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Where Oil-Rich Nations 
Are Placing Their Bets
Gulf countries are investing staggering sums in reshaping the world�s � nancial 
systems and industries � and themselves. 

PETRODOLLARS ABOUND � AGAIN. The combination of the 
gigantic American trade de� cit and the price of oil at more 
than $125 per barrel (at press time) has created a pool of � -
nancial liquidity among oil exporters in the Gulf Cooperation 
Council states. The GCC � Bahrain, Kuwait, Oman, Qatar, Saudi 
Arabia, and the United Arab Emirates � experienced similar 
surpluses, of course, during the 1970s and early 1980s, when oil 
prices were comparably high. But this era of liquidity is mark-
edly different from the last.

Previously, oil-producing nations, unprepared for their sud-
den riches, generally outsourced the management of their 
petro dollars to commercial, often American, bankers � stash-

ing much of their wealth in U.S. Treasury bills or Eurodollar 
deposits at international banks. The GCC states weren�t seek-
ing to alter the nature of global capitalism or their place within 
it; they were simply following prevailing practices at the time 
for managing their earnings. As a result, the United States re-
mained a central player in the international � nancial system.

During this latest go-round, however, GCC members are 
being much more strategic about where they place their 
petrodollar bets. They have adopted ambitious investment 
stra tegies and are spending lavishly on institutional infrastruc-
ture at home, creating free-trade zones for manufacturing and 
developing services and facilities that will attract increasing M
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Asia continues to � nance nearly half 
of the American current-account de� cit, 
but oil-exporting countries make up an 
increasing share of the net capital � ow-
ing into the United States (see the exhibit 

�Current-Account Balances�). Between 
2002 and 2006, the GCC countries� oil 
export earnings were well over $1.5 tril-
lion, and in 2007 the � nancial surplus 
for the member states was around 
$249 billion � which has allowed the 
GCC to directly or indirectly � nance 
roughly one-quarter of the United States� 
current-account de� cit.

The significance of the Gulf�s en-
ergy resources is unlikely to decline: 
The United States, and indeed the rest 
of the world, will continue buying ex-
pensive fossil fuels for the foreseeable 
future, regardless of the vagaries of 
U.S. interest rates, housing prices, and 
credit card balances. And despite in-
creased emphasis on alternative ener-
gies, the predominant sources of en-
ergy worldwide for decades to come 
will continue to be oil, natural gas, and 
coal. Crude oil prices have tripled since 
2002 and show no signs of reverting to 
earlier levels (from the last oil boom 
to the early 2000s, prices remained be-
low $30 per barrel). Global demand for 
oil remains strong and will increase even 
more to accommodate rapid growth 
in China, India, and other emerging 
markets.

A partner and investor in Western 
companies. Historically, foreign inves-
tors have struggled when they�ve in-
vested in U.S. � rms; that was true of the 
GCC states in the previous era of petro-
dollar liquidity. In the past, when the U.S. 
economy was awash with liquidity, for-
eign investors had to compete with local 
private equity and venture capital � rms 
for the best deals. As such, foreign inves-
tors often did not earn sizeable returns 
from their U.S. investments. Today, with 
the Gulf awash in liquidity again, and 
the American economy lacking it, the 
situation is very different. Heavy M&A 
and investment activity has in many 
cases led to GCC organizations holding 
minority stakes in Western companies.

Consider Abu Dhabi Investment 
Authority�s recent strategy: At 30-odd 
years, ADIA is one of the oldest sover-
eign wealth funds in existence, with 
investments worth, by some estimates, 
$900 billion. As an arm of the govern-
ment, its mandate is to create a portfolio 
of predominantly foreign holdings to en-
sure the � nancial security of the emirate. 
Until very recently, ADIA had kept a low 
pro� le, restricting its stakes in publicly 
listed companies to 4.9% or below to 
avoid disclosure obligations. Then it pur-
chased a highly publicized stake in Citi-
group for $7.5 billion in November 2007, 
as the Wall Street giant � oundered under 
the weight of mounting losses from in-
vestments in mortgage-backed securities. 
That deal, which marked ADIA�s new 
and decidedly more active investment 
approach, ended up putting the world�s 
largest institutional investor on the front 
pages of newspapers around the globe.

Other investors from GCC countries 
have demonstrated a similarly voracious 
appetite for acquiring highly visible for-
eign assets (see the exhibit �Major Gulf 
Investments Since 2004�). Some of the 
more well-known deals have been in the 
petrochemical sector, but others have 
also involved cultural institutions (Tus-
sauds Group), banks (Citigroup, HSBC), 
telecommunications companies (Celtel 
Africa, Mobitel) and hotel chains (Fair-
mont Hotels, Travelodge).

It�s true that the United States has 
certainly lost some of its allure as a place 
to park oil wealth, partly because of re-
strictions imposed in the aftermath of 
the 9/11 attacks. As exempli� ed by the 
massive political fallout over the Dubai 
Ports deal in February 2006 � the sale 
of port management businesses in six 
major U.S. seaports to a company based 
in the UAE was scotched over concerns 
about whether it would pose a security 
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breach � the United States started view-
ing Gulf money through a stringent 
lens of suspicion. But others in the West 
aren�t as wary: Europeans have been 
falling all over themselves to get a piece 
of the action. The UK in particular has 
actively courted Gulf billions and pro-
moted London as the global petrodollar 
recycling center of choice. Increasingly, 
Gulf surpluses are being pumped back 
into the global economy to drive inter-
national equity markets and provide a 
ready source of � nancial liquidity � via 
Europe, not the United States. A sign of 
the greater integration between GCC 
and European capital markets is the pop-
ularity of London-based Global Deposi-
tory Receipts relative to American De-
pository Receipts. In the past decade, the 
former securities have attracted a dozen 
takers originating from Bahrain, Oman, 
Qatar, and the United Arab Emirates.

A competitor in the war for talent. 
The GCC states need trained people to 
execute their newly aggressive invest-
ment and domestic development strate-
gies and will inevitably pull leadership 
talent from an already limited global 
pool. This will change the playing � eld, 
raising compensation levels for all work-
ers, whether they are based in the Gulf or 
not. More than one-quarter of the GCC�s 
35 million residents are foreign nationals, 
most of them employed as laborers and 
domestic workers. Most companies mov-
ing to or already based in the region are 
forced to look abroad for professional 
workers, as well. These rapidly growing 

companies are not just recruiting new 
hires from the United States and Europe; 
they are aggressively courting talent from 
neighboring Middle Eastern and North 
African countries, as well as from India 
and Pakistan, sources of talent increas-
ingly tapped by the West. Furthermore, 
as Goldman Sachs, Morgan Stanley, and 
other top-tier companies from the West 
� ock to the region, GCC � rms are offer-
ing hefty petrodollar bounties to attract 

high-powered Wall Street bankers and 
consultants. These bonuses have raised 
the bar even higher, as the multination-
als respond so as not to lose their talent 
in the Gulf. In 2006, average salary levels 
in the GCC increased by more than 9% 
compared with the previous year, with 
most of those increases coming from the 
more sophisticated sectors of engineer-
ing and � nance.

Reshaping the Near Abroad
Another important effect of the petro-
dollar surpluses is evident in the GCC 
states� efforts to transform their busi-
ness relationships and interests in their 
near abroad � the Middle East and 
North Africa region. Nations in this re-

gion � such as Egypt, Jordan, Morocco, 
and Syria � are presenting attractive in-
vestment opportunities for GCC states, 
as are Pakistan, Turkey, and Southeast 
Asian economies such as Malaysia. In 
fact a major trend in recent Gulf invest-
ments has been an increasing propen-
sity for executives to look southward 
and eastward instead of falling back 
on the westward focus. Middle Eastern 
companies, while continuing to keep 

an eye out for attractive investments in 
the West, are recognizing that they can 
take advantage of lower asset prices in 
some emerging markets and, because of 
other global players� hesitancy to enter 
and operate in these regions, can mop 
up entire market segments.

Looking southward. One example 
is Zain (formerly known as the MTC 
Group), a Kuwaiti mobile telecommu-
nications service provider established 
in 1983 as a joint venture between the 
government and private Kuwaiti inves-
tors. Over the past � ve years, Zain has 
embarked on an aggressive spending 
spree, laying out over $15 billion to ac-
quire 20 companies in the Middle East 
and Africa. Since 2003, it has grown 
from 600,000 customers to more than 
45 million customers, with $5.9 billion 
in revenues. The company�s growth was 
most signi� cantly shaped by its May 
2005 acquisition of Celtel International, 
one of the leading mobile telecom pro-
viders in sub-Saharan Africa. Zain now 
has a presence in 15 countries across 
Africa (and in seven more in the Middle 
East). It continues to grow and aspires 
to join the ranks of the top 10 mobile 
telecoms in the world.

The company�s rapid expansion was 
abetted by its access to cheap credit � the 
cost of debt for Zain was signi� cantly 
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Awash in liquidity, GCC states today 
directly or indirectly � nance roughly 
one-quarter of the U.S�s current-
account de� cit. These states now 
play nearly as important a role as 
China in accumulating large amounts 
of U.S. securities.

Because of others� hesitancy to enter 
the Middle East region, GCC companies 
can mop up entire market segments.
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lower than that for regional competi-
tors such as Orascom Telecom in Egypt 
and MTN in South Africa. In addition, 
Kuwait Investment Authority … Kuwait•s 
sovereign wealth fund, estimated to hold 
in excess of $225 billion in assets … has 
a 25% stake in Zain and remains its single 
biggest shareholder.

Most Western mobile operators would 
be wary of entering a region so funda-
mentally different from their own, but 
Middle Eastern executives at Zain now 
view their company as a global telecom 
that will become primarily African in the 
days to come. With the likes of Zain and 
MTN on the prowl across the African 

continent, Western majors like Vodafone 
have had to sit up and take notice.

Looking eastward.  China and India 
have attracted increasing ” ows of GCC 
capital. Recent deals in China …  a coun-
try that gets more than half of its im-
ported oil and natural gas from the Mid-
dle East … include a $5 billion re“  nery 

Major Gulf Investments Since 2004

One of the ways in which GCC states are shaping global capital is by making signi“ cant “ nancial investments in emerging markets and 

in the developed world. We•ve listed here deals valued at $1 billion or more.

$1 BILLION GERMANY
Dubai International Capital 
(UAE) acquired 2% stake 
in DaimlerChrysler
January 2005

$1.05 BILLION U.S.
Emaar Properties (UAE) 
acquired John Laing Homes
June 2006

$1.15 BILLION U.S.
Dubai Ports International 
(UAE) acquired CSX World 
Terminals
February 2005

$1.33 BILLION SUDAN
MTC (Kuwait) acquired 
61% of Mobitel
February 2006

$2.31 BILLION TUNISIA
TECOM-DIG (UAE) acquired 
35% stake in Tunisie 
Telecom
May 2006

$2.59 BILLION PAKISTAN
Etisalat (UAE) acquired 
26% stake in Pakistan 
Telecommunication 
March 2006

$2.93 BILLION AFRICA
MTC (Kuwait) acquired 
85% stake in Celtel
May 2005

$3.26 BILLION SAUDI 
ARABIA
Etisalat (UAE) acquired 
telecom license to operate 
in Saudi Arabia
March 2004

$3.8 BILLION KUWAIT
Qatar Telecom acquired 51% 
stake in National Mobile 
Telecommunications
March 2007

$3.9 BILLION ONTARIO
Prince Al-Waleed bin Talal 
(Saudi Arabia) acquired 
Fairmont Hotels
January 2006

$4.2 BILLION IRELAND
Arcapita (Bahrain) acquired 
Viridian Group
December 2006

$6.11 BILLION SAUDI 
ARABIA
MTC (Kuwait) acquired 
telecom license to operate 
in Saudi Arabia
June 2007

$6.55 BILLION TURKEY
Oger Telecom (Saudi 
Arabia) acquired 55% 
stake in Turk Telekom
July 2005

$6.6 BILLION UK
Maan Al-Sanea•s 
Singularis (Saudi Arabia) 
acquired 3.1% stake 
in HSBC
April 2007

$6.89 BILLION UK
Dubai Ports World (UAE) 
acquired P&O
March 2006

$7.5 BILLION U.S.
Abu Dhabi Investment 
Authority (UAE) acquired 
4.9% of Citigroup
June 2008

$11.6 BILLION U.S.
SABIC (Saudi Arabia) 
acquired GE Plastics
August 2007

$11.6B
$7.5B

$1.15B
$1.05B

$3.9B
$4.2B 

$6.89B
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$3.26B 

Inter-GCC Acquisitions

Source:  Dealogic, Factiva, Reuters
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that Kuwait is building in China•s Guang-
dong province, crude-oil facilities with a 
capacity of 30 million metric tons that 
Saudi Arabia is setting up on Hainan 
Island, and a potential joint venture be-
tween Saudi Aramco and the Chinese 
petrochemical company Sinopec to set 
up a string of new re“ neries throughout 
the region. More and more of the energy 
industry is falling under the manage-
ment of state-owned companies around 
the world … Arab, Chinese, and Russian. 
As Chinese “ rms attempt to create the 
infrastructure to ensure their country•s 
access to oil, and as a greater percent-
age of the world•s resources are in state-
owned hands, the so-called Western 
majors (BP, Total, Exxon Mobil) are in-
creasingly being relegated to supporting 
roles in the industry.

The emergence of these new state-
owned players, paired with the West•s 
dependence on oil from a few countries, 

has placed greater importance on the 
role of technology as a source of com-
petitive advantage in the energy indus-
try. Western oil companies have, over 
time, ceded that technological edge to 
state-owned players: Think of Saudi 
Aramco•s partnerships with Dow and 
Sumitomo in re“  nery-integrated petro-
chemical complexes. Meanwhile, direct 
traf“  c between two capital-surplus re-
gions, the Middle East and China, is now 
well-established.

Investment into and from China is 
driven by large deals often orchestrated 
from the top down. By contrast, Indian 
connections to the Middle East continue 
to be more grassroots driven, led by the 
large south Asian diaspora in the Gulf 
states. (See Tarun Khanna•s most recent 
book, Billions of Entrepreneurs.) The ex-
act size of expatriate communities in the 
GCC is dif“ cult to establish, but some es-
timates suggest there are currently more 

than 4 million Indians in the Gulf, and 
in some GCC countries, Indians and Pak-
istanis make up more than 60% of the 
population. These workers have primar-
ily held blue-collar and clerical jobs but 
recently have started moving into more 
skilled technical and managerial posi-
tions. The Reserve Bank of India (RBI) 
has reported that Indians living abroad 
transferred about $25 billion to India 
in “ scal year 2005…2006; almost one-
quarter of those remittances came from 
the Gulf region. The capital in”  ows have 
facilitated the creation of new businesses 
and the formation of social service or-
ganizations such as nursing homes and 
educational institutions in some Indian 
states. The southwestern Indian state 
of Kerala is a notable example: Kerala 
has a population of around 32 million. 
Because of high unemployment levels 
there, one Keralite in six works abroad, 
and more than 90% of these emigrants 
are based in the Gulf. In 2007, Keralites 
sent home remittances that accounted 
for 20% of the state•s net domestic prod-
uct and were critical in improving liv-
ing standards across the state. Strong 
diasporic links like these are giving the 
GCC states a powerful position of in” u-
ence in the region.

Reshaping Home
Perhaps the most fundamental transfor-
mations are happening in the GCC coun-
tries themselves. Amid the colossal build-
up of wealth over just the past few years, 
you might expect that oil-producing 
states would be lulled into complacency, 
tempted to live exclusively … and quite 
comfortably, in fact … off their abundant 
surpluses. You would be wrong. The 
Gulf region is intent on creating a name 
for itself as a center for innovation. Mar-
kets for goods and services coming into 
and being sold out of GCC countries are 
booming. A healthy rivalry has emerged 
among GCC states to be recognized as 
the destination for world-class logistics, 
real estate, tourism, health care, alter-
native energy, and so on. This has led 
to some aggressive efforts within GCC 
states to improve their “ nancial institu-
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tions and to develop leading-edge sus-
tainable infrastructures.

Developing a world-class industrial 
and service economy.  Consider what 
Abu Dhabi•s Mubadala Development 
Company has achieved in just six years. 
A March 2007 Fortune article labeled 
the capital of the United Arab Emirates 
the •richest city in the world.Ž Rich? Ab-
solutely. Modern? To be sure, as Abu 
Dhabi has “ lled itself with the trappings 
of early twenty-“ rst century capitalism. 
But Abu Dhabi is not yet a •developedŽ 
economy; it has lagged in development 
of infrastructure, education, health care, 
and innovation, and it doesn•t have an in-
digenous institutional infrastructure to 
support local economic activity in these 
areas. (For more on infrastructure de-
velopment in emerging economies, see 
Tarun Khanna and Krishna G. Palepu•s 
•Emerging Giants: Building World-Class 
Companies in Developing Countries,Ž 
HBR October 2006.) Of course, it doesn•t 
help that most of its citizens are used to 

being supported by the government and, 
until very recently, were not entirely fa-
miliar with the hurly-burly of entrepre-
neurship and global competition.

Having learned hard lessons from 
the most recent era of inexpensive oil, 
Abu Dhabi•s leaders want change: a fu-
ture in which their incomes aren•t tied 
so inextricably to the volatile price of 
a commodity. In particular, they want a 
developed industrial and service econ-
omy with meaningful jobs and leader-
ship opportunities for citizens. But they 
know they can•t mimic the low-wage 
labor path followed by scores of coun-
tries including China and South Korea. 
That would take far too much time and 
require far too much change to under-
lying institutions. Nor can Abu Dhabi 
follow the Indian example of relying on 
bottom-up indigenous enterprise devel-
opment. It lacks the deep pools of highly 
skilled technical talent and large labor 
forces that characterize at least some In-
dian metropolises.

With this in mind, the president of the 
UAE, Sheikh Khalifa bin Zayed Al Na-
hyan, issued a decree in 2002 establish-
ing Mubadala as a government-owned 
investment vehicle. Unlike ADIA•s man-
date to build and manage a “ nancial 
portfolio, Mubadala was charged with 
nothing less than remaking Abu Dhabi 
into the hub of the Gulf, establishing 
businesses in strategic sectors at home 
and collaborating with partners abroad. 
This emphasis on active partnerships as 
the central basis for Abu Dhabi•s inter-
nal development marks a break with the 
past, in which leaders in the Gulf states 
delegated investment decisions to West-
ern bankers and executives.

Mubadala has already made its mark. 
In 2005, Mubadala bought 5% of Ferrari 
for $138 million, and in 2007 a Mubadala 
af“ liate, Aldar Properties, acquired the 
rights to set up the world•s “ rst Ferrari 
theme park, Ferrariland, in Abu Dhabi. 
Mubadala then used its contacts to join, 
starting in 2009, the Formula One racing 
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circuit. Through planned outposts of the 
Guggenheim and Louvre in Abu Dhabi, 
the government is branding the emirate 
aggressively as a cultural and tourism 
destination. Even the venerable GE an-
nounced in July 2008 a long-term deal 
with Mubadala that includes an $8 bil-
lion joint venture focused on infrastruc-
ture development in the region.

The investment group•s development 
work in the “  nancial services sector is 
still in the making, but one of the “  rst 
deals it•s made … buying a 7.5% stake in 
the well-known Carlyle Group in 2007 
for $1.35 billion … has established an im-
portant relationship for Mubadala.

Another focus for Mubadala is health 
care. Abu Dhabi has traditionally sent its 
citizens abroad for health care … some 
60% of the 1 billion dirhams spent on 
foreign health care each year has been 

not for medical services but for patient 
travel expenses. The emirate now wants 
to create a world-class health care sys-
tem at home. Mubadala has again 
led the way, engaging in joint projects 
with the Imperial College of London 
Diabetes Centre and the Cleveland 
Clinic and establishing the Abu Dhabi 
Knee and Sports Medicine Centre. While 
Muba dala•s goal is to treat Abu Dhabi na-
tionals more effectively at home, it also 
expects the country to attract wealthy 
neighbors who would usually ” y to the 
United States or Europe for treatment.

In terms of industrial services, 
Mubadala has partnered with Dubai 
Aluminum to create Emirates Alumi-
num (EMAL). When EMAL•s gigantic, 
720,000-ton-per-annum smelter is com-
plete in 2010, Abu Dhabi will become 
one of the most important aluminum 
producers in the world, with nearly 5 % of 
the world•s total capacity. While some of 

that aluminum will be for export, home-
grown industries are set to use much of 
the production, and Mubadala is looking 
for partners in Europe to capitalize on 
its stock. Then high-end aluminum auto-
motive parts, perhaps even vehicle struc-
tures, and aircraft components could be 
manufactured locally. Mubadala•s 17% 
stake in Dutch Spyker Cars … which are 
made from aluminum … and its 35% stake 
in Italian Piaggio Aero are the building 
blocks for the country•s presence in a 
number of important industries.

Finally, Mubadala executives plan to 
move even further up the global value 
chain in a handful of technologically ad-
vanced industries. Mubadala•s stake in 
AMD, the world•s second-largest maker 
of computer microprocessors, has given 
it a foothold in the high-tech sector. 
Mubadala•s Masdar Initiative and its 

commercial arm, the Abu Dhabi Fu-
ture Energy Company, aim to lead the 
way in developing, ironically enough, 
alternative energy technologies. The 
Masdar Initiative, now under way, is a 
development project that will comprise 
a research center, a university developed 
in partnership with MIT, and a special 
economic zone designed to promote 
the innovation and commercialization 
of alternative energy sources. Abu Dha-
bi•s leaders recognize that one day ei-
ther the oil will run out or the world 
will move away from fossil fuels. But 
even when oil is no longer the world•s 
most important commodity, Abu Dhabi 
plans to be a force to reckon with in the 
world economy.

The development model Mubadala is 
forging is already being emulated across 
the Gulf region. 

Creating a parallel “  nancial market. 
Just as important as the Mubadala-like 

development funds is the resurgent in-
terest in Islamic “ nance … a trend whose 
impact reaches far beyond the GCC•s 
borders. To understand the signi“ cance 
of this trend, one has to “ rst understand 
the strictures that Islam places on some 
kinds of commerce.

At its core, Islamic “ nance is a faith-
driven industry with its foundations in 
the Islamic bans on riba (interest) and 
gharar (excessive risk). Accordingly, to 
comply with the body of Islamic reli-
gious law … called sharia … observant 
Muslims need to steer clear of pure risk-
based transactions, paying or receiving 
interest in any form, and investments 
in prohibited •sin sectors,Ž such as alco-
hol, gambling, and pornography. While 
these restrictions have been in place for 
all of Islam•s 1,400 years, it was not un-
til the “  rst oil boom in the 1970s that 
the Muslim market became signi“ cant 
enough and the use of “ nancial instru-
ments widespread enough to incubate 
a demand for sharia-compliant “ nan-
cial services. A cluster of Islamic “ nancial 
institutions emerged during this time, 
including the Islamic Development 
Bank (1975), the Kuwait Finance House 
(1977), and the Jordan Islamic Bank 
(1978). Partly due to a subsequent de-
cline in oil prices, these early Islamic 
banks remained small and local during 
the 1980s and 1990s. However, with oil 
prices surging and the perception of a 
post…September 11 revival in Islamic “ -
nance, these banks are certainly not be-
ing passive this time around.

Gulf petrodollars are actively sup-
porting the burgeoning regional prefer-
ence for engaging in transactions that 
are compliant with Islamic law. The 
industry has grown at 15% to 20% per 
year. More than 350 Islamic banks now 
provide products and services in some 
60 countries worldwide. Conservative 
estimates suggest that Islamic institu-
tions are managing upwards of $500 bil-
lion in assets. While that amount repre-
sents only around 1% of global banking 
assets … roughly the size of Wells Fargo, 
America•s “ fth-largest bank in terms of 
assets … these institutions are growing at 

Islamic “ nancial institutions are 
growing at the fastest rate in the 
banking sector.
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the fastest rate in the banking sector, ac-
cording to the 2007 World Islamic Bank-
ing Competitiveness Report. They are 
expected to have over $1 trillion in as-
sets under management by 2010 as they 
continue to capture an increasing share 
of the business of the world•s 1.6 billion 
Muslims.

To be sure, certain Western organiza-
tions such as HSBC, BNP Paribas, Stan-
dard Chartered, and Citigroup have been 
reaping the pro“ ts of Islamic banking for 
almost a decade, running sharia-compli-
ant operations in the Gulf and Asia. But 
they are now facing competition from a 
host of new heavyweight entrants such 
as Morgan Stanley, Barclays Capital, and 
Deutsche Bank … as well as from smaller 
players like WestLB and local Middle 
Eastern banks on an expansion binge.

There is a lot of money to be man-
aged in the Gulf … and more is pouring 
in. Over the next 25 years, according to 
a recent report by Goldman Sachs, the 
cumulative oil and natural gas windfall  
accruing to the GCC region could reach 
$4 trillion to $5 trillion. As much as one-
third of this could be channeled through 
Islamic “ nancial instruments. In addi-
tion, the petrodollar-triggered regional 
real estate boom has created tremen-
dous opportunities for project and infra-
structure “ nancing. At present, the GCC 
has active construction projects worth 
over $2.7 trillion, including the multi-
billion-dollar King Abdullah Economic 
City, the Saudi Power Network, and the 
Bawadi tourist and leisure resort project 
in Dubai. Banks with the right sharia 
credentials stand to bene“ t from these 
and future opportunities.

Various countries … not just Muslim 
ones like Malaysia or Bahrain that have 
traditionally led in this industry … are 
jostling to become sharia-compliant 
investment hubs. Hoping to tap into 
some of the $200 billion in Arab funds 
currently being managed by traditional 
Swiss institutions, Faisal Private Bank, 
the “ rst European Islamic private bank 
was launched in Switzerland in 2006. A 
few months later, in March 2007, the 
European Islamic Investment Bank was 
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licensed in the UK and became the “ rst 
dedicated sharia-compliant investment 
bank in Europe. The UK government 
also plans to become the “ rst Western 
government to issue sukuks (Islamic 
“ nancial certi“ cates similar to bonds) 
by 2009, further strengthening Lon-
don•s bid to become the main center for 
Islamic “ nance in the West.

In the United States, where national 
efforts to cater to Gulf investors are 
far from intensive, financial institu-
tions like Chicago-based Devon Bank 
are recognizing areas of opportunity. 
Devon is a small bank headquartered 
in an ethnically diverse neighborhood 
that includes a large Muslim population 
(primarily from Bangladesh, India, and 
Pakistan). Managers at Devon heard 
concerns from some of its Muslim cus-
tomers that conventional “  nancial prod-
ucts and services being offered weren•t 
in line with their religious practices. 
So in 2003, the bank started providing 
sharia-compliant mortgages to local 
Muslims. Business took off, news of the 
program spread through word of mouth, 
and soon Devon was receiving inquiries 
from underserved Muslim communities 
throughout the country. Responding to 
this demand, Devon expanded its pro-
gram to cover 36 of the 50 U.S. states and 
Islamic mortgages now constitute more 
than 75% of the bank•s total mortgage 
portfolio.

In 2001, the U.S. mortgage giant 
Freddie Mac also started dipping into 
the sharia-compliant mortgage mar-
ket through four local banks, including 
Devon. The transaction volume has re-
mained very small, however; the com-
pany purchased only around $250 mil-
lion in Islamic mortgages in 2007. 
Overall, the Islamic “ nance industry in 
the United States remains underdevel-
oped, especially compared with the ag-
gressive, government-supported efforts 
being made in the “ nancial centers of 
London and Kuala Lumpur. While this 
neglect does not signal serious negative 
consequences for U.S. “ nancial markets 
in the near term, it may well become 
a missed opportunity as demand for 

these services grows in tandem with 
Gulf petro dollar wealth.

€ € €

To date, the West•s focus on the burgeon-
ing effects of the petrodollar surplus has 
been quite narrow: For example, the 
media have restricted coverage to the 
impact of expensive oil and the costs 
imposed on and by energy-scarce, fast-
growing nations such as China and In-
dia. To the extent that any attention has 
been devoted to the way petrodollars 
are being spent, the spotlight has been 
on the activities of increasingly power-
ful sovereign wealth funds that are act-
ing almost as a purchaser of last resort, 
taking equity stakes in faltering U.S. 
banks and investment houses.

In our view, this is perhaps the least 
important of the effects petrodollar sur-
pluses are having on global commerce. 
The GCC states• efforts to reshape their 
business relationships and interests in 
their near abroad … the Middle East and 
North Africa region … are more impor-
tant than their efforts to bail out the 
West. And the GCC•s initiatives to recon-
“ gure and strengthen infrastructure and 
institutional development on the home 
front are even more important.

For Western executives, the broader 
significance of this transformation 

rests in their collective understanding 
of global capitalism: Potential partners 
and emerging competitors will increas-
ingly come from the GCC states, as will 
capital infusions. Top talent will “  nd its 
way to these countries, lured by high-
end management opportunities and 
higher-end salaries.

The Gulf region is “ lled with a lot 
more than just oil. It has the ambition, 
talent, and capital to be an important 
hub in the world•s “ nancial system. It 
cannot … and should not … be ignored. 
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•Pay close attention to what I have to say as the reasons 
for “ ring you have changed.Ž
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