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Economic activity has declined on the back of lower oil revenues and corona related effects on the non-oil 

sectors. While some recovery has already been seen in sectors such as tourism, the oil industry will be a 

drag on growth also in 2021. Fiscal spending to support the economy has been very limited.  In addition, 

budget deficits have been financed by a combination of sovereign wealth fund assets and new debt thus 

leaving a limited imprint on the previously low debt levels. Abu Dhabi’s financial strength and assumed 

support for the federation provides the main country credit support.  

 

 

Country Risk Analysis 

 

Recent economic developments 

Economic activity has stabilized following contraction. When struck by the 

pandemic, the economy was already growing at a pace far below the average 

growth rates seen prior to the oil price crash in 2015. Hit by a combination of 

cooling tourism, transport and logistics sectors and lower oil prices the economy 

is expected to have contracted by more than 7% in 2020. Recently, oil prices have 

edged up but new production limits agreed within OPEC have been holding 

back production. At the same time, business sentiment has recovered somewhat 

and tourist arrivals to Dubai have risen in the past months.  

A more diversified economy than others in the region. The hydrocarbon 

industry remains the single most important sector for the economy and for 

government finances. However, the economy is more diversified than others in 

the region. Following the 2015 oil price collapse, tourism, transport and trade 

have become increasingly important growth drivers. Tourism stands for roughly 

16% of GDP if indirect effects on supply chains are included.  

Inflation remains in negative territory due to weak real estate market. 

Consumer prices have been falling by about 2% per year over the past two years. 

Inflation is largely driven by non-tradables, in particular housing prices. 

Following several years of house price declines in Abu Dhabi and Dubai, 

probably amplified last year by the relocation of expatriate workers, the 

authorities have taken measures to tackle over-supply. Still, prices fell in 2020 

too.   

Slightly weaker balance of payments. Despite the low oil price regime since 

2015, the UAE, contrary to all other major oil producing economies kept running 

a current account surplus until 2020. Then, a significant surplus most likely 

shifted to a deficit of nearly 3% of GDP, partly due to lower hydrocarbon exports 
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(normally roughly 20% of total 

exports). Meanwhile, foreign direct 

investments (FDI), chiefly flowing 

into Dubai, are expected to have 

declined. As a share of GDP, 

however, they are likely to have 

remained around 3% of GDP.  

Official reserves declined but 

remained at high level. The 

current account deficit contributed 

to a decline in international 

reserves last year. Still, the UAE’s 

official foreign exchange reserves 

amounted to about USD 98 bn 

towards the end of 2020. Given also the significant size of Abu Dhabi’s sovereign 

wealth fund (see further below), the UAE has a solid reserves cushion.  

 

Economic policies 

Fiscal policy to support the economic recovery. The federal government is 

legally obliged to balance its budget and has a solid track record in doing so. 

However, varying budget performances of the individual emirate levels have 

generated an average consolidated budget deficit of nearly 1% of GDP over the 

past five years. Given its large financial buffers, the UAE is one of few countries 

in the region which has had and continues to have ample room to pursue 

expansionary fiscal policy to boost growth. Still, the response to the current 

downturn has been very limited. We would note that reports and forecasts 

regarding the consolidated budget balance vary widely among analysts, partly 

due to the lack of data. We rely on IMF estimates. The IMF expects the UAE’s 

consolidated deficit to have risen to almost 10% of GDP in 2020, mostly due to 

lower oil, transport and tourism revenues.  

Reforms to attract foreign investment and labour. Meanwhile, the government 

has announced a number of new reforms aimed at improving the supply side of 

the economy by attracting private sector investment and foreign labour. On the 

latter point, measures such as the easing of visa requirements contrast with 

recent labour market policies in several other GCC countries which have become 

more restrictive towards expatriates.  

Government debt remains manageable. The UAE has no debt of its own, 

although it assumed the right to issue debt in 2018. The consolidated government 

debt across the emirates (mostly attributable to Dubai) is expected to have risen 

(mostly attributable to Abu Dhabi) from 27% of GDP to 37% in 2020, according to 

the IMF. This is still highly manageable and low compared to peers. The majority 

of the debt is held by domestic investors.  

Overall leverage in economy is substantial but risks are moderate.  While 

direct debt is limited, the overall leverage in the UEA economy should be 

regarded as relatively substantial. Although indebtedness of government related 

entities (GRE) have decline in the past few years, most estimates point to total 

debt in the range of 40-50% of GDP. Among the emirates, Dubai is the most 

exposed to risks, with significant holdings in real estate and tourism. In principle 

it would be prudent to assume that all GRE debt could ultimately end up on the 
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consolidated government balance sheet. However, the risk that this materializes 

should have declined in the past few years.  

Significant buffers. Our assessment of the UAE’s debt affordability and of its 

country risk builds on the assumption that Abu Dhabi with its superior financial 

strength and oil wealth would stand behind the other emirates.  There is no legal 

requirement for them to do so but there is a track record of support. Although 

there are several wealth funds across the emirates supporting financial strength, 

some are geared very much towards the domestic economy and not all are 

liquid. Among the large liquid funds, the Abu Dhabi Investment Authority, 

ADIA, is by far the largest. Data is not published but estimates on its total assets 

vary between USD 550-700 bn, despite some drawdowns in 2020. Using a mid-

range of estimates of assets in ADIA and the other major fund most often 

included in the pure sovereign wealth fund aggregate, the Emirates Investment 

Authority’s (EIA), indicate liquid foreign assets of 150-160% of UAE GDP. The 

Institute for International Finance (IIF) estimates that this ratio has risen to 199% 

of GDP in 2020, largely due to the contraction in real GDP. 

Limited data availability raises country risk. Although some improvements 

have been made in recent years, the availability of macroeconomic data is limited 

compared to country risk peers. For example, disclosures relating to the 

government’s external assets are very limited, external debt data is lacking, and 

consolidated fiscal accounts for the UAE are published with a significant lag. 

This weighs on country risk. 

More resilient that other countries 

in the region. Although 

transparency is limited, institutions 

in the UAE are generally 

considered of higher quality than 

those of other countries in the 

region. Most of the World Bank’s 

governance indicators and 

business climate indicators are 

stronger than regional and country 

risk peers such as Poland. An 

exception is the voice and 

accountability indicator which is 

far below country risk peers. 

UAE’s ranking in most governance areas have been broadly stable over the past 

two years. Meanwhile, GDP per capita is one of the highest in the world.  

Bank sector posing limited risk. Banks are generally profitable and average 

asset quality is high. They are considered well-regulated and supervised at the 

federal level.  The sector comprises mainly of domestic entities and is large, with 

assets equivalent to about 250% of UAE GDP according to FitchRatings. This and 

a demonstrated will to support banks, exemplified during the coronacrisis, 

means that contingent liabilities for the federal government are significant.   

Centralized, opaque but stable domestic political environment. The UAE has, 

since its creation, enjoyed a high degree of political stability. The country does 

not have formally elected bodies. Instead, political decision making is largely 

made by the ruling families of the individual emirates. This limits policy 

transparency. As regards the geopolitical situation, the government recently 

decided to resume trade and diplomatic relations with Qatar. More importantly 
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perhaps was the normalization of relations with Israel in 2020, as this could 

support the economy in sectors such as tourism, security and financial services. 

Rating agency introduced UAE sovereign rating. In November 2020, 

FitchRatings started to cover the UAE and introduced a sovereign rating of AA-. 

The relatively high rating reflects the strong balance sheet of the federation and 

an assumption of financial support to the Emirates from Abu Dhabi in case of 

need. 

 

Outlook 

Non-oil economy to lift growth gradually in near-term. Growth in the near-

term should mainly be driven by the non-oil sector given our expectation that oil 

production will be capped by OPEC agreements through-out much of 2021. 

Expansionary fiscal policy, including support for the Dubai 2021 Expo, and a 

recovery in Dubai’s tourism industry will be important growth drivers helping 

overall GDP to expand by 0.8% in 2021. This also assumes a continued recovery 

in the global economy. Meanwhile, Abu Dhabi is expected to continue its 

investment programme in oil and gas production capacity. Looking to the long-

term we expect growth settling at around 2.5%. Our forecasts are based on oil 

prices rising gradually towards USD 55 in 2022.  

Regional geopolitical risk is high. Risks to our main scenario are mainly 

external. Tensions between the US and Iran have contributed to raising 

geopolitical risk in the region. The UAE’s military engagement in Yemen also 

exposes it to geopolitical and event risk. Although pipelines mitigate the risk of 

UAE oil exports suffering directly from a possible blockade of the Strait of 

Hormuz, key activities in the economy such as tourism, trade and FDI are all 

vulnerable to the mere perception of rising conflict risk.  

Uncertainty relating to oil price developments. Another key risk to our main 

scenario relates to oil prices. Lower than expected prices could lead to higher 

than expected fiscal deficits and to a gradual rise in government debt. On the 

other hand, prices could recover more quickly than expected and thus provide 

support to growth and government finances. 
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