
Gulf countries1 are amongst the largest purchasers of defence products globally, with Kingdom of Saudi Arabia and the UAE allocating the 

largest military budgets in the region, both in absolute terms and in percentage of their GDP2. 

Over recent years, a number of factors have led Gulf countries to increase their military spending and there is a clear trend to promote 

self-sufficiency. 

A clear push towards industrialisation and local content 
Gulf countries have been trying to develop their respective defence industries for years, with offset programmes being promoted formally 

or informally3. 

For the reasons detailed below, there has been a clear push, in particular in Saudi Arabia, to promote local manufacturing capacities. 

Saudi Arabia Military Industries (SAMI) was set up in May 2017 as a 100% subsidiary of the Public Investment Fund. It has already set up 

joint venture companies with Boeing of the US and Navantia of Spain, and is currently in discussion with various defence contractors 

from Russia, France and other nations. 

SAMI has put forward very ambitious objectives in terms of ensuring self-sufficiency in certain areas, allowing meaningful transfers of 

technologies, holding strategic partnerships or even exporting their products to outside markets. 

Especially from a Saudi perspective, there were clear messages sent that the Kingdom wants local investments and local jobs being 

created for their nationals instead of one-way transfers of money to foreign contractors manufacturing from abroad4. 

The reasons behind this push 
In the current geopolitical context, the drive of several Gulf countries towards industrialisation can be seen as the result of several factors. 

First as explained above, there is an intention to diversify away from the limited traditional defence suppliers. 

Defence products are historically subject to strict export control restrictions in their country of origin: authorisations are not always given 

and sometimes only for less sophisticated ‘export versions’. 

From the point of view of Gulf countries, being able to manufacture their equipment means they can depend less on a green light from 

others, in order to equip themselves. 

1 The Gulf peninsula is composed of seven countries: six are members of the Gulf Cooperation Council (Saudi Arabia, the UAE, Qatar, Kuwait, Bahrain and Oman), and Yemen 
stands apart. 
2 In 2015, Saudi Arabia spent USD 87 billion on defence products (13.3% of its GDP) while the UAE spent USD 23 billion (6.7%) in “The Emerging GCC defence market”, a 
paper published by Strategy& in July 2017. 
3 For a historical perspective on the Saudi and UAE offset programmes, please refer to Bilal Saad’s article: “The Gulf Rising: Defence industrialization in Saudi Arabia and in 
the UAE”, May 2014, The Atlantic Council. 
4 The Saudi Vision 2030 even requires that 50 percent of the country’s defence procurement be sourced onshore (quoted in Strategy&’s paper). 
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There is an intention for several countries in the region, at least in certain areas, to become defence producers rather than defence 

consumers. 

Finally, this push is also driven by domestic considerations: in all Gulf countries, there is an intention to diversify the economy away from 

oil and gas, and in Saudi Arabia more than in any other country of the region, to provide jobs for a growing local workforce. 

Defence budgets, if structured correctly, are seen as a way to fuel economic growth, create jobs, and develop more industrial and 

technological sectors in the Gulf region5. 

What it means for international defence contractors operating in the Gulf 
Defence contractors have to adapt to this new reality and adjust their traditional delivery model, whereby products were manufactured in 

their home country with limited activities being generated in the recipient country, apart from commissioning, training and MRO activities. 

Arguably, international defence contractors still want to be represented in Gulf countries in an autonomous manner. There are legal 

possibilities in each country to allow for such an independent representation at a group level6. As a matter of fact, Gulf countries do not 

require a joint venture to be set up for each and every defence programme; international defence contractors may still deliver certain 

projects independently, typically through a branch. 

However, there are a number of defence programmes where defence contractors need to be prepared to provide more local content and 

to set up a joint venture company with a designated partner such as SAMI, Tawazun Holding or others, with detailed commitments in 

terms of producing in-country value7. 

International defence contractors have understood this trend and a number of MOUs have been signed in the past few months, although 

they have not all translated into concrete projects. 

Acquiring defence companies abroad as an alternative strategy  
Another trend which we have seen is the willingness by certain Gulf countries to acquire defence companies based abroad. Such a 

strategy means being able to acquire immediate manufacturing capacities. The obvious downside is that it does not “tick the box” of 

boosting local content and creating local jobs and is therefore likely to remain a less preferred option. 

This does not go without its own challenges as well, not least because most Western countries have legislation in place protecting 

strategic sectors. All arms manufacturing states are in principle reluctant to allow a foreign country to access key industrial and 

technological capacities in the defence sector. Therefore, it is often when a defence contractor needs financial rescue that the funds 

from Gulf countries are considered as an option. 

The most obvious and recent example is the bid by SAMI to acquire a minority stake in a South African company called ‘Rheinmetall 

Denel Munition’, which is a joint venture between state player Denel and Germany’s Rheinmetall. 

Other similar situations may follow in the future as such investments represent an alternative way for Gulf states to develop their own 

home-grown defence industries. 
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5 See Strategy&’s paper, “The Emerging GCC defence market”. 
6 In KSA, permanent branches or fully-foreign owned subsidiaries are possible. 
7 In addition to usual subjects to be discussed in any joint-venture context (such as governance in particular), industrial joint ventures raise specific issues such as the 
availability of industrial land, the construction of facilities, the contribution of equipment and know-how to the capital, ownership of IP rights developed through local 
manufacturing activities and the definition of the export markets the JV will serve. 


