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Abstract 

The main objective of this research is to identify the determinants of economic development in Gulf Cooperation 

Council (GCC) countries over the period of 1996-2016. The economic growth of GCC countries has slowed 

down due to a sharp drop in oil prices as GCC countries are depending on oil exportation for their economies. 

The GCC countries preferred to diversify their economies through the strategic plans called Vision 2030. The 

Vision 2030 for Gulf countries started in Saudi Arabia in 26 April 2016 when the Crown Prince (Mohammad bin 

Salman Al-Saud) declared that Saudi Arabia has to not depend on oil exportation substantially and that the 

diversification of oil is a must. The economic growth can be measured through the gross domestic production 

(GDP). Higher GDP indicates a better economy and higher standards of lives (welfare). Based on this, this 

research is finding the main indicators of economic development through regressions of fixed-effects model 

(FEM), random-effects model (REM), generalized methods of moments (GMM) and generalized least squares 

(GLS) models. The results show that production and rule of law strongly support the economy. In contrast, 

political instability and a larger population impact economic growth significantly and negatively. In addition, the 

global financial crisis (GFC) also decreased the economic strength significantly. This study helps the 

policymakers in economics sector to focus on the positive determinants and to avoid (or reduce) the 

implementation of the negative factors. In addition, the researcher on economics can be benefited from this 

study.  
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1. Introduction 

Finding the determinants of economic growth is becoming very important due to increases in global financial 

threats. Many studies have focused on the relationship between economic growth and macroeconomic variables 

(e.g. Donou-Adonsou, 2019; Camarero et al., 2019). Knowing the positive determents of the economy would 

help policymakers to enhance the economy through applying positive strategies. On the other side, negative 

indicators should also serve as guides to avoid focusing on ineffective strategies.  

This paper aims to find the correlation between gross domestic production (GDP) per capita and its determinants 

of GCC countries through the period of 1996 to 2016. Based on the International Monetary Fund (2019), the 

GCC countries depend on oil to support their economies. However, in 2015, the oil prices suffered from high 

supplies with lower demands which caused financial crises. In 2016, Saudi Arabia decides to diversify its 

economy through implementing a program called Vision 2030 that was first announced by the Kingdom of Saudi 

authority (KSA Vision, 2030). There are many methods in the GCC region for improving economies such as 

entertainment and industrial sectors.  

This study aims to contribute towards this issue as few studies have focused on the GCC region to find economic 

growth determinants (e.g., Gazdar et al., 2018). In addition, the data of the study is up to date compared to the 

other studies. Moreover, this article examines whether or not the Arab Spring significantly influence the 

economies of GCC countries. The objective of this research is to clarify the questions below: 

Q1: What are the main positive and significant indicators of economic development in GCC countries? 

Q2: What are the main negative and significant indicators of economic development in GCC countries?  

Section 2 includes the literature review, section 3 presents the methods and a description of the data, section 4 
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discusses the main findings and section 5 concludes the study as whole. 

2. Literature Review and Conducting Hypotheses 

2.1 Literature Review 

A limited number of studies have focused on finding the factors of economic growth in the GCC region. Most 

studies have concentrated on developing and developed economies. This section presents the recent studies that 

examine economic growth indicators.  

Awdeh and Hamadi (2019) examined the factors that hindered economic development in 18 Middle Eastern and 

Northern African (MENA) countries over the period of 2002-2016. The main outcomes of this study concluded 

that the following factors hinder the GDP: military spending, public debts, population growth, increase of 

corruption, trade deficit, political instability and lower levels of technology adoption. In this study, the 

policymakers of MENA countries will benefit from identifying the negative factors that significantly affect their 

economic growth.  

Donou-Adonsou (2019) tested the GDP per capita indicators of Sub-Saharan countries through the period of 

1993-2015. The statistical model that he used to examine these correlations was the fixed-effects model. The main 

findings of this study suggest that more trade in the Sub-Saharan countries led to better economic growth. In 

addition, there is a significant and negative association between GDP per capita and GDP. Ogundari and Awokuse 

(2018) also focused on Sub-Saharan countries over the period of 1980-2008. This study also confirmed that trade 

and GDP per capita have a significant and positive relationship and that larger population sizes significantly 

decrease the economic development. Another study on African Sub-Sahara was conducted by Zahonogo (2016) 

during the period of 1980-2012. This paper proposed that trade supports the economy. In contrast, significant and 

negative indicators that influenced the economy included: GDP, and inflating population and economic crises 

(debts). 

Another recent study of Iwanicz-Drozdowska et al. (2019) focused on the determinants of economic growth in 14 

Central, Eastern and South-eastern Europe (CESEE) countries. This study covered the period of 1995-2015, and, 

statistically, the data has been analysed through the GMM model. The main results of this study suggest that higher 

stock market capitalization led to better economies through that period.  Moreover, depending on credit reduction, 

the economic stability increased significantly. This result encouraged the CESEE countries to decrease loans. 

Boukhatem and Moussa (2018) found the determinates of economies for MENA countries during the period of 

2000-2014. The main findings of this study show that there is a significant and negative correlation between 

economic development and trade openness. This result encourages investors to reduce their investment. Best and 

Burke’s (2018) findings confirmed the same conclusion while the results of Raheem et al. (2016) encourage 

investors to increase their spending on enterprises.  

Gazdar et al. (2018) focused their study on GCC countries over the period of 1996-2016. The fixed-effects model 

was used to analyse their data. The GDP was found to enhance the GDP per capita in this study whereas trade and 

inflation had a significant and negative impact on economic development.  

2.2 Hypotheses Formulation   

From the recent studies, we can conclude the main hypotheses to be examined in this study as: 

1). GDP 

Most studies agreed that there is a significant and positive correlation between the GDP and GDP per capita 

(Donou-Adonsou, 2019; Gazdar et al., 2018; Smaouia & Nechib, 2017). On the other side, some studies confirmed 

a negative relationship (Raheem et al., 2016; Flachaire et al., 2014). However, this study attempts to test the 

association between GDP and GDP per capita through the following hypothesis: 

Hypothesis 1 (H1): GDP significantly affects economic growth in GCC countries  

2). Foreign direct investment (FDI) 

Few studies show the impact of FDI on economic growth. Iamsiraroj (2016) claims that FDI supported the 

economies of 124 countries during the period of 1971-2010. Therefore, the second hypothesis can be formulated 

as: 

Hypotheses 2 (H2): FDI significantly affects economic growth in GCC countries  

3). Inflation 

A comprehensive number of recent studies investigated the influence of inflation on economic growth. Most 
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studies suggested that inflation slowed economies significantly (Kim et al., 2018; Smaouia & Nechib, 2017). In 

this case, central banks can apply some strategies to reduce inflation and lending rates. The third hypnosis is: 

Hypothesis 3 (H3): Inflation significantly affects economic growth in GCC countries  

4). Unemployment 

Logically, higher unemployment rates lead to lower development. This was determined by several studies such 

as Arshad et al. (2016) on Pakistan and Bere et al. (2014) on Romania. Based on this, this study tests the 

association between unemployment and GDP per capita through the hypothesis: 

Hypothesis 4 (H4): Unemployment significantly affects economic growth in GCC countries  

5). Corruption 

Arshad et al. (2016) summarized that corruption was one of the main negative indicators that impact Pakistani’s 

economy during the period of 1991-2011. The fifth hypothesis can be constructed as: 

Hypothesis 5 (H5): Corruption significantly affects economic growth in GCC countries  

6). Population 

The majority of the previous researches agreed that larger populations significantly lower the economic growth 

(e.g. Camarero et al., 2019; Ogundari & Awokuse, 2018; Zahonogo, 2016; Teixeiraa & Queirós, 2016). In 

contrast, a few studies confirmed a positive and significant relationship between population and economic 

growth (Masoud & Hardaker, 2012). In this study sixth hypothesis can be tested as: 

Hypothesis 6 (H6): Population significantly affects economic growth in GCC countries  

7). Political instability 

This variable shows the percentage of the political instability. A higher percentage means that the country suffers 

from political challenges, which leads to rebellions (protests) and can affect an economy badly. Focusing on the 

recent studies, Radu (2015) confirmed that the association between political stability and economic growth is 

significant and positive. However, Raheem et al. (2016) found an insignificant correlation between political 

stability and economic development. Therefore: 

Hypothesis 7 (H7): Political stability significantly affects economic growth in GCC countries  

8). Rule of quality 

This indicator gauges the effectiveness of the government to implement and maintain policies and regulations to 

enhance the private sector. Raheem et al. (2016) reported that a higher percentage of rule of quality supported the 

economy significantly. This means that there is a strong linkage between the public and private sectors. This 

study is testing the hypothesis of the rule of quality through: 

Hypothesis 8 (H8): Rule of quality significantly affects economic growth in GCC countries  

9). Rule of law 

This measurement refers to the strength of applying the system and the rules. In other words, a greater 

percentage represents more effectiveness for imposing the regulations by the government. The results of 

Iwanicz-Drozdowska (2019) show a significant and positive association between the GDP (production) and rules 

of law. However, some studies indicated insignificant correlations (Gazdar, 2018; Raheem et al., 2016). The 

hypothesis for rule of law is: 

Hypothesis 9 (H9): Rule of law significantly affects economic growth in GCC countries  

10). Trade 

In most cases, higher competition (trade) allowed better economies (Zahonogo, 2016; Raheem et al., 2016; 

Iamsiraroj, 2016). On the other side, some studies go against this conclusion and argue that lower trade 

strengthens economies (Best & Burke, 2018; Boukhatem & Moussa, 2018). The tenth hypothesis is: 

Hypothesis 10 (H10): Trade significantly affects economic growth in GCC countries  

11). Global financial crisis (GFC) 

Limited number of studies focused on the effects of the GFC on economic development. Example, Bere et al. 

(2014) concluded that the Romanian economy was affected inversely through the period of the GFC (2007-2009). 

However, this study examines the GFC on GCC economies by the following hypothesis:  

Hypothesis 11 (H11): GFC significantly affects economic growth in GCC countries  
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12). Arab Spring 

Based on the researcher knowledge, there is no study on the literature review that has examined the impact of 

Arab Spring on GDP per capita. Therefore, this study will test the correlation by the following hypothesis: 

Hypothesis 12 (H12): Arab Spring significantly affects economic growth in GCC countries  

3. Methodology 

3.1 Descriptive Data 

The main sources of the data are International Monetary Fund (IMF), World Bank and United Nations 

Conference on Trade and Development (UNCTAD). There is six GCC countries in this study as Bahrain, Kuwait, 

Oman, Qatar, Saudi Arabia, and the United Arab Emirates (UAE). An extensive period is covered in this research 

between 1996 to 2016, this period has important challenges for the whole GCC countries. Examples, the GFC 

that happened through the period of 2007-2009 and Arab Spring (political revelations) that occurred in 2011. 

However, in the study, the dependent variable is GDP per capita and the independent variables are GDP, FDI, 

inflation, unemployment, corruption, population, trade size, political instability, rule of quality, rule of law, GFC 

and Arab Spring. Table 1 illustrates the descriptive statistics summary for the whole data of the study. 

 

Table 1. Descriptive statistics summary of the data  

Variables Definition 
Statistics Expected 

Sign Obs Mean S.D. Min Max 

Dependent variable             

GDP per capita Log (GDP per capita) 126 10.038 0.641 8.74 11.39 ----- 

Independent variables             

GDP Log (GDP) 126 24.992 1.256 22.53 27.35 + 

FDI Log (FDI) 126 6.639 1.996 1.29 10.58 + 

Inflation Inflation rates 126 0.0627 0.161 -0.05 1.55 - 

Unemployment 
%, higher percentage indicates higher 

unemployment 
126 0.057 0.059 0.001 0.198 - 

Corruption %, higher percentage indicates higher corruption 126 0.683 0.105 0.48 0.91 - 

Population %, higher percentage indicates higher population 126 14.954 1.155 13.17 17.29 - 

Political instability 
%, higher percentage indicates higher political 

instability 
126 0.604 0.21 0.09 0.92 - 

Rule of quality %, higher percentage indicates higher rule of quality 126 0.646 0.097 0.4 0.83 + 

Rule of law %, higher percentage indicates higher rule of law 126 0.649 0.066 0.48 0.8 + 

Trade %, higher percentage indicates higher trade 126 0.929 0.51 0 2.05 + 

Global financial 

crisis  

Dummy = 1 for the period 2007-2009, otherwise 

zero 
126 0.142 0.351 0 1 - 

Arab Spring 
Dummy = 1 for the period 2011-2016, otherwise 

zero 
126 0.285 0.453 0 1 - 

Sources: UNCTAD (2019), World Bank (2019) and IMF (2019). 

 

3.2 Regression of GDP Per Capita 

The data will be analysed through using fixed-effects, random-effects, generalized methods of moments and 

generalized least squares regressions. The regression of GDP per capita is: 

LGDPPt = α + β1 LGDPit + β2 LFDIit + β3 INFLATIONit + β4 UNEMPLOYMENTit + β5 CORRUPTIONit + β6 

LPOPULATIONit + β7  PINSTABILITYit + β8 RQUALITYit + β9 RLAW + β10 LTRADE + β11 GFC + β12 

ASPRING + ɛ                                     (1) 

Where: 

α is the constant; LGDPPt donates the natural logarithm GDP per capita; LGDPit is the natural logarithm of GDP; 

LFDIit represents the natural logarithm of FDI; INFLATIONit indicates the percentage of the inflation rate 

[consumer price index (CPI)]; UNEMPLOYMENTit shows the percentage of unemployment rate; 

CORRUPTIONit is the corruption percentage; LPOPULATIONit denotes the  natural logarithm of population; 

LTRADEit indicates the natural logarithm of trade size; GFCt is the dummy of global financial crisis period; 

ASPRINGt represents the dummy of Arab Spring period; ɛ is the error 
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Avoiding the multicollinearity in the data is very important, for this, the test of the correlation is conducted in 

Table 2. The correlation values do not exceed 70%, this means that the data can be analysed safely (with no 

errors).  

 

Table 2. Correlation matrix for variables 

Correlation Matrix  1 2 3 4 5 6 7 8 9 10 11 12 13 

1. GDP per capita  1                         

2. GDP  0.40 1                       

3. FDI 0.40 0.56 1                     

4. Inflation -0.28 -0.19 -0.19 1                   

5.Unemployment -0.56 -0.27 -0.11 0.43 1                 

6. Corruption 0.37 -0.11 -0.04 0.14 -0.02 1               

7. Population 0.31 -0.08 -0.14 0.19 0.18 0.61 1             

8. Political instability 0.27 -0.24 0.12 -0.14 -0.00 0.49 0.16 1           

9. Rule of quality 0.50 -0.04 -0.11 0.04 -0.11 0.64 0.48 0.54 1         

10. Rule of law -0.11 0.66 0.39 -0.05 0.01 -0.33 -0.26 -0.41 -0.32 1       

11. Trade 0.32 -0.38 0.01 -0.01 -0.08 0.50 0.14 0.68 0.43 -0.59 1     

12. Global financial crisis  0.19 0.13 0.27 0.00 0.00 0.05 0.02 0.03 -0.00 0.04 -0.00 1   

13. Arab Spring  0.36 0.40 0.28 -0.14 -0.09 -0.07 -0.22 0.12 0.19 0.23 0.207 -0.2 1 

 

4. Results and Discussion 

Table 3 illustrates the empirical statistical findings of the determinants of GDP per capita in GCC countries over 

the period of 1996-2016. There are significant correlations between GDP per capita and GDP, corruption, 

political stability, rule of quality, rule of law, population and global financial crisis. The section below explains 

the significant relationships for GCC counties. 

a. GDP. As expected, results show that there is a significant and positive association between GDP and GDP per 

capita. This result is consistent with Donou-Adonsou (2019) Gazdar et al. (2018) and Smaouia and Nechib (2017). 

The findings of the regressions encourage GCC countries to produce more products and services to support their 

economies. On the contrary, Raheem et al. (2016) and Flachaire et al. (2014) approved the opposite conclusion.  

b. Corruption. As predicted, the finding propose that higher corruption rates lead to lower economic development. 

Arshad et al. (2016) provided the same conclusion. This means that, in GCC countries, governments need to 

raise the control of corruption to enhance economic stability.  

c. Political instability. It was highly expected that the political instability influences the GDP per capita 

significantly and inversely as in Table 3. The study of Radu (2015) on the Central and East European countries 

claimed that higher political stability rates allowed for an increased production of goods and services through the 

period of the study. Overall, sometimes political stability cannot be controlled by governments, especially when 

standards of living (welfare) continuously decline.  

d. Rule of quality. Table 3 illustrates a significant and negative relationship between GDP per capita and rule of 

quality. Raheem et al. (2016) confirmed an opposite result as rule of law increased the GDP for 71 countries.  

e. Rule of law. The results reveal that a stronger rule of law led to enhanced economies of GCC countries. This 

outcome is encouraging the governments to increase the supervisions and raise the awareness of law-abiding 

amongst residents. This finding is in line with the conclusion of Iwanicz-Drozdowska (2019). As mentioned in 

the literature review, Gazdar (2018) and Raheem et al. (2016) found an insignificant correlation between 

economic development and rule of law. 

f. Population. As expected, the statistical outputs in Table 3 indicate that population growth in GCC countries 

affected the economies significantly and negatively. This result is in line with Ogundari and Awokuse (2018), 

Teixeiraa and Queirós (2016) and Flachaire et al. (2014). The findings in this study allow GCC policymakers to 

reduce their population numbers. This could be implemented through increasing tax rates. However, Masoud and 

Hardaker (2012) pointed that higher population numbers support the economies of emerging countries.  

g. GFC. The GFC has impacted the economies of GCC significantly and inversely (see Table 3). This result is 

consistent with the study of Zahonogo (2016) on 42 sub-Saharan African countries. By contrast, the study of 

Bere et al. (2014) on Romania suggested that, during the period of the GFC, the economy was still growing.   
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Table 3. Statistical results estimations for GCC countries 

Model FEM REM GMM GLS 

Dependent Variable GDP per capita GDP per capita GDP per capita GDP per capita 

Independent Variables 

GDP  

  

1.001*** 0.9995*** 1.0010*** 1.0011*** 

(0.0023) (0.0017) (0.0016) (0.0017) 

FDI 

  

0.0002 0.0004 0.0005 0.0005 

(0.0004) (0.0003) (0.0004) (0.0003) 

Inflation 

  

0.0027 0.0021 -0.0002 -0.0002 

(0.0034) (0.0031) (0.0014) (0.0031) 

Unemployment 

  

0.0197 -0.0062 0.0137 0.0137 

(0.0373) (0.0131) (0.0127) (0.0131) 

Corruption 

  

-0.0105 -0.0119* -0.0064 -0.0064 

(0.0083) (0.0068) (0.0069) (0.0068) 

Political stability 

  

-0.0155** -0.0089** -0.0089** -0.0089** 

(0.0064) (0.0037) (0.0039) (0.0037) 

Rule of quality 

  

-0.0165 -0.0185** -0.0185*** -0.0185** 

(0.0105) (0.0073) (0.0062) (0.0073) 

Rule of law 

  

0.0263** 0.0195* 0.0195** 0.0195* 

(0.0041) (0.0111) (0.0091) (0.0111) 

Population 

  

-1.0026*** -0.9996*** -1.0012*** -1.0012*** 

(0.0041) (0.0016) (0.0015) (0.0016) 

Trade 

  

0.0049 0.0008 0.0021 0.0021 

(0.0035) (0.0015) (0.0016) (0.0015) 

GFC 

  

-0.0026* -0.0021** -0.0033** -0.0033** 

(0.0016) (0.0015) (0.0015) (0.0015) 

Arab Spring 

  

-0.0008 -0.0001 -0.0023 -0.0023 

(0.0021) (0.0016) (0.0016) (0.0016) 

Constant 

  

0.0069 0.0112 -0.0044 -0.0044 

(0.03423) (0.0197) (0.0173) (0.0197) 

N 126 126 126 126 

R2 0.91 0.90 0.88 0.86 

Note. standard error in parentheses, *** p < 0.01, ** p < 0.05, * p < 0.10. 

 

5. Conclusion 

This research aimed to find the positive and negative determinants of economic development for six GCC 

countries through the period 1996-2016. The sources of the data are the IMF, World Bank and UNCTAD. The 

statistical regressions for analysing the data were FEM, REM, GMM and GLS. The findings confirmed that 

production (of goods and services) and rule of law supported the economy significantly and positively. On the 

other side, political instability and population growth influenced economic development in a negative way. 

Moreover, the GFC reduced the economic growth significantly. This research should help regulators to analyse 

the weaknesses and strengths of their economies. Furthermore, academic researchers within economic 

disciplines can benefit from this study. There is a limitation of this study as some data was not found for the year 

2017. In the future, more research can be conducted covering more countries, periods (like 2017 and 2018) and 

independent variables.  
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