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CHAPTER 8

Fuel and Electricity Reform for Economic 
Sustainability in the Gulf

Tom Moerenhout

1  IntroductIon

After the oil price started plummeting in the summer of 2014 and remained 
low throughout the next years (until 2017 when the OPEC Reference 
Basket average price recovered to USD 52), the fuel producing countries 
of the Gulf Cooperation Council started implementing energy pricing 
reforms. For many years, such pricing reforms had been planned and envi-
sioned but, due to their quintessential role in the domestic political econo-
mies of Gulf countries, never really implemented. This is not unlike the 
broad and abstract goal of diversifying the economy away from oil to a 
more productive economy, and of changing the domestic social contract 
from one that is reliant on public employment and universal price support 
to one with private employment, market-based pricing structures and tar-
geted social safety nets.

In recent years, since the oil price drop, all GCC countries have taken 
energy pricing reform measures (Fig. 8.1). Both fuel and electricity prices 
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have increased substantially. This chapter takes stock of those energy price 
increases and aims at giving a holistic account of where countries are at 
toward the end of 2018. After explaining the rationale for low energy 
prices, this chapter takes stock of fuel pricing reform and electricity tariff 
policies in all GCC countries.

2  the trIple ratIonale of low energy prIces

There are three compelling reasons that make energy pricing reform so 
difficult in GCC countries. A first reason is the centrality of low energy 
prices in welfare protection and distribution. Governmental involvement 
in domestic pricing policies is legitimized across the developing world 
because energy has no close substitute and provides essential functions to 
human life (Maxwell 2010). Low energy prices are intended to alleviate 
poverty (Komives et al. 2008; Commander 2012) by safeguarding com-
modity prices, keeping inflation in check and sheltering consumers from 
the volatility of international commodity markets (Commander 2012; 
Fattouh and El-Katiri 2013; Kojima 2013; Overland 2010). In energy 
producing countries in the Gulf, pricing policies are an important part of 
the social contract. This means low prices can be considered as both a 
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right of the people and an obligation of the government (Hartley and 
Medlock 2009; Luong and Weinthal 2010; Victor et  al. 2011). GCC 
states are rentier states, in which the government is the principal receiver 
of oil revenues and the key responsible one to redistribute this income 
(Beblawi 1990). Increasing energy prices, ceteris paribus, represents a uni-
lateral modification of the social contract.

A second rationale for low energy prices lies in their economic function. 
Low energy prices have been used to promote economic development by 
supporting factors of production in general and competitiveness for inter-
national trade in particular (Whitley and van der Burg 2015). In other 
words, low prices have been used as a part of industrial policy with the 
explicit goal of supporting export competitiveness of domestic industries 
(Commander 2012). Resource-rich countries in the Gulf in particular 
have used their hydrocarbon endowment to incentivize energy-intensive 
industrialization (IEA, OPEC, OECD and World Bank 2010). Energy 
pricing reforms have two types of impacts on firms. First, they affect firms 
directly by increasing their energy input cost. Second, there are indirect 
effects via the rise of prices from intermediary goods or services (that also 
rely on energy). These indirect effects can affect the supply chains of non- 
energy intensive goods or services (Rentschler and Kornejew 2017). The 
sectors that suffer the most are logically energy-intensive industries such as 
heavy manufacturing, transport, petrochemicals, cement, aluminum and 
steel (Rentschler and Kornejew 2017; Bazilian and Onyeji 2012; 
Rentschler et al. 2017). These sectors are dominant industries for within- 
diversification in Gulf countries.

The third rationale is political. Given the potential social and economic 
impacts of pricing reform, implementing price increases is often politically 
costly and can even threaten political stability (Baig et al. 2007). It is now 
uniformly recognized that political economy factors are the primary barri-
ers to reforming energy prices. Low energy prices are considered an instru-
ment to stay in power and control political stakeholders through systems 
of patronage and rentierism (Cheon et  al. 2014; Hartley and Medlock 
2009; Overland 2010; Victor 2009). Governments use them to direct 
(financial) benefits to key political stakeholders, thereby consolidating 
power (Cheon et al. 2014). In rentier states like the ones in the GCC, low 
prices are used across the board to maintain the support of the public for 
the elite in power (Overland 2010). It should be no surprise that world-
wide, fuel prices are lower in more centralized, non-democratic states (van 
Beers and Strand 2013).

8 FUEL AND ELECTRICITY REFORM FOR ECONOMIC SUSTAINABILITY… 
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3  the sustaInabIlIty ratIonale for energy prIcIng 
reform, and results In the gcc

All GCC states reformed prices after the fuel price drop in 2014. Even 
though the nature of popular reception varies in different countries, 
energy price reforms seem to be one policy that authorities have recog-
nized to be crucial for adjustment to falling oil revenues. The fiscal benefit 
from increasing energy prices is key to economic sustainability in two main 
ways: first because it gives governments more domestically sourced reve-
nue, and second because it lowers demand of its key export commodity.

In terms of fiscal consolidation, overall pre-tax energy (gasoline, diesel 
and electricity) subsidies fell from $116 billion in 2014 to $47 billion in 
2016 based on a price-gap model (IMF 2017). This type of subsidy quan-
tification model reflects the opportunity costs of resources consumed 
domestically as opposed to being traded on the international market. That 
said, the fiscal capacity opened up by charging higher energy prices has 
been of crucial importance to GCC governments. Increasing energy prices 
has been considered as one of the most important measure to reduce non- 
wage recurrent spending (IMF 2017). The additional fiscal revenue has 
helped governments to prevent the international oil price collapse from 
threatening their domestic stability, while awaiting a recovery of oil prices 
that eventually started in 2017 (Fig. 8.2).

So far, it appears that fuel pricing reforms have paid off in terms of 
lowering demand. Average annual gasoline and diesel demand growth was 
around 6.2% and 4%, respectively (2010–2015) but slowed down to 0.4% 
and −6% in 2016. It is however difficult to attribute this slowdown to pric-
ing reforms, as economic output also reduced over the last few years 
(APICORP 2017). In Saudi Arabia, gasoline demand leveled out even 
before the January 2018 reforms and diesel demand had already fallen 
10%. The latter can be attributed to less economic activity and the sourc-
ing of more gas for power generation. In Oman, gasoline and diesel con-
sumption fell by 6.2% and 7.2%, respectively, from 2015 to 2016 
(APICORP 2017). Unsurprisingly, given the relatively modest fuel price 
increases, the UAE has seen less demand reactions in recent years. On the 
contrary, fuel demand has actually increased in 2016.

The fiscal benefit of pricing reform and the reduction of demand are 
the main reasons to implement reforms for economic sustainability, but 
they are not the only ones (van Asselt and Skovgaard 2016). The fiscal 
crisis resulting from the oil price collapse has been in certain ways a 
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blessing to target excessive rentierism. Low domestic prices are correlated 
with higher levels of corruption through the involvement of government 
officials in black markets or industries that rely on cheap energy 
(Strand 2016).

Underpricing also leads to a misallocation of resources within the econ-
omy, often wrongly incentivizing energy intensive sectors and crowding 
out more productive sectors (Fattouh and El-Katiri 2013; IEA 2014; 
Maxwell 2010). Energy-intensive sectors tend to offer few and low-skilled 
jobs. In addition, in some countries with a lot of expatriate labor, it is less 
costly to focus on that labor as factor of production than it would be to 
focus on capital. Low-skilled labor is often abundant, while energy effi-
ciency investments would be expensive and necessitate higher-skilled and 
therefore more expensive employees. In many countries, this has inevita-
bly led to large shares of expensive public labor (Commander 2012), fur-
ther burdening state coffers. The misallocation of energy resources has 
resulted in a rise in energy intensity of GDP and lowered incentives for 
energy efficiency, particularly in end-use sectors (Fattouh and El-Katiri 
2013; IEA 2014; Anand et al. 2013).

A positive reallocation of resources within the economy does take time, 
and initially there may be a slowdown as sectors adapt, consolidate or close 
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down. In an environment of low oil prices coupled with end-use energy 
price reforms, overall growth prospects in the medium-term have been 
subdued, though non-oil growth has been improving in some countries. 
Estimates from IMF staff show that the reforms indicated by GCC gov-
ernments could lead to an increase of 1.7 to 6.6% of their non-oil GDP by 
2020 based on each country’s reform path, and an additional 1.5 to 3.0 
percentage points of non-oil GDP would be generated with the introduc-
tion of VAT, as proposed by different countries and contained in the rati-
fied GCC VAT agreement.

4  fuel prIcIng reform In the gcc
While all GCC countries reformed energy prices, they did so in remarkably 
different ways. The UAE, Oman and Qatar were able to implement a peri-
odic adjustment system that linked prices to international and regional 
prices. Kuwait tried to do the same but was unable to implement it. Like 
Saudi Arabia and Bahrain, they relied on one-off price increases. Unlike 
Kuwait, however, Saudi Arabia and Bahrain were able to implement more 
than just one ad hoc price adjustment. Below, we report price adjustments 
until June & July 2018. In the summer of 2018, the international oil price 
saw its highest price level since the 2014 plummet. In the fall of 2018, the 
crude oil price fell again before recovering in the spring of 2019. During 
this time, ad hoc reformers implemented no further reforms, whereas 
gradual reforms kept adjusting prices in line with international price move-
ments (both downward and again upward). In June 2019, price levels 
were almost identical in all GCC countries compared to those of the year 
before (and reported here).

4.1  The ‘Gradual’ Fuel Price Reformers

The UAE has been the first of GCC countries to seriously reform its fuel 
prices. In August 2015, transport fuel prices were liberalized and linked to 
international market prices using price formulae. As a result, gasoline price 
increased by 25% and diesel prices decreased by 29% (IMF 2015). Since, 
international market prices have been gradually going up and UAE prices 
have followed this trend. Fuel prices have been liberalized for all actors, 
including industry and commerce (Table 8.1).

Like many other countries, Oman first started raising energy prices for 
commerce and industry, before moving to residential consumers. Indicative 
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of the fiscal need for reform in Oman is the fact that they already increased 
natural gas prices for industry and power producers in January 2015, well 
before reforms happened in the UAE and Saudi Arabia. It reformed fuel 
prices in the wake of Saudi reforms in January 2016. At the same time, it 
introduced a new pricing formula that links Omani prices to prices on the 
international market and in the UAE. Ever since, Oman has stuck to the 
formula and increased energy prices alongside international market prices 
(Table 8.2).

When reforming fuel prices, Oman also experienced opposition. In 
exchange, they installed a cap twice, and broke it twice. The second cap 
was set at 0.48 USD/L for regular gasoline. The government abolished 
that cap after having introduced the ‘National Subsidy Scheme’. This 
scheme continues to provide subsidized fuel at a rate of 0.47 USD/L to 
less wealthy families. In total, 220,000 people signed up to the scheme in 
January 2018 (Times of Oman 2018). Under this scheme, nationals who 
own a car or boat and have a monthly income of below 950 riyals can 
apply for 200 L of subsidized fuel per month. The scheme only applies to 
regular gasoline, and when the price is above 0.47 USD/L (Al Mukrashi 
2017; Sultanate of Oman 2018).

Like Oman, Bahrain and Saudi Arabia, Qatar also revised gasoline 
prices in early 2016. In a very early move, Qatar had reformed diesel prices 

Table 8.1 Fuel Prices in the UAE (July 2018)

Product Unit July 2015 August 2015 July 2018

Gasoline 98 USD/L 0.50 0.61 0.7
Gasoline 95 USD/L 0.47 0.58 0.67
Gasoline 91 USD/L 0.44 0.56 0.65
Diesel USD/L 0.79 0.56 0.72

Source: Collected by author

Table 8.2 Fuel Prices in Oman (continuously adjusted since January 2016)

Product Unit 2015 Jan 2016 Feb 2017 Jun 2018

Gasoline 95 USD/L 0.31 0.42 0.47 0.59
Gasoline 91 USD/L 0.31 0.36 0.45 0.56
Diesel USD/L 0.38 0.42 0.53 0.65

Source: Collected by author
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already in 2014 (by about 50% for local companies but 75% for joint ven-
tures) (Walker and Kovessy 2016). In May of the same year, the Qatari 
government announced plans to liberalize fuel prices and adjust them 
alongside international market prices, regional prices and cost of produc-
tion—a move similar to the one taken by Oman and the UAE. This plan 
was implemented as of June 2016, after which there were monthly revi-
sions to the fuel price. This move has been rather remarkable, given Qatar’s 
high population-reserve ratio. Much like Kuwait, it could be expected that 
the Qatari government had less of a need to implement deep pricing 
reforms. One explanation, however, may be the impacts of Qatar’s politi-
cal isolation from other GCC countries, and the opportunism of its 
Government to use geopolitical threats to advance domestic reforms 
(Table 8.3).

4.2  The ‘Ad hoc’ Fuel Price Reformers

Saudi Arabia implemented significant energy pricing reforms in two epi-
sodes in January 2016 and January 2018. In January 2016, the Government 
reformed prices predominantly in reaction to the fiscal crisis as a result of 
the oil price drop. The Saudi Government targeted a full energy and water 
subsidy phase out by 2020 under its Vision 2030 plan, spearheaded by the 
then Deputy Crown Prince Mohammed bin Salman (IMF 2016) 
(Table 8.4).

The first stage of reforms was successful without introducing compen-
sation measures or communication plans (APICORP 2018). After the first 
price reforms, energy demand growth decreased from 3.5% to 1.7% even 
though the net effect of pricing reforms is difficult to estimate as overall 
GDP went down as well (APICORP 2018). The anti-corruption cam-
paign of Crown Prince Mohammed bin Salman was believed to help 

Table 8.3 Qatar fuel prices (adjusted continuously since June 2016)

Product Unit 2015 Jan 2016 Jun 2017 Jul 2018

Gasoline 97 USD/L 0.23 0.32 (35%) 0.43 0.56
Gasoline 90 USD/L 0.28 0.36 (30%) 0.44 0.55
Diesel USD/L 0.28 0.41 (48%) 0.45 0.56

Source: Collected by author
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public perception on the reforms. At the same time, reforms were unpop-
ular, and inflation spiked right after reform.

In subsequent years, however, reform slowed down and was repeatedly 
postponed as the oil price recovered and the Government planned for 
compensation measures. There was a transparent commitment not to 
implement further reforms before the cash transfer scheme (citizen’s 
income) was ready to be launched. At the same time, delays happened 
because the government was cautious not to slow down industrial output 
(Mahdi and Nereim 2017). In its latest budget, the Saudi government 
pushed back the plan to remove subsidies to 2025 (Gnana 2017). The 
January 2018 price rises mainly targeted gasoline prices, but also increased 
diesel prices for industry (Table 8.5).

As opposed to the first reforms, the second reforms were prepared with 
a large communication campaign and accompanied, as promised, by the 
cash transfer program. Citizen’s Account started operating in January and 
aimed at distributing SAR 30 billion to 3.7 million households in 2018. 
However, there were social media reactions against the cash transfers as 
the first round was not enough to compensate for the distributive losses 
(APICORP 2018). SAR 30 billion was allocated to Citizen’s Account for 
2018, but SAR 50  billion was going to military and civil servants 
(APICORP 2018). This indicates the relative importance of these stake-
holders: the people matter, but perhaps the military and civil servants are 
more important to retain the ruling coalition. Saudi Arabia is also careful 
about its energy intensive industries. While there was indeed a pricing 
reform in 2018 for industrial diesel but not for transport diesel, the cost 

Table 8.4 Energy pricing reforms in Saudi Arabia (January 2016)

Product Unit 2015 2016

Natural gas USD/mmbtu 0.75 1.25 (67%)
Ethane USD/mmbtu 0.75 1.75 (133%)
Gasoline 95 USD/L 0.16 0.24 (50%)
Gasoline 91 USD/L 0.12 0.2 (67%)
Diesel transport USD/L 0.07 0.12 (79%)
Diesel industry USD/barrel 9.11 14.1 (55%)
Arab light crude USD/barrel 4.24 6.35 (50%)
Arab heavy crude USD/barrel 2.67 4.4 (65%)
Kerosene USD/barrel 23.00 25.7 (12%)

Source: Collected by author
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per liter of industrial diesel remains lower than the one for transport diesel 
(0.10 USD/L versus 0.12 USD/L).

Like Oman, Bahrain had its first taste of energy pricing reforms by 
increasing natural gas tariffs for industrial users in March 2015. An earlier 
attempt to reform electricity prices for residential users had failed due to 
the opposition from members of parliament (APICORP 2018). Again, 
like Oman, it followed in the footsteps of Saudi Arabia in January 2016 
and reformed fuel prices. It raised gasoline prices and planned for diesel 
price increases of 0.05 USD/L on an annual basis. Gasoline prices were 
not reformed annually. They remained stable until a next reform in 
January 2018.

For diesel, on the other hand, Government had been planning since 
2013 to raise prices to 0.37 USD/L in January 2015, 0.42 USD/L in 
January 2016 and 0.47 USD/L in January 2017. These price rises were 
delayed but since January 2015, the annual price increase of 0.05 USD/L 
did happen. Fishermen were given support, but it did not cover their 
losses (Table 8.6).

The Kuwaiti government increased diesel prices by 200% in January 
2015, but immediately had to scale back reforms to 100% after parliamen-
tary and other protests. In addition, large users (such as in industry) con-
tinued to receive diesel at the prior price. In September 2016, the 
Government implemented a gasoline price increase of about 70% on aver-
age and combined this with a plan to revise prices alongside international 
price movements. After heavy protests and a challenging of the price rise 

Table 8.5 Fuel pricing reforms in Saudi Arabia (percentage changes between 
brackets)

Product Unit 2015 Jan 2016 Jan 2018

Natural gas USD/mmbtu 0.75 1.25 (67%) Unchanged
Ethane USD/mmbtu 0.75 1.75 (133%) Unchanged
Gasoline 95 USD/L 0.16 0.24 (50%) 0.54 (127%)
Gasoline 91 USD/L 0.12 0.2 (67%) 0.37 (83%)
Diesel transport USD/L 0.07 0.12 (79%) Unchanged
Diesel industry USD/barrel 9.11 14.1 (55%) 16.15 (15%)
Arab light crude USD/barrel 4.24 6.35 (50%) Unchanged
Arab heavy crude USD/barrel 2.67 4.4 (65%) Unchanged
Kerosene USD/barrel 23.00 25.7 (12%) Unchanged

Source: Collected by author
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before Court, the government was able to maintain its gasoline price 
increase, but dropped the plan to adjust prices periodically (Moerenhout 
2018). It is not planning any further price increases at the moment (Kuwait 
Times 2018) (Table 8.7).

4.3  GCC Fuel Prices in Comparison

In comparison to prices in other countries in the region, such as Jordan 
and average world prices, GCC countries still offer fuel at some of the low-
est rates worldwide. Within the GCC, the UAE, Oman and Qatar have 
higher prices than other countries, even though Saudi Arabia and Bahrain 
have also invested heavily into cutting gasoline consumption (Fig. 8.3).

It appears fashionable to conclude that countries in the Gulf still have a 
long way to go in terms of fuel pricing reform. Experiences in fuel price 
changes across the world indeed show that changes may be reversed in the 
wake of popular protest or in the wake of changing international oil prices. 
This is of course no different in the case of GCC countries. That said, 
progress has been remarkable on two fronts. First, three countries were 
able to implement periodic fuel price adjustment systems and have stuck 
to revising fuel prices upward so far. Especially in Qatar, this has led to 
strong price increases over two years’ time. That aside, Saudi Arabia and 

Table 8.6 Fuel prices in Bahrain (percentage changes between brackets)

Product Unit 2015 Jan 2016 Jan 2018

Gasoline 95 USD/L 0.27 0.42 (58%) 0.53
Gasoline 91 USD/L 0.20 0.33 (56%) 0.37
Diesel USD/L 0.26 0.32 0.42

Source: Collected by author

Table 8.7 Fuel prices in Kuwait

Product Unit 2014 Jan 2018

Gasoline 98 USD/L 0.27 0.50
Gasoline 95 USD/L 0.20 0.32
Gasoline 91 USD/L 0.18 0.26
Diesel USD/L 0.17 0.35

Source: Collected by author
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Bahrain have proven that one-off reforms can be followed up again, espe-
cially with the introduction of mitigation measures. Of all GCC-countries, 
Saudi Arabia has by far increased gasoline prices the most. Even if it came 
from far, the fact GDP/capita is lower and a rentier mentality potentially 
higher makes such adjustments all the more surprising (Fig. 8.4).

5  gcc electrIcIty prIcIng reforms and tarIffs

Most GCC countries have also increased electricity prices over the past few 
years. This has happened in various steps, to various extents and according 
to various pricing policies. Who bears the burden varies across countries, 
but in all countries, there are blocked tariffs and some form of cross- 
subsidization, either between expatriates and nationals, or between vari-
ous consumer groups. Many electricity prices likely do not reach cost 
recovery levels. In the absence of production costs, governmental prices 
are often an (imperfect) proxy to cost-recovery levels. Most known elec-
tricity tariffs for government hover around 0.08 USD/kWh. This is close 
to the official production cost figure quoted by the Bahraini Government 
of 0.77 USD/kWh (Fattouh et al. 2016).
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5.1  Cross-Subsidies Between Consumer Groups

Many GCC countries provide some level of cross-subsidization to indus-
try. Between the start of reforms in 2016 and January 2018, Saudi Arabia 
increased electricity tariffs for residential users (< 6000 kWh/month) by 
on average 260%. Industrial users, however, were shielded from price rises, 
even if they still fall well below what the government pays. They now pay 
the same tariff as the lowest residential consumer group (Saudi Electric 
Company 2018). Similarly, in Dubai, industrial tariffs up to 10,000 kWh/
month are the same as the lowest residential consumer group (up to 
2000 kWh/month) (Dubai Electricity & Water Authority 2018).

Some GCC countries have flat rates for industry, disregarding however 
much electricity is consumed per month. Oman has such a flat rate, even 
if the level of the rate depends on the time of year (it is double as high in 
the 4 warmest months of the year) (Qatar General Electricity & Water 
Corporation 2018). Qatar also has a flat rate for industrial users, which is 
less than half the rate paid by Government and about half the rate paid by 
the highest residential consumer groups (Qatar General Electricity & 
Water Corporation 2018). Kuwait also has flat rates for industry and 
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commerce. The latter pays the same rate as the lowest residential con-
sumer group, while industrial users still pay less than the highest residen-
tial users. Saudi Arabia’s industrial tariff is also a flat rate and the same as 
the lowest residential consumer bracket (Saudi Electricity Company 
2018). Besides industrial and commercial users, agricultural tariffs are also 
often cross-subsidized (for example in Oman, Saudi Arabia and Abu Dhabi).

Another type of cross-subsidization is between expatriates and nation-
als. In Abu Dhabi, nationals pay more for electricity when they consume 
more than 30 kWh/day for apartments and 400 kWh/day for villas. For 
expatriates, however, this is respectively 20 kWh/day and 200 kWh/day. 
Tariffs also diverge strongly. Nationals pay 0.018 USD/kWh or 0.02 
USD/kWh (depending on their consumption), while expatriates pay 
0.073 USD/kWh or 0.083 USD/kWh (Abu Dhabi Distribution Company 
2017). Bahrain also charges non-nationals and nationals with multiple 
accounts more than nationals with one single account (Bahrain Electricity 
and Water Authority 2018).

5.2  Blocked Tariff Designs

All GCC countries work with some type of blocked tariff designs to distin-
guish between high and low users. Blocked tariffs are particularly used in 
the residential sector and can vary by daily usage (Abu Dhabi) or monthly 
usage (others). The lowest consumption bracket in Qatar and Dubai is 
2000  kWh/month, in Kuwait, Bahrain and Oman 3000  kWh/month, 
and in Saudi Arabia 6000 kWh/month. Some jurisdictions also have addi-
tional subsidies for low income groups. For example, in Abu Dhabi, social 
cardholders that are also nationals pay nothing up to 333 kWh/day and 
then 0.018 USD/kWh above that. Expatriates with social cards pay noth-
ing up to 79  kWh/day, after which they pay 0.073 USD/kWh (Abu 
Dhabi Distribution Company 2017).

Many GCC countries have flat rates for industry. Blocked tariff designs 
for industrial users are however present in Abu Dhabi in the case of large 
industrial users with an installed capacity of more than 1 MW and only 
when they consume electricity during peak hours (Abu Dhabi Distribution 
Company 2017). This measure is to maintain the stability of the grid and 
adequacy of supply. As opposed to many countries, Bahrain also has 
blocked tariffs for Industry and Commerce that are similar to what resi-
dential consumer groups pay (Bahrain Electricity and Water Authority 
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2018). This shows the particular controversy around residential electricity 
tariffs, particularly for less wealthy households with just one account.

5.3  Electricity Pricing Reforms and Tariffs in Comparison

All GCC countries have been reforming electricity prices since the drop of 
fuel prices. In Saudi Arabia, the recent reform of January 2018 hikes tariffs 
for the lower consumption bracket. In total, consumers up to 6000 kWh/
month pay 2.6 times more than in 2015 (APICORP 2018). In 2016, low- 
level consumers (<4000 kWh/month) were shielded from reforms when 
prices were raised by 2/3rd for the middle bracket (4001–6000 kWh/
month) and raised and unified for any consumer above that. The Authority 
of Electricity Regulation of Oman has cut subsidies to large consumers 
(using more than 150  mWh/year) in Government, Commerce and 
Industry in January 2017. As a result, 10,000 of such users no longer 
receive subsidies and pay cost-reflective tariffs. Government hoped for sav-
ings of roughly RO 100 million annually from this measure alone (GI 
Consultancy 2017). Oman is currently conducting a review of how these 
measures impacted the specific large consumers. In the UAE, prices went 
up during the last years, but these mainly impacted expatriates. Also in 
Qatar, an unexpected tariff increase in October 2015 was followed by oth-
ers in subsequent years. Kuwait also increased tariffs, starting with the 
commercial sector (Figs. 8.5 and 8.6).

6  commerce, Industry and energy prIcIng reforms

Commercial and industrial stakeholders have not been saved from reforms, 
and the question remains as to which place will be given to energy inten-
sive industries in the various economic diversification plans of GCC states. 
A pertinent concern for energy-intensive industries that have been benefi-
ciaries of the state’s largesse in the form of subsidized energy input will be 
how to address the effect of new prices on their production activities, 
while governments seek to tackle possible cost-push inflation and the bur-
den on consumers in addition to advancing their economic diversifica-
tion agenda.

So far, little attention has been given to industrial users and specifically 
energy-intensive industries in terms of compensation measures for energy 
pricing reforms. These industries will have the greatest interest in preserv-
ing low energy prices not only because they have been accustomed to years 
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of low prices following long-time government strategies to maximize the 
country’s comparative advantage. Well-designed policy plans can help to 
consolidate the gains from the upward revision of energy prices, while also 
allowing enough space to producers and consumers to adjust to new eco-
nomic realities.

Energy intensive industries take up a unique position in the political 
economies of many Gulf countries. From one side, they are used to recycle 
oil rents and are often closely linked to government (either informally or 
through the use of state-owned enterprises). From another side, they 
mainly benefit rich owners, while they do not offer large employment pos-
sibilities to the well-educated youth. Rather they rely on migrant labor and 
leave the public sector to deal with the employment of nationals. As a 
result, the performance (and survival) of energy intensive industries is 
determined by two opposing forces: one that seeks to maintain rents to 
keep politically connected businesses in check, and one that seeks to 
reform industrial prices to avoid deeper residential price increases.
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Fig. 8.5 Residential electricity block tariffs in the GCC (July 2018). (Source: 
Collected by author. Note: Bahrain (1) = Bahraini nationals with only one account; 
Bahrain (2) = Non-Nationals and Bahraini nationals with multiple accounts)
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In some ways, residents benefit from low energy prices given to indus-
tries: directly, when they purchase goods from these companies, or indi-
rectly, when other goods use energy intensive products as intermediary 
inputs. These inflationary effects can seep through the value chain and add 
to the costs of regular residents. At the same time, however, residents also 
compete with industries and commerce for cheap energy. Since they do 
not benefit from private sector employment much, the vast value of low 
energy prices stays with high-level managerial positions. As a result, it 
could be expected that when public discontent threatens political stability, 
commercial and industrial tariffs will be adjusted upward first (like it has 
happened in many other countries). On the contrary, when the wider pub-
lic is able to accept reforms, residential consumers will also be targeted. 
This political reality does not help to design a comprehensive plan for 
economic diversification. It does, however and again, prove the quintes-
sence of developing more targeted welfare protection mechanisms, such as 
cash transfers.
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Fig. 8.6 Industrial electricity tariffs in the GCC. (Source: Collected by author. 
Note: Oman (1) = 8 non-summer months; Oman (2) = 4 summer months; Abu 
Dhabi (1) = for industrial users with installed capacity below 1 MW and those with 
installed capacity above 1 MW, but outside of peak hours; Abu Dhabi (2) = for 
industrial users with installed capacity above 1 MW and consuming power during 
peak hours)
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7  conclusIon

As a result of the oil price collapse in 2014, 2015 and 2016, all GCC 
countries have implemented considerable energy pricing reforms. While 
the level of depth of reforms has depended on various factors, such as 
resource reserves, population size, GDP per capita and geopolitical driv-
ers, all countries have stuck to implemented reforms to date (June 2019). 
This is noteworthy, as it often happens that pricing reforms in resource- 
rich countries are reversed when the international price increases again, as 
was the case in 2017 and 2018.

GCC countries have chosen different strategies to adjust fuel prices. 
Saudi Arabia, Kuwait and Bahrain have opted for ad hoc pricing reforms, 
whereas the UAE, Qatar and Oman have implemented an automatic price 
setting mechanism that links domestic prices to regional and international 
oil price movements. The literature suggests that the implementation of 
an automatic price adjustment mechanism is more sustainable in the long 
run. However, it is important to observe the results from ad hoc price 
increases as well, particularly in Saudi Arabia, which has seen the largest 
percentage increase in domestic fuel prices. Relative to regional peers and 
global averages, GCC countries still have rather low fuel prices, but it is 
uncontestable that the price gap between domestic and international 
prices has been significantly reduced in all countries. Similar to fuel, GCC 
countries have also all implemented electricity pricing reforms since the 
collapse of the oil price.

The price increases have contributed to economic sustainability in two 
main ways. First, they have allowed governments to raise more domestic 
revenue and, as a result, prevent a further collapse of their already sizeable 
deficits in the wake of the oil price collapse. This can be reasonably linked 
to domestic stability more generally. Since conflict has longer-term impacts 
on economic sustainability, the ability to mitigate international oil price 
fluctuations via domestic pricing reforms is a rather essential tool to pro-
tect an economic collapse. Second, they have led to a reduction of energy 
demand in many (but not all) GCC countries. It is however difficult to 
attribute this slow down to pricing reforms, as economic output also 
reduced in a general economic downturn.

Despite these advantages, the impact of pricing reforms on economic 
sustainability suffers from a potential temporal conundrum. Besides the 
aforementioned short-term benefits, pricing reforms should also restore a 
more proper allocation of resources in the economy. Short-term effects, 
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however, can be negative, particularly in countries that try to use within- 
sector diversification to add productivity to their allocation state models. 
If countries adjust prices too quickly, they may undermine their own com-
parative advantage and they may change the social contract unilaterally, 
provoking public discontent. All-in-all, now the oil price has picked up, we 
may see a slowing down of pricing reforms among ad hoc reformers to 
restore stability for residential and industrial consumers. While the need 
for counter-cyclical economic and fiscal policies is widely recognized, this 
is not realistic in the GCC given the domestic political economy. This type 
of policy-making can only be achieved when the hydrocarbon-rich coun-
tries of the GCC simultaneously advance on other much-needed reforms, 
including the development of targeted welfare protection, taxation reform, 
education reform and, most importantly, labor market reform (Table 8.8).
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