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Introduction

• The Gulf Cooperation Council (GCC) member countries have undertaken efforts to 
diversify their economies and decrease their reliance on hydrocarbon revenues. 

• We hypothesize that improved economic diversification may help GCC countries to 
become more resilient to international financial shocks. 

• We focus on global spillovers of U.S. monetary policy. 
• We employ Global VAR, smooth varying-coefficient and Bayesian time-varying 

coefficient regression methodologies. 
• Specifically, we study the effect of U.S. monetary policy shocks on GDP growth of 

other countries including GCC members. 
• We consider whether level of economic diversification play a role in vulnerabilities 

of countries to U.S. monetary policy. 
• We contribute by investigating whether economic diversification promotes 

resilience of economies to U.S. monetary policy spillovers.
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Economic Diversification

• Following Lashitew et al. (2021) we employ two alternative measures: 
(1) ratio of per capita manufacturing (service) to per capita GPD 
(2) average growth rate of per capita manufacturing. 
• Lashitew et al. (2020) argues that average growth rate measure has a cleaner 

interpretation than competing measures. 
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Economic Diversification in the GCC



Global VAR Analysis

• A three-variable VAR model for individual economies with CPI inflation, log 
GDP and short-term nominal interest rates.

• Global VAR estimated using quarterly data set. 
• For Bahrain, Oman, and United Arab Emirates, we convert annual data into 

quarterly frequency using Denton’s proportional interpolation method. 
(Iacoviello and Navarro, 2019)
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Time-Varying Coefficient Regression Results: Bahrain



Time-Varying Coefficient Results: Oman



Time-Varying Coefficient Results: Qatar



Time-Varying Coefficient Results: Saudi Arabia



Economic Diversification and Vulnerability to 
U.S. Monetary Policy Shocks

• We estimate a smooth varying-coefficient model to examine the 
effect of U.S. monetary policy shocks on different levels of economic 
diversification. 
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Conclusion and Policy Implication

• Our results show that countries react differently to changes in U.S. interest 
rates. 

• We find that countries with higher levels of economic diversification have 
lower sensitivities to U.S monetary policy shocks.

• We conclude that countries can become significantly more resilient to U.S. 
monetary policy shocks by improving economic diversification. 
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