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NOTE FROM THE PRESIDENT

is a key focus of our mining development research because of the sector’s direct impact on local com-

issue in the country. 

In this report, we present historical challenges facing the ASM sector in Africa, evaluate the situation in 
the Ivory Coast, and propose several policy reccomendations. We hope you enjoy and share this report, 

                                                                                                             
                                                                                                               
                         Sincerely, 

Yianni Nikolaou
Founder and President 

Bahrain faces a unique combination of challenges including political instability, government debt, and 
relatively underdeveloped sovereign wealth funds. These factors have restricted the country’s poten-
tial to benefit from the development of its natural resources. In this report, we analyze each of these 
challenges and propose a path forward for the struggling country.. 

    

NOTE FROM THE PRESIDENT

Our Gulf States’ sovereign wealth funds series will be concluded in the coming weeks with reports on 
Qatar and Oman. We hope you enjoy and share this report. 
 

    



INTRODUCTION
Although the Kingdom of Bahrain accounts for less than 1 percent of total oil produced in the 
Middle East, it was the first country in the region to discover oil, and its economy has always been 
based on revenues from this natural resource. Despite its initial oil dependence, it has become the 
least oil dependent country in the Gulf region, with oil revenues making up only 19 percent of GDP 
in 2012. This diversification away from oil has happened fairly recently; in 2000, the oil and gas 
sector was responsible for 44 percent of real GDP. Unfortunately, the government budget has not 
moved away from oil dependency at the same rate, as oil and gas earnings still make up around 
90 percent of annual government revenue. Moving away from oil dependence is crucial to the 
country’s sustained success, both economically and politically.
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Figure 12: Oil and Non-Oil Revenues as a share of Bahraini GDP (1980-1995)

          Bahrain currently collects revenues from oil originating in two oil fields: the onshore Bahrain 
Field and the much larger offshore Abu Sa’afa Field, between Bahrain and Saudi Arabia and 
shared by the two countries. The Bahrain Field has produced about 70,000 barrels per day in 
recent years, but the majority of production comes from the Abu Sa’afa Field, which has produced 
about 120,000 barrels per day for Bahrain and about 150,000 barrels per day for Saudi Arabia in 
recent years. This is supposed to be more equally split, but Bahrain’s share of the field has been 
under maintenance in recent years and has therefore been producing less. This arrangement has 
been in place since 1996, though before 1958 the field belonged entirely to Bahrain.  At that time, 
Bahrain was ruled by Britain and could only manage its oil fields through the resident British repre-
sentative, which made it difficult for Bahrain to effectively produce and refine the oil, so Bahrain 
relinquished control of the field to Saudi Arabia but retains half of the oil revenue.   
     
 

 Source: World Bank 2016a

GEOPOLITICAL ASPECTS OF OIL REVENUE
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      Since then, Saudi Arabia’s Aramco has fully managed production and has controlled the 
amount of revenue Bahrain receives, with this amount fluctuating depending on the success of the 
Saudi’s own oil fields and oil prices. This makes Bahrain’s largest single source of income vulnera-
ble to the whims of its much larger neighbor. Saudi Arabia has been fairly generous in sharing 
these profits, not purely out of benevolence but also as a way to support the Sunni leadership in 
Bahrain while maintaining the bilateral alliance between the countries. While this relationship has 
historically remained positive and keeping it so is strategically advantageous to both countries at 
the moment, it does leave Bahrain vulnerable to Saudi Arabia.

         The proprietary right to the revenues of the Abu Sa’afa Fields is not the only way that Bah-
rain’s oil and gas wealth is vulnerable to the region’s political conflicts, and diversifying revenues 
away from dependence on this field has also proven extremely difficult because of this geopolitical 
instability in the Gulf. Bahrain has tried to expand its oil and gas sectors away from the Abu Sa’afa 
fields through exploring its own natural gas resources (which would require considerable infra-
structure investments), considering purchasing Qatari gas (an idea which was discouraged by 
Saudi Arabia and subsequently dropped), and even by entering import negotiations with Iran. 
Though Bahrain’s refining capabilities far exceed its production capacity, Iran has the opposite 
problem, making this seem like a perfect economic match, this option has been put on hold multi-
ple times due to diplomatic conflicts.  

          Bahrain’s population is about 70 percent Shia, but the ruling al Khalifa family is Sunni, corre-
sponding to economic disparity between the ruling Sunni elite and the much less wealthy Shia 
population. Saudi Arabia is also a Sunni power and supports the continued rule of the al Khalifa 
family, but Iran, the major Shia power in the region, does not support the Sunni elite and has been 
accused of “stoking political protests,” and even being involved in the Bahraini uprisings of 2011 
in the midst of the Arab Spring.

         This period of instability was primarily due to institutionalized discrimination towards the Shia 
population in Bahrain, particularly in the political realm, though hostility regarding the sectarian 
differences between Shia and Sunni populations had generally been muffled by the country’s eco-
nomic success in the past. As uprisings spread through the Middle East in 2011, Bahrain’s prob-
lems surfaced as well, and the fire was stoked by Saudi Arabia and Iran’s competition for power 
that has fueled instability for decades. On March 14, 2011, one month after protests began, the 
Kingdom of Bahrain sought the help of Saudi Arabian forces through a Gulf Cooperation Council 
security clause signed into the 1982 GCC Internal Security Agreement. 

        Since the height of the uprisings, Bahrain has regained some stability, though no real changes 
were made in the way that the country is governed, and there are still periodic incidents of 
violence.This pent up dissatisfaction has the potential to cause serious damage to Bahrain in the 
future, and being caught between Saudi Arabia and Iran in a proxy battle for power is only going 
to aggravate the problem. 
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         In 2011, just before the protests broke out, talks between Bahrain and Iran regarding a pipe-
line were making progress, but “The project to import Iranian gas (was) halted because of the 
blatant Iranian interference,” and this project is unlikely to make any progress due to the geopoliti-
cal complexity of the region. This problem, along with the complications that come with dependen-
cy on Saudi Arabia for revenues from Abu Sa’afa, emphasize Bahrain’s need for diversification 
away from oil dependency.
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         In the 1970s, Bahrain established its reputation as a major offshore banking center for the 
oil rich Gulf nations, and the tiny island is now home to more than 400 financial institutions. 
Though its prominence as the banking center of the Middle East is being threatened by growth of 
the banking industries in Abu Dhabi, Dubai, Doha, and Riyadh, the sector is still widely respected, 
particularly in the fields of Islamic finance, asset management, and insurance. To “satisfy the train-
ing and development needs of the local banking sector,” the Bahrain Institute of Banking and 
Finance was formed in 1981 and it now educates over 16,000 students a year. 

        With its central location and with the absence of corporation taxes, personal income taxes, 
wealth taxes on capital gains, and no restrictions on repatriation of capital, profits, or dividends, 
Bahrain has made itself extremely appealing to foreign firms and individuals looking for a tax 
haven. While these lenient tax policies have helped attract businesses to the island state and grow 
total GDP, they have hurt government revenues, which are still highly dependent on oil revenues 
(see Figure 13), and fall far short of covering the government’s expenditures. Bahrain’s current 
level of debt is estimated to be around 6 billion Bahraini dinars (US$15.9 billion), and expenditure 
on “government debt interest” is set to reach 390 million Bahraini dinars (US$1 billion) in 2016. 
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         This debt needs to be restrained, and the way for Bahrain to do so, according to an IMF 
report, is to “adopt a gradual retargeting of subsidies, contain public-sector wage increases, 
increase non-oil revenues, rationalize capital expenditures, and place the pension fund on a sus-
tainable path.” In 2015, subsidies for food, housing, retirement programs, the Social Welfare Fund, 
and the National Social Fund accounted for over US $400 million, over ten percent of total govern-
ment expenditure. Reducing these subsidies will prove challenging, especially with a population 
that already feels as if the elite has systematically oppressed them by collecting all the oil wealth 
without letting the masses benefit. Bahrain is moving forward with subsidy cuts though, particularly 
its subsidies on red meat and energy. To minimize backlash for the meat subsidy cuts, it has 
established compensation funds, for which over 116,000 families have already signed up.  Though 
this compensation program will lower the positive effect of cutting subsidies, only permanent resi-
dents of Bahrain will be eligible for compensation. Cutting energy subsidies have further caused a 
60 percent rise in Bahraini gas prices, angering residents and several members of Parliament who 
declared “the decision will make the poor poorer. We demand an improvement to people’s stan-
dard of living, and what the government did yesterday will not achieve that.” Further subsidy cuts 
on water and electricity are scheduled to take place within the next year, though further protests 
could postpone those cuts.
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Figure 13: 2015 Bahrain Government Revenue and Expenditure

  Source: Bahrain Institute of Banking and Finance  2016. 

Net Oil & Gas 
Revenue
Non-Oil Revenue
Grants

Total Revenue

Total Expenditure

Surplus/(Deficit)

2015

(3,986,281,050)

4,507,085,550
976,106,300
74,730,000

5,557,921,850

9,544,202,900
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          Institutionally, the Bahrain Mumtalakat Holding Company and the Bahrain 
Future Generations Reserve Fund were founded in 2006 to manage Bahraini funds. Mumtalakat 
currently manages an estimated US $11.1 billion which is invested in non-oil and gas sector 
assets within Bahrain. This fund is ranked a ten out of ten in transparency by the Sovereign Wealth 
Fund Institute’s Linaburg-Maduell Index and is independently audited yearly, but it was ranked 28 
out of 100 on “Compliance with the Santiago Principles” in a 2011 Report published by the Peter-
son Institute for International Economics and 24 out of 100 on the same metric by a 2013 report 
published by GeoEconomica. These rankings place Bahrain in the bottom two of twenty funds 
studied, but offer no explanation for these rankings. The metrics used to measure the Sovereign 
Wealth Fund Institute’s Linaburg-Maduell Transparency Index are similar to those used to rank 
Santiago Compliance, with some differences that may explain this discrepancy. The Linaburg-Ma-
duell Index focuses on the availability of independently audited annual reports, investment strate-
gies, openness regarding the structure of the firm, and general strategy information. Mumtalakat 
does publish annual reports with details about the types and geographical locations of its invest-
ments as well as the structure of the firm, so it does fulfill these qualifications fairly well.
 
         The Santiago Principles, on the other hand, focus on the firm’s internal structure and how it 
will be able to maintain the type of investment behavior needed to act as a proper savings fund. 
These principles include having a stated long-term objective, clarifying the terms of adding and 
withdrawing funds, independence from the governing body of the state, and a focus on generating 
high long-term returns on investments, alongside the transparency criterion in the Linaburg-Madu-
ell Index. The discrepancies between these ratings can then be at least partially explained by the 
differences in metrics – Mumtalakat is extremely transparent in some respects, but its internal 
organization as a savings fund with separation from the state, a focus on steady returns, and a 
consistent structure by which it manages funding and withdrawals is lacking. There is also a small 
chance that the rankings from 2011 and 2013 are simply outdated and that Mumtalakat has made 
enormous strides toward becoming more transparent and Santiago Compliant in the meantime, 
but such a large jump in rankings based on time alone is unlikely. More probable is the idea that 
Mumtalakat has become slightly more transparent and Santiago compliant in recent years, but it 
is still seriously lacking a framework that would make it close to fully Santiago compliant.

  

Sovereign Wealth Fund Institute 2016e. Sovereign Wealth Center 2016a. 

MUMTALAKAT HOLDING COMPANY

FUTURE GENERATIONS RESERVE FUND
          The Future Generations Reserve Fund was founded with a more clearly 
outlined framework for funding and withdrawals. It receives a portion of the state-owned Bahrain 
Petroleum Company’s oil revenues through monthly payments and is tasked with preserving this 
wealth by investing in liquid securities abroad while dispersing some capital to the government on 
an annual basis as needed.  Unfortunately, oil and gas sector revenues have been relatively low 
since the Future Generations Reserve Fund’s founding in 2006, and the firm only manages an 
estimated US $400 million.  
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In 2015, just over US $50 million was added to the fund, about 1 percent of total oil revenues, but 
in 2014 about the same amount was withdrawn to help minimize the government’s deficit, so the 
fund has not had a chance to grow in a significant way since its founding. This fund is meant to 
imitate Kuwait’s Future Generations Fund, which also invests internationally in low risk investment 
vehicles and receives a percentage of oil and gas sector revenues surpluses yearly. The Kuwait’s 
fund manages closer to US $600 billion in assets. Bahrain’s Future Generations Reserve Fund 
has the potential to stabilize long term growth in Bahrain based on its strong structure and mission 
statement, but it is still young and needs significantly more funds if it is to be successful. 

  

  . 
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CONCLUSION
         Further developing these investment funds both to build domestic business sectors and 
ensure long-term financial stability will be critical to Bahrain’s future economic success. The King-
dom of Bahrain is currently threatened by domestic instability, regional turmoil, overwhelming gov-
ernment debt, and a serious slump in the oil and gas sector. It has a difficult road ahead, but reduc-
ing government spending deficits and managing surpluses in a more stable, interest-earning way 
will help it achieve growth and stability. The Future Generations Fund may be too small of an effort 
made too late to make a true impact, but it shows that the Bahraini government is learning from its 
neighbors that it needs to save and diversify its wealth wherever possible. The Kingdom of Bah-
rain must capitalize on these lessons to create an economy that is less susceptible to geopolitical 
turmoil and fluctuating oil prices if it is to create the type of economic growth it needs to quell 
domestic dissatisfaction.
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