the United Kingdom, but it nonetheless reflects an impor-
tant measure in terms of diversification and strategic skill development.

While the bulk of Gulf investments remain directed toward the world’s
most developed economies, a key trend in recent years has been an increased
interest in emerging markets. In addition to allocating more of their
resources to China and India, Gulf investors have invested more in the
broader Middle East and North Africa (MENA) region, Southeast Asia,
South Asia, Turkey, and Africa, expanding their global exposure and geo-
graphic coverage. This trend, which has been a sustained pattern over the
past decade, represents an important shift in the investment behavior of Gulf
institutions, and a change that those wishing to partner with Gulf investors
should monitor in the years ahead. This chapter serves as an overview of this
increasing focus, its drivers, and its manifestations.

We begin with a review of the traditional geographic allocation models of
Gulf investors, through which the bulk of the Gulf Cooperation Council
(GCC) overseas assets have been channeled to the United States and other
developed markets. Next, we explore the factors that have driven the trend
toward a greater emerging-market focus by Gulf investors. These can be
divided into two categories: external factors, such as the growth of emerging



markets and shifts in their overall attractiveness, and internal factors related
to leadership changes in the Gulf and evolving affinities. In closing, we discuss
the reasons why, despite this trend toward emerging-market investment, the
world’s most developed countries are likely to remain the top destination for
Gulf capital, albeit as part of a more balanced geographical allocation model.

LONGSTANDING DEVELOPED-MARKET ORIENTATION

Throughout the successive oil booms of the 1970s and beyond, the GCC
has invested heavily in the United States and developed countries.
Despite the political differences that inspired the Gulf states’ 1973–1974
oil embargo of the United States and other key Western countries—an
embargo that was both shocking and painful—Gulf investments in
developed economies continued to flow. There were, after all, good rea-
sons for Gulf investors to focus on developed markets. One key reason
why GCC investments were focused on the Organisation for Economic
Co-operation and Development (OECD) was a lack of local or even
regional capital markets that were sufficiently developed to absorb the
massive liquidity created by oil wealth. The most prudent investment
strategy at the time was to invest in developed markets, where returns
would be liquid and safe. Investing large amounts of capital in small
markets would also have driven prices up and yields down, as well as
limited large investors’ liquidity and ability to exit with good returns.
This would have been especially true of the Gulf, where large-scale
domestic investment would have distorted asset values upward
because of the amount of investable wealth compared to the available
asset base, exposing Gulf investors to undue risk.7

In addition, the dollar denomination of oil revenue has made US
Treasury bills and other dollar-denominated investments natural
choices for Gulf investors. A 1975 US Treasury estimate of OPEC’s
investment direction offers a good gauge of the extent of the Gulf’s
developed market focus. Of OPEC’s $26 billion total foreign invest-
ment of oil earnings in 1974, nearly half (according to the Treasury
estimate) was channeled to the United States, as shown in Figure 6.1. 

Together, the United States and the United Kingdom were
believed to have received roughly three-quarters of all overseas invest-
ment of OPEC surpluses. Other developed markets received about a
fifth, with only 8 percent of capital being allocated to developing mar-
kets.8 Although these data pertain to all oil exporters, not just the Gulf
states, they nonetheless provide a useful reference for estimating GCC
allocations. Over time, the allocation to the United Kingdom relative to
other developed markets has been reduced, as other OECD states have
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increased in relative attractiveness. Nonetheless, the general theme of
concentrating mainly in the most developed markets has continued.

One of the earliest landmark transactions by Gulf-based investors
took place in 1975, when the government-controlled Kuwait Investment
Company bought 14 percent of Daimler-Benz. The transaction was val-
ued at $300 to $400 million at the time.9 Kuwait also acquired an esti-
mated $500 million of London real estate around the same time. The
United States and other developed markets, which were experiencing
an economic downturn at the time, needed the cash infusion, and over
time increasingly drew on Gulf capital for funding. By the early 1990s,
the huge government fund managers of Saudi Arabia, Kuwait, Abu
Dhabi, Qatar, Oman, and Bahrain were estimated to hold $200 billion in
overseas investments.

In the private sector, Bahrain-based Investcorp (mentioned in
Chapter 4) perhaps offers the best illustration of early private equity
and direct investment activity. Established in 1982, Investcorp effec-
tively facilitated the flow of capital from Gulf investors into attractive
Western corporate assets. While a great deal of investing in US
Treasury bills, large-cap stocks, and other traditional asset classes was

Other developed
markets: 19%

Developing markets: 8%

United States: 46%

Estimated Foreign Investment Destinations of OPEC Member
Oil Surpluses, 1974

Note: Total exceeds 100% due to rounding.

United Kingdom: 31%

F I G U R E 6.1

Oil Exporters’ 1970s Allocations Were Weighted Heavily toward the
United States and the United Kingdom

Source: US Treasury Department, 1975.



already taking place, Investcorp offered an alternative investment
option, along with the potential for excess returns. Since the early
1980s, it has completed transactions with a total acquisition value of
approximately $41 billion. It has acquired and sold a multitude of
well-known brand names, such as the luxury jewelry retailer Tiffany
and soft drink company A&W in the United States, Gucci in Italy, and
Ebel, the leading Swiss watch manufacturer.

Table 6.1 provides a snapshot of key Investcorp transactions
from the early 1980s through 2007.
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T A B L E 6.1

Investcorp Has a Sustained Record of Investing in Prominent
Developed-World Companies

Time Period Prominent Investcorp Investments

1980–1985 • First transaction: 50% purchase of Manulife Plaza, Los Angeles,
USA

• First corporate investment: A&W Brands, soft-drink company in
the United States

• Tiffany & Co., United States—acquisition

• Jiffy Lube, United States—acquisition 

1986–1990s • Manulife, Jiffy Lube, and A&W Brands sold

• Completed Tiffany IPO on New York Stock Exchange (NYSE)

• Breguet, a Swiss watchmaker, and Chaumet, a French jeweler,
acquired

• Carvel, US ice cream company, acquired

• Saks Fifth Avenue, United States—acquired 1990

1991–1995 • 50% acquisition of Mondi, a fashion group from Germany

• Star Market, a US supermarket chain—acquired

• Ebel, a Swiss watch manufacturer—acquired

1996–2000 • Saks Fifth Avenue listed on the NYSE

• Jostens, United States—acquired

• Avecia, a specialty chemicals business—acquired

• Star Market sold

2001–2007 • Stahl, supplier of specialty chemicals, Europe—acquired

• Jostens sold

• Icopal, leading producer of roofing and waterproofing 
membranes—acquired

• Moody International, provider of technical and inspection service,
United Kingdom—acquired

Source: Investcorp corporate Web site, www.investcorp.com/ last accessed August 2009.

www.investcorp.com/
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As is evident from the long list of transactions, Investcorp has a
sustained history of investing in prominent companies in the United
States, the United Kingdom, and Europe. Its track record provides a
vivid example of the role that Gulf capital has played in Western mar-
kets for several decades. Investcorp’s history also shows that the GCC
region’s appetite for developed-world corporate assets is by no
means a new phenomenon, and in fact has been a reality of capital
markets since the time when many of today’s senior bankers were just
starting their careers.

SHIFTS UNDERWAY

Even Investcorp, with its strong track record of OECD investments,
has increased the amount of attention it has directed toward emerg-
ing markets in recent years. In 2007, the firm launched a growth
capital fund focused on the Gulf and the wider MENA region. In
citing its rationale for the fund, Investcorp observed that the
MENA region has undergone an unprecedented economic transfor-
mation driven by strong oil revenues, is rapidly diversifying its
economies, and is in the midst of a demographic transition that is
creating strong growth opportunities.10 Investcorp’s shift toward
emerging markets—not as a substitute for its core OECD portfolio,
but rather as a complement to it—illustrates a posture found
throughout the Gulf. Increasingly, GCC-based investors are seeing
exposure to emerging markets as a crucial part of a holistic alloca-
tion strategy.

A 2008 assessment by the director-general of the Arab Monetary
Fund yielded a significantly different picture of Gulf investors’ geo-
graphic allocations from that painted in the 1975 US Treasury report
cited previously. As is evident in the Figure 6.2, developed markets
continued to represent the bulk of Gulf portfolios, but Arab and Asian
countries have become significant investment destinations.11

The United States remained the dominant destination, and US
investments are now believed to make up more than half of aggregate
Gulf portfolios. European assets were estimated at around one-fifth of
the total allocation—far below the 1975 estimate, in which the United
Kingdom alone had a much larger share of OPEC outward invest-
ments. Arab, Asian, and other countries together made up about a
quarter of Gulf portfolios, more than three times the allocation for
“developing” countries in the 1975 study. It’s important to note that



the two studies (1975 and 2008) are not precisely comparable—the
earlier research looked at OPEC members overall, and the later one
only at the GCC. Nonetheless, the contrast is useful in assessing the
general directional shift in investors’ geographic allocations.

It is also interesting to note the evolution in terminology between
the two studies, conducted 33 years apart. Whereas the term developed
countries was previously synonymous with Western markets, by 2008
the Asian major economies were widely recognized as developed
economies—Japan having long been a member of the Organisation for
Economic Co-operation and Development (OECD) and South Korea
having joined in 200612—the club of developed nations. The differenti-
ation between “Arab,” “Asian,” and “other” markets is a significant
departure from the previous (unflattering) monolith of “developing”
economies. The differentiation is much more meaningful now that the
Arab and Asian regions each make up more than a tenth of total port-
folios. The clustering of the United Kingdom into a broader “Europe”
bucket (whereas previously it was a category on its own) reflects both
the common market status of the EU and the decline of the United
Kingdom’s share of overseas portfolios as other markets have risen.
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United States: 55%

Estimated Gulf Foreign Investment Allocation by Region, 2008

Europe: 19%

Arab countries: 11%

Asian countries: 11%

Other: 4%

F I G U R E 6.2

By 2008, Emerging-Market Investments Had Become a Sizable Part
of Gulf Portfolios

Source: Arab Monetary Fund, 2008.
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T A B L E 6.2

External and Internal Factors Drive the Gulf’s Interest in Emerging-
Market Investments

External Factors Internal Factors

1. Increased attractiveness of emerging 1. Changes in Gulf leadership and shifts
markets in leaders’ outlooks

2. Active promotion campaigns by 2. Greater strategic alignment with certain
certain emerging markets emerging markets

3. OECD market crises 3. Cultural affinity with certain emerging
markets

4. Increased scrutiny by OECD 4. Rise of Islamic finance and investments
regulators and media

It’s also striking that the Arab Monetary Fund does not use the
terminology of “developed” and “emerging” markets in its 2008
analysis. At a Harvard Business School forum the same year, Jeff
Immelt, the CEO of GE, observed that the classification of emerging
markets may have outlived its usefulness, especially as certain emerg-
ing markets surpass the United States and Europe in areas like tech-
nology, health care, and infrastructure. He quipped that if one boards
a direct flight from one of China’s new airports and lands at the well-
worn JFK airport in New York, it would be hard to tell which terminal
was in a “developed” country.13 Certainly the same could be said of
the sleek airport in Doha or Dubai’s new Terminal 3. That said, emerg-
ing markets share enough common characteristics (generally lower
GDP per capita, rapidly evolving economies, lower historical levels of
industrialization, and so on) to make the term useful for our current
purposes.

DRIVERS OF CHANGE: EXTERNAL AND INTERNAL FACTORS

Greater attention toward emerging markets has been fueled by a
number of factors. These drivers can be broadly divided into two cat-
egories: external factors related to global markets more generally, and
internal factors that are specific to the GCC region. Table 6.2 summa-
rizes four key factors within each category and sets the framework for
our discussion.



Attractiveness of Emerging Markets

The most powerful reason why Gulf investors have turned toward
emerging markets is a simple one: emerging markets have become
more attractive from a return on investment perspective. They repre-
sent pockets of growth and opportunities unavailable in more devel-
oped markets. China is a prime example: its growth has far outpaced
global averages, and it is now the fourth-largest economy in the
world. In the first half of 2009, China edged out Germany as the
world’s largest exporter, turning the tables on long-held assumptions
regarding where the world’s leading suppliers should be based.14 It’s
no wonder that the Saudi king has made China such a priority—and
that other Gulf leaders have done so as well.

In September 2006, the Kuwait Investment Authority (KIA)
announced that it would be among the top investors in the Industrial
and Commercial Bank of China (ICBC) IPO. The KIA would, according
to the prospectus, buy shares in the bank valued at $720 million.
Kuwait’s desire to deepen its links with China was explicitly mentioned
as a motivation for the transaction. “This participation demonstrates
Kuwait’s deepening economic ties with China as well as showcases the
long-term strategic value of KIA as a core investor,” said the managing
director of the Kuwait Investment Authority, Bader al-Saad. “This
participation also marks the beginning of KIA’s long-term strategic
investment plan in China, which the KIA hopes to extend to many other
sectors.”15

When the company went public on October 20, 2006, it raised $19
billion, becoming the biggest IPO in world history. Another Gulf
investor involved with the deal was the Qatar Investment Authority
(QIA), which was in to buy $206 million, according to the initial ICBC
prospectus. ICBC’s listing thus represented a relatively uncommon
transaction in which sovereign investors from two GCC states were
involved at the same time. In the future, we may see more such occur-
rences of multistate GCC sovereign participation in large, high-profile
transactions. Commentators have noted that—in stark contrast to their
welcoming stance toward Gulf investors and partners—Chinese oil-
related firms have generally allowed the Western “majors” (BP, Total,
and ExxonMobil) only limited, supporting roles. Thus is interpreted as a
signal of China’s strategic priority of ensuring its access to oil and there-
fore concentrating on relationships with the world’s key producers.16

The development of Gulf–Asia trade flows and investment links
is leading to what observers such as McKinsey & Co. are widely
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referring to as a “new Silk Road.” This growing trade and investment
corridor between the Middle East and Asia is seen as a revival of
ancient trade routes between these two regions—routes that were a
major driver of global economic activity for centuries. Today, the Silk
Road is seen to span the major cities of the Gulf, South Asia, China,
and the Association of Southeast Asian Nations region. Trade and
investment among these regions has quadrupled in the past decade
and will continue to rise dramatically through 2020.17 This new Silk
Road not only is boosting economies, but is changing the socioeco-
nomic and geopolitical landscape of the East. Commercial ventures
are increasingly focusing on fostering and profiting from these trade
flows—there even is an investment firm named New Silk Route whose
chairman is the former global managing partner of McKinsey.18

The broader “BRIC” (Brazil, Russia, India, and China) region has
been taking steady measures to increase mutual cooperation and eco-
nomic ties. The countries met for their first official summit in June
2009. A key focus of the summit was related to improving the current
global economic situation and, importantly, discussing how the BRIC
countries could be better involved in global affairs in the future. The
ambition of the leading emerging-market countries to exercise greater
influence on the world stage is a key long-term trend that is likely to
play a part in shaping the future of international affairs.19 Economic,
competitive, and demographic realities certainly point to the increas-
ing importance of emerging markets.

At the corporate level, the rise of emerging markets is manifest-
ing itself as well. The Boston Consulting Group (BCG) has begun
producing an annual study (authored by former colleagues of mine)
called “The 100 New Global Challengers.” In its 2009 report, BCG
features companies from emerging markets that are increasingly
contending for global leadership in their industries. As referenced in
the report, in just the two years from 2006 to 2008, the number of
companies based in Brazil, China, India, and Russia on the FT Global
500 list more than quadrupled, from 15 to 62. In addition to the BRIC
economy companies that dominate the BCG list, other markets repre-
sented are Mexico, Indonesia, Malaysia, Turkey, and Thailand. In
2009, reflecting the emergence of the Gulf countries as emerging
markets themselves, was the inclusion of companies from Kuwait
(Agility) and the UAE (Dubai Ports World, Emaar Properties, Emirates
Airlines, and Etisalat).20

The global trend of investment flows from one emerging 
market to another—dubbed “South-South” investment by some



commentators—is by no means solely a Gulf phenomenon. China,
for example, has launched a China-Africa Development Fund ded-
icated to investing in Africa. This vehicle, a government-owned
investment entity, is valued at approximately $5 billion. This figure
is a substantial sum in relation to asset values in Africa, giving
China the muscle to make sizable, and potentially strategic, invest-
ments in the continent.21

This South-South global trend is resulting in the rise of foreign
direct investment (FDI) from within developing countries. This kind
of FDI reached a record level in 2005, with most of these investments
ending up in other developing countries. In fact, many low-income
countries now rely mainly on other developing countries for inward
FDI, with outflows of $120 billion in such FDI now being recorded—
the highest level ever. Asia accounted for almost 70 percent of these
capital flows. The list of top developing-country sources in 2005 was
led by Hong Kong (China), the Russian Federation, Singapore,
Taiwan, Brazil, and China.22

Gulf investors—like institutional investors everywhere—have
identified emerging-market opportunities as fundamentally attractive.
The main driver of their increased attention to these fast-growing
countries has been the potential for superior returns on their invested
capital. Thus, the first key driver one must appreciate in understand-
ing the GCC’s shifting allocation is that greater emerging-market
exposure has been seen as simply good for business. 

Promotion Campaigns

In addition to the fundamental attractiveness of these markets, tar-
geted trade and promotion initiatives have had a role in attracting
Gulf capital. As discussed earlier, economic delegations at the senior-
most levels have exchanged visits between key Gulf countries, China,
India, and other emerging markets. Countries such as Malaysia have
launched initiatives to attract foreign businesspeople in general and
Gulf investors in particular through programs such as “Malaysia: My
Second Home.” The program facilitates visits to and residence in the
country for 10-year periods, and even allows approved foreigners to
bring children and elderly dependents into the country.23 Making it
easy for business leaders to travel, be stationed, and bring their fami-
lies to another country is an important factor in encouraging trade
and investments. The United Kingdom has undertaken a number of
programs to continue attracting Gulf investors and their capital. One
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such measure is an annual gathering called the Islamic Finance and
Trade Conference, a high-profile event at which a number of senior
government officials have spoken. Gordon Brown addressed the
forum in 2006 as chancellor of the exchequer and used it as a platform
for communicating the United Kingdom’s commitment to being a
global hub for Islamic finance.24

In addition to having significant symbolic value, such events can
often lead to legislative reform in the countries seeking investment
and can also inspire Gulf investors to reciprocate through concessions
and commercial partnerships. As we shall discuss in later chapters of
this book, promotional events alone may not be enough to attract real
investment flows and commerce. Coupled with fundamental eco-
nomic attractiveness and genuinely enabling regulations, however,
they can play an important role in catalyzing trade flows. For exam-
ple, that certainly appears to have occurred between Saudi Arabia
and China.

OECD Markets Shaken

One core appeal of the United States and other OECD markets over
the years has been the safety of investments in those markets and the
expectation of long-term market stability. The financial crisis of
2008–2009 has had a real effect, however, on investor perceptions
regarding the OECD markets’ safety and stability. Bank bailouts, deep
and sudden declines in asset values, and fundamental questions of
regulation and financial transparency are phenomena that investors
consider possible in emerging markets but never expect in the OECD
world. While the crisis does not erase a longstanding history of
resilience, it certainly brings into question the assumption that the
world’s most developed markets are entirely safe and immune from
major shocks and instability. Besides the question of stability, the
sheer magnitude of the losses faced by institutional investors (includ-
ing Gulf-based investors) has inspired them to more actively look for
non-OECD alternatives.

According to the Monitor Group’s report on sovereign wealth
funds, “Recent behavior shows a marked shift toward domestic and
emerging market deals.” Monitor found that “in the third quarter of
2008, as the global financial crisis continued to worsen, sovereign
wealth funds (SWFs) sought to limit their exposure to the riskiness
of OECD markets while putting more capital to work in their



domestic economies.” Nearly half of the reported transactions in the
third quarter of 2008 were domestic transactions, the highest per-
centage since 2003. Additionally, “54% of Q2 and Q3 deals by value
($23 billion out of $42 billion) were in emerging markets, the highest
share of total deal value since 2005.”25 These data suggest that the
financial crisis and global recession have accelerated the trend of
institutional investors seeking greater exposure to emerging mar-
kets—a move to balance OECD exposure that has proven more risky
than expected.

Volatility in OECD exchanges is also a factor pushing Gulf
investors toward more sophisticated investment structures. As dis-
cussed in Chapter 4, some recent Gulf transactions have involved
convertible structures in which debtlike returns are guaranteed and
equity appreciation provides additional gains. Also, private equity
and other forms of alternative investment are on the rise, giving Gulf
investors greater influence over portfolio companies and more mech-
anisms to protect their capital. With “plain vanilla” listed equities
proving volatile, leading institutions are looking toward structures
and modes that spare them some of the uncertainties of choppy stock
exchanges.

Increased Scrutiny

In the wake of the September 11, 2001, attacks and the subsequent
“war on terror,” international capital flows have faced a heightened
level of scrutiny. This is especially true of investments by Gulf-
based investors and Islamic institutions, which have been viewed
with a heightened level of caution. As noted by Ibrahim Warde,
“Following September 11, Islamic banks and financial institutions
provided a logical target to those who were quick to associate any-
thing Islamic with terrorism.”26 Warde points out regulatory events
that triggered capital flight, observing that “a crucial development
was the freezing of the assets of prominent Saudis, and the crack-
down on Islamic financial institutions and charities, which led
many Muslim investors to take a significant chunk of their assets
out of the United States.”27

The issue of increased scrutiny is most salient in relation to the
United States. Congressional pressure used to block the acquisition
by which Dubai Ports World would end up operating some American
ports was a watershed event, sending strong negative signals to GCC
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investors. Gulf business leaders frequently recount negative per-
sonal experiences, such as at US airports, where immigration
processes have been lengthy and (at times) have been perceived as
degrading. For senior executives with choices regarding where to
travel, the hassle of US airports has often proved to be enough to
deter visits. While such inconveniences have by no means stopped
the flow of Gulf capital, they have affected the degree to which GCC
investors feel welcome in the United States. As we shall discuss at
length in Chapter 11, regulators must strike a delicate balance
between protecting national interests and not driving away much-
needed capital. For many GCC observers, policies crafted during
the “war on terror” have seemed unduly restrictive and unpleasant
to deal with.

The posture of US President Barack Obama toward the Islamic
world has, however, already begun to have an impact in reversing
some negative repercussions of zealous regulation. Obama’s com-
ments regarding America’s respect for the Muslim world, most
notably at his historic Cairo address in 2009, have been well received
by leaders in the Gulf and around the Muslim world. Although the
scrutiny of investments is likely to remain high, Obama’s comments
help to remove a perception of negative bias toward Muslim
investors. This is crucial for investors who are willing to comply with
regulations when they are applied fairly but do not want to be singled
out or viewed with undue suspicion. 

Increased scrutiny in the United States and certain other
OECD markets stands in stark contrast to the active investment
promotion strategies of countries such as China, India, and
Malaysia. As discussed earlier, these campaigns can help draw the
attention of Gulf investors, who may prefer (all else equal) to place
their capital in environments that welcome them rather than those
that do not.

Internal Factors

In addition to the external factors just discussed, four unique internal
Gulf drivers have also contributed to an increase in the focus on
emerging markets. One such driver has been an increase in invest-
ment sophistication, led by a new generation of management and
leadership. Previous generations were less familiar with complex
investments and more focused on finding safe places for their surplus
wealth. In addition, many previous leaders were unfamiliar with



emerging markets, since their experience had been so focused on
OECD investments. The increased sophistication of Gulf capital
today, discussed in Chapter 4, has come with greater openness to
emerging-market investments. As Gulf investors have become more
willing to move beyond plain vanilla investments, opportunities in
emerging markets are increasingly seen as being compatible with
investors’ objectives and risk appetites. 

A second important internal driver has been an increasing align-
ment of GCC countries’ national development agendas with the
assets available in emerging markets. Infrastructure, for example, is a
key priority for Gulf markets and is also a capability that is being
actively developed in China, India, and certain other emerging mar-
kets. In addition, agricultural assets have become a strategic priority
as Gulf states seek to secure their food supplies more strongly. Saudi
Arabia, for example, has established an $800 million vehicle for
investing in agricultural assets worldwide.28 As emerging markets
may offer substantial agricultural assets at favorable prices, one can
expect a sizable portion of the entity’s capital to end up in emerging
economies.

At the same time, less developed markets are typically more
willing to provide foreign investors—including those from the Gulf—
with access to strategic sectors like telecommunications and financial
services. Kuwaiti mobile telecommunications provider Zain, for
example, has aggressively acquired companies in the Middle East and
Africa, including in 2005 Celtel, once of the leading mobile providers
in sub-Saharan Africa. Now it is a major presence in 15 countries in
Africa and 7 more across the Middle East.29 As noted in a Harvard
Business Review article, Zain “has acquired 20 companies in the
Middle East and Africa, growing from 600,000 to 45 million � cus-
tomers. . . . Expanding steadily, it aspires to join the ranks of the top 10
mobile telecoms worldwide. Western majors like Vodafone have had
to sit up and take notice.”30 Such ambitious acquisitions might well
have been impossible in more developed markets, where telecom
licenses are even more highly coveted and are often kept out of for-
eign investors’ hands.

In the realm of financial services, Sudan has actively supported
the establishment of foreign-owned Islamic banks within the country.
Bahrain and Sudan jointly launched an Islamic reinsurance company
in 2008. In addition, Qatar Islamic Bank has signed a memorandum of
understanding with the government to set up a commercial and
investment bank in Khartoum.31 As highlighted in Chapter 3, Islamic

CHAPTER 6 On the Frontier 181



182 PART II Developments and Trends

banking conglomerates the DMI Group and Al Baraka Group have
been able to establish substantial footprints across emerging Muslim
markets. In OECD markets, such active invitation of foreign investors
to establish banks is far less common.

Third, cultural affinity with certain emerging markets is prov-
ing to be a meaningful factor in shaping Gulf investment flows.
Building trade links with Arab nations is a natural extension of cul-
tural similarities and longstanding political ties. The emerging mar-
kets of Egypt, Jordan, Lebanon, Algeria, and Morocco have proved
highly welcoming of Gulf capital and fertile ground for Gulf-based
companies to expand. In numerous cases, trade flows have been
enabled by the fact that expatriate executives working in the Gulf-
based partner hail from the Arab country in which the investment or
expansion is being made. This gives the GCC institution intimate
knowledge of the target market and a high level of familiarity at the
operating level. As noted in the Harvard Business Review commentary
mentioned previously, “GCC investors are more comfortable than
their Western counterparts with forging deals in emerging
economies—partly because of their diasporic links and cultural ties
to some of these countries and partly because they have fewer con-
cerns than Westerners about whether these regions embrace democ-
ratic norms.”32 It should not, therefore, be surprising that “Damac,
Dubai’s largest private developer, has planned projects in Egypt
worth more than US$20 billion and has said 20% of its revenue could
come from Egypt by 2009.”33

Another set of markets with close cultural affinity has been
emerging markets in the 57 Organization of the Islamic Conference
(OIC) member countries. These emerging markets include Turkey,
Pakistan, Malaysia, and Indonesia, among others. During the period
2003–2007, three of the largest OIC markets—Turkey, Saudi Arabia,
and Malaysia—have shown a significantly greater growth in trade
with OIC member countries than with the rest of the world. This
trend shows the measurable impact of cultural affinity driving
increased commerce.34

As noted in the Malaysian press, “Middle Eastern investors have
been snapping up properties in Malaysia. . . . [T]he country’s young
population, large projects, stable government and economy, relative
transparent laws on property ownership and availability of Islamic
financing are all factors. In addition, many are already familiar with
Malaysia as a popular Arab vacation destination.”35 As noted in the



preceding commentary, these capital flows have been fostered by
government initiatives linked both to property laws and to the pro-
motion of Islamic finance. By developing its Islamic finance sector,
Malaysia has steadily made itself more attractive to Gulf investors.

Turkey holds unique appeal for Gulf investors because of its
unique status as a country that is, at the same time, both part of the
Muslim world and globally regarded as a founding member of the
OECD. As pointed out by the Economist, “growing numbers of Arab
investors have flocked to Turkey, because they see it as part of Europe,
not the Middle East.”36 Turkey is home to a number of world-class
operating companies and conglomerates, yet it is relatively accessible
to GCC investors. According to the Turkish Treasury’s report, foreign
direct investments from the Gulf region and Middle Eastern countries
have jumped from $495 million in the January–October 2007 period to
$1.9 billion in the January–November 2008 period.37

Pakistan, despite its serious security and governance issues, has
seen steady investment flows from the Gulf. In its very attractive
telecommunication sector, Etisalat (UAE) bought a 26 percent stake in
Pakistan Telecommunication Company for $2.6 billion in 2005. In
May 2007, Qatar Telecom (Qtel) acquired the Pakistan-based telecom
service provider Burraq Telecom. Abraaj Capital, one of the leading
private equity firms in the Gulf, launched a $300 million fund target-
ing buyout opportunities in the country.38 Pakistan benefits from both
a level of cultural affinity with the Gulf and the strong presence of
Pakistani professionals based in the Gulf and aware of opportunities
in their native country. 

Finally, the rise of Islamic finance and investments has acted as a
catalyst for GCC investments in other Muslim countries. As we shall
discuss extensively in the next chapter, Gulf investors’ interest in
Shariah-compliant investment opportunities has grown substantially
in recent years as a result of a variety of factors. Gulf-based Islamic
banks find natural growth opportunities in expanding into other
Muslim markets. Additionally, the structuring and Shariah require-
ments associated with Islamic investments—especially in the context
of private equity transactions—are often better understood by poten-
tial portfolio companies when they come from the Muslim world.
Although the bulk of high-profile Islamic private equity transactions
have occurred in the OECD world, Muslim markets are often more
inclined to meet the structuring and Shariah requirements associated
with such investments. 
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DEVELOPED MARKETS REMAIN PRIMARY OUTLET

As we have seen, emerging markets are becoming increasingly impor-
tant investment outlets for Gulf capital. It is, however, crucial to
remember that emerging-market investments act as complements to
Gulf investors’ OECD holdings and are not the main focus for most
investors. While developing-world investments are clearly becoming
more central, developed markets are likely to remain the primary
outlet for GCC capital for the foreseeable future.

Even as emerging markets draw increased attention, the devel-
oped markets retain key advantages that justify their continuing
centrality. Some of these advantages include

■ Unmatched depth and breadth of capital markets 
■ Dollar denomination of assets, which is compatible with GCC

revenues 
■ The availability of safe, conservative investments (despite

recent crises and volatility)
■ Greater compatibility with investors’ general preference for

small stakes in strong companies
■ The availability of strategic technology and capabilities 
■ The availability of “prestige” investments sought by certain

Gulf investors 
■ A strong fit with vital OECD political and security

alliances

The increased appetite for emerging-market investments should
therefore be seen as an evolution in the development of Gulf capital
and not as a revolutionary shift. Emerging-market investments have
things to offer—high economic growth potential, access to strategic
assets, welcoming supervisory regimes, genuine affinity with the
Gulf region, affinity to Islamic finance, and other benefits—that
OECD markets often lack. At the same time, the world’s most devel-
oped markets have much to offer—unmatched depth and breadth,
proven track records, superior security, and the whole host of attrib-
utes listed earlier—that emerging markets simply cannot match. For
savvy Gulf investors, the question will not be whether to forgo one set
of markets in favor of the other, but rather how best to optimize their
exposure to both.
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KEY LESSONS

■ Gulf institutions have long invested heavily in the United States and other
OECD markets, where the bulk of their overseas investments have been
made.

■ A number of external market factors, including the fundamental 
attractiveness of emerging markets, active trade promotion initiatives,
crises in OECD markets, and increased scrutiny from developed-world 
regulators, have contributed to a shift toward greater investment in 
emerging markets.

■ In addition, several internal factors, including shifts in GCC leadership,
increasing alignment of economic strategies, cultural affinity with certain
markets, and the rise of Islamic finance and investments, have further 
driven increased interest in emerging-market investments.

■ Despite the increased focus on emerging markets, the world’s most 
developed markets remain the primary outlet for Gulf capital. Shifts in 
geographic allocation seek to complement existing portfolios rather than
revamp them.



7 C H A P T E R

Principled Principals: 
The Increasing Shariah
Affinity of Gulf Investors

A few years ago, I started a presentation to a group of students at an Ivy
League law school with a question: “How many of you were raised in a
Muslim country?” A significant number of hands shot up. Next, I asked how
often, while living in the Muslim world, they enquired as to whether the food
they were served was halal (permissible by Islamic law). Their responses were
uniform—they hardly ever posed such queries. Muslim societies, despite their
differing levels of religious observance, overwhelmingly conform with Islamic
practice when it comes to preparing food. It would seem out of place for one to
ask whether a dish was halal or for a food merchant to position herself as an
“Islamic” food shop. Consumers take it for granted—unless they’re seeking
something that is explicitly prohibited by the Shariah—that the products
being offered are “Islamic.”

I then challenged the audience to think differently about the phenomenon of
Islamic finance in the Muslim world. Perhaps, I suggested, it was not surprising
that Shariah-compliant financial services have taken root and are growing
rapidly. On the other hand, perhaps it is more surprising that conventional bank-
ing and investments became so dominant in Muslim markets in the first place.
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A major trend in the evolution of Gulf capital is the increasing Shariah
affinity of Gulf investors. Make no mistake about it: conventional invest-
ments, like conventional banking, continue to make up the bulk of Gulf
investors’ financial activity. There has, however, been a sharp and steady rise
in GCC-based (Gulf Cooperation Council) investors’ interest in (and at times
insistence on) Shariah compliance as a condition for investments. Observers
of the region and those who wish to collaborate with Gulf investors must be
aware of this trend and be sensitive to its unique requirements.

In this chapter, we discuss the increasing Shariah affinity of Gulf
investors from a number of perspectives. We begin by exploring the causes of
this increased appetite for Islamic investments and assessing the drivers that
support this ongoing trend. We then explore how investment firms and other
market actors have been serving this demand to date. While significant
progress has been made in recent years, significant gaps in the product sets
and capabilities of Islamic investment firms remain—gaps that must be
borne in mind when assessing the industry. In addition, as we then review,
increased Shariah affinity has begun to affect asset prices in the GCC region
and capital-raising strategies internationally. In closing, we will consider
the potentially transformative impact of institutional demand for Shariah-
compliant investments—a new frontier that could fundamentally change the
trajectory of the Islamic investment industry and shape Gulf capital more
broadly. Though they are a small part of the overall Gulf market today,
Islamic investments represent a dynamic market segment of increasing
significance and impact.

DRIVERS OF DEMAND

The trend toward greater Shariah affinity is driven by a number of
factors at play within the Gulf. As illustrated in Figure 7.1, three core
drivers may be identified as fueling the ongoing interest in Islamic
investments.

Rise of Islamic Liquidity

Over the past decades, there has been tremendous growth in what
could be characterized as Islamic liquidity. Two fundamental causes of
this growth have been (1) the increased prosperity of the Gulf region
(increasing the total pool of GCC liquidity) and (2) the resulting
accumulation of savings and wealth by Shariah-inclined customer
segments within the market. Prior to the oil booms of the 1970s, wealth
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in the Gulf was fairly limited, and thus the total savings pools were
relatively small. Savings were particularly scarce within the mass
market, a segment of the population with relatively high Shariah
affinity. Wealthier segments of the population used conventional
banks, either accepting interest-based terms or limiting themselves to
Shariah-neutral transactions. Although some leading business families
refrained from using banks altogether, a common approach was to
keep savings entirely in non-interest-bearing current accounts. In fact,
HSBC’s former chairman Sir John Bond traced the origins of the bank’s
Islamic financial services not to the launch of HSBC Amanah in 1998,
but rather to the bank’s servicing of Muslim clients in the 1800s who
specifically instructed the institution not to credit their accounts with
interest, since interest was against their religious values.1 The level and
sophistication of financial services in the Gulf was historically quite
low—a reflection of the scarce underlying wealth of the region.

Things changed rapidly, however, as the GCC boomed in the
1970s. Those who had previously had some level of savings suddenly
found themselves with sizable amounts of wealth—wealth that trig-
gered rapid changes in the financial services sector (including the
introduction of a requirement in Saudi Arabia that banks must be
Saudi-owned2) and fueling the development of Bahrain as a thriving
offshore banking hub.3 Those who had previously had no savings
soon found themselves accumulating money and needing a place to
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keep it. Historically “unbanked” customers, many of whom were
strictly Shariah-compliant in their personal lives and wished to be so
in their financial activities as well, all of a sudden entered the market.

Driven mainly by increased retail demand for Islamic financial
services, the share of Islamic assets as a percentage of the total bank-
ing market has increased steadily in the Gulf over the years. The exact
size of the “Islamic” asset base is difficult to estimate, since it should
rightly include the assets of Islamic banks, the Islamic assets of
conventional banks, and assets held in Shariah-neutral vehicles by
customers whose preferences are shaped by Shariah considerations.
Nonetheless, signs of growing Shariah affinity by banking customers
are apparent throughout the region:

■ HSBC analysis found that the Saudi banking market became
majority Islamic (in terms of assets) in 2005, fueled
principally by retail demand.4

■ A number of financial institutions in the Gulf have converted
entirely from conventional to Islamic finance, including the
National Bank of Sharjah (UAE) (now called Sharjah Islamic
Bank), Dubai Bank, Kuwait Real Estate Bank (now called
Kuwait International Bank), and Bank Al Jazira (Saudi
Arabia).5

■ The bulk of the major new banking initiatives in the region,
including Al-Rayan Bank (Qatar), Al Hilal Bank (UAE), Noor
Islamic Bank (UAE), and Bank Alinma (Saudi Arabia) are
fully Islamic banks.

■ Conventional banks have been steadily increasing their
Islamic banking activities, with market leaders such as the
National Commercial Bank (Saudi Arabia’s largest by market
share)6 and the Saudi British Bank converting branches and
retail operations to be fully compliant with the Shariah.

Some observers have suggested that the GCC banking market
will be predominantly Shariah-compliant within a decade7—a projec-
tion that (except for Saudi Arabia) seems overly aggressive, consider-
ing the current rates of adoption of Islamic banking in the region.8

Nonetheless, signs point to sustained interest in Islamic financial
services for the foreseeable future.

The rise of Islamic banking has gathered pools of wealth—
customer deposits, bank treasuries, and fiduciary accounts—that need
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to be gainfully mobilized in Shariah-compliant ways. While a consid-
erable amount of this Islamic liquidity can typically be lent out in the
form of Islamic financing (personal loans, home financing, and so on),
much of it needs to be put to work through Islamic investments. This
requirement has led to more and more interest in Shariah-compliant
investments.

Innovation in Islamic Investment Products and Services

In the early stages of their development, Islamic financial institutions
had a limited set of savings and investment offerings available for
customers. There were few Islamic asset management firms, and
those that existed generally were not suitable for the retail investor. At
the same time, Islamic banks had fairly few savings products. The
1978 liability allocation of Kuwait Finance House, a pioneering
Islamic financial institution, illustrates the types of savings vehicles
available (see Figure 7.2).

More than two-thirds of the bank’s liabilities (roughly speak-
ing, customer deposits) were in the form of savings accounts,
through which the depositor was entitled to a share of the profits
from the bank’s activities. Another 15 percent of liabilities were
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simply current accounts—accounts from which the customer
received no return and no risk of loss was incurred. The last cate-
gory, making up 12 percent of liabilities, was time deposits—
deposits that were less liquid than the other two categories but were
also entitled to higher returns based on the investment activity
undertaken by the bank. While these three core products may have
been sufficient for the majority of mass-market customers, investors
with more substantial amounts of wealth required a broader range
of options for deploying their savings.

In the 1970s and 1980s, a number of Islamic investment compa-
nies [for example, the DMI Group and the Islamic Investment
Company of the Gulf (IICG)] took root, offering financing to corpora-
tions and other institutions on the one hand and raising funds from
banks and high-net-worth individuals on the other. The appearance
of such investment companies gave wealthy Islamic investors a few
more choices, but they still faced a highly constrained set of options.
Besides placing deposits in an Islamic bank, investors could buy
shares in Islamic financial institutions, invest directly in assets or
companies that operated fully according to the Shariah, or participate
in custom-made or syndicated investment opportunities (if the
investors were sophisticated enough to do so). The vast array of
investment outlets available to conventional investors was not acces-
sible by Islamic ones.

Major breakthroughs occurred in the mid-1990s that dramati-
cally expanded the universe of options available to Islamic investors.
As illustrated in Figure 7.3, the number of Islamic equity funds intro-
duced in the period 1996–2000 was more than triple the number intro-
duced in the previous period, and after 2000 the number and variety
of new funds continued to grow several times over.

The key breakthrough that enabled this expansion of investment
options was a landmark set of Shariah rulings regarding investing in
publicly listed companies. Prior to the mid-1990s, the consensus view
of Islamic scholars was that investing in publicly listed companies
that themselves used conventional financing (for example, a furniture
manufacturer that had conventional debt on its balance sheet) was
not permissible. The rationale for this was consistent with one of the
Islamic finance principles discussed in Chapter 3 of this book: if
undertaking an activity is considering immoral, investing in it should
likewise be considered immoral. Equity investments by Islamic
investors were therefore limited to companies that fully complied
with the Shariah in their activities.
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In the mid-1990s, based on an understanding that fully Islamic
companies “are very rare in contemporary stock markets” and that
“almost all the companies in the public markets are in some way
involved in an activity which violates the injunctions of [the]
Shariah,”9 jurists began permitting investment in listed companies.
This permission, however, came with a number of conditions that had
to be met in order for the investment to be allowed. First, the com-
pany’s core business had to be permissible—investing in a company
whose core business is gambling, for example, is not allowed.
Additionally, the company’s use of conventional debt (as evidenced
by the debt-to-equity ratio of its balance sheet) must be within a
certain limit. Investing in a real estate company that relies heavily on
conventional debt, for example, would be considered impermissible
despite the fact that its core business was permitted by the Shariah.
Third, the company must not derive a significant portion of its income
from interest. Therefore, investing in an early-stage software com-
pany that has not begun generating sales revenue but collects signifi-
cant interest from its bank deposits might be deemed impermissible.
Fourth, it is incumbent on the investor (or the investment manager) to
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ascertain what portion of the company’s income has been derived
from impermissible sources and give away a corresponding portion
of the investment income in charity. This process is referred to as
“purification” in the Islamic investment industry, and it is a critical
component of the role of an Islamic asset manager.

A Closer Look: The Spirit Behind the Ruling

The four guidelines pertaining to the Shariah screening of listed equi-
ties have become common practice in the Islamic investment indus-
try, and are applied (in one form or another) by hundreds of equity
funds and indexes like the Dow Jones Islamic Indexes. The 230 or so
Islamic equity funds launched since 1995 have essentially been built
on the ruling just discussed. Although the core guidelines previously
outlined are widely communicated within the Islamic investment
industry and beyond, some of the more subtle aspects of the rulings
that allowed for listed equity investments are rarely discussed. These
subtle aspects are, however, important in understanding the spirit
behind the landmark rulings.

Justice Taqi Usmani, one of the most influential jurists in the
Islamic finance sector, noted in his writings on the matter that a
“Muslim shareholder should raise his voice . . . in the annual general
meeting of the company” if the company in which he invests uses
conventional leverage or collects a small amount of interest income.10

This guideline reflects a spirit that the Islamic investor should
(ideally) not be content with Shariah filters and “purification” of
impermissible income alone—he should seek to influence companies
to conform to higher ethical standards. In this sense, Islamic investors
are expected to be ethical activists. Similarly, jurists insist that Islamic
private equity investors who take significant stakes in companies
(and are generally represented on portfolio companies’ boards of
directors) take greater responsibility for influencing the companies’
activities. Commentators have noted that Islamic scholars allowed
investing in listed companies as a stepping-stone—a measure that
was necessary for the industry to develop—but intended to encour-
age a migration toward more Islamic balance sheets in investment-
worthy companies.11

The ruling permitting investment in listed companies served as a
major catalyst for the Islamic investment industry, and has had
tremendous commercial benefit. That this ruling came with conditions
and was intended (at least by some jurists) to be a stepping-stone
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rather than a destination is a prime example of a recurring theme: the
delicate interplay between Shariah authenticity and commercial
considerations.

Expanding Options

The wide range of listed equity funds now available to Islamic
investors spans a broad range of strategies, including global funds,
regionally focused funds, single-country funds, and sector-specific
funds. In addition to the array of listed equity funds (which number
well above 200 now12), the Islamic asset management industry also
offers more than 25 real estate funds, more than 20 sukuk (fixed-
income) funds, and 50 “money market” funds that offer liquidity
along with Shariah-compliant returns. This proliferation of options is
both a result of increased Shariah affinity (visible in the form of cus-
tomers demanding Shariah-compliant equivalents to conventional
funds in the market) and, in turn, a driver of enhanced interest in
Islamic investments. As illustrated in Figure 7.4, there is a “virtuous
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circle” by which product innovation and customer demand reinforce
each other.

As managers expand into new asset classes, regions, and invest-
ment modes, their value proposition and their relevance to customers’
needs increase. This builds confidence and acceptance among Shariah-
inclined investors that Islamic alternatives do indeed exist and that
they can prudently allocate some of their wealth to such assets. As
customers grow more comfortable with Islamic investments, a critical
mass of customer interest is formed to justify managers’ devotion of
additional time and effort to product innovation. For example, as a
pool of customers became comfortable with Islamic listed equity
funds, they naturally became more open to the idea of Islamic real
estate funds. Many of them were already investing in real estate, but
did not have Shariah-compliant vehicles for doing so. The interest of
an early set of customers gave asset managers the confidence to launch
Islamic real estate funds, which have now become common in the
market.

As the cycle has continued, asset managers are continuing to
push the boundaries of innovation. A number of fully Islamic private
equity funds, managed by firms such as Arcapita and Unicorn
Investment Bank of Bahrain, have been in operation for years and
have been capitalizing on the region’s growing interest in alternative
investments. The US-based firm Shariah Capital has partnered with
Barclays to launch a vehicle called Al Safi Trust, a platform that
pursues an investment strategy akin to that of a hedge fund using
Shariah-compliant methods to replicate the effect of short selling.13

With each passing year, the range of options available to Islamic
investors is becoming wider.

Stakeholder Preferences

Along with the rise of Islamic liquidity and increased product innova-
tion, a third key driver that has fueled the trend toward Shariah affin-
ity is the shifting preferences of a wide range of stakeholders. As
families have grown and a new generation of leaders has emerged,
there is a growing expectation (at least among some younger leaders)
that there need not be a trade-off between financial returns and con-
forming to the Shariah. A generation that has grown up witnessing the
rise of Islamic finance increasingly expects to be able to conduct its
financial matters with world-class results without having to compro-
mise on its ethical values. As this generation assumes greater authority
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in family businesses and investment vehicles, one can expect to see an
ongoing shift toward Islamic investments at the family level.

Ernst & Young (E&Y), in a 2008 study of the Islamic investment
sector, sought to quantify the preferences of Muslim customers for
Shariah-compliant investment products. Its analysis found that only
20 percent of the market is willing to accept substantially lower
returns in exchange for a product’s being Shariah-compliant. A full
40 percent of the market, however, was found to prefer Shariah-
compliant products if they perform equally as well as conventional
ones. Given the choice between two otherwise identical offerings,
these investors will choose an Islamic one. Another 30 percent of the
market was found to be (in E&Y’s terms) “value-seekers” who will
choose the asset with the highest return without a preference for
Shariah compliance. Only 10 percent was found to actually prefer
conventional finance as a matter of principle.14

For institutions that are public-facing or otherwise have a broad
range of stakeholders, moral pressure to shift toward Islamic finance
and investments can be substantial. Increasingly, decision makers
and business owners in the Gulf are asked “awkward” questions by
customers, staff, and other stakeholders: Is your company Shariah-
compliant? If it isn’t, why not? Aren’t there Islamic alternatives avail-
able for what you currently do conventionally?

Years ago, the chief executive of a major Gulf institutional
investor confided to me his experience with these pressures. In his
personal life, he was a practicing Muslim and supported Islamic
finance. In his fiduciary role, however, he invested a massive pool of
assets in conventional instruments. He, like other leaders of institu-
tional investors, was not yet convinced that Islamic alternatives could
meet his institution’s investment needs. He reported, however, that
beneficiaries of the assets he managed—the general public of his
country—were increasingly asking whether the institution was invest-
ing in line with the Shariah. These questioners wanted assurance that
they were not benefiting from investments that violated their per-
sonal ethics. The executive was struck by these questions, and expected
that they would increase in number over time. Hence, his institution
might face more and more pressure to make Islamic investments.

As Islamic financial services become increasingly common in the
Gulf, stakeholders’ comfort with them is likely to grow. As suggested
by E&Y’s analysis, a full 60 percent of Muslim customers either insist
on Islamic investments or prefer them when given the option. For a
business owner, this could mean that 60 percent of her customers,
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staff, and suppliers increasingly favor Islamic finance and invest-
ments. This shift in preferences could lead more and more institutions
to replace their conventional investments with Islamic equivalents
(where such equivalents are available).

MEETING THE DEMAND

The demand for Islamic investments has been met by a wide range of
financial institutions, asset managers, and investment firms. It has
now become commonplace in the Gulf (especially in Saudi Arabia)
for conventional institutions to offer Islamic investment products to
their customers. Often these are created to match conventional offer-
ings in the same or a similar asset class. In addition, conventional
firms are often opting to launch only an Islamic version of a new
fund, recognizing that Shariah-inclined customers will not accept a
conventional fund, whereas conventional investors will typically
accept attractive Islamic products.

The region’s increasing affinity for Shariah-compliant investments
has spawned the creation of a number of fully Islamic investment man-
agement and principal investment firms. Table 7.1 provides a sampling
of a few of these fully Islamic players.

Fully Islamic investment firms face a set of advantages and draw-
backs similar to that faced by fully Islamic banks when competing with
conventional institutions. Islamic firms enjoy specialist capabilities,
access to Shariah-inclined shareholders, and greater perceived authen-
ticity in the marketplace. They can, at times, also enjoy an advantage
when sourcing investment opportunities from strongly Shariah-
inclined sellers. Conventional firms, in contrast, often enjoy more
established brands and track records, have easier access to world-class
talent, and have access to global networks of affiliated institutions.

REALITY CHECK: SIGNIFICANT GAPS REMAIN

Although the Islamic investment industry has made significant
progress in its development, it’s crucial to note that significant gaps in
the industry’s offerings and capabilities remain. As illustrated in
Figure 7.5, its relative maturity is much greater in certain asset classes
than it is in others, and not all asset classes have fully arrived.

Listed equity and real estate are two asset classes in which the
Islamic investment industry can claim substantial depth: as noted
earlier, there are hundreds of Islamic equity funds and dozens of real
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estate funds available. For the portion of an investor’s portfolio that is
allocated to listed equities (which can be substantial) and to real
estate (which is typically fairly limited), a reasonably full set of
Islamic options can be found.

Structured products and cash management are asset classes in
which the industry has substantial experience but is still maturing.
Term deposits that replicate short-term Treasury bills have long been
used as a simple technique for cash management. Islamic institutions
often also provide their private banking and corporate clients with
structured products with a bit more complexity to meet specific needs.
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Selected Fully Islamic Investment Firms

Year
Firm Country Established Area of Focus

Arcapita (formerly
First Islamic
Investment Bank)

Bahrain 1997 Principal investments in developed
markets

Global Investment
House

Kuwait 1998 Asset management, investment bank-
ing, and brokerage in GCC and wider
MENA regions

International
Investment Bank

Bahrain 2003 Private equity, real estate, and asset
management in regional and interna-
tional markets

Unicorn Investment
Bank

Bahrain 2004 Investment banking and private
equity in wider MENA and interna-
tional markets

Al Imtiaz
Investment

Kuwait 2005 Investment advisory, asset manage-
ment, and private equity in Kuwait
and MENA region

Ryada Capital
Investment Co.

Kuwait 2005 Asset management and advisory 
services in GCC and international
markets

Venture Capital
Bank

Bahrain 2005 Venture capital–based investment
bank in GCC and MENA markets

Jadwa Investment Saudi
Arabia

2006 Advisory and principal investments in
GCC and global markets

Seera Investment
Bank

Bahrain 2006 Equity investment management in
GCC region and global markets

Prosperitus Capital
Partners

London 2007 Private equity and alternative invest-
ments advisory services in emerging-
market real estate and infrastructure
projects



Compared to their conventional counterparts, however, the Islamic
equivalents would rightly be considered far less mature. First, the
depth and breadth of the offerings is far less than can be found at con-
ventional institutions. In addition, the complexity involved in these
transactions (as well as the need for certain processes to be conducted
manually by bank staff) makes them markedly more cumbersome
than their conventional equivalents. The basic need may be met today,
but more sophisticated solutions are in order as the industry develops.

Alternative asset classes (other than real estate), such as private
equity and hedging products, are emerging today. An increasing
number of offerings exists, although many of them have yet to experi-
ence a full cycle of capital raising, investment, and realizing returns.
As they do so, customer confidence in these asset classes can be built
and further development can be enabled.

A final—and quite substantial—gap in the Islamic investment
universe is the scarcity of fixed-income equivalents. This is a major
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challenge for the industry, especially since sophisticated investors
customarily have significant allocations in their portfolios for fixed
income. Although the Islamic Financial Information Service (IFIS
reports that more than 20 sukuk (bond-equivalent) funds have been
launched since 2001,15 this is a relatively small number in light of
the potential demand for such instruments. In addition, the scarcity
of sukuk issuances has prevented the development of substantial
secondary markets for these securities. Sukuk investors typically
hold on to their securities, since they do not see many alternatives in
the market. Another complication arises from differing Shariah
standards regarding sukuk transactions—differences that cause
many Gulf investors to deem the majority of Malaysian sukuk
impermissible.

One trend that is helping to expand the sukuk market is increased
interest by Gulf institutions in including sukuk tranches in their large-
scale debt-raising initiatives. In 2006, the Saudi industrial giant
SABIC had an $800 million sukuk issuance. The transaction was a
major landmark both in its size and in the fact that the sukuk certifi-
cates were tradable and therefore set a benchmark.16 The Al-Waha
Petrochemical Company, another major Saudi enterprise, included
significant Islamic tranches in debt facilities for two major projects
called Rabigh and Yansab. Together, the projects included nearly $15
billion in total debt, of which a sizable portion was Islamic.17 Project
finance lends itself to sukuk and Islamic facilities, since Shariah guide-
lines call for the identification of specific assets like the ones required
in the context of major projects.

Recognizing the current gaps in the Islamic investment industry
provides an important reality check for both observers and partici-
pants. Today, it is difficult for the Islamic investment industry to
assert that it can fully meet all the needs of sophisticated investors.
Until this assertion can be credibly made, the industry will find it
challenging to attract the large pools of institutional capital that can
propel the Islamic investment space forward.

IMPACT ON ASSET VALUES AND CAPITAL STRATEGIES

Although Islamic investments continue to be a minority of total
assets, the rise of Shariah-compliant investments has started to have a
measurable impact on asset values in Gulf markets. In 2007, a study
by the government of Qatar found that companies that were publicly
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deemed impermissible by Islamic jurists suffered an appreciable
disadvantage in market capitalization.18 By not having access to
Islamic investors, these companies had fewer sources of equity and
thus lower valuations.

The Saudi IPO market provides concrete examples of how
Shariah compliance can have an impact on retail investor demand.
When a joint venture between Saudi Telecom and the UAE’s
Etisalat had an IPO in 2004, the offering was 51 times oversub-
scribed and attracted nearly 4.3 million retail investors—about a
quarter of the entire Saudi population.19 This offering was deemed
Shariah-compliant by the population, and therefore there were no
Shariah barriers to participation.

When the National Company for Cooperative Insurance
(NCCI), a conventional insurance company, had its IPO, the offering
was also oversubscribed—but only 11.5 times. When asked about the
general public’s hesitation to participate in the insurer’s IPO, NCCI’s
chairman noted that “insurance is a matter of controversy among
ulema [Islamic jurists],” and therefore it was not expected that as
many Saudis would feel comfortable participating in the invest-
ment.20 It has become widely acknowledged that noncompliant
offerings will not find as broad a base of retail investors as Islamic
offerings will.

This is not, however, to say that noncompliant issuance has been
abandoned. Despite statements deeming its shares impermissible,
Kingdom Holding Company held an IPO to which 1.3 million Saudi
retail investors subscribed (about a third of the number that subscribed
to the Saudi Etisalat IPO).21 The experience of Shariah-compliant offer-
ings merely suggests that far more investors will participate if they
know that an IPO complies with Islamic law.

The Gulf’s appetite for Shariah-compliant offerings is also affect-
ing the capital-raising strategies of companies outside the region. The
US-based firm East Cameron Partners became the first US company
to issue sukuk when it issued an Islamic bond offering in 2006. An
advisor from a firm that helped arrange the deal alongside Merrill
Lynch explained the rationale for the offering as follows: “An Islamic
bond would be easily placed with conventional investors, which can
widen the investor base, whereas the opposite isn’t true.”22 Just as
Gulf firms are leaning toward Islamic structures to fully tap into the
GCC market, companies outside the region see Shariah compliance as
an important feature in developing offerings in which they hope to
include Gulf investors.
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INSTITUTIONAL APPETITE: A POTENTIAL TRANSFORMATION

Although the Islamic investment industry has achieved meaningful
scale, large institutional investors remain a major untapped market.
As discussed in Chapter 2, four key segments of the institutional
landscape can be identified in the Gulf: generalist sovereign wealth
funds (better characterized as “trusts”), specialist government invest-
ment vehicles, private institutions, and private investment houses. Of
these categories, two have begun showing a significant interest in
Islamic investments: private institutions (especially a set of leading
business families) and private investment houses (especially those
created specifically for Islamic investments). While the precise pro-
portion of sovereign wealth funds and specialist investment vehicles
placed in Islamic assets is not public information, these institutions
are understood to hold predominantly conventional portfolios, with
relatively few Islamic investments.

The executives leading these large institutional investors have
had good reasons for not limiting themselves to Islamic investments.
As we have discussed, the Islamic investment industry has not yet
developed the breadth and depth of options required by sophisticated
investors. Furthermore, even when launched by well-established
firms, Islamic funds customarily lack the kind of long track records
that institutional investors demand. In addition, senior leaders of
these institutions may personally have little direct experience with
Islamic investments and probably built their careers at a time when
the Islamic financial services industry was very much a niche player.
As I have repeatedly seen in discussions with senior leaders, the ethic
of upholding a fiduciary responsibility—to use the best means avail-
able to protect and grow national assets—has overridden concerns
related to Shariah compliance.

As Islamic investments have grown more sophisticated, however,
their applicability to major institutional investors has grown. A number
of governments and sovereign entities in the region have directly
invested in Islamic financial institutions (through Shariah-compliant
structures, of course), recognizing Islamic finance as a growth area. As
stakeholders and the general public become more comfortable with
Islamic finance, they are likely to exert greater pressure on sovereign
institutions to explore Islamic investments. One key trend to watch will
be whether the expansion of consultative bodies, chambers of com-
merce, and parliaments (like those of Bahrain and Kuwait) will influ-
ence policy makers’ perspectives on Islamic investments. If popular
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sentiment continues to incline toward Shariah compliance and this sen-
timent is carried forward by representatives, we could witness
increased institutional attention to Islamic investments.

In contemplating Islamic investments, it is crucial that decision
makers and observers keep in mind that Islamic investments are not
an asset class of their own. They are not like equities, fixed income,
alternative assets, and other asset classes, which are mutually exclu-
sive and require an adjustment of other asset classes’ allocations in
order to fit. Shariah compliance is merely a filter than can be applied
to all these asset classes. There need not be, for example, a separate
allocation for “Islamic listed equity funds” as distinct from “listed
equity funds” in general—rather, a portion of the listed equity allo-
cation can be transferred into Islamic holdings. The same applies for
all other asset classes; managers can work within the existing alloca-
tion models and simply scan for Islamic investments as alternatives
to conventional ones. Therefore, making the transition to more
Islamic portfolios may not be as disruptive as one might otherwise
imagine.

The transformative impact that a shift in institutional prefer-
ences would have on Islamic investments is tremendous. To appreci-
ate the magnitude of such a shift, consider the relative size of the
Islamic investment industry compared to the scale of Gulf institutional
investors. Standard & Poor’s (S&P) has estimated the global Islamic
asset base to be about $700 billion23—less than the estimated assets of
the Abu Dhabi Investment Authority (ADIA) alone. Based on
McKinsey Global Institute estimates and other analyses, we might
estimate that Gulf sovereign wealth funds hold roughly $1.5 trillion
in assets—twice the size of the entire Islamic industry. Therefore,

■ If Gulf sovereign wealth funds were to place a modest 
10 percent of their assets in Islamic investments, the Islamic
investment asset base could grow by more than 20 percent.

■ If they were to shift to 25 percent Islamic, the asset base could
grow by more than 50 percent.

It would require Gulf sovereign wealth funds to invest only half
their assets in Islamic vehicles (a figure that appears highly unrealistic
today but that is useful for illustration) for the Islamic asset base to dou-
ble. The fact that GCC sovereign assets will continue to grow as a result
of both capital appreciation and infusions of new funds generated by
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budget surpluses could accelerate the growth of Islamic investments
significantly.

Cultivating an institutional appetite for Shariah-compliant invest-
ments by the largest Gulf investors is a daunting challenge for the
Islamic investment industry, and will remain so for the foreseeable
future. The potentially transformative impact of capturing even a small
piece of that enormous pie, however, makes this challenge a top priority
for the industry.
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KEY LESSONS

■ While Gulf investments remain predominantly conventional, increasing
Shariah affinity is a key trend among the region’s investors.

■ The rise of Islamic liquidity, innovation in Islamic investment products, and
shifting preferences of Gulf stakeholders have been the key factors 
contributing to the trend toward Shariah-compliant investments.

■ Islamic investment products have matured substantially, but asset classes
are at differing stages of maturity, and meeting all the needs of 
sophisticated investors is a challenge.

■ The preference for Shariah compliance has begun to have an impact on
asset prices in the region and capital-raising strategies beyond it.

■ The GCC’s largest institutional investors remain a mainly untapped market
for Islamic investments and could have a transformative impact on the
industry.



8C H A P T E R

Lifting the Curtain:
Heightened Visibility 
and Transparency of 
Gulf Investors

In American politics, we have an expression that’s used in discussing highly
confidential matters: “Those who know aren’t talking, and those who are
talking don’t know.” When it comes to highly sensitive information, those
who are entrusted with it are careful not to disclose it publicly, despite the
speculation and commentary of analysts. Sometimes the analysts get it right
and sometimes they don’t, but they rarely have full information.

A culture of “portfolio privacy” reminiscent of the spirit just described
has been the norm for Gulf investors and advisors for decades. Executives
leading the region’s institutional investors, especially the largest ones, have
diligently guarded the privacy of their portfolios. Asset managers and advi-
sors have similarly protected client confidentiality, being well aware that if
they disclosed private information, they would run the risk of spoiling valu-
able relationships. The world, and especially its most sophisticated financial
players, has long understood that Gulf investors hold substantial portfolios
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and exercise substantial muscle. The details of their activities, however, have
generally not been shared publicly.

As Gulf capital has evolved, however, there has been an increasing shift
toward visibility and transparency. Partly, this shift has been driven by the
evolution of Gulf portfolios to include asset classes and investment modes in
which greater disclosure is the norm. In addition, the institutional attributes
of Gulf investor bodies—especially newly created government investment
vehicles and private investment houses—increasingly lend themselves to
disclosure and transparency. Third, external pressures (both formal and
informal) have called for increased disclosure, and these pressures are being
taken seriously in the region. Together, these factors contribute to the trend
toward heightened visibility and transparency.

This chapter begins with an assessment of the core reasons why Gulf
institutions have historically preferred privacy, and why many still do so
today. Next, we turn to the fundamental forces driving toward higher pro-
files and greater disclosure for Gulf investors. We then explore the example
of the Abu Dhabi Investment Authority (ADIA) and the measures it has
taken in recent years (including the multilateral “Santiago Principles”
adopted by a set of sovereign funds) to enhance transparency and disclosure
on its own terms. In closing, we assess the outlook for ongoing increases in
openness, as certain factors driving this trend may continue for the foresee-
able future. 

Gulf investors have long guarded their privacy; today, a number of
them are becoming more transparent. The level and pace of this shift, though
substantial, may not satisfy the desires of certain overseas observers. They
may, however, take comfort in the overall trend toward openness and the fact
that the drivers of this trend appear to be solid and sustained. One can also
expect ongoing disparity between the disclosure practices of various cate-
gories of Gulf investors—a disparity driven by the institutional realities of
these different types of firms.

ATTRIBUTES OF OPENNESS 

To understand the culture of portfolio privacy that has historically
marked Gulf institutions, it’s worthwhile to explore, in general, the
attributes that cause institutions to disclose their investment activities
and the associated results. As highlighted in Table 8.1, in the past,
these attributes have generally had limited applicability in the Gulf
Cooperation Council (GCC) context, but they are becoming more rel-
evant today.
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A first and highly fundamental attribute that generally drives
investors toward disclosure is dependence on a broad base of stake-
holders. Investing entities must of necessity report their activities and
results to the parties that make their investments possible—share-
holders (in the case of companies) or investors (in the case of funds
and other investment vehicles). In the case of government-related
entities, there are parliaments, oversight bodies, and other governing
agencies. When the set of stakeholders is large, information that is
reported to shareholders or investors inevitably becomes public infor-
mation, making public disclosure a natural (and efficient) way to
reach the stakeholders.

Consider, for example, the case of famed investor Warren Buffett.
Buffett’s investment approach and philosophy are well chronicled and
widely followed, inspiring books with titles like Warren Buffett Speaks:
Wit and Wisdom from the World’s Greatest Investor1 and The Warren Buffett
Way.2 The annual letter that he writes to investors is read worldwide,
and the core investment principles that he espouses have become the
bedrock for the “value investing” philosophy. Investors flock to the
annual general meeting of his company, Berkshire Hathaway, which
has become such an elaborate event that the company issues a full
Visitor’s Guide, complete with seating rules (for example, guidelines
on saving seats for others and on a newly established “Student Section”
for observing the goings-on).3 Buffett’s investment activities are public
information no more than a quarter after they occur.
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T A B L E 8.1

The Core Attributes Promoting Disclosure Have Historically Had
Limited Relevance to the Gulf Context

Relevance in GCC Context

Mid-2000s and 
Attribute 1970s–Mid-2000s Beyond

Dependence on a broad base of Low Moderate
stakeholders

Competition for additional capital Low Moderate

Competition for target assets Low Moderate

Requirements of home regulators Low Moderate

Requirements of portfolio Moderate High
companies’ regulators



There is, however, a key structural reason why Buffett is so open:
Berkshire Hathaway is a publicly traded company with 1.5 million
shares outstanding and a share price (as of mid-2009) of well above
$100,000 per share.4 Even if Buffett wanted to keep Berkshire’s portfo-
lio details private, he could not do so—disclosure requirements for
public companies are too stringent. In addition, his often unconven-
tional approach (for example, not allowing splits in Berkshire’s Class
A shares and therefore keeping the price of one share so high)
requires explanations to shareholders if he is to keep the sharehold-
ers’ confidence. 

Historically, GCC-based investors have had only a small number
of stakeholders on whom they have relied for support. Sovereign enti-
ties rely on government support, and decision making has generally
been limited to a small circle of participants. In the private sector, fam-
ily entities have generally protected their privacy carefully. Investment
houses have had relatively small circles of investors behind them and
therefore have been able to keep their performance information rela-
tively private. Thus, the attribute of multiple stakeholders has often
not been applicable to Gulf institutions.

Recently, however, stakeholder bases have been expanding. This is
especially true in the case of entities that have raised (or prepared to
raise) equity or debt from external sources. Prince Alwaleed Bin Talal’s
Kingdom Holding, for example, has taken on a significant burden of
disclosure by floating 5 percent of the company in a 2007 IPO. Although
it is still controlled by Alwaleed, the entity might (based on the 1.3 mil-
lion Saudis who subscribed to the IPO) have more than 1 million minor-
ity shareholders today—all of whom are entitled to a significant amount
of information about the company under Saudi capital markets laws.5

In 2008, the UAE government-linked investment vehicle Mubadala
secured a credit rating6—an important step toward being able to raise
external debt funding directly. If and when Mubadala decides to float
bonds or commercial paper, it will necessarily face more disclosure
requirements than it will if it does not seek capital from stakeholders
other than the Abu Dhabi government. Developments like these suggest
that the stakeholder bases of Gulf investors may continue to broaden—
a trend that will bring with it a higher level of disclosure.

A second attribute that typically leads institutional investors to
disclose their portfolios and activities is competition for additional
capital. The US investment house Fidelity Investments, for example,
provides a virtual database of mutual funds on its public Web site—
including more than 175 funds that it manages directly and more than
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4,500 external funds that are available through Fidelity.7 This infor-
mation is critical to helping investors assess Fidelity’s performance
and the strength of its management capabilities—criteria that will
drive investors’ decisions as to whether or not to provide Fidelity
with more capital to manage. Disclosure, therefore, is essential to
securing more funds.

In the case of major Gulf investors, competition for additional
funding has historically been more subtle. As discussed in Chapter 2,
each Gulf state has its own process through which wealth generated
by budget surpluses is allocated to different investment entities.
“Generalist” sovereign wealth funds have been the default use of sur-
plus funds after budgetary needs, central banks, and other bodies are
adequately funded. If a generalist fund was seen as underperforming,
the response of decision makers would be to adjust the fund’s invest-
ment strategy or potentially make changes in its management; how-
ever, ceasing to allocate capital to the fund was generally not an
option. In the case of private investors, the bulk of the surplus wealth
was generally being created not through passive investment gains,
but rather through businesses that were directly owned and that con-
tinued to deliver streams of profits. Thus, the investment arms of
leading families were growing as a matter of course, not because they
were winning the confidence of their shareholders—who were a lim-
ited set of family members in any case.

The rise of specialist investment vehicles (in the public sector)
and investment houses (in the private sector) has had a major
impact on the level of competition for additional capital. For Gulf
governments, there is a wider set of investment options—generalist
sovereign wealth funds are not the only choice. Specialist vehicles
that perform strongly and exceed their strategic objectives may seek
fresh infusions of capital as a consequence of their good work.
When there are multiple specialist vehicles with similar objectives, a
spirit of competition is likely to emerge. As discussed in Chapter 2,
government-linked specialist investment vehicles are culturally
more like private firms than they are like government entities. One
way in which this culture manifests itself is in a competitive drive to
demonstrate success. 

Private investment houses in the Gulf—not unlike Fidelity—
need to communicate their successes to the market continuously. It
is, therefore, not surprising that firms like Investcorp, Abraaj Capital,
and Arcapita speak publicly about their successful track records.8

The details of how past funds have performed may not be publicly
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available, but this information can probably be acquired under confi-
dentiality agreements if an investor is seriously considering placing
funds with one of these managers. As competition among invest-
ment houses in the region intensifies, the need for them to disclose
their track records and portfolio strategies—at least to limited audi-
ences—will only grow. If investment houses begin seeking capital
from public markets through listing on stock exchanges, disclosure
requirements will rise dramatically. 

A third reason why investors make disclosures about themselves
is to stand out in the competition for attractive assets. Strong portfolio
companies typically have multiple suitors who are ready to inject cap-
ital, and the highest bid is not necessarily the sole criterion for choos-
ing an investor. The strength of the investor, its ability to add value to
the portfolio company (particularly if a board seat is being given),
and the overall impact of being associated with the investor are all
factors that are considered when a portfolio company assesses the
case for accepting the capital infusion. Unknown, mistrusted, or
incompatible investors may have their offers rejected even if the price
they offer is highest; conversely, capital with a strategic fit may be
welcomed even if the investors’ bids are somewhat lower than those
of other potential buyers.

When Gulf institutions focused their investments almost entirely
on Treasury bills, listed equities, and other “plain vanilla” securities,
competition for attractive assets was not an issue. These securities are
readily available on exchanges, and investments in them (when made
in reasonably modest increments) have little or no impact on the mar-
ket price. The price moves with demand, and strategic fit is not an
issue. Since plain vanilla investments give the investor little influence
over the direction of the company (unless a common stockholder
accumulates a very large stake), portfolio companies need not be very
discriminating in whose capital they accept. Gulf investors pursuing
small stakes and conservative investments have not, therefore,
needed to compete for prize assets. 

As Gulf investments have become more sophisticated, however,
competition for good assets has risen. To win out in private equity
transactions, bidders often need to make known their strength and
suitability as a partner. Although some Gulf entities (most notably
Investcorp, which was making investments in US firms like A&W
Brands and Tiffany & Company in the early 1980s)9 were competing
for prized assets long ago, many are only now throwing their hats
into the ring in competitive situations. This trend is likely to lead
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more investors to speak about their strategies and track records in
public, and it poses a particular challenge in the case of tight-lipped
sovereign wealth funds that are seeking to engage in direct private
equity investments (such as ADIA’s investment in Citigroup).
Specialist entities with more focused portfolios and shorter histories
(and, therefore, fewer sensitive matters to disclose) may prove more
effective in making high-profile investments going forward. 

A fourth factor that has generally driven investors to disclose
their activities is the regulatory requirements of home regulators.
Publicly listed companies, for example, are required by their home
regulators and the exchanges on which they are listed to provide
thorough and timely reports on their business activities and results.
In the case of investment companies, this naturally includes portfolio
composition, investment positions, and gains or losses. Privately held
companies and investment vehicles have generally been spared such
detailed requirements, although income must be reported (on a confi-
dential basis) to tax authorities, and the credentials and backgrounds
of authorized investment managers are also made known. In the
wake of the global financial crisis, calls for greater transparency of
hedge funds and private investment vehicles have abounded and
gained some momentum. The degree to which additional disclosure
will be required remains an open question.

In the Gulf context, home regulators have historically had less of
a need for disclosure by investors. First, the majority of the invest-
ment activity was being undertaken by sovereign entities that were
directly controlled by governments. Governments were therefore
been able to access whatever information they needed at will, without
formal disclosure processes in the public domain. Second, even pri-
vate investments had principally been undertaken by sophisticated
investors and high-net-worth individuals—the retail investors who
customarily require disclosure laws for their protection were not very
active until the boom of the 2000s. Third, the bulk of the investments
being made were either in overseas assets that were not governed by
GCC regulators or in domestic companies and assets (e.g., real estate)
that were already well in sight of regulators. Hence, specific invest-
ment disclosure laws were less necessary. 

Recent developments, however, have heightened home authori-
ties’ interest in regulating investment activity. As more investment
companies have gone public, reporting requirements on public
exchanges have become applicable to them. Overall, Gulf regulators
have found the booms and busts that were seen on local exchanges in
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the 2000s troubling and have instituted rules to help protect small
investors. At the height of the IPO boom in the mid-2000s, for exam-
ple, UAE regulators introduced requirements that companies have
established track records before they could list on public exchanges.10

This applies to both operating firms and listed investment companies.
The more broadly investment firms draw on retail investors or shape
the local economies, the more home regulation they can expect. 

A final consideration, one that has typically been more stringent
than the requirements of GCC home regulators, has been the require-
ments of regulators in portfolio companies’ home markets. This has
long been a significant concern—shaping, for example, Gulf institu-
tions’ preference for keeping their stakes in listed companies below
the threshold at which they must report their shareholdings to local
exchange commissions (often this threshold is 5 percent). Private
equity institutions such as Bahrain-based Arcapita, whose invest-
ments are necessarily high-profile since they are controlling stakes,
have long been mindful of how regulators overseas will perceive
them. For example, Arcapita’s 2005 rebranding (it was formerly called
First Islamic Investment Bank) was reportedly motivated by a desire
not to have its activities seen as having religious overtones.11

As the rules of overseas regulators evolve, Gulf investors will
need to adapt their disclosure practices accordingly. As we shall dis-
cuss in a later chapter, however, regulators need to strike a delicate
balance. Too little regulation may expose sensitive sectors to risk; too
much may drive away much-needed capital and have a negative
impact on asset values. Already a key concern of Gulf investors, the
requirements of lawmakers in the countries where they invest will
naturally have an impact on the extent and nature of GCC institu-
tions’ public disclosures. 

INCREASING RELEVANCE TO THE GULF

As outlined in the preceding discussion, factors that generally influ-
ence institutions toward greater investment transparency are increas-
ingly relevant to the GCC context. Figure 8.1 illustrates the three
types of shifts that are driving a culture of greater disclosure among
Gulf investors.

As GCC portfolios have expanded to include higher-profile assets,
the need for disclosure has grown accordingly. This is particularly true
for direct investments in Organisation for Economic Co-operation 
and Development (OECD) companies—investments like Mubadala’s 
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8 percent investment in US chipmaker AMD,12 and two Kuwaiti firms’
buyout of Aston Martin.13 Gulf buyers and their portfolio companies,
when announcing such investments, can expect significant attention
and scrutiny from all sides. Increasingly, Gulf investors will need to
exercise media savvy when positioning their investments in overseas
companies. AMD’s press release related to the Mubadala investment is
a telling example—the company emphasized its ongoing US focus,
describing its November 2007 deal as a “strategic transaction with the
Advanced Technology Investment Company (ATIC) and Mubadala
Development Company of Abu Dhabi, setting the stage for the formal
launch of the world’s only U.S.-headquartered semiconductor
foundry.”14 Such positioning made it clear to observers that AMD
would not be unduly influenced by Abu Dhabi and that it would con-
tinue contributing principally to the American economy. 

The second type of shifts (toward broader stakeholder bases) is a
natural evolution for many Gulf institutions. As families grow, more
family members take on leadership roles in managing private assets,
and information sharing becomes more formalized. In some cases, pri-
vate institutions become interested in partial IPOs (like that of
Kingdom Holding) as mechanisms for generating additional capital
and also achieving a measure of liquidity for family members. In oth-
ers, there is interest in raising debt capital through bonds, sukuk, or
commercial paper—all of which require some level of disclosure. In
addition, there continues to be an increase in the number and reach of
private investment houses that rely on third-party funds and therefore
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F I G U R E 8.1

Three Types of Shifts Are Driving Greater Disclosure by Gulf
Investors



need to make their objectives and successes known. Their increased
market share may contribute to a culture of greater disclosure.

Third, regulatory shifts at home and abroad will continue to
influence how Gulf-based entities report. As discussed elsewhere, at
the international level, such shifts may be a delicate balancing act
between attracting capital and enabling free markets, on the one
hand, and ensuring the protection of strategic assets, on the other.
Within the region, their scope is likely to relate to how broadly invest-
ing institutions affect the mass population. 

ADIA AND THE SANTIAGO PRINCIPLES: TRANSPARENCY ON ITS
OWN TERMS

A prime example of the migration toward greater transparency is the
shift in disclosure practices by ADIA. In recent years, ADIA has
undertaken both unilateral and multilateral measures to make its
objectives and guiding principles better known. A close look at these
measures can provide perspective on how other leading investors in
the Gulf may position themselves in the years ahead.

In a March 2008 letter to the finance ministers of the Group of
Seven (G7) industrialized nations, the IMF, the World Bank, the
OECD, and the European Commission, ADIA outlined nine principles
that guide its investment approach. These include acting as “predom-
inantly passive investors” that take on “small stakes in companies that
involve no control rights, no board seats, and no involvement in the
management or direction of firms.” The letter asserted that the emi-
rate “has never and will never use its investments as a foreign policy
tool,” but rather that its investments “have always sought solely to
maximize risk-adjusted returns.” At the same time, ADIA made
known its expectation of not facing discrimination: its letter stated
that it was Abu Dhabi’s intent “to ensure that financial markets
remain open, that investors that play by the rules are not discrimi-
nated against, and that the regulatory process remains transparent
and predictable.”15

For those familiar with ADIA, the letter contained no surprises.
The principles of passive investment, minority stakes, and noninter-
ference were evident in ADIA’s decades-long track record. The
remarkable aspect of the message was not its contents, but the fact
that it was sent—and that it was sent in such a public fashion. The act
of sending the letter signaled that ADIA was taking the matter of pub-
lic perception seriously, and that it wished to address it head-on.
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Another sign of the priority given to the matter is that the person who
signed it—Yousef Al Otaiba, then Abu Dhabi’s director of interna-
tional affairs—was later appointed the UAE’s ambassador to the
United States.16

Later in 2008, a multilateral working group of sovereign wealth
funds (cochaired by an ADIA director) developed a set of 24 volun-
tary guidelines referred to as the “Santiago Principles.”17 Some of the
key “Generally Accepted Principles and Practices” (GAPP), selected
and categorized by our research team, are provided in Table 8.2. 

With regard to disclosure, the Santiago Principles speak of “key
features” and the “general approach,” adopting the posture that the
general public should know why a sovereign wealth fund (SWF)
exists and what its general purpose is. More detailed reporting (“to
the owner,” importantly, with no reference to the general public) is
also called for, but there is no explicit requirement that annual reports
be made public. A number of the Santiago Principles (not included in
Table 8.2) discuss the internal management of SWFs and their adher-
ence to the best practices of institutional investors.

Investment objectives are generally expected to be maximizing
risk-adjusted returns (a familiar theme from the ADIA letter dis-
cussed earlier), with an important caveat: investments can be made
for other reasons as long as there is public disclosure of the underly-
ing objectives. There is also a broad expectation that SWFs will act in
a manner consistent with the norms of asset management.

In cases where there is significant economic impact on the mar-
ket in which a SWF invests, the principles call for coordination with
domestic authorities so as to serve the host country’s policy objec-
tives. The principles also call for SWFs to refrain from using privi-
leged information to compete with private entities—a principle that
presumably applies to both private investors at home and private
operating companies in the host country.

Importantly, the Santiago Principles affirm SWFs’ interest in
exercising the ownership rights associated with equity investments.
The principles see such rights as an integral part of the value of an
SWF’s investment, and they call for the SWF to exercise such rights in
line with its investment objectives. Disclosure of general policies
toward voting rights in public companies is called for, but there is no
requirement that SWFs speak publicly about their specific stances on
individual matters. 

Based on the ADIA letter and the Santiago Principles, five salient
observations may be made regarding the posture that sovereign

CHAPTER 8 Lifting the Curtain 215



216 PART II Developments and Trends

T A B L E 8.2

Highlights of the Santiago Principles for Sovereign Wealth Funds

Principle
Topic Number Principle

Disclosure of GAPP 1.2 “The key features of the SWF’s legal basis and structure,
key features as well as the legal relationship between the SWF and other

state bodies, should be publicly disclosed.”

GAPP 2 “The policy purpose of the SWF should be clearly defined
and publicly disclosed.”

GAPP 4.1 “The source of SWF funding should be publicly disclosed.”

GAPP 4.2 “The general approach to withdrawals from the SWF and
spending on behalf of the government should be publicly 
disclosed.”

Quantitative GAPP 5 “The relevant statistical data pertaining to the SWF should be
reporting reported on a timely basis to the owner, or otherwise required,

for inclusion where appropriate in macroeconomic data sets.”

GAPP 11 “An annual report accompanying financial statements on the
SWF’s operations and performance should be prepared in a
timely fashion and in accordance with recognized international
or national accounting standards in a consistent manner.”

Investment GAPP 19 “The SWF’s investment decisions should aim to maximize
objectives risk-adjusted financial returns in a manner consistent with its

investment policy, and based on economic and financial
grounds.”

GAPP 19.1 “If investment decisions are subject to other than economic
and financial considerations, these should be clearly set out
in the investment policy and be publicly disclosed.”

GAPP 19.2 “The management of an SWF’s assets should be consistent
with what is generally accepted as sound asset manage-
ment principles.”

Impact on GAPP 3 “Where the SWF’s activities have significant direct domestic
host countries macroeconomic implications, those activities should be

closely coordinated with the domestic fiscal and monetary
authorities, so as to ensure consistency with the overall
macroeconomic policies.”

GAPP 20 “The SWF should not take advantage of privileged informa-
tion or inappropriate influence by the broader government in
competing with private entities.”

Ownership GAPP 21 “SWFs view shareholder ownership rights as a fundamental
rights element of their equity investments’ value. If an SWF chooses

to exercise its ownership rights, it should do so in a manner
that is consistent with its investment policy and protects the
value of its investments. The SWF should publicly disclose its
general approach to voting securities of listed entities, includ-
ing the key factors guiding its exercise of ownership rights.”

Source: International Working Group of Sovereign Wealth Funds, press release, April 6, 2009;
categorization by research team.



investors (and, to a degree, other Gulf investors) are likely to take in
the coming years regarding public disclosure and openness:

■ A self-governing approach is preferred over external regulation.
ADIA’s proactive approach in issuing its letter and the
multilateral approach to the Santiago Principles signal clearly
that sovereign entities seek to set their own policies. To them,
this self-governing approach appears far preferable to
external regulation.

■ A principles-based approach is preferred over a rules-based
approach. The Santiago Principles are not rules—they are
guidelines. In a posture more akin to European reporting
practices than to American Sarbanes-Oxley-type regulation,
sovereign wealth funds seek to lay out a set of principles and
a basic intent rather than precise and detailed rules. This
approach gives them greater flexibility, and good faith is
expected from all involved.

■ Investors expect accommodation of owners’ stated objectives.
Sovereigns expect to have the right to set their own
investment objectives. At the same time, the Santiago
Principles commit them to stating their general objectives and
investing in accordance with those objectives. In the event
that an investment is made for noneconomic reasons, specific
disclosure is expected.

■ Investors must show sensitivity to the impact of their investments
on the countries in which they invest. In the event that an
investment has a significant impact on a host economy,
investors appear to be committed to communicating the
impact and working with the local authorities. This type of
action is likely to be expected by local regulators in any case,
and investors are well served by accommodating these
expectations proactively.

■ Investors insist on protection of their decision rights. Both the
ADIA letter and the Santiago Principles reflect a willingness
to engage in greater disclosure of objectives and collaboration
with local regulators. At the same time, they insist that
decision rights remain with investors. While they are willing
to give out information, it is unlikely that major institutions
will be open to ceding their right to make decisions about the
entities in which they invest.
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DIVERGING OUTLOOKS BY INVESTOR CATEGORY

As the practices of Gulf-based investors evolve, the prospects for
greater disclosure and openness vary substantially among the differ-
ent categories of investor. The greatest transparency can be expected
from private investment houses. These firms have an incentive to
make their successes known (in order to attract more capital), and
many of them invest in asset classes like private equity, in which dis-
closure is necessary. In addition, as they draw more on public capital
markets and retail investor funds, their home regulators will expect a
higher level of reporting and public disclosure.

The next most open category of investors may well be government-
linked specialist investment vehicles. These institutions tend to invest in
high-profile asset classes in which disclosure is important. A number of
them have prepared for raising debt (and perhaps, one day, equity) from
external sources, which will require them to provide a reasonable level
of information. In addition, subtle competition for capital allocations
from governments may feed a desire to attract publicity and recognition
as accomplished investors.

The greatest diversity in levels of disclosure may be among pri-
vate institutions. Some will continue to guard the privacy of their
portfolios, and the nature of their investment strategies may not man-
date much public disclosure. Others will venture into asset classes
that require a higher profile or even raise external funding, and there-
fore will need to reveal more about their activities.

Disclosure levels of generalist sovereign wealth funds, at least
for the foreseeable future, may well be guided by the Santiago
Principles discussed earlier. The Sovereign Wealth Fund Institute, a
research body focused on the topic, issues a ranking of SWF trans-
parency called the Linaburg-Maduell Transparency Index. In its
January 2009 rankings, the top five SWFs in terms of transparency
were Singapore’s Temasek, Ireland’s NPRF, the sovereign fund of
Alaska (US), Norway’s GPF, and the sovereign fund of New Zealand.
Of the Gulf’s sovereign entities, the UAE’s Mubadala was ranked
highest (ADIA and other UAE entities were further down the list), fol-
lowed by the sovereign fund of Bahrain and the Kuwait Investment
Authority.18

A review of these transparency rankings shows a correlation
between well-institutionalized democracy and SWF transparency.
The top five entities are all democracies, with institutions in place that
publicly question public policy and the use of public resources. In
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such contexts, it is only natural that sovereign investment vehicles
will need to report their activities and face scrutiny from numerous
stakeholders. It’s also noteworthy that Bahrain and Kuwait, the GCC
states with the most active parliaments, are also the ones with the
most transparent generalist sovereign wealth funds.

Therefore, the reporting practices of sovereign investors may
well track the development of parliamentary, consultative, and other
democratic institutions in the region. While each Gulf state has intro-
duced such institutions in one form or another over the past years,
their influence and decision rights vary substantially. The openness of
sovereign wealth funds is not a question to be taken in isolation, but
rather is linked to broader structural matters in the region.

Overall, the pattern of Gulf investors has consistently been
toward greater transparency. The degree, however, to which particu-
lar institutions disclose their objectives, activities, and results will cer-
tainly vary based on a wide set of institutional and external factors.
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KEY LESSONS

■ Gulf institutions have generally maintained a high degree of privacy in their
portfolios, as the characteristics of these institutions did not require much
openness and disclosure.

■ Shifts in Gulf portfolios, institutional dynamics, and local and global regula-
tion have supported a trend toward greater disclosure among institutional
investors in the region.

■ Gulf institutions (particularly the largest ones) are likely to adopt greater
transparency based on a set of identifiable principles. Importantly, they are
likely to continue to seek to adopt disclosure norms on their own terms.

■ Among GCC investors, the outlook for transparency varies significantly
among the different categories of institutions based on the circumstances
facing each category and organization.
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9C H A P T E R

Tapping the Flow: Strategies
for Attracting Gulf Investors

Sometimes we meet senior people who come in and think that at the end
of a one hour meeting they will walk away with $1 billion. They under-
estimate our sophistication.1

—An executive director of the Abu Dhabi Investment 
Authority (ADIA), as quoted in BusinessWeek

In the latter half of 2008, a storied venture capital fund in Silicon Valley was
struggling. After two cycles of dismal returns, and with the financial crisis
having taken its toll on its usual limited partners, the fund was struggling to
raise capital. In a conversation, one of the general partners remarked, “Well,
how hard can it be? We have a 20-year track record; we should be able to get
some money out of those Arabs.” Not surprisingly, the fund failed to raise
any Gulf capital and was shortly out of business.

Part I of this book provided a background on Gulf capital and Islamic
finance and their rise to global prominence. Part II explored key trends that
are shaping these phenomena and are likely to continue to influence their
evolution. In Part III, we turn our attention to the implications of the rise of
Gulf capital and Islamic finance for global firms—companies, organizations,
and enterprises that may not be actively engaged with Gulf counterparties or
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Islamic finance today. As these new global players have increased in impor-
tance, they have begun to influence global markets in ways that affect both
firms that work directly with the region and firms that do not. As Gulf capital
and Islamic finance develop as global players, their behavior will influence
global markets and have an impact on a wide range of participants. One area
in which the rise of the Gulf is playing a salient role is the field of raising
capital.

Since publishing Dubai & Co., I have frequently been contacted by
non-Gulf companies that are seeking to raise capital from Gulf Cooperation
Council (GCC) investors. Sometimes their strategies for doing so were
thoughtful, well considered, and strategically sound. Other times, however,
their postures have been like the Silicon Valley fund just discussed—brashly
assuming that “Arab” investors would be soft targets for ill-conceived
investment pitches. In reality, raising capital from the Gulf, like raising cap-
ital from any market, requires sound strategies and careful planning. This
chapter provides frameworks and principles for crafting such strategies—
and thereby avoiding the fate of countless firms whose propositions to GCC
investors have fallen flat.

We begin by reviewing the fundamental reality that Gulf investors are
not monolithic, and therefore no “one-size-fits-all” approach to attracting
capital from the region can work. Next, we provide a core framework for
thinking through capital-raising strategies involving Gulf counterparties by
understanding these investors’ objectives, priorities, and portfolios as well as
developing substantial and genuine relationships. In closing, we discuss a
number of key principles related to fostering institutional relationships,
building in-market presence, and engaging advisory firms with grounding
in the region.

BEYOND “ONE SIZE FITS ALL”

In Chapter 2, we discussed the landscape of Gulf investors, dividing
institutional investors into four broad categories. A key theme of our
discussion was that Gulf capital is not monolithic, but rather that
there is a rich and dynamic landscape of investors with varying objec-
tives, sizes, and maturity. Considering the diversity of Gulf institu-
tions, it is only natural that a diversity of approaches is required to
attract Gulf capital. A “one-size-fits-all” approach will not work when
the landscape is so varied and evolving.

Table 9.1 takes the framework that we discussed in Chapter 2
and extends it to the realm of “customary investment partners.” Each
category of Gulf institution has traditionally worked with different
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types of external partners in identifying investment opportunities
and making investment decisions. The differences in their chosen
partners reflect differences in their overall investment objectives.

Generalist sovereign wealth funds (SWFs), as stewards of mas-
sive amounts of capital, are charged with the task of preserving and
growing national wealth. As we have discussed earlier, these institu-
tions can more accurately be called “national trusts” because of their
wealth-preservation objectives and their conservative investment
style. These sovereign entities have long partnered with the world’s
largest asset management firms—companies like UBS, Barclays Global
Investors, Fidelity, Northern Trust, State Street Global Advisors, and
other massive firms whose assets under management can often exceed
$1 trillion. To put the matter of scale in perspective, if the Gulf’s total
foreign investments were managed by a single entity, that entity’s
assets under management would be as large as those of State Street or
Fidelity and about three times those of Goldman Sachs.2

CHAPTER 9 Tapping the Flow 225

T A B L E 9.1

Customary Investment Partners Vary by Category of Institution

Category Objectives Customary Investment Partners

“Generalist” sovereign
wealth funds

Preserve and grow
national wealth

• Massive global asset managers

• Leading global investment banks

“Specialist” government
investment vehicles

Grow national wealth
through strategic 
investment

• Leading global investment banks

• Well-established alternative
investment asset managers

• Select few regional and emerging-
markets institutions

Private institutions Preserve and grow 
private wealth

• Both global and regional 
investment banks

• Well-established and promising
new alternative investment asset
managers

• Range of regional and emerging-
markets institutions

Private investment
houses

Maximize financial
returns for third-
party investors

• Partners vary based on house
objectives and region of focus

• Most open to multifaceted part-
nerships with financial institutions

• Possibility of conflicts of interest
and competitive issues



Partnerships with the giants of asset management are not sur-
prising given the relative scale of SWFs. Only the world’s largest asset
managers have the capacity to absorb sizable chunks of a leading
SWF’s portfolio and manage the inflows and outflows of capital.
Smaller firms simply lack the depth to take on meaningful portions of
a SWF’s portfolio. To put things in perspective, the largest SWFs in
the region often will look at a public transaction only if they can
invest a minimum of $500 million. At the same time, the SWFs them-
selves prefer to work with partners whose global reputations, strong
track records, and stellar client bases are sources of comfort. Making
safe investments is the most important job of a large sovereign wealth
fund; finding safe asset management firms to support them is consis-
tent with this goal. As well as introducing higher levels of risk, work-
ing with smaller and newer asset management firms would involve
an administrative burden for sovereign wealth funds that might not
be worth the effort for only a small piece of the overall portfolio.

Generalist sovereign wealth funds, by virtue of their size and
importance, also have access to the world’s leading investment
banks and financial advisors. Investment banks with sizable asset
management arms, such as Deutsche Bank, Citigroup, and JPMorgan
Chase, are often able to expand their relationships with SWFs to span
both asset management and other investment banking services such
as advisory services. Besides generating substantial direct revenue,
working with sovereign entities allows global banks to deepen their
relationships with senior government officials and decision makers.
This, in turn, can help the banks win lucrative mandates for govern-
ment projects, privatizations, sovereign debt, and other financial
initiatives.

For firms wishing to attract capital from generalist sovereign
wealth funds, the most practical way to do so is likely to be through
large asset management firms or leading global investment banks.
Direct investment review by the principals of these SWFs is hard to
come by, and the external relationships they have built are strong and
well guarded. Rather than trying to break into the fortresses directly,
it may often be more advisable to build ties with the relevant door-
keepers. Companies that do so may be more likely to attract a piece of
generalist sovereign wealth funds’ massive portfolios.

Two exceptional cases in which generalist funds have taken
direct stakes in companies are the 2008 investments in Barclays by the
Qatar Investment Authority (QIA) and in Citigroup by ADIA. In both
cases, the funds invested directly rather than through asset managers

226 PART III Global Implications



or agents. Tellingly, however, both cases involved investments in
global financial institutions that presumably already had substantive
relationships with the sovereign wealth funds. In a way, the fact that
these exceptional investments were made is further evidence of how
important are the ties between the largest global banks and generalist
sovereign wealth funds.

“Specialist” government investment vehicles may often have
broader (although also highly selective) sets of investment partners
with whom they collaborate in making investments. Like generalist
sovereign wealth funds, they enjoy access to the world’s leading
investment banks for advisory support and a wide range of services.
Leading investment banks see their relationships with specialist vehi-
cles as highly strategic for largely the same reasons as they value SWF
relationships: lucrative direct business and access to public-sector
decision makers. At the same time, senior leaders of specialist gov-
ernment investment vehicles often have professional backgrounds in
generalist sovereign wealth funds and therefore are able to carry over
some of the external relationships that they built while working at the
large generalist organizations.

More than the generalist funds, specialist vehicles are also likely
to build relationships with leading alternative asset managers such as
private equity firms, real estate investment firms, and other direct
investment advisors. This is because the mandate of the specialist
vehicles—to grow national wealth through strategic investments—
inherently lends itself to alternative investment modes and direct
investment. Diversifying local economies, building national capabili-
ties in underdeveloped sectors, and serving other strategic objectives
often require private equity investments, joint ventures, project
finance, and other alternative investment modes. To execute these
investment styles successfully, specialist government vehicles often
partner with world-class alternative investment managers. The exter-
nal partners provide government vehicles with access to investment
opportunities, technical collaboration on due diligence and invest-
ment terms and conditions, and co-investment opportunities on
large, capital-intensive transactions.

Reflecting this extensive collaboration with alternative invest-
ment managers, Dubai International Capital (DIC) reportedly placed
about $400 million with firms such as Carlyle Group and Kohlberg
Kravis Roberts (KKR). Investing in the funds of these seasoned pros
was, according to the chief executive of DIC, “the quickest and most
efficient way to be part of the club.”3 Abu Dhabi’s Mubadala has
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taken its level of partnership further by buying a stake in Carlyle
itself.4 These measures show specialist government investment vehi-
cles’ serious commitment to building ties with leading principal
investment firms—ties that entail more than just direct financial
returns, but also involve the indirect benefits associated with being
close affiliates.

Specialist vehicles may, depending on their mandates, also
develop ties with a few select regional and emerging-market institu-
tions. Vehicles created expressly for investing in local markets (such as
a number of funds created for entrepreneurship or for small and
medium-sized enterprises) find value in partnering with local banks
and advisory firms that have access to local business owners. Similarly,
vehicles that are making strategic investments in Asia, Turkey, and
Africa often find merit in establishing ties with leading banks and
investment firms in their target markets. In fact, one potential strategic
benefit associated with the participation of Kuwait and Qatar in the
IPO of the Industrial and Commercial Bank of China (ICBC) may be the
access that a financial services asset firm provides in making other
investments in China.5 Although the investment in ICBC was made by
generalist funds, they have paved the way for specialist vehicles to take
strategic stakes in other sectors.

As with generalist funds, one way to access specialist vehicles’
capital is through investment banks and other asset managers who
partner with these vehicles. Doing so can add significant credibility to
an investment proposal. Specialist vehicles do, however, also have
internal investment teams that can assess proposals that are sent
directly to them. In this respect, they are more accessible to corpora-
tions seeking funding. Crafting a winning proposal is possible if the
proposal fits well with the vehicle’s strategy and investment style. As
we shall discuss shortly, an understanding of these matters is crucial
to developing a robust capital-raising strategy for the region.

The category of investors that we have called “private institutions”
is the most diverse category and has the largest range of institution
types, objectives, and levels of sophistication. Broadly speaking, these
institutions seek to preserve and grow private wealth and are gener-
ally family-based organizations. Some of these institutions’ operating
models blend elements of generalist sovereign wealth funds and spe-
cialist government vehicles, allocating a major portion of their assets
to wealth preservation and stable growth and holding another por-
tion of assets for strategic investment and above-market capital
appreciation. Typically, the strategic elements of the portfolios did not
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come about through an asset allocation model, but rather consist of
the core businesses through which the family has generated its
wealth. In this sense, private institutions often act both as investors
and as operators of family conglomerates.

This hybrid model calls for a relatively broad range of invest-
ment partners. Both global and local investment banks can serve as
important partners, with the asset management and private banking
arms of global banks often acting as the agents for diversified, passive
international investments. As discussed in Chapter 4, private institu-
tions in the Gulf are believed to be some of the most important lim-
ited partners (investors) in major global private equity firms. In fact, a
number of global private equity firms are increasing their in-market
presence in order to court Gulf investors more actively.

Local investment banks provide services to operating companies
within the family conglomerates and therefore develop strong ties
with the families themselves. Principals will often place a portion of
their private wealth in local institutions that serve the businesses they
own as means of gaining local and regional investment exposure and
building deeper ties with service providers. Private institutions are
also often themselves owners of local financial institutions—in the
GCC, as elsewhere, major business families view ownership of a
financial institution as an important element of their conglomerates’
strategies. In Saudi Arabia, for example, major business families such
as the Al-Olayan family and the Al-Hugail family take prominent
roles in local banks. Reading the rosters of boards of directors for local
banks, in fact, provides a fairly good indication of who Saudi Arabia’s
leading business families are.6 In addition to owning banks, private
institutions and families have been catalysts in establishing the region’s
private investment houses, investing in asset managers like Investcorp,
Arcapita, Abraaj Capital, SHUAA Capital, Global Investment House,
and others as well as investing in these institutions’ funds. This lead-
ing role of private institutions in investment houses creates partner-
ships between the two categories, often making it possible to build ties
with leading families by working with the investment houses they
support.

In sourcing capital from private institutions, it is crucial to
understand the decision-making processes and influences that shape
investment decisions. While this is of course true for all categories of
investors, private institutions may often have the most complex and
multifaceted decision-making procedures. In extended family organi-
zations, it is vital to understand the roles of the various generations
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and branches of the family. Since external advisors often play a key
role, knowing who these advisors are and what their perspectives are
is likely to be very important. An investment proposal that may seem
to fit squarely with a private institution’s apparent strategy and
investment style may fail if it is offered through the “wrong” part of
the organization or if the support of key decision makers is not
solicited in advance. Similarly, proposals that may seem out of scope
could indeed find success if they are championed by appropriate
stakeholders in the institution or the family.

Private investment houses, the fourth category of Gulf institu-
tions, also have a range of investment partners that varies widely
depending on the house’s strategy and region of focus. Managers of
global equity funds will require relationships with international trad-
ing firms, custodians, and the like. Private equity firms with an
Organisation for Economic Co-operation and Development (OECD)
focus, such as Investcorp and Arcapita, develop deep ties with invest-
ment banks in the United States to secure access to deal flow and,
where relevant, local financing. Arcapita has long maintained an
office in Atlanta, Georgia, as a base for originating transactions and
assessing US opportunities. The choice of a midsize city has proved to
be prudent for Arcapita, enabling it to be a meaningful player in the
Atlanta market rather than being considered a relatively small outfit
in New York or London. By locating its US office in Chicago, Illinois,
Bahrain-based Unicorn Investment has also chosen a city with broad
coverage in which it can have an impact.7 Investment houses that
focus on the GCC and the Middle East and North Africa (MENA)
region or on other emerging markets will build ties with local invest-
ment banks in their target markets. Especially for countries where
corporate data are scarce and analyst coverage is relatively sparse
(Central Asia, for example), relationships with investment banks 
are vital for getting an accurate reading of the market and of potential
acquisition targets.

For private investment houses, relationships with financial
institutions can be multidimensional and somewhat complex. Banks
serving these firms are generally happy to provide market research,
commentary, and analysis in hopes that this will lead to fee income
through the support of due diligence and investment transactions. At
the same time, investment houses are able to direct significant income
to banks and other financial institutions through M&A advisory fees,
transaction support, financing at the portfolio company level, and
other such methods. Having preferred access to leading banks can
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help an investment house identify acquisition targets and add value
to its portfolio companies more effectively, thereby delivering
stronger results to its investors. It thus makes sense for investment
houses and financial institutions to have multifaceted and deep
relationships.

That said, there are also areas in which conflicts of interest or
competitive tensions between investment houses and the financial
institutions that serve them can potentially arise. Banks and other
advisors may serve multiple clients with similar investment objec-
tives, and they need to strictly guard each client’s confidentiality.
There also need to be fair and equitable procedures for determining
which investment opportunities to share with which client, so that 
the investment houses feel that they receive adequate priority from
the banks. More subtle, however, is a conflict that may arise because
investment houses and banks are often pursuing the same institu-
tions and families in raising capital for their funds or services. An
investment house can, for example, be actively marketing a fund to a
certain family while the private banking unit of the financial institu-
tion is actively marketing other funds and investment options to the
same family. Conflicts and competitive tensions may, therefore, be an
inevitable cost of the overall beneficial relationship between the two
institutions. Anticipating, recognizing, and managing the conflicts are
important to keeping the relationships healthy and transparent.

A CORE FRAMEWORK FOR DEVELOPING CAPITAL-RAISING
STRATEGIES

Developing a robust strategy for raising capital from Gulf investors
requires careful consideration along a number of dimensions. Figure
9.1 illustrates a core framework for developing strategies that are well
grounded and more likely to succeed:

First and foremost, the proposition must be consistent with the
core objectives of the institution being targeted. A highly compelling
pitch for a fixed-income fund—no matter how strong the proposition
is—is likely to fall on deaf ears if it is made to a specialist government
investment vehicle or private investment house that is charged with
making private equity and direct investments in companies. Once, for
example, I was involved in marketing a direct investment (investing
in a corporate entity) to the private equity team of a major generalist
SWF. Though they were impressed by the proposition, the principals
informed us that it simply did not fit with their mandate—all their
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evaluation criteria related to fund structures rather than corporate
vehicles. In situations like these, the best one can hope for is a friendly
referral to another fund that might be a better fit.

Assessing counterparty objectives is a basic first step that one
would expect any sophisticated firm to take. Surprisingly, however,
companies often fail to undertake this research when seeking Gulf
capital. Even if the publicly available information on an investor’s
objectives is limited, a simple first step is to understand which cate-
gory of institution (per our Chapter 2 framework) the investor
belongs to. Knowing the general characteristics of the category can
enable a company to make more intelligent assumptions than lump-
ing institutions together by region or by country. A private invest-
ment house from Kuwait, for example, may have more in common
with the private investment houses of Bahrain than it does with the
Kuwait Investment Authority (a generalist SWF).

A second crucial dimension to consider is the priorities of the
investing institution. Although these are related to the investor’s core
objectives, they are not the same thing—it is possible for two institu-
tions to have similar core objectives but very different priorities. 
The financial crisis of 2008–2009 has illustrated this nuance nicely.
Certain specialist government vehicles (especially some Dubai-based
ones) needed to shift their priorities to manage the consequences of
having highly leveraged positions. Balance sheets needed shoring up
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through additional capital, consolidation, or the liquidation of certain
assets in order to fund others. At the same time, other specialist gov-
ernment vehicles, especially those that continued to receive capital
infusions in 2008 and 2009, have been able to use the downturn to
actively invest in now-cheaper assets. Analysis by the Monitor Group
suggests that during the crisis, the priorities of SWFs shifted toward
emerging-market and nondollar investments8 even though their core
objectives have not changed. One reason why certain Gulf investors
have chased “trophy” assets in recent years may have had less to do
with their basic investment objectives than with an immediate prior-
ity on making high-profile acquisitions and thereby building their
global profiles and reputations. Knowing what matters most at the
moment can thus be invaluable intelligence for firms seeking to
source capital.

Finding out an institution’s current priorities—which are always
shifting—can be more challenging than assessing the institution’s
overall investment objectives. The ideal method for doing so—when
possible—is through direct communication and meetings with the
investor. For firms that lack such access, public reports and interviews
with the press can be a useful indication. Abu Dhabi, for example, has
published The Abu Dhabi Economic Vision 2030, a comprehensive plan
for the diversification of the Emirate’s economy by the year 2030. 
In this document, the government identifies its immediate economic
priorities and sets concrete goals in strategic sectors. For instance, the
document expressed interest in strategic partnerships in pharmaceu-
ticals, biotechnology, and life sciences: “This sector is still nascent in
Abu Dhabi and to further grow it, the Emirate . . . would need to
leverage its strong and diverse international relationships to attract
the world’s best partners.”9 Such statements are a clear cue to compa-
nies in these industries—and the advisors who serve them—to polish
their investment proposals and bring them to Abu Dhabi’s specialist
government investment vehicles. Recent transaction activity is
another key source for understanding shifting priorities.

Third, a robust capital-raising strategy must consider investors’
existing portfolios and how the assets being pitched might fit with
them. Hospitality companies seeking to raise capital, for example, can
consider Kingdom Holding Company a likely fit based on Kingdom’s
existing investments in the Four Seasons Hotels, the Fairmont Hotels,
Disneyland Paris, and other such assets. Offering assets that comple-
ment these companies—for example, a services firm that targets high-
end business travelers—could also prove effective. Luxury retailers

CHAPTER 9 Tapping the Flow 233



seeking growth capital can find a tried and tested partner in Investcorp,
whose investments in Gucci, Tiffany, and Saks Fifth Avenue have been
mentioned earlier in this book.

In the Gulf context, gaining clear visibility into investors’ port-
folios can be especially challenging. As discussed in Chapter 8, dis-
closure has historically been limited. The best way to overcome this
challenge is through direct relationships with the institutions,
through which selective information about portfolios may be shared.
As GCC operating companies—especially those listed on public
exchanges—raise their reporting standards, more information about
their investment practices and shareholding can be obtained.
Although business families will often guard the details of their
investment activities carefully, they frequently insist on representa-
tion on the boards of portfolio companies in which they have stakes.
Looking at the directorships held by a particular family can therefore
serve as a rough proxy for understanding the family’s corporate
investment portfolio. In the case of investment houses, disclosure stan-
dards are much higher, since success stories are key to raising addi-
tional capital going forward.

Finally, a well-considered approach to building relationships
with the investor is vitally important. For an investment proposal to
succeed, it typically needs support at three levels of the organization:
the principal/leadership level, the professional management level,
and the analyst level. Principals and leaders are the ultimate decision
makers and are largely concerned with matters of policy and strategy
rather than the details of specific investment proposals. They can,
however, choose to closely examine a specific opportunity and look at
it in much detail. This is often the case in family institutions where the
principals are savvy businessmen who built the family fortune
through careful management of operating companies. I have, at
times, been surprised by family leaders’ appetite for detail on invest-
ment proposals, even when their management teams hold primary
responsibility for due diligence.

The professional management level often includes a mix of local
and expatriate executives charged with implementing the institu-
tion’s investment strategy. Building relationships at this level is often
comfortable for international firms, since their professional counter-
parts come from familiar backgrounds and similar business cultures.
An investment bank that is pitching a proposal, for example, will
often find an ex-banker sitting across the table at management-level
discussions. In building relationships with these professionals, it’s
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helpful to understand the executive-level goals and performance tar-
gets against which they will be measured. If a manager’s incentives
are linked to the number of successful transactions he leads, one can
expect a fast pace of activity. If, instead, his main responsibility is to
enhance the returns on existing investments, his enthusiasm for new
deals may be limited unless the new assets help the existing portfolio
perform better. Absolute return is generally an objective for all profes-
sionals; strategic objectives below that, however (such as opening up
new markets or sectors), are important to keep in mind when inter-
acting with them.

Analyst-level professionals (the ones charged with the detailed
assessment of proposals) are often overlooked but are vitally impor-
tant. Remember this: while analyst support can rarely ensure that a
proposal will be approved, analyst opposition generally guarantees
that a proposal will fail. Making the effort to understand analysts’
perspectives, questions, and priorities can be very helpful in develop-
ing a winning proposal. If analysts vouch for an investment’s merits,
senior executives and principals are far more comfortable about allo-
cating the capital to it. This level of staff should not be left out in
building an institutional relationship strategy.

The four-dimension framework we have presented is by no
means limited to attracting capital from Gulf investors. These princi-
ples are relevant in all capital-raising initiatives. In the Gulf context,
however, each element of the framework has its own unique chal-
lenges and opportunities. Understanding both the conceptual frame-
work and the realities of the Gulf are important for successfully
engaging GCC-based institutions.

RELATIONSHIP BUILDING: FROM CORDIAL TO SUBSTANTIVE

Relationship building—something that is essential in nearly all busi-
ness environments—is particularly crucial when it comes to attract-
ing Gulf capital. First of all, interpersonal trust is paramount in
encouraging principals to put their faith in an investment proposi-
tion. Furthermore, relationships are crucial for gaining insights into
markets, organizations, portfolios, and priorities that are simply not
discussed in public. In the Gulf more than elsewhere, market intelli-
gence initiatives cannot be complete without relationships through
which information can be freely exchanged.

In relationship-building efforts, it’s important to avoid a common
pitfall: misinterpreting Gulf hospitality as evidence of a substantive
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business relationship. Muslim and Arab culture—and particularly
Gulf norms—considers hospitality to be a key part of good character.
In a famous saying, the Prophet Muhammad is reported to have said,
“Let he who believes in God and the Last Day [meaning the Day of
Judgment] honor his guest.”10 There is a well-known expression
(which rhymes in Arabic) that the essence of Islam is “good speech
and feeding food” to guests and others.11 In a word: hospitality.

Receiving hospitality is not, however, the same thing as having
a real business relationship. Table 9.2 provides some general indica-
tors of cordial ties—an important first step in relationship building—
as opposed to substantive business relationships in the region:

On countless occasions, I’ve heard international businesspeople
claim to have strong Gulf relationships based on being invited to din-
ners and gatherings in locals’ homes (referred to as majalis in Arabic),
having general business discussions, or receiving holiday cards. While
all these things are good signs, they are more often reflections of Gulf
hospitality and cordiality than signals of genuine business relationships.

Substantive business relationships include these courtesies plus
more. One strong sign of a substantive relationship is the ability to
discuss the challenges and issues facing the host’s businesses or
investments—such information is usually private and is shared only
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Distinguishing between Cordial Ties and Substantive Relationships

Cordial ties • Dinner invitations

• Invitations to homes and evening gatherings (majalis)1

• Discussion of market trends and general business 
environment

• Written greetings on holidays and special occasions

Substantive All the above, plus:
relationships • Discussions of challenges and issues facing their 

businesses and investments

• Disclosure of nonpublic information regarding their 
businesses and investments (e.g., portfolio allocations)

• Requests to visit your office and participate in events that
you host

• Phone calls and visits on holidays and special occasions

• Transactions and commercial agreements

1 Majalis is the plural form of the word majlis, the term commonly used for evening gatherings in local homes.



when the host trusts you and believes that you can be of real help.
When Gulf business leaders start sharing nonpublic information
about their businesses, this is another signal that they consider your
business relationship to be a real one and thus worthy of such disclo-
sure. A third sign that a relationship has become substantive is when
Gulf counterparties express interest in visiting your offices and par-
ticipating in events that you host. This signals that they see value in
an ongoing relationship and merit in the information and resources
that you have to offer. Finally, when transactions and commercial
agreements are entered into, a relationship is clearly substantive.

Migrating from cordial relationships to substantive ones can
require a great deal of effort and persistence. Without sincere interest
in—and genuine concern for—the counterparty, moving up the spec-
trum may prove difficult. The fruits of doing so, however, can be sub-
stantial. Furthermore, it’s hard to move up the ladder if one does not
realize that she is on a lower rung; thus, an honest assessment of
cordiality versus substance is needed.

INCREASINGLY STRATEGIC TIES

In Chapter 4, we discussed how certain Gulf investors have increas-
ingly sought strategic equity investments to complement their pas-
sive holdings in OECD assets. This trend reflects a general shift
toward greater sophistication as well as a priority—especially among
specialist government investment vehicles—to diversify national
economies and develop expertise in key strategic sectors.

This trend has important implications for firms that wish to
receive Gulf capital. For those GCC firms that are seeking to make
strategic investments, nonfinancial benefits such as knowledge trans-
fers, skill development, and benefits to the national economy need to
be a key component of the investment proposal. Sometimes these
benefits can capture the attention of senior leaders more than mere
promises of high financial returns. As Gulf investors often see them-
selves as stewards of public or private assets, they are increasingly
concerning themselves with the full range of benefits available to the
stakeholders they serve.

Another manner in which the desire for strategic investments
manifests itself is in an increased appetite for co-investment arrange-
ments and the right to invest alongside world-class partners. This
drive reflects Gulf institutions’ eagerness to further develop their alter-
native investment capabilities and improve the range of investment
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opportunities available to them. In crafting proposals to Gulf
investors, co-investment privileges in future transactions can be an
important selling point.

POSITIVE EXAMPLES: AMD AND GE

In sourcing a minority investment from Mubadala in late 2007, US
chipmaker AMD adopted an approach that reflected a number of the
principles that we have articulated. In Chapter 8, we discussed how the
press release and other public statements offered a high degree of trans-
parency and reassurance that the transaction posed no security threat
and was helpful to the US economy. From a capital-sourcing perspec-
tive, however, there are a number of other good practices that one can
draw from the transaction:

■ Alignment of objectives. AMD’s partner was Mubadala, the
specialist investment vehicle charged with alternative
investments that diversify Abu Dhabi’s economy and build
strategic capabilities.

■ Fit with investor priorities. Within the broad mandate of
strategic capabilities, high-tech expertise is a key priority for
both Abu Dhabi and Mubadala. Hence, AMD was a good fit
with the investment vehicle.

■ Fit with existing portfolio. Mubadala already had similar-sized
stakes in leading OECD companies such as Ferrari. The
Ferrari transaction—like the AMD one—sought to bring
expertise and other strategic benefits to the UAE in addition
to delivering a strong financial return.

■ Deep relationships. In the announcement of the transaction, it
was clear that the partners had carefully thought through the
messaging in order to address the sensitivities of all
stakeholders.12 Such collaboration reflects holistic
relationship building.

A more farsighted example of relationship building was the
investment of $50 million by General Electric (GE) in 2005 to build a
Technology and Learning Center in Qatar’s Science and Technology
Park. The center was envisioned as offering training to GE customers
in the Middle East, Africa, Europe, and Asia, as well as undertaking
research and development in key areas like oil, gas, and water.13 At
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the center’s announcement, Sheikha Mozah Bint Nasser Al Missned,
head of the Qatar Foundation and wife of the country’s ruler, noted
the fit of the center with Qatar’s development strategy. “Transferring
the expertise and technology of leading companies to the Qatar pop-
ulation is an important part of our strategy and GE is showing that it
embraces this vision.”14

In Dubai & Co., we noted that GE’s investment seemed highly
prudent, both for the direct output of the center (in the form of train-
ing and research) and—perhaps more important—for the goodwill it
built with the government of Qatar. By 2008, GE’s annual Middle East
revenues had reached $6.6 billion.15 While it’s impossible to precisely
trace the link between investing in relationships and generating rev-
enue, one can expect GE’s commitment to building goodwill to be a
significant enabler of regional earnings.

IN-MARKET WHILE WORLD CLASS

As Gulf prosperity has grown, so has the presence of firms seeking to
tap into the flow of GCC investments. Bahrain, the region’s offshore
banking hub for decades, has long been home to dozens of interna-
tional banks. In the boom of the 2000s, global banks and financial
institutions flocked to the Dubai International Financial Centre
(DIFC) and the Qatar Financial Centre (QFC), free zones dedicated to
financial services and offering access to the lucrative UAE and Qatar
markets. As Saudi Arabia has made it easier for foreign institutions to
own nonbanking financial institutions, a number of foreign financial
conglomerates have deepened their presence there.16 As noted earlier,
the private equity firms KKR17 and the Carlyle Group18 have both
opened offices in Dubai, and other investment firms are likely to
establish bases in the region.

As more firms have set up shop locally, Gulf institutions increas-
ingly expect to be serviced by professionals who are based in the
region and have local expertise. Market developments in recent years
suggest that servicing Gulf clients entirely from afar (which long was
the norm when London-based teams typically covered the region) 
is no longer a viable approach in many industries. Besides banks,
management consulting firms such as McKinsey, the Boston
Consulting Group (BCG), Booz & Co., and others have established
significant presences in the GCC. Thus, a degree of local presence is
often expected in order to demonstrate adequate commitment to—
and expertise in—the region.
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That said, it is also crucial for global firms to continuously posi-
tion themselves as being world class and able to bring in leading best
practices from the world’s most sophisticated markets. As an execu-
tive from a multinational bank once told me, the same Gulf-based
clients would sometimes react more positively when he called them
from his London office than when he called them from his offices in
Dubai or Bahrain. Especially when the investment products or ser-
vices being offered are related to global markets and overseas coun-
terparties, a presence in the world’s most respected financial centers
is key. The challenge is to both signal commitment to the region and
simultaneously show a level of world-class expertise that typically
demands ongoing ties with centers like New York, London, and
Hong Kong.
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KEY LESSONS

■ In raising capital from Gulf-based investors, a “one-size-fits-all” approach
will not work—customized strategies are required.

■ Various categories of Gulf investors have different sets of customary
investment partners depending on their objectives and their regions of
focus.

■ In developing institution-level capital-raising strategies, firms must con-
sider four dimensions: investor objectives, investor priorities, existing port-
folios, and substantive relationships.

■ One should not confuse cordial ties with substantive relationships: sub-
stantive relationships take time to build, are far deeper, and are marked by
different types of interaction.

■ While an in-market presence is increasingly essential, signaling world-class
expertise and ties to leading financial centers are often also important.



10 C H A P T E R

Follow the Leader: 
The Impact of the 
Gulf on Investment
Strategies

Large sovereign wealth funds have become major players in private
equity, not only as investors, but also as competitors.1

—David Rubenstein, a founder of the Carlyle Group

As discussed in the previous chapter, one way in which Gulf capital affects
global firms’ strategies is as a source of funding. In recent years, more and
more companies—either deliberately or otherwise—have found themselves
tapping into Gulf Cooperation Council (GCC) investors for funds.

The impact of Gulf investors, however, extends well beyond the specific
companies in which they directly invest. Consider, for example, the transforma-
tive impact that a set of Gulf investors had on the valuations and partnership
strategies of stock exchanges in 2007–2008. In 2007, an equity investment in
OMX, a Nordic exchange, had been hotly pursued by both Borse Dubai and
US-based Nasdaq. In a surprise move, however, a different Gulf-based buyer,
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the Qatar Investment Authority (QIA), acquired 10 percent of OMX and 20
percent of the London Stock Exchange (LSE).2 The QIA deal had the potential to
derail both Nasdaq’s and Borse Dubai’s chances of acquiring OMX. Borse
Dubai responded by cutting a complex deal with Nasdaq in which the Gulf
exchange would buy a 20 percent stake in Nasdaq and almost all of Nasdaq’s 
31 percent stake in the LSE. In return, Borse Dubai transferred all of its OMX
shares to Nasdaq, allowing the much-anticipated merger between Nasdaq and
OMX to finally proceed.3

By February 2008, when the dust from the deal had settled, the stock
exchange industry had been significantly reshaped. The merged Nasdaq-
OMX group, now the world’s largest exchange company, operated eight
major stock exchanges, with total assets in excess of $12 billion.4 The
merged group also included Borse Dubai as an important strategic
investor. In London, more than 50 percent of the London Stock Exchange
was now owned by Borse Dubai and the Qatar Investment Authority.5 In
the Gulf, as part of the strategic partnership, the Dubai International
Financial Exchange (DIFX) was expanded and rebranded as the Nasdaq
Dubai. Stock exchanges that had no direct involvement in the transactions
nonetheless found themselves facing an evolved industry landscape and
significantly changed valuations for the assets they had long operated. This
complex web of transactions reflects the broad global impact of Gulf invest-
ment activity.

This chapter explores how the activities of Gulf-based investors are
relevant to the strategies of firms other than those that deal with the
region directly. First, we discuss how Gulf investment can signal a “ris-
ing tide” of capital flows through which asset values throughout a sector
or a market are increased. Next, we discuss the growing role of Gulf insti-
tutions as co-investors alongside global principal investment firms as well
as the competitive tensions that are introduced as Gulf investors place
capital at multiple levels in the private equity industry. These develop-
ments have real implications for principal investment firms and compa-
nies seeking funding as they formulate their capital strategies. Third, we
explore how operating companies in a wide range of sectors (especially
those that are capital-intensive) are affected by the activities of Gulf
investors as these investors fund companies operating in the same sectors.
Understanding the activities of Gulf investors, we argue, is important for
developing robust corporate strategies in certain sectors, even if a com-
pany conducts no business in the Middle East. Major operating compa-
nies, particularly in the banking, travel, infrastructure, and logistics
sectors, need to be aware of the positions of Gulf investors in order to opti-
mize their strategies.
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EQUITY MARKETS AND ASSET PRICES: A RISING TIDE

The flurry of transactions among the QIA, Borse Dubai, Nasdaq, the
London Stock Exchange, and OMX did more than just affect the
industry structure; it also had a material impact on the valuations
associated with these assets. When Nasdaq bought into OMX, it paid
a price of Skr212 per share. When Borse Dubai made its investment in
OMX, it paid Skr230 per share; and the QIA’s price of entry was
Skr260.6 This represents a jump of 23 percent in value overall and—
importantly—a 13 percent jump between the price paid by the first
Gulf investor and the second. This rapid appreciation took place in a
matter of months. The QIA’s acquisition of 20 percent of the LSE for
£633 million in September 2007 and the subsequent “bid fever” drove
up shares in the LSE by more than 20 percent that very month and an
additional 14 percent by October.7 In the case of both exchanges,
investments made immediately following the inflow of Gulf capital
would have appreciated rapidly, if only because of the expectation of
increased demand by similar investors.

The telecom sector is ripe with examples of ambitious Gulf expan-
sion driving up asset prices across the industry. Three of the GCC’s
largest telecom operators—the UAE’s Etisalat, Kuwait’s MTC Zain,
and Saudi Arabia’s Saudi Telecom Company (STC)—have all under-
taken extensive expansion plans that entailed pricey acquisitions. In
May 2005, MTC Zain acquired 85 percent of African telecom operator
Celtel for $2.84 billion,8 giving the firm a substantial footprint in the
region. Zain later expanded its African presence in 2005 and 2006
through further purchases in Madagascar, the Sudan, and Nigeria.
Etisalat also has a major presence in the Africa through its acquisition of
stakes in Zantel and Atlantique Telecom in West Africa. In March 2006,
Etisalat acquired 26 percent of Pakistan Telecommunication Company
Limited (PTCL), Pakistan’s leading fixed and fixed-wireless operator,
to strengthen its presence in populous markets close to the Gulf.9 These
transactions not only delivered value to the sellers but also increased
asset values in the broader marketplace.

The race for acquisitions between Etisalat and MTC reached a
high point in July 2006 during the auction of Egypt’s third mobile
license, for which Etisalat ultimately outbid MTC in the final round of
the auction. Tellingly, no fewer than five Gulf telecom operators par-
ticipated in the auction. As a result of this intense competition,
Etisalat was forced to raise its initial bid of LE10.9 billion to a final
price of LE16.7 billion, 17.6 percent higher than MTC’s final offer. The
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“unprecedented cost”10 of the license and Etisalat’s commitment to
pay double the required share of revenues to the Egyptian state led
analysts to comment that “Etisalat has overpaid, leaving its newest
subsidiary with more financial ground to make up . . . [and] years
before it starts seeing profits.”11 Established international providers
including Norway’s Telenor and South Africa’s MTN chose not even
to exceed the LE10 billion ceiling with their bids, reflecting a crowd-
ing out of non-Gulf players from Middle Eastern and African telecom
markets as a result of license and asset price inflation.

In some cases, Gulf buyers have had an impact on valuations
across multiple sectors in a country. In Turkey, for example, GCC
investors have been observed undertaking a widespread “investment
hunt.”12 The flow of capital into the market began with corporate
acquisitions. In 2005, Dubai-based Oger Telecom (owned by the Hariri
family and Saudi Telecom) won the privatization bid for 55 percent of
fixed-line operator Türk Telekom for $6.55 billion,13 at the time the
largest ever foreign direct investment into Turkey. Capital flows from
the Middle East into Turkey increased from $43 million in 2004 to $1.8
billion in 2006,14 and before the financial crisis, Dubai-based developer
Emaar had planned to inject $5 billion of investment into Turkey by
2010.15 This flow of investment has created an increase in asset prices
in the Turkish market as a surplus of Gulf oil wealth chases a limited
number of Turkish assets.

The impact on asset prices is most strikingly visible through the
acquisition by the Saudi National Commercial Bank (NCB) of a major-
ity stake in Türkiye Finans, an Islamic-style “participation bank” with
$3.5 billion in assets. Following 11 other acquisitions in the Turkish
banking sector between 2004 and 2007, including Arab Bank’s acquisi-
tion of MNG Bank and Citi’s acquisition of Akbank, NCB paid $1.08
billion for 60 percent of Türkiye Finans in July 2007.16 At 5.9 times
book value, the price “set a milestone in the Turkish banking sector by
achieving the highest price-to-book value multiple ever,”17 evidence of
asset price inflation and multiple expansion in the Turkish market.

Arguably, observing the activities of Gulf investors can provide a
clearer indication of a “rising tide” than comparable observations of
other investors. This is due to two primary factors. First, Gulf investors
tend to move in clusters, with one institution’s moves closely following
another’s. To a large degree, the clustering reflects the reality that Gulf
economies—and especially those of the UAE, Qatar, and Kuwait—
share common characteristics and therefore common national and cor-
porate development strategies. In light of these commonalities, interest
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in similar assets seems natural. The clustering is also, however, driven
by Gulf institutions’ close monitoring of one another and keenness to
stand out within the peer group, leading at times to rivalries for the
same or similar investment opportunities.

The second key factor enabling the rising tide effect is the volume
of liquidity available to Gulf investors. Unlike other institutions with
comparable wealth, GCC-based entities often have highly liquid port-
folios that can easily be sold to provide funding for acquisitions. Gulf-
based corporations (such as the telecom providers discussed earlier)
tend to offer all-cash bids for stakes in companies, whereas Organisation
for Economic Co-operation and Development (OECD)–based firms
may be more inclined to make bids through a combination of cash and
shares in the buyer. Sellers generally prefer all-cash transactions, giv-
ing Gulf buyers a better chance of successfully completing the acquisi-
tion. Thus, not only do Gulf institutions like to follow one another into
sectors and markets, but they also have the means to do so in ways
that influence asset prices meaningfully. Investors that are active in
global markets, and especially those that are active in niche areas,
would be well served to carefully observe the actions of Gulf-based
investors as a signal of potential changes in valuations.

Gulf investors are rarely first movers in driving investment
trends: Macquarie and Nasdaq both made offers for the London Stock
Exchange before either Borse Dubai or the QIA, Citigroup had invested
in the Turkish banking sector long before NCB, and Cerberus had
started a trend of large capital investments in automakers before Aabar
or the QIA. However, when Gulf investors do enter a market, they do
so in clusters and with scale. The result of these clusters, “investment
hunts,” and strategic motivations has been a rising tide in asset prices
in many of the countries and sectors entered by Gulf investors. This
trend has the potential to benefit other investors who are positioned to
take advantage of this rising tide where it is manifested in public
equities markets and stock prices, but it may also crowd out interna-
tional investors who are unwilling to pay the “Gulf premium” created
by the clustering of Gulf investors in a particular market.

MULTILEVEL INVESTMENTS: STRATEGIC AND 
COMPETITIVE IMPLICATIONS

As discussed in Chapter 4, GCC-based investors have steadily
increased their exposure to alternative investments as their level of
sophistication has risen. This exposure has been expanded, especially
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over the past decade, using a number of different methods and
investment approaches. Gulf investors’ first forays into private equity
have generally been as limited partners (LPs) in the funds of estab-
lished private equity funds. The Abu Dhabi Investment Authority
(ADIA), for instance, has by public accounts been an investor in
Advent Central & Eastern Europe II (1998), Carlyle Asia Real Estate
Fund (2005), and 3i Europe Partners V (2006), among a slew of other
investments in private equity funds.18 More recently, however, large
Gulf-based investors have adopted a multilevel approach to private
equity investments. This approach, illustrated in Figure 10.1, has
strategic and competitive implications for other principal investors
worldwide.

At the first level of investment, participation as limited partners in
funds, Gulf investors have gained exposure to private equity returns
while playing a passive role. As an LP, an investor typically makes no
direct decisions about a fund’s investments—such decisions are the
sole right of the fund manager in its capacity as the general partner
(GP). GPs customarily take advice from major investors through advi-
sory panels, investor events, and other informal channels, but they
reserve the right to make investment choices as they deem fit, limited
only by the parameters defined in the offering documents to which LPs
have subscribed. Investing as an LP is the standard method by which
institutions—Gulf-based or otherwise—participate in private equity.
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Gulf Investors Have Adopted a Multilevel Approach to Private Equity
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The next level of participation is through co-investment along-
side funds in specific transactions. In an example of such activity, the
Kuwait Investment Authority (KIA) is believed to have invested $300
million alongside Kohlberg Kravis Roberts (KKR), TPG Capital, and
Goldman Sachs in the 2007, $45 billion mega-buyout of Texas utility
TXU Corp.19 Co-investment can often be advisable for Gulf-based
investors and other large institutions for a number of reasons. First,
participating as a co-investor enables an institution to benefit from
the due diligence and investment analysis process undertaken by the
GP and thereby reduces the level of effort and expertise required in
choosing the investment. Second, the capital injected through co-
investment is customarily not subject to the 2 percent management
fee applied to the LPs’ commitments to funds, potentially making 
co-investment more efficient for the LP. Third, acting as a co-investor
allows institutions to “cherry-pick” the portfolio companies in which
they wants to increase their exposure (beyond the exposure to the
asset that they receive in proportion to their participation in the over-
all fund). This option value creates an incentive for institutions to
commit to private equity funds (and thereby secure co-investment
rights) while also reviewing specific transactions in which the fund
participates.

The scale of GCC-based institutions’ co-investment activity can-
not be precisely stated, since most transactions are outside the public
domain. A 2008 survey by the UK-based law firm Norton Rose, how-
ever, suggests that co-investment activity is likely to grow: a survey of
key players in private equity and the sovereign wealth fund (SWF) sec-
tor found that 40 percent of respondents believed that SWFs would
increasingly co-invest directly. By contrast, only 15 percent believed
that investment as limited partners would continue to be the dominant
trend in the industry.20 It was reported that PCP Capital Partners—
which had been due to supply 10 percent of the capital behind
BlackRock’s $13.5 billion acquisition of Barclays Global Investors—was
a special-purpose vehicle designed to shield the identity of Gulf-based
co-investors.21 Indeed, even after PCP’s role in the deal fell through, the
KIA, QIA, and ADIA were all reportedly interested in injecting equity
into BlackRock directly to finance the transaction.22 Tellingly, when
KKR appointed its office head for the Middle East, a core responsibility
cited was “to explore global co-investment opportunities with MENA
[Middle East and North Africa] institutions.”23

A third level of participation in private equity that has arisen in
recent years is equity investments in private equity firms that act as
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general partners for multiple funds. In 2007, ADIA accumulated an 8
percent stake in regional investment bank EFG-Hermes,24 and in 2007
Mubadala took a strategic 7.5 percent stake in the Carlyle Group for
$1.35 billion in cash25 in addition to a $500 million commitment to a
Carlyle fund. In contrast to investing in funds or in specific portfolio
companies, investing in the GP provides exposure to the lucrative
management economics of private equity. This approach is, however,
less focused than choosing a fund or a company in which to invest.

Multilevel participation by GCC entities has noteworthy funda-
mental implications for other principal investors. Their role as LPs
has long made the GCC entities an attractive set of target investors for
private equity funds. Their increased role as co-investors creates an
incentive for fund managers to actively incorporate Gulf preferences
into the design of fund strategies: knowing that GCC-based LPs are
likely to co-invest if a transaction fits their needs can make the overall
investment case for that transaction (from the fund’s perspective)
more compelling. Having Gulf investors take equity in the GP adds
another layer of incentives (or, possibly, a requirement) to incorporate
their preferences into the funds and other activities of the GP.

Some people in the private equity world have seen the increas-
ingly active roles of Gulf investors as a competitive threat. In the
words of one executive cited in the press, “They will be the industry,
we will be working for them.”26 Clearly, there have been—and will
continue to be—situations in which Gulf-based principal investors
and global private equity firms find themselves competing for the
same assets or opportunities. There will, however, also be situations
in which Gulf institutions will provide co-invested capital, exit
opportunities for portfolio assets, investment in GPs, and much-
needed lifelines for portfolio companies. If strategies are adequately
adapted to fit the evolving context, private equity firms could in fact
stand to gain significantly from increased direct investments by GCC
entities.

OPERATING COMPANIES: DEALING WITH DEEP POCKETS

Operating companies that compete in global markets can, in certain
circumstances, be deeply affected by the actions of Gulf-based
investors even if the companies don’t deal directly with the region. If a
Gulf institution makes a major investment in a competitor or funds the
launch of a rival firm, a multinational company can find itself waking
up to a new strategic challenge. Facing off against a well-capitalized

248 PART III Global Implications



rival with access to deep pockets, especially in volatile times, can
prove a daunting task for many global firms.

The airline sector is ripe with examples of strong, Gulf-funded
new entrants. Abu Dhabi’s six-year-old airline Etihad drew attention
in 2009 when it placed a $7 billion engine order at the Paris air show,
aiming to expand its fleet from under 50 planes to over 150 within the
next decade.27 Etihad, like Qatar’s national carrier Qatar Airways, has
yet to make a profit and does not plan to do so until 2010 at the earli-
est, but government backing allows both airlines to make large capital
investments in order to acquire some of the most modern fleets in the
industry. These airlines are insulated against fuel price rises by the
natural hedge of oil production, operate in favorable domestic mar-
kets, and indirectly benefit from government financial support in
order to fulfill the strategic objective of establishing their capitals as
global transport hubs. GCC governments will, for example, invest in
upgrading airports and infrastructure, whereas many US and
European cities are struggling to fund such projects.

These edges have enabled Gulf carriers to become some of the
world’s leading airlines, competing against legacy carriers such as
British Airways, Air France, and KLM, all of which have been forced
into alliances as economic conditions have tightened. Faced with a
need for additional capital, Australian carrier Virgin Blue was even
reported to be courting a Gulf airline as a strategic investor in 2009.28

Besides funding new entrants, GCC investors have also pro-
vided an important source of capital for international companies dur-
ing the financial crisis. The Qatar Investment Authority’s investment
in Porsche has facilitated a merger between Porsche and Volkswagen
by 2011,29 and the white knight investments of the KIA and ADIA in
Daimler AG have allowed the German carmaker to show resilience
relative to its bankrupt American rivals. In the banking sector, where
capital sufficiency has been crucial to survival, ADIA provided a life-
line to Citigroup by becoming its largest shareholder,30 and the KIA’s
investment in Merrill Lynch allowed the bank to raise enough capital
to survive until its acquisition by Bank of America.31 The sale by Abu
Dhabi’s International Petroleum Investment Co. (IPIC) of 10 percent
of its Barclays stake (an investment discussed in Chapter 4) resulted
in the bank’s stock price falling by 15 percent in a single day, reflect-
ing the impact of IPIC’s initial investment on investor confidence and
the reversal of that confidence on its withdrawal.32 For several of the
world’s largest banks and automakers, infusions of Gulf capital have
represented a route to survival.
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Overall, international operating companies and anyone who
invests in them should be aware of the positions of Gulf investors.
Gulf capital has the ability to create deep-pocketed regional champi-
ons that are more than capable of competing in international markets
from scratch. Gulf investors have also helped to reshape the domestic
structure of national and regional markets within the Gulf—at times,
introducing formidable local rivals to multinational businesses.
Finally, Gulf investors have had a significant impact on the survival of
firms in the banking and automotive sectors, two of the United States’
largest industries. This unexpected turn of events underscores how
Gulf capital has indeed become a global player.
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KEY LESSONS

■ The entry of Gulf investors into a sector or national market can create and
signal a rising tide that increases asset prices in that market, as Gulf
investors cluster together and enter a market with scale. Savvy institutional
investors can benefit from this tide if they recognize it and act in time.

■ Gulf investors have increasingly adopted a multilevel approach to private
equity investment, investing as limited partners, co-investing alongside
funds, and directly investing in general partners. This shift has meaningful
implications for the strategic landscape of private equity.

■ Gulf capital is increasingly funding global operating companies, at times
reshaping industry dynamics and providing deep pockets of capital and a
significant competitive advantage to those companies in which they invest.



11 C H A P T E R

Rules of the Game: 
Policy Perspectives for
Regulating Investments

The newspaper article began with an attention-grabbing headline: “Agency
to check Arab investment.”1 As the article explained, “Huge oil revenues
received by Arab nations and other members of the Organization of
Petroleum Exporting Countries (OPEC) have aroused concern about invest-
ment of their surpluses to take over key US companies.” A senator from the
Northeast criticized the administration for what he believed to be a lax
approach, calling it “myopic” for failing to appreciate “the danger of Arab
investors using their US investments for political purposes.” Perhaps he had
in mind a recently proposed transaction—the year before, a major defense
contractor had turned down a major proposed investment by an Arab
entity.2 Meanwhile, the administration was calling for a more nuanced
approach to investments by foreign entities, assessing individual transac-
tions on a case-by-case basis.

Observers of Gulf capital will find this story a familiar one. One might
assume that it relates to the controversy that arose in 2006 when Dubai Ports
World (DPW) acquired a company that operated ports in the United States.
In that case, the Bush administration had approved the acquisition, but
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prominent members of Congress questioned and debated it. The deal was
ultimately restructured in such a way that DPW would not operate US
ports.3

In fact, the story is from 1975, and the administration being criticized
was that of President Gerald Ford. It reflects a previous oil boom and an era of
unprecedented Gulf wealth, budget surpluses, and foreign investment. The
question of what—if anything—regulators should do about Gulf investment
in the United States is by no means a new one, as 35-year-old headlines attest.

The regulation of Gulf investments has long been a delicate matter,
fraught with sensitive political and economic considerations. Many of these
considerations are based on a broader—and classic—debate regarding the
balance between free markets and the protection of domestic assets. A number
of the issues raised in the public discourse, however, appear to specifically
target Gulf or Arab investors, sending a signal that not all overseas capital is
equally “foreign.” Thus, Gulf investors perceive (and, at times, experience)
barriers that don’t apply to other institutions that are making investments
beyond their borders.

This chapter explores the theme of approaches for regulating Gulf
investments, offering a perspective on various potential stances. Some parties
to the public debate have called for heavy restrictions and blanket prohibitions,
rooted in a set of concerns regarding the Gulf and its investors. This stance,
however, appears excessively cautious and runs the risk of driving away
much-needed capital. We will also explore how regulators outside the United
States—especially in the United Kingdom—have adopted a more welcoming
stance toward Gulf capital and Islamic finance, and consider the implications
of these varying approaches for countries’ global competitiveness. While our
discussion is largely rooted in a US perspective, a comparative view is in
order and may have added relevance for non-US readers. In addition, we
observe how regulatory considerations regarding investment flows are becom-
ing a two-way street, with Gulf governments beginning to show an ability to
reciprocate a spirit of protectionism—especially as parliaments in the region
gain clout. We then offer a perspective on transaction-specific regulation as
being potentially the most practical solution for balancing the concerns
involved in regulating Gulf investments.

UNPLEASANT TRUTH: FACING “PROTECTIONISM PLUS”

Many of the concerns cited regarding investments by foreign institu-
tions are standard protectionist stances related to globalization and the
cross-border flow of capital. In addition to these standard arguments,
however, there are a set of concerns that are frequently discussed
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when Gulf investments are involved, but that are not part of the cus-
tomary protectionist debate. Table 11.1 provides an illustrative set of
concerns, divided into general protectionist concerns and Gulf-specific
issues.

A chief concern of protectionists, particularly in difficult eco-
nomic times, is protecting US-based jobs and preventing American
workers from losing their employment. In the case of investments by
overseas buyers, there is particular sensitivity to the possibility that
jobs may be transferred overseas, especially to the buyer’s home mar-
ket. While this concern is a legitimate one and keeping workers
employed is a laudable policy objective, it is not clear that foreign buy-
ers will necessarily be more inclined to move jobs overseas. In fact, the
outsourcing of manufacturing and routine business processes to
lower-cost countries is a far broader trend than foreign investment and
is being fueled by efficiency drives within major corporations. It may
be a fallacy to assume that a foreign buyer will necessarily be more
inclined to transfer jobs outside the United States than an American
owner—especially when comparing short-term private equity and
hedge fund buyers with longer-term institutional investors.

Another important concern relates to the control of firms that are
vital for national security. Even if there may be a short-term financial
argument for allowing the sale of such companies, in the longer term,
such transactions may be seen as compromising the state and thereby
affecting the economy. National security arguments are reasonable
and should be respected, particularly when they relate to military
matters like defense manufacturing. Although the “national security”
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Gulf Investments Face Concerns beyond General Protectionist
Arguments

General protectionist Protection of US jobs and American workers
concerns Retaining control of firms that are vital for national security

Protection of industries that are of strategic importance to
the national economy

Protection of private and confidential data

Gulf-specific concerns Perception that “Arab” institutions will act contrary to US
interests

Association of the Middle East with conflict and violence



argument is sometimes applied too broadly, it is a fundamentally
sound and important one.

A third area of concern for protectionists is the protection of cer-
tain “strategic” sectors of the national economy that are seen as piv-
otal for economic competitiveness. It was this perspective (along with
a deep concern for protecting jobs) that motivated the government-
led bailout of US auto manufacturers.4 A perception among many
policy makers was that the automotive sector has long been a pillar of
the US economy and a source of competitive advantage. It should,
therefore, not be allowed to wither away.

While there is merit to the concept of fostering strategic indus-
tries (doing so, for example, is a common strategy among developing
nations5), it is also important to take into consideration the signals
being sent by the global marketplace. If a country has long considered
a certain industry to be a strategic one, but the world increasingly
prefers products that were made elsewhere, it may be time for that
country to reassess what its genuine strategic investments truly are.
Garment manufacturing, for example, was long a strategic sector in
the United Kingdom before cost and quality dynamics made manu-
facturing in Asia more competitive.6 That said, the perspective that
certain sectors are strategic to a national economy is a well-grounded
one and is worthy of consideration by leaders and policy makers.

Fourth, there are concerns—especially in the digital era, with
information flowing so readily across borders—regarding the protec-
tion of private and confidential data. Such concerns have been raised,
for example, regarding Research In Motion (RIM), the Canada-based
manufacturer of BlackBerry devices that store millions of confidential
e-mails.7 These types of concerns are also important, and can be
addressed through policies that do not prevent transactions or exces-
sively encumber business operations. In the financial services sector,
for example, there are often stringent laws regarding the storage and
transmittal of confidential customer data across borders—laws that
can be obeyed while still pursuing active outsourcing strategies as a
way of increasing efficiency.8

If these were the only the concerns raised when Gulf investors
seek to buy US assets, their challenges would in many ways be the
same as those faced by any foreign buyer. The unpleasant truth,
however, is that Gulf-based institutions face an added layer of
issues because of perceptions of the Middle East region. One such
issue is the perception that “Arab” institutions will act contrary to
US interests, or at least are more likely to do so than other foreign
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entities. For some, this perception of conflicting interests is rooted in
deep-seated memories of the 1970s: oil embargos, long lines at the
gas pump, and the general feeling of energy insecurity. Added to
this, of course, are the terrorist attacks of September 11, 2001—
attacks in which the vast majority of the identified hijackers were
Gulf Cooperation Council (GCC) nationals.9 Thus, the perception
that Arabs will act in opposition to US interests has some basis in
history.

In the case of Gulf investors, however, such a perception is an
oversimplification that overlooks a number of important realities.
First, it is important to remember that all the GCC member states are
staunch military allies of the United States and provide a significant
level of direct military support to the United States. America’s Central
Command for the wars in Iraq and Afghanistan, for example, has
been stationed in Qatar. Longstanding US business partners France
and Germany, by contrast, opposed the war. The United States has
long had military bases in Saudi Arabia, and Saudi Arabia was
America’s key ally in the first Gulf War in the early 1990s.10 Bahrain is
home to a US naval fleet.11 Another important reality—a reality that is
highly visible when one visits the Gulf but harder to appreciate from
a distance—is that Gulf governments (especially that of Saudi Arabia)
are themselves prime targets of terrorist attacks. While some of the
most visible signs of antiterrorist force (such as policemen with
machine guns in New York City subways) are no longer needed in
America, it remains common for hotels in Riyadh to have metal detec-
tors and barricades to protect against terrorist attacks. Terrorism is
thus a common enemy of the US and GCC regimes, not a cause that is
being promoted by state actors. It’s also noteworthy that although
Osama bin Laden is indeed a Saudi, he was exiled by his government
long before 2001 and organized Al Qaeda’s attacks from the moun-
tains of Afghanistan. Not only is Afghanistan well outside the GCC,
but it’s not even part of the Arab world.

When many Americans think of the “Middle East,” the immedi-
ate images that come to mind are those of war and conflict. Indeed,
the Middle East has seen a great deal of conflict in recent decades.
These conflicts, however, have been almost entirely concentrated 
in the Levant region of the Middle East, including the conflict
between the Palestinians and Israel, civil wars in Lebanon, and two
wars in Iraq. The notable exception was the first Gulf War, in which
Kuwait was invaded by Iraq and the GCC member states were key
allies of the United States.
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Regardless of these facts, negative public perceptions regarding
Middle East investors are a reality in the US market. These percep-
tions inspire feature stories like a 2008 BusinessWeek piece entitled
“Who’s Afraid of Mideast Money?”12 and other such commentaries.
As long as such perceptions remain, lawmakers will be inclined to
apply a standard to Gulf investors that could be described as “protec-
tionism plus”—a standard dose of skepticism topped off with addi-
tional questions that are specific to the region.

In addition to offending Gulf investors and encouraging them to
take their capital elsewhere, there is another major drawback of taking
a protectionism plus approach: it violates the principles of the World
Trade Organization (WTO) and the General Agreement on Tariffs and
Trade (GATT). One core principle of the WTO—of which the United
States and all GCC member states are members—is the principle of
“most favored nation” status. This principle requires each member
state to treat entities from all other member states equally—for exam-
ple, France should not discriminate between a Japanese company and a
Brazilian one, since all three countries are WTO members.13 Since the
Gulf states are members of the WTO, for the United States to treat GCC
entities differently from the entities of other WTO member countries
is—strictly speaking—contrary to the “most favored nation” principle.

The Gulf’s own gradualism in adopting the principles of the
WTO makes it difficult, however, for GCC members to actually com-
plain about the matter. In signing up for the WTO, member states
have negotiated different timelines and exceptions for the implemen-
tation of its principles. Restrictions on foreign ownership in key Gulf
sectors prevail to this day, as do other protectionist measures related
to commercial activity and employment.14 Thus, while Gulf states
may rightly be irked by the level of protectionism plus that they face,
their own economic policies make it difficult for them to publicly cry
foul for the time being.

CASE IN POINT: DUBAI PORTS WORLD

A prime example of how protectionism plus has been applied to Gulf
entities is the case of the Dubai Ports World acquisition of P&O. The
2006 controversy related to the acquisition, which would have
resulted in DPW operating ports in the United States, was aptly
dubbed a “debacle” by a Harvard Business School case15 and has had
serious ramifications for how both US and GCC stakeholders view
the prospects for cross-border acquisitions.
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At the time of the P&O acquisition, DPW was already the sixth-
largest port operator in the world. In addition to ports in the Middle
East, DPW was successfully operating ports in China, Australia,
Germany, and (in the Americas) the Dominican Republic and
Venezuela. DPW’s port security technology was widely admired, and
the company had built a reputation as a world-class institution.16

The Bush administration, for which homeland security policies
were a top priority, duly reviewed and approved the deal. The
Committee on Foreign Investments in the United States (CFIUS), a
12-agency panel chaired by the deputy secretary of the treasury,
unanimously approved the DPW transaction. Tellingly, CFIUS was
itself established in 1975 by the Ford administration “to placate
Congress, which had grown concerned over the rapid increase in
Organization of the Petroleum Exporting Countries (OPEC) invest-
ments in American portfolio assets.”17 Dubai Ports World had unan-
imously passed through the oversight body set up to guard against
potentially compromising investments—a body created with exactly
DPW-like transactions in mind.

Congressional objections to the deal reflected the reservations
about the Middle East that are a hallmark of protectionism plus.
Senator Charles Schumer of New York argued that “foreign control of
our ports, which are vital to homeland security, is a risky proposition.”
(This part of his statement reflects general protectionist concerns.)
Targeting the Gulf, he added, “Riskier yet is that we are turning it over
to a country that has been linked to terrorism previously.”18 It is this
additional scrutiny that is a unique challenge for Gulf-based institu-
tions, especially Saudi entities.

In the public debate about DPW, a number of crucially important
details were often overlooked. One of these details is that DPW was
already operating a number of ports in international markets, and
had developed the appropriate security protocols. In addition, the US
government would still have had complete customs authority and
inspection rights at the ports. As pointed out by a member of
Congress, DPW’s role would have been “like the person in the control
tower at the airport. It has nothing to do with security.”19

Furthermore—and most fundamentally—P&O, the firm that was
already operating the US ports in question, was itself a foreign com-
pany. It was, in fact, a UK firm.

The DPW affair thus clearly demonstrated that not all overseas
capital is considered equally “foreign” and that Gulf entities can
expect to be held to a higher standard. Popular opinion supported
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this stance: polls showed that Americans had more problems with an
Arab firm running US ports than they had with a British one doing
so.20 This position (which is, at root, a discriminatory one) sent strong
signals to international investors in the Gulf and beyond.

REAL CONSEQUENCES OF ZEALOUS PROTECTIONISM

In addition to causing offense to Gulf and Middle East investors and
conveying to them that their capital was less welcome than that of other
investors, the DPW affair and similar forms of zealous protectionism
have a real economic impact. One clear example was the breakdown of
negotiations between the UAE and the United States regarding a bilat-
eral trade agreement. Discussions regarding such a pact fell apart as an
immediate consequence of the DPW debacle: talks were formally post-
poned on March 10, 2006—the day after DPW restructured its deal to
avoid managing US ports.21 This setback was particularly awkward for
the Bush administration, since it had approved the transaction already,
only to have its judgment challenged by Congress. A year later, it
became clear that a bilateral trade agreement would not be reached in
the near term: there were too many issues outstanding, and the UAE’s
own protectionism had become a cause of concern.22 The economic ben-
efits that might have accrued from a bilateral trade pact with the UAE
were lost (at least for the time being) as a result of a protectionist posture
that made UAE parties feel singled out.

The DPW affair also prompted Congress to pass more stringent
regulation of foreign investment in the form of a bill called the
Foreign Investment and National Security Act of 2007. This legisla-
tion, according to congressional papers, broadened the definition of
national security to extend to “those issues relating to ‘homeland
security,’ including its application to critical infrastructure, and criti-
cal technologies.”23 The legislation’s impact was far broader than the
Gulf; it affected all overseas investors seeking US assets. If an asset is
deemed “critical” for homeland security, rigorous review by CFIUS
will occur, and CFIUS will be required to report back to Congress. In
its commentary on the bill, the Wall Street Journal issued harsh criti-
cism, dubbing it “The Don’t Invest in America Act.”24

Although reasonable protection of strategic assets makes sense,
overzealous protection can indeed have the impact feared by the Wall
Street Journal—it can drive investors not to invest in America. An SEC
official echoed a similar sentiment [specifically related to sovereign
wealth funds (SWFs)] in 2008 testimony before Congress, noting that
“if we were to prohibit sovereign wealth funds from investing in our
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markets for fear they might introduce market distortions, there is a
risk we might actually end up doing precisely this to ourselves.”25

Put differently, by depriving ourselves of SWF capital, we could dis-
tort asset prices and disrupt the free flow of capital. Failing to accept
equity investments runs the risk of discouraging much-needed
Treasury bill and debt investments. In seeking excessive protection,
legislation can in fact cause much damage.

In a comprehensive report on the actions of sovereign wealth
funds—aptly titled “Assessing the Risks: The Behaviors of Sovereign
Wealth Funds in the Global Economy”—the Monitor Group found
that sovereign entities “do not appear to be investing for political rea-
sons. Some funds are making strategic investments to hasten eco-
nomic development in their home country, but they do not appear to
be active in ways that threaten the economic or national security of for-
eign countries where they invest.”26 It is critical that regulators bear
this in mind, lest they unnecessarily deprive their home markets of
capital. Monitor’s assessment is broadly consistent with the guidelines
of the Santiago Principles for SWF behavior (discussed in Chapter 8),
especially with regard to the objectives of sovereign investment vehi-
cles. The Santiago Principles, which emphasize public disclosure of
fund objectives and collaboration with local regulators in cases where
there is a significant economic impact, propose a framework for dis-
closure and transparency. The Monitor report was empirical, looking
at sovereign investors’ track records and actual behaviors.

Gulf investors have strong structural reasons for investing in US
dollars and American assets—reasons that are likely to remain in place
for the foreseeable future. For the parts of Gulf portfolios that are ded-
icated to alternative investments, however—such as direct invest-
ments (buyouts) in companies, significant real estate purchases, and
the like—Gulf investors naturally assess the regulatory environment
and potential hurdles to the transaction. If regulation is seen as oner-
ous, sentiment-driven, or unpredictable, even an otherwise attractive
investment may be declined. This can have real implications for
domestic firms’ ability to attract funding—particularly at a time when
countries are competing to attract scarce capital for investment.

MORE WELCOMING COMPETITORS

Not all countries have shown the same level of reluctance to accept
high-profile Gulf investments. In fact, several countries have actively
pursued regulatory and trade strategies to attract GCC capital to their
shores. Recognizing that Gulf investors have choices, these countries
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have worked to position themselves as particularly accommodating
of Gulf capital and its needs. One mechanism for doing so is through
events like state visits and trade delegations—even without introduc-
ing formal regulation, such measures convey enthusiasm and accep-
tance of investment flows and trade ties.

In recent years, for example, there have been multiple delega-
tions sent between China and GCC countries. In early 2009, Chinese
president Hu Jintao traveled to the Gulf and met with senior leaders,
including the king of Saudi Arabia. In the meetings with King
Abdullah, Hu reportedly “proposed that the two countries maintain
high-level visits, establish a high-level consultation mechanism, take
advantage of their own resources and markets, promote an all-
around energy partnership, and expand two-way investment.”27 This
multifaceted agenda indicates to both GCC and Chinese institutions
that the two countries view their economic interests as aligned and
that they see value in collaboration. The sprit of balanced engagement
is also reflected in trade figures—in 2007, trade volume from the GCC
to China was $30 billion, and the flow from China to the GCC was $28
billion.28 Hence, it should not be surprising that Gulf investors have
played central roles in a number of Chinese IPOs and investment
opportunities. China’s interest in “two-way investment” is also a key
signal of partnership—not only does China want to tap into the
Gulf’s surpluses, but it also wants to invest in the region and benefit
from its ongoing growth. Such reciprocation is a message that is well
received by Gulf decision makers.

Another way in which governments signal their interest in
attracting Gulf capital is by enabling Islamic finance. Regimes that
accommodate Shariah-compliant financial structures and investment
can hope to tap into growing pools of Islamic capital based mainly in
the GCC region. The United Kingdom has been particularly active in
promoting its ambition to act as a global hub for Islamic finance.
Initiatives by the Ministry for Trade and Investment, the Financial
Services Authority (FSA), and other bodies have conveyed a consis-
tent message of seeking to accommodate Islamic finance. In 2007, the
chairman of the FSA articulated the United Kingdom’s stance, saying,
“It is important that we showed we were able to accommodate
Islamic banking practices alongside traditional non-Islamic banking,
for reasons of both principle and practical importance.”29 The UK
authorities have removed double-taxation provisions and double-
stamp-duty provisions in order to ensure that Islamic finance oper-
ates on a level playing field. UK regulators have even permitted the
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establishment of fully Islamic banks, including the Islamic Bank of
Britain, signaling their commitment to Islamic financial services, and
have established advisory bodies that are consulted by the govern-
ment on matters of Islamic finance.

As indicated in the FSA chairman’s statement, the UK’s promo-
tion of Islamic finance is for both principled and practical reasons.
Since it has a substantial and growing Muslim population, it is impor-
tant that the United Kingdom ensure that the financial system is
equally accessible to all. Aspirations for being a global hub, however,
indicate the United Kingdom’s keen interest in remaining a leading
destination for Islamic capital from the Gulf and the broader Muslim
world. Having long been a leading destination for Gulf investors
(who frequent London for both business and recreation), the United
Kingdom does not want to miss out on outward GCC investments.
The enthusiasm for Islamic banking shown by Malaysia, Singapore,30

and even France is often motivated (at least in part) by a drive to
attract Gulf investors. French Finance Minister Christine Lagarde has
promised to make adjustments to the regulatory and legal arsenal to
enable Paris to become a major marketplace in Islamic finance.31

In the context of US financial regulation, such active support of
Islamic finance has not been present. In large part, this is due to sys-
temic characteristics of the US regulatory system. Unlike the United
Kingdom, the United States adheres to a strict separation of church and
state, so that any “promotion” of a faith-based investment mode may be
seen as religious favoritism. In fact, some have gone so far as to sue the
US government, now a major shareholder in insurance giant AIG,
because that company offers Shariah-compliant insurance products.32

At the same time, religious accommodation is a key principle of US law.
Therefore, all (including religious Muslims) can argue that access to
capital and financial services that are in line with their beliefs should
not be unduly withheld. More fundamental, however, is the fact that US
financial regulation takes a market-based approach, reacting to the
requests and actions of market actors but not actively promoting any
particular approach. US financial regulators would, for example, react
to a request for a banking license from someone who was seeking to
establish an Islamic bank but would not proactively offer such a license.

The guiding philosophy is that the regulator’s role is to respond
to actors rather than initiate new practices. An official at the Federal
Reserve Bank of New York reflected this spirit in 2006 remarks, stating,
“We have dedicated ourselves to keeping our ears to the ground on
this issue by co-sponsoring and/or attending a number of conferences
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and meetings on Islamic banking, but we have not seen anything con-
crete manifest itself yet.”33 A US regulator would prefer to see market
action before taking a formal stance. Hence, broad statements about
the future role of Islamic finance are not consistent with the prevailing
style of regulation.

Proactive efforts to attract Gulf capital may seem less necessary
for major markets like the United States and Western Europe, which
are familiar environments for GCC-based institutions and the people
who lead them. Less familiar destinations and emerging markets typ-
ically need to exert more marketing efforts in order to attract attention
and become known. At the same time, however, complacency on the
part of leading countries is a high-risk approach. As other countries
court Gulf capital and build trust, increasingly sizable portions of
GCC portfolios may be directed to these markets. Recapturing these
allocations, especially if investments in new markets deliver superior
returns, may prove daunting.

When it comes to the United States and other leading markets,
the role of trade delegations and other promotional events would
not be to emphasize the basic merits of the Organisation for
Economic Co-operation and Development (OECD) investments.
Gulf investors are already focused on these developed markets and
know them well. What Gulf investors will require, however, is a
sense that their capital is welcome and that it will not face undue
discrimination. Today, there is no such message—and the conse-
quences are detrimental.

BECOMING A TWO-WAY STREET

Countries’ regulation of Gulf investments has implications for more
than the role of Gulf capital in their home markets. Increasingly, such
regulation may affect how Gulf states themselves regulate invest-
ments and initiatives by foreign investors and companies within the
Gulf region. This phenomenon is beginning to manifest itself, with the
most vivid example being the high-profile breakup of a proposed joint
venture (JV) between Kuwait Petroleum Corporation (KPC) and US-
based Dow Chemical. The proposed JV was referred to as “K-Dow.”

Announced in late 2007, K-Dow appeared to be strategically
sound and beneficial for both parties. In a comment published in the
Financial Times, I commended the initiative as “enabling Dow and KPC
to build a stronger business than either could do on its own.”34

Cheaper access to raw materials would give the relevant Dow business
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unit a competitive advantage, and KPC would benefit by expanding its
range of activities. The journal Middle East Economic Survey noted, “It is
hard to find anyone at all connected with Kuwait’s oil industry who
thinks the K-Dow deal was bad for the country.”35

A year later, however, Kuwait pulled out of the transaction uni-
laterally. The reason cited in reports was that the Kuwaiti press and
certain parliamentarians had voiced concerns about the deal, and
were intent on probing the transaction with an eye to potentially
blocking it. Although the deal had been carefully assessed, reviewed,
and approved by the prime minister, the public controversy was suf-
ficient to stop the partnership. The breakup is strikingly reminiscent
of the Dubai Ports World controversy in the United States—except in
reverse. In the case of K-Dow, the questioning regulator is from the
Gulf.

This turn of events signals that, at least for transactions related to
Kuwait and Bahrain (the Gulf states with the most activist parlia-
ments), consideration of legislators’ concerns is becoming more of a
two-way street. Whereas Gulf investors have become accustomed to
factoring in the sensitivities of US and EU legislators and media,
multinationals dealing with the Gulf have not had a similar chal-
lenge. Foreign companies have been able to rely on their Gulf coun-
terparts to fully manage the local politics. Almost none would have
imagined that a deal that had been approved by a Gulf prime minis-
ter would subsequently face hurdles. Going forward, global firms
sourcing capital from certain Gulf states will be well advised to con-
sider potential legislative and media controversy as a possible risk
factor.

For Gulf investors, the key implication is that they will need to
assure global partners that postagreement controversies will not force
deals to fall apart. After the K-Dow affair, international partners may
insist on stronger breakup penalties and other measures of assurance.
This may mean outreach and consultation with a broader set of local
stakeholders.

As Gulf governance models evolve, so will the requirements to
manage regulatory and public perceptions of business transactions.
Countries that are seen as welcoming of (or at least fair to) Gulf coun-
terparties may expect better public perception when their own com-
panies seek to strike deals in the Gulf. Firms that seek to partner with
Gulf institutions should therefore be mindful of both the way the Gulf
regulates foreign companies and the way their home countries view
Gulf business interests.
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DEAL-SPECIFIC REGULATION AS THE PATH FORWARD

In the sensitive matter of regulating investments, there may not be any
easy answers. It does, however, appear clear that neither blanket prohi-
bitions on foreign investment nor a completely laissez-faire approach is
appropriate. Figure 11.1 illustrates three broad approaches, along with
the benefits and drawbacks of each.

Blanket prohibitions (prohibiting, for example, equity stakes
above a certain threshold or any investments by certain types of insti-
tutions) have the benefits of clarity and uniformity. The rules would be
well understood and clear to enforce. The drawbacks, however, seem
to outweigh these benefits. Most important, blanket prohibitions run
the risk of driving away much-needed capital. This, in turn, has a neg-
ative impact on asset values and growth. In the words of the Monitor
report on sovereign investment, “Foreign direct investment is benefi-
cial both for national economics and international relations.”36 Cutting
it off is unnecessarily detrimental, both economically and politically. In
addition, barriers to investment may well be inconsistent with the
WTO and other international treaties or agreements.

At the other end of the spectrum, complete laissez-faire (nonreg-
ulation of the markets) does not seem prudent either. Nonregulation
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does, of course, allow for the free flow of capital and signal complete
nondiscrimination. At the same time, however, it puts a country’s
sensitive assets at risk. In the US context, one example from the 1970s
is that of defense contractor Lockheed Martin. Lockheed reportedly
turned down a $100 million investment offer from an Arab group in
1974.37 Considering the sensitive nature of Lockheed’s work and its
integral role in national security, turning down a major foreign invest-
ment (from any overseas buyer, irrespective of its origin) seems
entirely reasonable. In the context of small countries that receive mas-
sive direct investment, their overall economies could possibly be put
at jeopardy by excessively unregulated markets.

The optimal path forward, therefore, seems to be to review trans-
actions on a case-by-case basis. This allows regulators to focus their
reviews on the most relevant transactions and the most critical ele-
ments of those transactions, determining the appropriate depth based
on the circumstances. Importantly, a case-by-case approach can signal
that transactions will be assessed on their merits and properly investi-
gated—the political biases of a parliamentary debate are not expected.
Parties to the transaction can take comfort that if their proposal ade-
quately addresses potential areas of concern, they can expect the deal
to be approved. Thus, both the regulator and the parties involved may
find that a transaction-specific approach is more suitable for both pro-
tecting national interests and guaranteeing a fair investigation.

Deal-specific review does, however, have certain drawbacks.
One is that, at least when compared to the extremes of blanket prohi-
bitions and complete laissez-faire, a transaction-specific approach
necessarily introduces a level of subjectivity into the review process.
America’s interdepartmental CFIUS process (especially with its
expanded “homeland security” mandate) needs to make judgment
calls regarding what issues are indeed sensitive enough for investiga-
tion. Once this is done, the actual assessment of risks is a matter of
administrative judgment. Thus, a fair degree of discretion acts as a
drawback of the approach as well as a core benefit. Another drawback
is the cost of conducting such reviews—typically minor compared to
the economic value of the transactions, but nonetheless a concern for
government agencies.

A final benefit of deal-specific reviews is that they are broadly
compatible with the direction in which major overseas investors and
home regulators are both moving. The Santiago Principles for sover-
eign wealth investments, collectively developed by a set of sovereign
investors in late 2008, acknowledge the need for transaction-specific
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disclosure when deals are made for noneconomic reasons.
Furthermore, they call for collaboration with domestic regulators on
deals that have significant economic impact.38 In the United States,
meanwhile, the Foreign Investment and National Security Act of
2007, while broadening the scope of deal reviews, is fundamentally
compatible with a transaction-level approach to reviewing invest-
ments. As the world’s economies and capital markets become
increasingly interdependent, it seems that there is no substitute for
careful analysis of each transaction’s unique circumstances.
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KEY LESSONS

■ Gulf investors have long faced protectionism plus with regard to their over-
seas investments because of negative perceptions of the Middle East.

■ The Dubai Ports World controversy of 2006 is a prime example of GCC-
targeted protectionism that was not applied equally to other foreign
investors and did not fully consider the key facts of the investment 
proposal.

■ Countries worldwide have adopted differing postures toward Gulf capital,
with several adopting active strategies to attract GCC and Islamic
investors. Such measures bring comfort to Gulf-based investors and should
not be underestimated.

■ In a recent trend, parliamentary pressures within the Gulf have begun to
affect transactions, most notably the broken-up joint venture between
Kuwait and Dow Chemical. Regulatory and public perception concerns are
becoming a two-way street.

■ Deal-specific review of foreign investments appears to be the optimal
approach for regulators to adopt, as it offers flexibility, rigor, and well-
considered protection.



12 C H A P T E R

An Essential Toolkit: Islamic
Finance Capabilities

HSBC Amanah, the global Islamic finance unit of the HSBC Group, has long
made Shariah training a priority for its executives. Every executive in the
business has been required to take a focused training course on the aspects of
Shariah that are essential to financial transactions. The course, historically
taught by a member of HSBC Amanah’s Shariah committee, includes lec-
tures, case studies, and an exam. In 2006, the highest score on the exam was
earned by an analyst in the private equity group. This analyst was bright,
diligent, and motivated—and, as it turns out, he was also not a Muslim.

As Islamic finance has become an increasingly important and global
phenomenon, Islamic finance capabilities have become increasingly essential.
These capabilities are an essential toolkit for servicing a growing number of
customers in the Muslim world, especially in the Gulf Cooperation Council
(GCC) region, whose business interests extend worldwide. Few investment
bankers covering the US auto sector, for example, would have expected
Islamic structuring capabilities to be a relevant skill set. That changed, how-
ever, when the most attractive buyers of Ford’s Aston Martin business line
turned out to be two Kuwaiti institutions that insisted on Shariah-compliant
structuring.1 As GCC and Islamic capital expand worldwide, so does the
need for financial institutions to be able to meet their unique requirements.
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In this chapter, we begin with an overview of the three principal busi-
ness models that global financial institutions have pursued to meet the needs
of Islamic customers. The most basic of these is the product model, where
conventional banks offer a handful of Islamic products as part of their overall
proposition to customers. A step beyond this is the window model, where
institutions develop Islamic business units while continuing to offer
Shariah-compliant products and services through the same distribution
channels as conventional ones. A third approach is the subsidiary model,
where institutions establish separate entities for their Shariah-compliant
business and service customers through dedicated channels. Each model, as
we shall see, has its benefits and its drawbacks.

Next, we explore the range of skills required to offer a winning proposition
in Islamic finance. Shariah structuring and product development are a core set
of skills, without which an Islamic financial services organization cannot func-
tion. In addition to structuring capabilities, however, proposition design and
distribution skills, though often overlooked, are also critical for long-term suc-
cess. To win, organizations require strength across the spectrum of capabilities.

In closing, we discuss another set of capabilities that Islamic financial
institutions often need: the ability to shape their broader environments.
These capabilities are especially important for entities that are (or aspire to
be) leaders in their home markets or that operate in environments where
Islamic finance is less familiar. Breakthrough success may often rest on an
organization’s ability to shape the environment around it to better enable
Islamic financial services and make them more competitive.

No financial services institution can be truly global without Islamic
finance capabilities. This chapter is your guide to the capabilities required
and to thinking through what approach best suits your institution and its
customer proposition.

CORE BUSINESS MODELS

In offering Shariah-compliant financial services, conventional institu-
tions have pursued a range of approaches over the past decades.
These approaches can be summarized as three core business models,
illustrated in Figure 12.1.

Product Model

The customary approach that conventional banks entering the Islamic
financial services space often take is the product model. Under this
model, institutions offer Shariah-compliant products and services
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alongside conventional ones and through their conventional distribu-
tion channels. Institutions that pursue the product model need only
add Islamic products and services to their existing set of offerings.
The personnel who work on the Shariah-compliant offerings are not
necessarily specialists, and do so in addition to their conventional
responsibilities.

A number of leading global financial institutions today employ
the product model to serve Islamic customers. Deutsche Bank, for
example, launched an Islamic investment platform called Al Mi’yar in
early 2009. The platform, which complies with Islamic accounting
standards, offers access to a range of investment options to meet the
needs of Shariah-inclined investors.2 Deutsche Bank’s global Islamic
finance business is led by Hussein Hassan, whose title at Deutsche
Bank is “head of structuring MENA [Middle East and North Africa]
and head of Islamic finance.”3 The executive leading Islamic finance
therefore bears the responsibility for both Islamic and conventional
finance, giving Deutsche Bank the flexibility to allocate resources
with maximum fluidity. Morgan Stanley also participates in Islamic
finance (through, for example, a family of Islamic indexes4) without
having established a dedicated Islamic finance unit.
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The chief benefit of the product model is that it requires the least
investment in building specialist capabilities. Organizations that use
this model need not build fully Islamic teams—they can use the
resources that they already have in hand. In addition, there is no need
for a distinct Islamic brand or separate marketing materials beyond
the materials specifically used for Shariah-compliant products. Firms
that are seeking to test the Islamic finance market and explore its
potential fit with their existing business find the product approach to
be a logical first step. If Islamic products prove successful, further
investment may be made. If they do not, it’s easy to just drop the
products without significant implications for the organization or the
brand.

While the product approach has the lowest risk, it also has signifi-
cant limitations in terms of potential rewards and market share. A lack
of focus in the organization can mean that the market opportunity is
not adequately captured. A product approach can work well when an
institution’s goal is to react to the needs of existing customers—private
bankers, for example, have long used such an approach when their
clients specifically ask for Islamic products. The approach is less suit-
able, however, when an institution aspires to actively build Islamic
market share and bring in new business. In such cases, not having a
dedicated team for Shariah-compliant business can mean that the busi-
ness is not developed to its full potential.

Another drawback of the product approach is that customers are
more likely to question its Shariah authenticity than they would be if
they saw an Islamic brand or entity. This is particularly true of retail
customers and less sophisticated investor segments who do not probe
into the details of product structuring and features. For institutional
customers and private banking clients, however, there is often an ade-
quate opportunity to communicate the Shariah compliance of the
product through direct customer interaction. Institutions pursuing the
product model may rely on the Shariah supervisory capabilities at the
product or fund level (e.g., the Shariah committee of the fund) rather
than undertaking their own institution-level Shariah governance.

Window Model

In the 2000s, an increasing number of global banks adopted the win-
dow model for providing Islamic financial services. In this model, the
financial institution creates a specialist Islamic finance team and devel-
ops a distinct Islamic finance brand while continuing to distribute
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products and services through the global (conventional) channel infra-
structure. Customarily, banks adopting the window model will also
have institution-level Shariah governance mechanisms, including a
Shariah committee that oversees the full range of operations.

HSBC was a pioneer of the window model, creating HSBC
Amanah in 1998. HSBC’s investment in Islamic finance, like that of
Citigroup before it, sent a strong signal to the world of finance that
Islamic finance was a substantial opportunity that was worth pursu-
ing. To many observers of Islamic finance, this was an important
validation that the industry had demonstrated its viability. Over time,
HSBC Amanah has expanded into a full range of financial services
offerings, including retail, commercial, investment, and private bank-
ing as well as private equity. According to a 2006 publication, HSBC
Amanah was at that time serving more than 300,000 customers
worldwide and had ambitious plans to expand further.5 Standard
Chartered, which has launched the Saadiq brand for Islamic financial
services, is another successful example of a dedicated window model.

The success of the window model lies largely in its blend of spe-
cialist expertise and global capabilities. A specialist team brings
strategic focus and commitment to building a successful Islamic fran-
chise, and also brings a set of technical capabilities (e.g., Shariah
structuring) that is vital. Unlike the situation at firms using the prod-
uct model, executives working under the window model are typically
not expected to work on conventional business as well. Therefore,
they have every incentive to ensure that the Shariah-compliant busi-
ness grows. At the same time, specialist teams working under the
window model are able to draw on the global infrastructure, capabil-
ities, and reputation of the overall institution. This often provides a
tremendous competitive advantage over fully Islamic banks, which
(lacking scale) often do not have the same depth of technical infra-
structure, functional support (e.g., marketing, legal, and compliance),
and credibility in the marketplace. Another major strength of the win-
dow model is its ability to attract world-class talent and human
resources. Professionals who are keen to work in Islamic finance but
are uncomfortable working for lesser-known institutions take com-
fort in being able to work for a leading global giant while also focus-
ing on their area of interest. From an employee perspective, working
under a window model may seem like an ideal combination of con-
ventional credibility and Islamic opportunity.

From a customer perspective, the branded window model con-
veys commitment and dedication to Islamic finance. One benefit of
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this is the signal of greater Shariah authenticity—customers take com-
fort from the fact that the bank has a Shariah committee and a set of
specialist capabilities that are apparent in the distinct branding.
Another benefit is that customers feel that their preference for Islamic
products and services will be understood and respected throughout
the banking relationship, from the account-opening experience to the
day-to-day service received through branches and other channels. By
establishing Islamic brands, institutions that pursue a window model
put forth a promise of service that is sensitive to Shariah-compliant
customers’ needs. At the same time, customers may question the
Shariah authenticity of the window model, fearing that the commin-
gling of Islamic and conventional funds on a single balance sheet may
be an ethical compromise. Without a separate balance sheet, the mix-
ing of funds is unavoidable.

Despite its substantial strengths, the window model also has sig-
nificant drawbacks that—unless they are adequately addressed—can
curtail the business’s growth potential over time. A number of the
issues associated with the window model can be broadly classified as
organizational or business design challenges. On the one hand, the
Islamic business requires sufficient autonomy to develop and pursue a
growth strategy tailored to the Shariah-compliant sector. At the same
time, however, the Islamic business must be sufficiently integrated
into the overall institution to ensure that all parts of the organization
reinforce one another and contribute to one another’s success.
Operationally, meeting both of these goals can prove to be a substan-
tial challenge.

Table 12.1 provides an overview of some of the business design
challenges that may arise under the window model, highlighting key
questions that require resolution.

At first glance, a number of the questions outlined in Table 12.1
may seem straightforward. In practice, however, they can be highly
challenging, especially in large organizations with complex systems
and many decision makers at various levels of the institution (e.g.,
country, regional, and global). In the realm of financial reporting, for
example, one may assume that addressing the allocation of distribu-
tion costs in order to assess the profitability of the Islamic business
should be simple enough. In practice, however, a great many judg-
ment calls need to be made regarding line items of cost, and the deci-
sions are hardly easy.

Customer relationship management offers another set of com-
plex questions. Often, the same customer will use both Islamic and
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conventional products. In such cases, should the relationship be man-
aged by an Islamic specialist, a conventional relationship manager, or
both? When new products are offered to the customer, should the
products be Islamic or conventional? These matters can prove highly
contentious, especially if the teams involved are working under dif-
ferent incentive systems.

When there is a distinct Islamic brand, questions inevitably arise
as to when the Islamic brand should be emphasized and when the
conventional one should be used. On a billboard or in an event spon-
sorship, for example, should the Islamic brand appear at all? If so,
how frequently should it be used? In media relations, what is the rel-
ative position of the Islamic business line in the overall story? With
media outlets that specifically focus on Islamic finance, how should
the links to the conventional business be discussed?

Most sensitive of all may be the questions of reporting lines for
the management team. Islamic specialists will need to interact with
their conventional counterparts at numerous levels, including the
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conventional one?

How much visibility should the Islamic business have in
general PR campaigns?

Management reporting Where in the organization (e.g., at the country, regional,
or global level) should the Islamic business report?

Which functions require specialist Islamic expertise and
which do not?



business line, the country, the region, and globally. What the nature of
the interaction should be and where decision rights should lie are del-
icate matters. More fundamental is the question of which functions
require specialist expertise in the first place—for example, the tech-
nology function may not need an Islamic team, but if there is no such
team, who will be responsible for the technology projects needed to
account for Shariah-compliant products? The good news is that
global financial institutions may well be accustomed to managing
such organizational complexities. At the same time, however, adding
an Islamic layer on top of an already complex matrix reporting struc-
ture is no small feat.

Subsidiary Model

The final core model pursued by conventional institutions is the
creation of a distinct Islamic subsidiary. The subsidiary may draw on
the parent’s brand, but it is established as a separate institution. As a
distinct legal entity, it has its own governance processes (for example,
a board of directors) and independent standing. The subsidiary
model has become the norm in Malaysia, where leading conventional
banks such as Maybank and CIMB have established distinct entities
for their Islamic banking businesses. Though they draw on their par-
ents’ infrastructure, Maybank Islamic and CIMB Islamic are legally
separate entities.

Creating a subsidiary has its costs. First, there are the direct costs
of incorporation—setting up the entity, registering it, obtaining a
license, and so on. As these are financial services institutions, mini-
mum capital requirements and other central bank rules would govern
how large an initial investment is needed. On an ongoing basis,
administrative and governance costs associated with a legal entity
recur—the costs of reporting, auditing, maintaining a separate board,
and so on. Furthermore—and potentially far more extensive—there
are the costs associated with building a full range of organizational
capabilities. Since subsidiaries can often draw upon the parent’s
infrastructure through service-level agreements and contracts, the
extent to which they build out their own capabilities can vary greatly.
Nonetheless, one would expect the investment required for a sub-
sidiary to be greater than that of a window, since corporate expenses
are required above and beyond the core commercial capabilities.

There are, however, important benefits of the subsidiary model.
The main motivation for creating such entities (particularly in
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Malaysia) has been Shariah authenticity. Bank Negara Malaysia, the
country’s central bank, has led a migration away from the window
model to a subsidiary approach. From a Shariah perspective, creating
subsidiaries should prevent the commingling of Islamic and conven-
tional funds, ensuring that Shariah-compliant deposits are used for
Shariah-compliant financing and that Shariah-compliant financing
comes from Shariah-compliant sources. This addresses an important
concern of Shariah scholars (and some customers), who saw the win-
dow model as a necessary step for the industry but problematic
because of the commingling issue. Bank Negara’s stance in favor of
subsidiaries may set a trend for other regulators to adopt similar mea-
sures, putting regulatory pressure on the window model.

Another benefit of creating subsidiaries may be the stand-alone
value of the subsidiary within the broader portfolio of the institution.
One challenge that global banks often face is that their fastest-growing
and most profitable businesses are embedded in the overall operations
of the bank and therefore are not valued separately. It may be, on cer-
tain occasions, that the sum of the value of the conventional bank and
that of the Islamic bank is greater than the value of a single financial
services entity. In addition, having a distinct Islamic entity makes it
possible for the institution to attract Shariah-compliant investors at the
subsidiary level, unlocking additional value for the parent company.

Finally, the requirement (in the case of an independently oper-
ated subsidiary) that the subsidiary develop the full range of organiza-
tional capabilities can in fact be a source of advantage under certain
circumstances. As discussed earlier, the business design and organiza-
tional challenges of the window model can be complex, and can
threaten to limit an institution’s potential to win Islamic business. In
such cases, the window’s operating model can become a hindrance to
its growth. Subsidiaries, however, can potentially avoid such issues
because of their singular focus and high degree of autonomy. The pres-
ence of minority shareholders at the subsidiary level, while introduc-
ing some governance complexities, can also lead to greater autonomy
for the subsidiary. A genuinely arms-length relationship can protect
the subsidiary’s independent interests as it pursues its expansion strat-
egy. At the management level, there can be significant value in having
a full set of competencies that are dedicated to the Islamic finance busi-
ness, especially if the volume of business justifies such investment. As
we shall now discuss, fully capturing the Islamic opportunity may
often require a range of capabilities that go well beyond the technical
matters of Shariah structuring.
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THE ISLAMIC FINANCE CAPABILITIES SPECTRUM

Building a winning Islamic finance business requires capabilities
along a number of dimensions. Shariah structuring and product
development are a core capability, without which the venture cannot
operate. However, there are other skills that are also needed if the
institution is to plan and execute the business successfully. Figure 12.2
provides an illustration of the “capabilities spectrum” needed for suc-
cess in Islamic financial services.

A key set of capabilities relates to a business’s overall strategy
and proposition design. Leaders of the business need a clear sense of
their competitive positioning in the marketplace—who their competi-
tors are, how the competitive landscape may evolve, and what can
make their own products and services stand out. They need to under-
stand the customer’s mindset, and especially the mindset of customers
who are Shariah-inclined. Only then can they develop a differentiated
overall proposition that optimally captures the market opportunity
and draws on the institution’s core strengths.

Strategy and proposition design issues may be very different in
the context of an Islamic offering from what they are for a conven-
tional one, even within the same institution. For example, a global
bank may find itself competing with a set of local Islamic banks for
Shariah-compliant business, whereas it has long been used to compet-
ing with other global banks for conventional customers. In markets
where there has been little or no Islamic banking to date, the strategy
may be to tap into customer pools that are currently underserved and
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hardly engaged with the banking sector. The team responsible for cor-
porate strategy needs to be sufficiently attuned to the strategic context
of Islamic financial services in its markets to craft an approach that is
suited to the situation. Often an institution is well served by having a
specialist team addressing matters of strategy for the Islamic business.
However, if strategy development is done by the same team that cov-
ers conventional strategy, it is critical that the relevant information and
data on the Shariah-compliant landscape are adequately obtained and
considered.

The next set of capabilities is skills associated with structuring
and product development. Within this realm lies the complex role of
Shariah structuring—the challenges of which are rich and many.
Shariah structuring requires a deep base of specialized knowledge
that most bankers do not customarily have. Therefore, Islamic finan-
cial institutions and windows of conventional ones need to build
internal Shariah teams that can support the business units in develop-
ing products and structuring transactions. These Shariah teams (who
are full-time staff members of the institution) work under the guid-
ance of the scholars on the Shariah committee (who, in contrast, are
part-time advisors). The skill set required combines Shariah under-
standing with legal and regulatory insight, structuring expertise, and
an understanding of tax considerations. Leaders of Shariah functions
therefore often have formal training in both secular law and Islamic
jurisprudence. For example, two successive heads of HSBC Amanah’s
internal Shariah team held degrees from both Harvard Law School
and the International Islamic University in Pakistan.6 The blend of
such skills is rare and highly sought-after.

The product development process, if it is to be optimized, must
include a number of considerations in addition to Shariah matters.
The features and benefits of the product or service must be both com-
petitive and tailored to the needs of the target customer base. Matters
of pricing and bundling (combining multiple products into a single
proposition) are also important decisions in the design process.
Simply assuming that the same features and benefits that worked for
a conventional product will work for an Islamic one can be a major
mistake and may mean that the institution misses out on opportuni-
ties specific to the Shariah-compliant segment of the market. It is,
however, a mistake that is commonly made in institutions that do not
develop specialist expertise across the full capabilities spectrum.

A third key set of capabilities pertains to distribution and the
customer experience. This domain is often overlooked (especially by
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firms using the product and window models), but it can be absolutely
critical to a business’s success or failure. The marketing approach for
Shariah-compliant products often needs to differ from conventional
campaigns in order to reflect Shariah authenticity and values. Heavy
promotion of personal loans for consumption, for example, may
rightly be criticized as being inconsistent with Islamic perspectives on
limiting the use of debt for such purposes. Instead, the promotion of
financing products related to education, home ownership, and other
productive ends may find better reception and be viewed as more
appropriate.

It is also essential that the sales and service channels responsible
for distributing Islamic products have an adequate level of product
and Shariah knowledge. In a conventional branch or call center, it may
be impossible or highly impractical to train all personnel on the details
of Islamic products. There does, however, need to be some level of
expertise in every branch or call center so that questions on these prod-
ucts can be routed to individuals who are competent to address them.
Conventional institutions offering Islamic products can expect that at
least some customers will probe them on their Shariah credentials and
authenticity, asking tough questions like, “What makes this Islamic
home financing any different from your conventional mortgage?” One
deadly mistake is to have nobody available who can answer such
questions. Another—perhaps more deadly—mistake would be for the
salesperson to provide an answer that is inaccurate or shallow, and
thereby lose the customer’s confidence forever.

To illustrate the importance of the full capabilities spectrum,
consider the example of launching an Islamic mudaraba-based savings
account for retail customers. Customarily, such an account would
involve a profit-sharing mechanism by which the bank provides a
return to depositors based on its overall performance. From a Shariah
perspective, there should theoretically also be the possibility of a loss
(although central bank guarantees of deposits may make this inap-
plicable in practice). One might assume that developing, launching,
and distributing such a product should be no more complex than car-
rying out the equivalent process for a conventional savings account.
A closer look, however, reveals complexities and nuances across the
entire capabilities spectrum.

At the strategy and proposition design stage, it is necessary to
consider the competitive landscape and what Islamic savings
accounts are being offered by other institutions. In some markets,
mudaraba savings accounts are common; in others, they are rare and
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relatively unfamiliar. Thus, introducing the product may require a
greater or lesser degree of customer education, and the positioning of
the product—whether it is positioned as a breakthrough or as a staple
product—will depend on how new the concept is to the marketplace.
To assess the likely returns that the product will provide, it is neces-
sary to look at the historical performance and profit-sharing policies.
Customarily, the profit-sharing amount for a particular month is
announced after the month is over, since it needs to be based on the
institution’s performance. Strategists and product developers would
need to collect historical data and consider likely profit rates going
forward based on patterns from the past.

At the structuring and product development stage, the profit-
sharing formulas and mechanics need to be carefully thought
through. Too small a profit share may disappoint and drive away cus-
tomers; too generous a profit share may unnecessarily raise an insti-
tution’s cost of funds. For institutions operating under a product or
window model, there is also the delicate question of how the rate of
return on an Islamic savings account should compare with that on a
conventional account. If the two rates are consistently identical,
observers will question the Shariah authenticity of the Islamic
account and wonder whether the account is truly linked to the bank’s
performance. If the Islamic rate is consistently higher, conventional
bankers may view this as “cannibalizing” conventional customers
and raising the bank’s overall cost of funds in the process. If Islamic
rates are consistently lower, Islamic customers may feel slighted.
Hence, there are no easy answers.

Unique complexities continue into the distribution and customer
experience stage. Sales representatives need to be trained to address
the unfamiliar process by which profit rates are not known until the
end of the month and are paid out based on average daily balances
for the period. In the case of a conventional product, a sales represen-
tative will rarely be asked about historical interest rates; with an
Islamic product, this is a common (and understandable) question.
Beyond the initial sale, ongoing support may be needed to address
questions about the profit share and other matters that may arise over
time. Also, the announcement of profit rates provides a monthly
opportunity to communicate with the customer—a chance to build
trust, enhance the brand, and perhaps even cross-sell a few products.
Thus, a broad set of capabilities, spanning beyond the core area of
Shariah structuring and product development, poses a challenge but
also introduces many opportunities.
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SHAPING THE ENVIRONMENT

For breakthrough success in Islamic finance, leading institutions may
often need to play a role in shaping the broader environment in which
they operate. While this applies to conventional financial services as
well, it is a far more pressing need in the Islamic financial services sector.
This is because Islamic finance is a more recent phenomenon, and thus
developing an environment conducive for its success is often required.

Figure 12.3 illustrates four broad areas in which leading Islamic
institutions shape their environment to enable success.

In most Muslim markets, customer awareness of Islamic finance
remains relatively low. Indonesia, with the world’s largest Muslim
population, is a prime example. Despite its massive customer base, it
is estimated that less than 5 percent of total banking assets are
Islamic.7 One major reason for this is believed to be a relatively low
level of awareness of Islamic finance, its offerings, and its viability.
Even in markets where Islamic finance is present, questions about
these matters may be prevalent. Addressing them through public
campaigns, media interviews, and the like can therefore be very
important for enabling Islamic finance to succeed in the marketplace.

Another essential dimension in which Islamic financial institu-
tions need to shape their environments is regulatory enablement. As
discussed in Chapter 3, regulatory enablement is essential if Islamic
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financial institutions are to compete with their conventional counter-
parts. Changes in tax laws, stamp duty policies, and other aspects of
financial regulation are typically required. While a minimal level of
enablement is needed just to maintain parity with conventional
finance, more supportive regulation can help Islamic financial institu-
tions structure themselves in more authentic and compelling ways.
Institutions that are leaders in their markets (or aspire to become them)
often play formal and informal roles in advising regulators, providing
comments on policy recommendations, and helping to suggest govern-
ment initiatives. The government of the United Kingdom, for example,
has established a number of advisory bodies on which leaders from the
industry serve and provide their counsel to the appropriate regulators.8

Third, leading institutions play a role in fostering human capital
development for the industry. This is achieved through participating in
training seminars, supporting research initiatives involving students
and young professionals, and supporting programs at universities.
Harvard University, for example, has had a pioneering Islamic finance
research project since 1995. Its corporate sponsors to date have
included the Abu Dhabi Islamic Bank, Bahrain-based Arcapita, Kuwait
Finance House, HSBC Amanah, and other leading institutions.9 In
addition to producing research, holding seminars, and developing
intellectual capital, the project has also inspired a number of Harvard
alumni to pursue careers in Islamic finance. Many more young profes-
sionals have been developed at well-established training centers such
as the London-based Institute of Islamic Banking and Insurance,10 the
Center for Islamic Finance at the Bahrain Institute of Banking and
Finance,11 and the Malaysia-based International Centre for Education
in Islamic Finance (INCEIF). INCEIF enjoys the support of Malaysia’s
central bank and is chaired by its current governor, Dr. Tan Sri Dato’
Zeti Akhtar Aziz.12 Such initiatives are vital for developing a long-term
talent pool for Islamic finance made up of professionals who are able to
view the sector from a principle-based and holistic perspective rather
than seeking to always imitate conventional finance.

Fourth, leading Islamic financial institutions are expected to
undertake meaningful corporate social responsibility (CSR) initia-
tives. Part of this is a standard expectation of all financial institutions,
especially in a postcrisis era in which the public trust in banks has suf-
fered significantly. In addition to this basic level of CSR required,
however, customers will often expect an Islamic institution to be
especially responsible and charitable. Since responsibility and the
support of good causes is part of the Islamic value system, one would
expect Shariah-compliant institutions to be at least as responsible as
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their conventional competitors, and perhaps even more responsible
given their espoused values. In 2009, the business journal Dinar
Standard launched a survey to benchmark CSR in the Islamic finance
sector, the results of which may motivate an increased level of CSR
activity among Shariah-compliant financial institutions.13

Illustration: BIBD’s “Wish Campaign”

Bank Islam Brunei Darussalam (BIBD), Brunei’s largest Islamic bank,
provides an instructive example of influencing the environment in its
“Wish Campaign.” The campaign, launched in 2009, is an innovative
blend of awareness building, marketing, and CSR. In the campaign,
which is open to BIBD account holders, customers are asked to sub-
mit a wish stating what they plan to do with the prize funds if they
should receive them. The submission form forces entrants to think
about their financial objectives in a structured way. A panel of judges
reviews the submissions and chooses winners based on standard cri-
teria. As shown in the Figure 12.4, Wish Campaign helps BIBD shape
its environment in a number of ways consistent with its values.
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Encourages worthy and sustainable
projects

Encourages benefiting one’s family and
community

Has implied message of helping those
in need

2

3

4

Promotes financial awareness and
responsibility

1

Your current financial state. Which
aspect of your life requires
assistance?

Transformational role of savings 
in the Wish-Maker's life. How will
savings change your current
situation?

Wish-Maker's future plans. Is your
wish sustainable? How will you work
towards your dream? 

Inclusiveness of the Wish. Does
your wish affect your loved ones or
others?

Involves government, educational, and
business leaders as judges

5

Entry form

F I G U R E 12.4

BIBD’s Wish Campaign Shapes the Environment in a Number of Ways

Source: BIBD Web site, http://bibdwish.com/index.php, and research team
analysis, 2009.

http://bibdwish.com/index.php


The form itself encourages financial awareness and responsibil-
ity by requiring the entrant to think through his financial state and
future plans. Implied in this requirement is that the wish should have
a concrete and long-term impact on the entrant’s financial well-being.
The form also encourages the entrant to make “inclusive” and “sus-
tainable” wishes, both of which enforce BIBD’s brand positioning as
values-based and community-focused. Setting this up as a contest
gives entrants an incentive to craft the most worthy wish with the
greatest social impact. By assessing the entrant’s “financial state,” the
form implies that it seeks (at least in part) to help customers who may
be in financial need because of extraordinary circumstances. Finally,
the judges of the contest include an official from the Ministry of
Culture, Youth, and Sports, two senior university officials, a Shariah
scholar, two business leaders, and BIBD’s own CEO. This deepens the
bank’s relationships with each of these sectors and builds on its good-
will with decision makers throughout the country.

BIBD’s Wish Campaign is an example of a well-considered ini-
tiative that reflects the bank’s values, raises customer awareness, and
builds goodwill with external stakeholders. It is likely to help both
BIBD and the community it serves.
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KEY LESSONS

■ Conventional institutions employ three core business models in offering
Islamic financial services: the product, window, and subsidiary models.

■ Each model has its relative benefits and drawbacks, with the optimal model
for any given institution being dependent on that institution’s unique
circumstances.

■ For a winning Islamic finance proposition, institutions need skills along a
full capabilities spectrum—Shariah structuring and product development
skills alone are not enough.

■ Leading Islamic financial institutions play a role in shaping their environ-
ments, helping to create the conditions for their success.
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C O N C L U S I O N

Embracing Change

Our exploration of Gulf capital and Islamic finance is nearly com-
pleted. In Part I, we provided a background for and overview of these
new global players, reviewing their origins, their evolution to date,
and the current landscape. In Part II, we discussed key trends that are
shaping the development of Gulf capital and Islamic finance, high-
lighting key shifts in the strategies and behaviors of these actors on
the world stage. In Part III, we explored the implications of our analy-
sis for a range of stakeholders and firms: companies and advisors
seeking to attract Gulf capital, principal investors in global capital
markets, regulators overseeing capital flows from the region, and
financial services institutions seeking to tap into Islamic finance as a
growth opportunity.

In closing, we share a handful of observations pertaining to
ongoing change and ever-shifting global and regional markets. Our
concluding thoughts seek to frame the rise of Gulf capital and
Islamic finance in the broader context of a changing world, and to
highlight key areas of ongoing evolution. We aim to highlight a few
broad questions that are of fundamental relevance to Gulf capital
and Islamic finance and will need to be addressed in the years ahead.
Effectively anticipating, recognizing, and adapting to change will
remain, in our view, the core challenge both for Gulf investors and
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Islamic financial institutions and for global firms that wish to incor-
porate these global players into their corporate and investment
strategies.

THE BIGGER PICTURE: TOWARD A MULTIPOLAR WORLD

This book has explored Gulf capital and Islamic finance as key phe-
nomena shaping international markets, and has discussed them
largely as stand-alone global trends. Doing so has enabled us to
review Gulf capital and Islamic finance in greater depth and with a
significant level of detail. It is, however, pivotal to note that the rise of
these global players—and the shifts in their behavior and outlook—is
linked to broader economic and financial trends. The Gulf and Islamic
finance do not operate in isolation; they are shaped by the world
around them, and they interact with global markets in increasingly
interdependent ways.

The economic forces that have enabled Gulf surpluses have also
brought clout to other resource-endowed economies, such as Russia,
and other savings-oriented economies, such as China. The growth of
Islamic finance, while outpacing that of conventional finance in the
Gulf, nonetheless owes much of its expansion to the underlying
favorable economics of the Gulf Cooperation Council (GCC) region
(and of other key Muslim markets) and to social trends supporting a
more assertive Muslim identity. Gulf investors’ increased affinity for
alternative investments reflects a broader trend among large institu-
tional investors (including university endowments, for example)
toward private equity and direct investments. The Gulf’s enhanced
focus on investing in emerging markets is also inherently linked to a
general shift seen among the world’s institutional investors and to
the realities of how emerging markets have become increasingly
attractive destinations for capital. Increased disclosure and trans-
parency are requirements not only for Gulf-based institutions, but
also for investors worldwide as regimes tighten their requirements in
order to monitor capital flows closely because of security and tax-
related concerns. All these trends, though not exclusive to the Gulf,
manifest themselves in a unique way in the GCC context.

For global firms and international stakeholders, the rise of the
Gulf and of Islamic finance may perhaps best be understood as part of
a shift toward an increasingly multipolar world. In recent years, the
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topography of global markets has, for a number of fundamental rea-
sons, been migrating toward a more multipolar financial system.
Increased collaboration and coordination within the European Union
(EU) has (as least to some degree) made the EU a sizable and cohesive
economic superpower. The “BRIC” economies of Brazil, Russia, India,
and China have become increasingly meaningful economic actors,
with China and India being especially important to the global flow of
goods, services, and capital. A global financial crisis and worldwide
recession have highlighted the vulnerability of the world’s most
developed economies, leading regulators to fundamentally question
their approach to supervision and institutions to recraft their long-
term geographic investment allocations. Underpinning all this is the
fact that firms are increasingly global, with commercial and financial
exposure to a broad range of markets through direct business and
through their networks of customers, suppliers, and partners. Within
these currents of change, the rise of Gulf capital and Islamic finance
are two waves contributing to broader shifts in the tide.

The implications for global firms of a multipolar financial world
are profound. Companies and funds that are seeking to raise capital
must look not only at the preferences of New York and London, but
also at the appetites of Beijing, Abu Dhabi, Riyadh, and Doha.
Principals that are making global investments can draw insights not
only from the analysis and commentary of Organisation for Economic
Co-operation and Development (OECD)–based economists, but also
from the activities and evolving preferences of Middle Eastern and
Asian investors. Regulators monitoring capital markets must recog-
nize the increasingly central roles of non-OECD players and adapt
their supervisory strategies accordingly.

Gulf Capital and Islamic Finance has given you an understanding
of these phenomena and a perspective on their evolution. This is an
essential step in developing strategies that incorporate these new
global players effectively. As you continue to explore Gulf capital and
Islamic finance, however, viewing them in isolation may not be
enough. It is also important that you appreciate the linkages between
these phenomena and other trends that are shaping the global finan-
cial system. In fact, the inherent linkages between Gulf capital,
Islamic finance, and other developments only affirm the status of Gulf
capital and Islamic finance as genuinely global players. As their
actions in the world have real impact on financial markets, what hap-
pens internationally necessarily shapes these two phenomena.
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THE NUANCES OF GULF CAPITAL

In much of our commentary, we have spoken of “Gulf capital” in the
aggregate. This has allowed us to assess its overall background and
evolution, ongoing trends, and implications for external counterpar-
ties and stakeholders. Indeed, Gulf capital has manifested itself as a
singular phenomenon with the constituent institutions and markets
that make up the GCC having common patterns of behavior. As we
close our analysis, however, it’s worth remembering that Gulf capital
is by no means a monolith. The diverse landscape that we presented
in Chapter 2 and revisited throughout the book is crucial in appreciat-
ing that different types of Gulf-based institutions have different objec-
tives, approaches, and portfolios, and therefore a robust segmentation
is needed to understand them.

At the market level, it is also worthwhile to note that the
economies of the GCC, while they continue to have much in common,
diverge meaningfully along a number of key economic indicators.
Figure C.1 illustrates a “barbell” clustering of the region based on
salient economic attributes.

The UAE, Qatar, and Kuwait, identified as “surplus-enabled states”
in our framework, collectively enjoyed a GDP per capita of $51,000 and a
surplus per capita of more than $10,000 in the year 2008. Their small pop-
ulation base—about 8 million across all three countries—enables them to
focus a large share of their income on international investments. As we
have observed throughout the book, many of the most prominent

Surplus-enabled
states

• GDP per capita: $51,000

• Surplus per capita: $10,500

• Population: 8 million

Core market
Real economies

UAE, Qatar, and Kuwait

Saudi Arabia

• GDP per capita: $20,000

• Surplus per capita: $5,500

• Population: 29 million

• GDP per capita: $23,000

• Surplus per capita: $1,000

• Population: 4 million

Bahrain and Oman

F I G U R E C.1

GCC Markets May Be Seen as Being Clustered like a Barbell

Note: 2008 data used; GDP expressed in purchasing power parity.
Source: CIA World Factbook, 2009; research team analysis.
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institutions leading the evolution of Gulf capital hail from these coun-
tries, and these institutions have driven the bulk of the high-profile and
groundbreaking transactions that we’ve discussed.

Saudi Arabia, as the “core market” of the GCC, is a cluster in and
of itself. With roughly two-thirds of the region’s population and half
its overall GDP, Saudi Arabia is the dominant market from the
perspective of commercial activity within the region. Its large popula-
tion—estimated at 29 million—and large territory demand significant
domestic investment, job creation, and ongoing infrastructure
enhancements. While the country has historically had sizable sur-
pluses (about $5,500 per person in 2008), volatility in global oil mar-
kets can bring price levels close to Saudi Arabia’s breakeven point,
and the Kingdom has experienced deficits before in previous oil
busts. As we have discussed, Saudi Arabia has been marked by tradi-
tionally conservative institutional investments complemented by a
wide range of private institutions and business families.

Bahrain and Oman make up a third cluster, dubbed “real
economies” in our framework. With a relatively modest GDP per
capita of $23,000 and minimal surpluses, both of these countries have
been engaged in active diversification strategies for their economies.
Bahrain, a longstanding financial services hub of the region, has
developed significant manufacturing and industrial capabilities to
complement its services backbone. Oman is a diversified economy,
with services making up the bulk of its activity.1 Outward investment
flows from these two countries are nonetheless meaningful (Bahrain
is home to a number of key investment houses) and often strategic to
support the countries’ development strategies.

The barbell clustering of Gulf economies is an important nuance
for understanding the sources, objectives, and behavior of Gulf capi-
tal. As global energy markets evolve, the barbell structuring may
become even more pronounced as oil- and gas-based windfalls
remain modest outside the surplus-enabled states. We can expect the
GCC countries to continue to have a great deal in common, but these
differences in economic structures will shape their outward invest-
ment volume and strategies.

DEFINING MOMENTS AHEAD

We live in rapidly changing times, marked by compressed business
cycles and fast-moving international trends. Looking back, we can
see the rise of Gulf capital and Islamic finance as new global
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players. Looking ahead, we see a number of defining moments on
the horizon that can profoundly shape the course that these global
players will take and the role that they may play in international
finance.

Within the Gulf, a pressing imperative in the period ahead will
be job creation for the millions of GCC nationals who are coming of
age—roughly half the population of the GCC is under 20 years old.2

As unprecedented numbers of Gulf nationals enter the workforce, the
need to utilize this human capital (ideally in high-value sectors) will
be a central theme for the region’s decision makers. The “jobs imper-
ative” will be a key driver of decisions cutting across all sectors: bud-
get priorities, capital allocation, project initiation, skill development,
economic policy, commercial law, employment law, and so on. Gulf
capital—and particularly public-sector vehicles—can be expected to
find itself increasingly influenced by a pervasive regional initiative to
create employment.

A related (and highly delicate) question involves the balance
between fostering local industries and enhancing the free flow of
investments. Over the past decade, ongoing deregulation has been a
consistent theme in the GCC and a key component of its increased
market attractiveness. The rise of free zones has brought in world-
class firms, and the ongoing reform of onshore ownership laws has
made the region more accessible to global companies that can bring
expertise to the Gulf. As boom times wane and domestic pressures
rise, however, leaders’ ability to maintain this trend of deregulation
may face greater challenges. On the one hand, there is widespread
acknowledgment that freer markets can enhance GCC competitive-
ness in the long run. At the same time, pressures to protect and grow
local firms are real—especially as the private sector is expected to put
more and more locals to work. Key test cases for this balance include
whether and how Saudi Arabia introduces foreign ownership
allowances in some of its new economic cities, and how the Kuwaiti
parliament develops its stance on intervention in local capital mar-
kets and on joint ventures between foreign companies and state-
owned enterprises.

Third, the evolution of Gulf governance models toward more
participatory approaches will provide a number of key decision
points. As discussed earlier in this book, private-sector governance
models have become more participatory as a new generation of lead-
ers has emerged and conglomerates are increasingly drawing on
public markets and external sources of capital. In the public sector,



Conclusion 291

participatory governance at the municipal level (through local elec-
tions) has taken root in the Gulf, and parliaments (particularly those
of Kuwait and Bahrain) are playing increasingly vocal roles in deci-
sion making. In Kuwait, the parliament has been able to rock the
government and block a high-profile joint venture with a multina-
tional company. If the trend toward greater participation continues,
state-linked investment vehicles may find themselves with a broader
set of stakeholders—a change that could have a real impact on
investment priorities and strategies.

At the multilateral level, there are also pivotal decisions to be
made. The GCC union has proved to be important and valuable for
enhancing political and trade ties within the region, as well as facili-
tating the flow of people and businesses. Further economic and mon-
etary integration appears highly challenging, however, because of
the barbell dynamics of GCC economies and other factors. The
Organization of the Petroleum Exporting Companies (OPEC)
remains a key platform for the Gulf to use to exercise global
influence—as the organization evolves and the energy sector broad-
ens, the integrity and importance of OPEC will continue to affect
how much clout the Gulf states wield globally. Multilateral agree-
ments like the Santiago Principles for sovereign wealth funds (dis-
cussed in Chapter 8), if they can take root and find acceptance, may
be another platform for Gulf influence and proactive engagement of
the international community.

The Islamic finance sector, as we discussed in Chapter 3, is at a
critical juncture. The sector has continued to gain market share and
is a sizable component of financial services in the Gulf and in cer-
tain other markets as well. By all accounts, Islamic finance has
proven its viability. To advance further, however, the sector needs
to address a perceived tension between authenticity and market
share, and must also demonstrate genuine differentiation in the
eyes of many potential customers. Another key challenge is for the
industry to demonstrate an ability to (in the spirit of its focus on
real assets) stimulate genuine economic development in the mar-
kets that it serves. The global financial crisis and the ensuing
redesign of global financial regulation have provided an unprece-
dented opportunity for the sector to articulate and demonstrate the
relevance of its core principles. A key question will be whether
Islamic finance is able to effectively show the broader financial sys-
tem its applicability and thereby strengthen its posture in interna-
tional finance.
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ENGAGING NEW GLOBAL PLAYERS

In recent years, Gulf capital and Islamic finance have influenced
global markets in ways that few people would have expected.
Companies raising capital—and the firms that serve them—are find-
ing it increasingly important to incorporate the Gulf into their global
fund-raising strategies. Principal investors find themselves encoun-
tering GCC-based institutions as sources of capital, competitors for
attractive assets, and integral parts of exit strategies from portfolio
companies. Banks and other financial services institutions clamor to
serve Gulf clients. In addition, they see Islamic finance capabilities as
essential for being a truly global firm and for serving key clients in the
GCC and beyond. This book has given you tools and perspectives to
understand the origins, trends, and implications of Gulf capital and
Islamic finance for capital markets worldwide.

Your next encounter with Gulf capital and Islamic finance may
be across the table, negotiating a transaction. Or you may find your-
self marketing to a GCC-based or Shariah-compliant institution that
is interested in your products and services. Alternatively, your work
may not directly engage with the Gulf, but the actions of Gulf entities
will influence your corporate strategy and investment outlook.
Regardless of whether you actively engage with Gulf capital and
Islamic finance, if your work involves capital markets, you cannot
afford to ignore them. You’ve gotten to know two new global players—
chances are that you will soon meet them again.
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