
The recent rapid decline 
of oil prices has had a 
signifi cant e� ect on 
oil-producing nations. 
But what does this mean 

for the GCC region and, in 

particular, Saudi Arabia, 

Qatar and the UAE?

similarly,	Qatar’s	economy	is	reliant	on	the	energy	sector.	in	recent	years,	Qatar’s	

earnings	from	the	energy	sector	accounted	for	approximately	60%	of	its	total	

government	revenues.	While	Qatar	only	produces	some	730,000	barrels	of	crude	

oil	a	day	the	majority	of	this	is	exported.	More	signifi	cantly	though,	the	majority	of	

Qatar’s	revenues	come	from	the	export	of	liquefi	ed	natural	gas	(lnG).	

the	decline	in	oil	prices
the	sharp	decline	in	oil	prices	has	been	driven	by	increased	market	supply,	which	

is	outpacing	global	demand.

Although	saudi	Arabia	is	traditionally	the	largest	producer	of	oil	in	the	world,	

the	growth	of	Us	shale	oil	in	2014	resulted	in	the	Us	reaching	its	highest	level	of	

oil	production	in	nearly	30	years.	this	resulted	in	it	surpassing	oil	production	in	

saudi	Arabia	and	increased	supply	to	the	market.

to	stem	the	declining	prices,	one	might	have	expected	the	Organization	of	

the	petroleum	Exporting	Countries	(OpEC)	to	cut	back	its	production	quota.	

however,	OpEC	decided	in	late	november	2014	to	maintain	production	levels	of	

30	million	barrels	a	day.	this	caused	the	market	to	fi	nd	its	own	fi	nancial	level	and	

was	aimed	at	pressuring	Us	shale.

the	UAE	is	also	a	signifi	cant	producer	and	exporter	of	oil	and	gas.	the	hydrocarbon	economy	accounts	
for	approximately	80%	of	government	revenues	and	more	than	half	of	the	country’s	exports.	the	UAE	
exports	an	estimated	2.5	million	barrels	of	crude	oil	a	day,	and	like	saudi	Arabia	its	biggest	market	is	Asia.

Saudi Arabia is the dominant producer of oil and gas in the GCC region. 
Its economy is heavily dependent on petroleum and currently exports an 
estimated 7.7 million barrels of crude oil a day with about two-thirds of 
it going to Asia. According to OPEC, exports account for approximately 
85% of total Saudi export revenues. 
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Global	demand	has	also	fallen	and	the	international	Monetary	

Fund	(iMF)	has	cited	China’s	slowdown	and	the	early	stages	of	

a	russian	recession	as	the	reason	for	reduced	predictions	for	

global	economic	growth.	this	is	particularly	significant	as	a	large	

amount	of	the	region’s	oil	is	exported	to	Asia.

What	does	this	mean	for	budgets?
the	total	upstream	cost	of	producing	oil	in	the	Middle	East	is	

considered	to	be	around	Us$17	a	barrel	and	is	significantly	

cheaper	than	the	equivalent	costs	in	the	rest	of	the	world.	

however,	despite	low	production	costs	the	effect	of	low	oil	prices	

will	be	felt	in	the	GCC	region	with	budgets	being	based	on	much	

higher	figures.

saudi	Arabia’s	budgets	were	planned	with	an	oil	price	of	Us$95	

and	Qatar	needs	approximately	Us$71	to	break	even.	so	for	every	

day	that	oil	prices	remain	low,	budgets	in	the	region	will	suffer.

the	iMF	recently	predicted	that	most	Gulf	states	could	sustain	

sizeable	deficits	for	at	least	the	next	five	years.	saudi	Arabia,	for	

instance	has	a	vast	sovereign	wealth	fund	of	more	than	Us$750	

billion	that	provides	it	with	a	cushion.	Qatar	on	the	other	hand	

has	over	90%	of	its	lnG	production	volumes	committed	as	part	

of	supply	purchase	agreements	up	to	2020	so	the	impact	on	its	

natural	gas	exports	should	be	limited.	the	diversification	of	the	

UAE	into	non-energy	sectors	provides	it	with	insurance	against	

oil	price	declines	and	global	economic	stagnation.	

What	has	this	meant	for	projects	in	the	
region?
some	analysts	feared	that	reduced	oil	revenues	would	limit	

spending;	however,	for	the	time	being	this	does	not	appear	to	be	

the	case	everywhere.

there	is	no	sign	of	a	slowdown	in	saudi	Arabia.	last	year,	

saw	significant	spending	on	oil	and	gas	projects	in	Jazan	

and	Madinah	and,	with	the	government	recently	announcing	

additional	infrastructure	spending	on	large-scale	housing,	

healthcare	and	education	projects,	the	construction	sector	is	

set	to	grow.

in	the	UAE,	the	decline	in	oil	prices	and	revised	population	

forecasts	has	resulted	in	delays	to	new	projects	in	Abu	Dhabi.	

According	to	government	officials	in	the	capital,	spending	

plans	will	be	revised	down	for	2015	and	while	this	is	unlikely	

to	affect	projects	that	are	already	on-site	and	being	built,	it	

is	expected	to	delay	the	award	of	new	projects	such	as	the	

railway	and	the	museums.

however,	Dubai’s	construction	market	is	active	as	the	emirate	

prepares	for	the	2020	World	Expo.	the	Dubai	budget	is	

dominated	by	general	infrastructure	projects	and	since	

oil	revenues	only	make	up	a	small	percentage	of	the	Dubai	

government’s	income,	the	low	oil	prices	have	little	effect	on		

the	emirate.

As	for	Qatar,	the	2022	FiFA	World	Cup	means	that	planned	

transport	and	infrastructure	spend	will	remain,	if	not	grow.	

Qatar’s	large	fiscal	reserves	mean	that	the	government	can	

continue	to	spend	heavily	on	the	economy	for	years	to	come.

that	said,	general	sentiment	associated	with	low	oil	prices	

is	likely	to	affect	spending	on	those	projects	deemed	

non-essential,	regardless	of	cushion	or	diversification.

What	Fti	Consulting	thinks	this	means	
for	contractors	
While	the	general	indication	is	that	there	is	unlikely	to	be	a	

reduction	in	government	spending,	there	will	most	certainly	be	a	

tightening	of	budgets.	this	is	likely	to	result	in	projects	becoming	

more	competitively	tendered	as	procurers	seek	better	value	in	

the	market,	which	may	lead	to	reduced	and	tighter	margins.

the	effect	on	claims	and	resolution	of	disputes	may	also	be	

significant	with	the	amount	of	money	available	to	resolve	these	

issues	likely	to	be	restricted.	Claims	will	certainly	need	to	be	

more	robust	if	there	is	any	chance	of	them	succeeding.

Although Saudi Arabia is traditionally the largest 

producer of oil in the world, the growth of US 

shale oil in 2014 resulted in the US reaching its 

highest level of oil production in nearly 30 years. 
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