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Are global food prices a concern in the Gulf? 
 Global agricultural prices have risen by around 17% in July, raising fresh fears that food inflation will 

increase in the oil-rich Gulf. But given subdued core price pressures in most of these countries and the 
strength of the US dollar, overall inflationary pressures should remain weak.  

 With the exception of Saudi Arabia and Bahrain, inflation dropped across the Gulf countries in the first 
half of 2012. (See Chart 1.) Of course, there are still large differences in consumer price inflation across 
the region. One reason for the variation is the real estate market. In the likes of the UAE and Qatar, the 
troubled housing market means that housing costs (rent and utilities) continue to fall. At the same time, 
supply shortages and the recent rise in government salaries are keeping upward pressures on residential 
rents in Saudi Arabia. 

 Meanwhile, food price pressures remain subdued. However, the recent surge in global agricultural prices 
has put the spotlight on food prices again, raising fresh concerns that domestic food inflation will soon 
follow suit. After all, the oil-rich Gulf is a large importer of food. 

 To be clear, we don’t think that the recent increase in global agricultural prices will be sustained. Clients 
of our Commodities Service are aware of our long-held view that the prices of most commodities 
(including agriculturals) are set to fall this year. This is based on our assessment for the global economic 
and financial backdrop, which we expect to weaken in the coming months.  

 However, if we are wrong, higher global agricultural prices should push domestic food prices up, which in 
turn will affect headline inflation. In theory, given that food accounts for an average of a fifth of the Gulf’s 
consumer price basket, a one percentage point increase in food inflation should push headline inflation up 
by 0.2 percentage points (all other things equal). The impact will of course differ across the region. A rise 
in food prices should be a bigger concern for Oman and Saudi Arabia where food is the largest 
component of the consumer price basket. (See Chart 2.) 

 But the relationship between global agricultural prices and domestic inflation is not that simple since the 
prices of many domestic items are controlled by governments. The Gulf’s authorities should find it 
relatively easy to maintain price controls in the near term given their strong balance sheets.  

 And even if domestic food prices were to rise, a number of factors will offset the impact on headline 
inflation. For a start, we expect core price pressures to remain subdued as the boost to domestic demand 
from last year’s fiscal stimulus packages begins to fade. For example, there are clear signs that private and 
public sector consumption has slowed in Saudi Arabia in the first half of the year. GDP data for the non-oil 
sector from Q1 were disappointing, and our Saudi activity indicator suggests that the sector may have 
slowed further in the second quarter. Overall, we expect the Gulf’s GDP growth to slow to around 4% 
this year and next, down from an average of nearly 6% over the last decade.  

 What’s more, with the exception of the Kuwaiti dinar (which is fixed against a currency basket), the other 
Gulf currencies are pegged to the US dollar. We expect the dollar to appreciate against most major 
currencies over the coming months, which should relieve some pressure on import prices in the Gulf. 
Overall, we think that inflation in the region is likely to drop to an average of 3% over the next two 
years, down from 4% in 2011. 

Said Hirsh Middle East Economist (+44 (0)20 7808 4694, said.hirsh@capitaleconomics.com) 

Chart 1: Gulf Inflation (%) Chart 2: Weight of Food and Housing in the CPI Basket (%) 
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