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Introduction

The aim of this research is to review strategic
policies on creating a logistics hub in the GCC
which includes infrastructure and hinterland
development, and to suggest government poli-
cies to enhance industrial and logistics cooper-
ation between Korea and GCC countries. In
particular, logistics hub policies being promot-
ed in Saudi Arabia and UAE are analysed as
case studies to elicit implications for bilateral
cooperation policies in the logistics sector. By
doing this, it will be emphasized that a logis-
tics hub strategy of the GCC countries should
be understood as industrial policies to diversi-
fy their economic structure by expanding the
private sector.

According to the data published by the gov-
ernments of the GCC countries, the oil and gas

sector in the GCC countries represent about 40%

of GDP with the manufacturing sector ac-
counting for about 10%, which shows that
GCC economies remain highly dependent on
the oil and gas sector. Moreover, in cases of
major oil-exporting countries like Saudi Ara-
bia, Qatar and Kuwait, the share of the oil and
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gas sector in total exports is more than 80%.
This feature is contrasted with the Korean one
that most export products belong to the manu-
facturing sector including automobiles, TVs,
steel products, clothes. This gave rise to budg-
et burden and macro instability to the oil-
exporting countries when international oil
prices are falling down after the second half of
2014.

T'he high dependence on the oil and gas sector
is reflected in the employment structure of the
GCC countries. For example, the nationals
preferred the public sector including the oil
and gas sector since it provides better working
conditions and higher level of wages com-
pared to the private sector. This aggravates
unemployment because of limited capacity for
job creation of the public sector although GCC
governments promoted employment policies
which increase the share of nationals, and re-
placement of foreign workers, in the private
sector.

Economic diversification policies of the GCC
countries are designed to reduce the degree of
dependence on the hydrocarbon sector. In oth-
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er words, they are being implemented to in-
crease production and exports by non-
hydrocarbon sectors, and ensure sustainable
economic growth and stable employment that
provide good income.

Saudi Arabia’s Strategy for
Building a Logistics Hub

The logistics hub policy of Saudi Arabia fo-
cuses on fostering not only the manufacturing
industry for the industrial diversification but
also industrial and economic cities to export
products and raw materials more efficiently.

Although the Saudi government is trying to
improve logistics infrastructure, it shows low
level of competitiveness on the world stage at
present. According to Logistics Performance
Index (LPI) of the World Bank, most sub-
indices in LPI of Saudi Arabia maintain an
average level of six countries of the GCC.
Among sub-indices in Doing Business in Sau-
di Arabia, although paying taxes is quite effi-
cient, resolving insolvency, getting credit and
enforcing contracts are time consuming and
costly. Global Competitiveness Index (GCI) of
Saudi Arabia shows no indications of signifi-
cant improvement of transportation infrastruc-
ture.

The Saudi government is pursuing improve-
ment of its overall logistics infrastructure.
Saudi airport authority has been increasing
investment in expansion of existing airports
and construction of new international airports
to become a regional hub of airline traffic in
the long term. The railroad infrastructure of
Saudi Arabia has been developed with the
purpose of connecting industrial cities and
other logistics infrastructure. Although the
Saudi government is making an effort to make
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up for the weak points and investing in logis-
tics infrastructure, the efforts are currently
moving at a glacial pace.

Foreign companies have entered Saudi Arabia
with the purpose of using port hinterlands, lo-
gistics facilities and the country’s relatively
large market for the region. S&TC, a Korean
company mainly producing equipments used
in petrochemical, power and natural gas plants,
also decided to enter Saudi Arabia to utilize
many advantages offered by the Dammam
Industrial city, a famous port hinterland in
Saudi Arabia. Henkel, a world leading brand
in laundry & home care, beauty care and adhe-
sive technologies, set up a corporate body in
1998 to reduce distribution costs with the lo-
calization of manufacturing facilities in Saudi
Arabia. Toys "R" Us, a famous company sell-
ing toys and baby products, established a dis-
tribution center to expand market share in
Saudi Arabia.

The strengths of Saudi Arabia as a logistics
hub are its geographical advantage that can
link Africa, Asia and Europe and the relatively
larger domestic market than other GCC coun-
tries. Its weaknesses, on the other hand, are
that its logistics infrastructure was developed
much later than the UAE and Qatar. However,
major opportunities include high growth po-
tential in the logistics industry due to bold in-
vestment, increasing trade volume of petro-
chemical products and manufactured goods,
and efficient connectivity with other GCC
countries. The major threats are its intensify-
ing competition with other neighboring coun-
tries for the development of logistics infra-
structure and possibility of shrinking govern-
ment investment amid falling oil prices.

It is required for Korean companies to consid-
er entering Saudi Arabia analyzing strengths,
weaknesses, opportunities and threats in the
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logistics sector. Also, Korean companies can
cooperate with Saudi Arabian companies in
the field of energy intensive industries and
project logistics sectors. The Korean govern-
ment could support Korean companies to par-
ticipate in the PPP (Public Private Partnership)
projects by providing co-financing for Korean
companies in Saudi Arabia and cooperate with
PIF(Public Investment Fund) and SIDF(Saudi
Industrial Development Fund) which are sup-
portive funds for the investment in Saudi Ara-
bia.

United Arab Emirates’
Strategy for Building a
Logistics Hub

The United Arab Emirates (UAE) has become
a world leading logistics center, covering the
Middle East, Africa, and Europe. The UAE
has developed its port and airport infrastruc-
ture, and has enhanced business environments
with  legislative reform and logistics-
supportive policies.

According to the World Bank’s Logistics Per-
formance Index (LPI), the UAE ranked the
highest among the Middle Eastern countries,
and 27th among 160 world nations. The UAE
has shown the best performance in logistics
among the six countries of the GCC including
trade related institutions and regulations. Alt-
hough the size of its domestic market is small,
the UAE has become the largest re-exporting
country with the help of well-established in-
frastructure and free trade zones in Abu Dhabi
and Dubai.

Free trade zones and industrial zones in Dubai
and Abu Dhabi forms a multi-modal logistics
platform linking ports, airports, and produc-
tion facilities. In 2013, transshipment traffic of

Logistics Hub Strategy of the GCC Countries and Policy Implications: with a Focus on Saudi Arabia and the UAE

June 27, 2016

the UAE ports recorded 19 million TEU,
which accounted for 34.7% of the container
traffic in the Middle East. In 2013, Dubai in-
ternational airport was the seventh-busiest and
the fifth-busiest airport in the world in terms
of international passenger volume and cargo
traffic respectively. Of the top 10 international
airports, Dubai international airport showed
the highest growth rates in both passenger and
cargo traffic.

The UAE is one of the world’s largest re-
export hubs providing many advantages and
tax incentives. The free trade zones mostly
offer 100% foreign ownership, no customs
duties on imports and re-exports, and exemp-
tions from corporate taxes. Many goods im-
ported into the UAE are re-exported to Iran,
Saudi Arabia, Turkey, Iraq, and Oman. Specif-
ically, Iran, on the other side of the Strait of
Hormuz, is the UAE’s largest re-export desti-
nation accounting for 16.5% of the total.

The strengths of the UAE as a logistics hub
are geographical location at the crossroad of
the Middle East, Africa, and Europe; well-
developed infrastructure such as ports, airports,
road networks, and special economic zones;
and a business-friendly taxation regime. Its
weaknesses include a small domestic market,
weak manufacturing infrastructure, and low
but probable geopolitical instability of region-
al militant groups and the Strait of Hormuz,
where Jebel Ali, the largest port, is located.
The opportunities include a likely increase in
demand for re-export to Iran after lifting eco-
nomic sanctions against Iran, and the expan-
sion of Jebel Ali terminal 3 leading to en-
hancement of its container handling capabili-
ties. As for risks, there are probability of fur-
ther oil price declines, and increased competi-
tion among its constituent emirates to build
logistics infrastructure.
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Many foreign companies have taken ad-
vantage of the UAE as a logistics hub for as-
sembling semi-finished products and then re-
exporting to the Middle Eastern and African
countries. They are categorized into two types:
logistics-hub-based manufacturing companies
and logistics companies. Canon Middle East in
Dubai is an example of logistics-hub-based
manufacturing companies. It regards Jebel Ali
as not only a transit point, but also a regional
production facility for assembling and ship-
ping directly to the Middle East, Africa, and
even Europe. Pantos Logistics shows an ex-
ample of the other type of company. In order
to expand logistics operation services includ-
ing air/ocean freight, customs clearance, and
warehousing, Pantos Logistics has established
the Middle East Logistics Belt connecting
Turkey, Saudi Arabia, Oman, and the UAE.

Korean companies planning to enter the UAE
logistics market could expand regional net-
works through M&A and joint ventures with
local logistics companies, especially Halal
food companies. It would be helpful for manu-
facturing and logistics companies to enter the
UAE together. The Korean government could
help Korean companies by easing regulations
on M&A between logistics companies, and by
allowing logistics companies to grow suffi-
ciently large to be able to survive in the inter-
national logistics market.

Concluding remarks

Logistics hub strategy of the GCC countries
aims not only to promote the logistics sector
but also to strengthen the basis for economic
diversification. This creates business opportu-
nities to expand bilateral cooperation between
Korea and the GCC countries. First, the logis-
tics sector should be considered in connection
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with industrial sectors, as logistics hubs have
been developed as tools for economic diversi-
fication. In other words, free trade zones and
industrial cities should be explored as a pro-
ductive platform to add value to the products
exported from Korea.

Second, logistics hubs in the GCC countries
could be used as a base to (re)export Korean
products to the Iranian market after interna-
tional sanctions against Iran are removed.
Moreover, Iran can serve as a gateway to Cen-
tral Asian countries through Turkmenistan,
and the Caucasus region through Azerbaijan,
creating more logistics demand.

Third, investment by Korean companies is
necessary for the establishment of joint ven-
tures between Korea and GCC countries in
logistics-related business activities. They
could invest in projects incorporating pro-
cessing facilities in the free trade zones and
logistics infrastructure. For these investment
projects, various financial support scheme
should be developed by Korean and GCC fi-
nancial institutions including some sovereign
wealth funds for development.

Fourth, logistics information platform should
be established in major logistics hubs in the
region for Korean companies seeking infor-
mation on logistics demand and cooperative
partners in the GCC market. This will facili-
tate, particularly, the entry of small and medi-
um sized enterprises into the market. kige



