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ITECONOMIC/AGREEMENT

1)[1981[GCCIEconomic/Agreement

[tralllbegan[withthe[1981 EconomiclAgreement[betweenlthe
GCClmember(states. The/GCClwasl/c¢reated on/25/May(1981 by
Bahrain,[Kuwait, Oman,Qatar, Saudil Arabia, and/the[United
Arab/Emirates.

2)[Main[Objectives:[RegionalCooperation(and/Integration

ThelImain(]objectives!|of the IGCCl1Agreement(|arellregional
cooperation/landllintegration( inllalllleconomic,|social,[land
culturallaffairs,lincluding/trade,industry,investment, [finance,
transport,[communications, and/énergy.

3)[Specific/Objectives:[Achievela[Common Market

Its[specificl objectivesl areltol achievel al commonl market, [ with
equall treatmentl of GCClcitizenslinl each member countrylin
respectlof(freedom/of movement, (work, [tesidence, lownershiplof
reall lestate,Imovementl lofl icapital,l aslIwellllas[ financial  land
monetaryl] coordination(] including/! adoptionl! ofl] all common
currency.



4)[First[TwoDecades:[SuccessfullyDeveloping Economic(Ties

Duringlthelfirstltwoldecadeslof[the[GCClexistence, inder(the
198111 Economic/| Agreement, | Member[ | Sates!| succeeded!]in
developing! theirlleconomic/ ties[to! bringl them! closer!( itol full
economicl lintegrationlJand[leconomicl lunity. | [JThell]Supreme
Council,l/during!/litsl lannuallimeetings, ladopted[ severall lvital
resolutions/in/thel economiclfield/thatl pushedljointl economic
actionl lgreat!Isteps/ahead.[ [ Thel mostl important/resolutions
havel lbeen(IthoselIrelating/tol 'the |IGCClIcustoms/union,[Ithe
common(market, developmentlintegration, and/theleconomic
and/monetaryuinion.

5)[2001 New GCCIEconomiclAgreement

Thell newl[! Economicl | Agreement(] between( ! thel] GCC[] States
adopted! byl lthe IGCClISupremel |Council(](22nd[ISession; 131
December 2001)[in[thel Cityl ofl Muscat, [ Sultanatel ofl Oman,
furthered! 'thel lobjectives( lachieved! by thel11981[lagreement,
enhancingl landlstrengthening/leconomicl ties/lamong Member
Sates,] and[] harmonizing[] theirl] economic,[ financialll and
monetary! policies,[ theirlicommercialandlindustriall laws,[as
welllas/their[customs(tegulations, takinglintolaccount/the hew
globalléconomic/éenvironment.



IINTECONOMIC AND FINANCIAL/INTEGRATION

Now what were/the(salient provisions/ofithe ' Economic
Agreement(forlachieving([Economicland/Financial
Integration?

Under/theHeading/of:
1)[Trade:[Customs[Unionland/International ’Economic
Relations

1[TArticle[Onelprovided(for The/Customs/Union:

Tradelbetween[the[GCClmember[States/willlbe conducted
withintheframework/offalcustomsinion

2[TArticle Twolprovided(for[ThelInternational[Economic
Relations:

Tolsecurelbetter(termslandlinore(favorablelconditionslin
their!| internationall ! economicl| relationships,] Member
States! shalll draw![ their[policies/land[lconduct economic
relations[lin[lallcollectivel fashionllin[Idealing[ with[lother
countries,[blocslandltegionallgroupings,las(welllaslother
regionallandlinternationallorganizations.

Concerning/the:
2)[Creation[of GCCICommon[Market:

1TArticle/Threelprovided(that:

GCClnhaturallandllegal citizens[shalllbelaccorded, inlany
Member[State, [ thesamel[treatmentaccorded tolits[own
citizens, [ without[ differentiationl or[ discrimination,in[all
economiclactivities,including/capitallmovement.

Regarding/the:
3)[EconomiclandMonetaryUnion:



1[TArticle[Four/provided(that:

Member[States/shalllundertake, accordingltolalspecified
timetable, tolachievelthelrequirementslof Economicland
MonetaryUnion, whichlincludethelachievementloflalhigh
level lofl lharmonization[between IMember[Stateslin[]all
economic[policies,[éspeciallyfiscalland [imonetary[policies,
bankingllegislation.

2[TArticle(Fivefurtherlelaborates(that:

Members!Istates(Ishallllprovidel lanllinvestment(|climate
characterized/by(transparencyland(stability,land(take(the
following/steps:

1.00 Unify[] alll] their[ investment(related[ ] laws[] and
regulations.

2.[Accord]nationall]treatment(]tol]allllinvestments
owned byl[GCClnaturalland(legall¢itizens.

3.[ntegratel lfinanciall iImarkets(Jin[IMember[]States,
andunifylallirelatedlegislationand [policies.

III1Thel Question/is: What/ werel the achievements/inl the
field of integration/of GCC'Banking Regulations?

1)[1Achievement(]of |IEconomicl | Nationalization[land[Equality
betweenGCCICitizens:

100 Permittingl] thel] Gulfl] Internationalll Bank[tol]openl(]its
brancheslin[the[GCCI[Stateslinlaccordance[with(thellaws
andregulations/prevailing/in(thehost(Member[State.

201 Allowing[the nationallbankslof the [ GCC[States[tolopen
branches[linllother IMember[IStates[in[laccordancellwith
specificregulations.



2)J Approximation[] andl[] Unificationl] ofl] Procedures(! and
Regulations:

Inlthislarea,lagreementhas/been(reachedlon/thelfollowing:

ThelRegulationl onl Adequacy!l ofl Capitall andl Assetl Risks;[ the
Regulation(] onl! Creditl] Concentrations] andl] the[l Monthly
Statementlof(Assetsland(Liabilities; the[Reference[ModelRules
forl] thell Classificationl] andl! Structuring’! ofl! Demand
Appropriations,and[thel Rolel ofl Externall Auditors, and[their
Relationshipliwith[IMonitoring[/Authoritiesland[thel IFinancial
Institutions’lAdministration/in(the [ GCC[Banks.

3)[MonetaryUnion

The GCCIlStates,in[the22nd[session[of the[SupremelCouncil
heldlin[Muscat, SultanatelofflOman,inDecember2001, Under
theHeadinglof(Timeltable for'lMonetary[Union, haveltaken/the
followingldecisions:

100 tolassignlthe Governorsloflthelfinanciallinstitutions
and’thelcentrallbanks(with[theltaskloflimplementing
and] executing(] thell resolutions(] of( ] the[l Supreme
Councilllwith[lregard[]tollapprovinglthe ] American
Dollarlas/thel common!peglforlthel currencieslofl the
GCCI States/beforelendlof(the(year2002; Thel Dollar
pegwaslachieved.

201 tolassign/thelCommitteel ofl Governors/with[theltask
ofl] identifying[] and[] harmonizing/] thel] economic
benchmarkslandstandards(trelated tolthelfinancial
and/monetarylstability[tolmakelthe[Monetary[Union
successful.[[|Also, toldefinelthesel standards,[ their
components,Jlandthe lmethod[loflIcalculating/land
deriving them,land[tol reachllanllagreementlin[this
regard /byl nolllaterlJthan(Ithellyear(12005,thereby



paving[lthellway[lfor(]thelllaunch(lofl/thellcommon
currencylbeforelJanuary2010.

The GCCIlStates,lin[the[26t[session heldlin[Riyadh,Kingdom
ofl1Saudil |Arabia,[lin[1December([ 12005, Iwith[regard[Itolthe
implementation( ofl thel timelinel for[ institutingl the Monetary
Union[l ofl)the1 GCC,] Thel]l Supremel! Councilllendorsed(]the
agreement(reachedonlthelfinanciallandmonetaryl standards
forlleconomicllapproximation/ byl thelFinancelland Economics
Committeel]andl]thel] Committeel ! ofl] thel] Governorsl[lofllthe
Monetaryl] Agencies/| and!| Centrall] Banks,[| endorsing(] five
macroeconomicl | andl] budgetaryl| convergencel] criteriall for
monetaryl union by 2010, includingl al capl onl budgetl deficit
relativel tol lgrosslidomesticl jproduct, thelpubliclidebt/ to[ \[GDP
ratio, linflation(rates, [ land[lon[Inationallinterest/Irates,land
adequacy! ofl foreign[ exchangel reserves.[ Thel Councill directed
thelltwollcommittees[ItolJconcludeldeliberationslonThow[/to
calculatelthosel standardsland[ percentages, and[tolsubmitlit
during/thelnhext[session(of(the[SupremelCouncil.

Inthe[27%h[sessionlheldlin[Riyadh, Kingdomlofl SaudilArabia,
inl] December(]2006,[] thell Supreme(] Councill] extended[|the
mandatel given![ tol thel[ twollcommitteesland[ directed[ them/[to
completelthel remaining( stepsiand/tolreachlanlagreementlon
thel] regulations(] and[] documentationl[] necessaryll forl] the
establishmentlofl the Monetary Unionlandlthe launchloflthe
single[GCCle¢urrencylinlaccordance(with[the/timetable.

AlJcommon/currencyllisllexpected[tollactlJas[Jallcatalystlifor
strongerlintegrationlandldeepeninglof(GCClfinancial[markets.
ItOwill[foster(thellintegrationlofl i money imarkets[lacross/(ithe
regionl] and(] lead[] to[! al] uniforml(] shortlterm(] interestl] rate
structure.(Itlis(alsolbelieved[that/almonetaryinion—formed[by
alsingle[ [GCCllcurrency—would[lead[ tol thel formationlofl the
largestlandlmostlliquidcapitallmarketlinthe[Middle East.[It
willlalsolcontributeltolthelintegrationandldevelopmentloflthe
bondandlequitymarketslandthereby[facilitate[ savings and



investmentslin/thelregion. Thelsingle/ currencylwould havela
longlterm(]impactllonlimajor(lregionalllbanks,[Jaslit[]would
encouragelgreater/efficiencylin/theluiselof(¢ash.

4)[Twolmajorisetbacksin2007 (Kuwait/and[Oman)

However,[ lwith[IKuwait's[ ldecision[Itol IpegllitslIcurrencyltol la
currency/basketlinsteadloftheldollarléxclusivelylin[May2007,
and(thewithdrawallof Oman[(Oman/(said(in[2007[it[would[skip
the 2010l deadlinel over[ concernsl thatl spendingl targets/could
constrain/economiclgrowth),theplanned [GCClcurrency/uinion
saw!(] twoll majorl[] setbacks[] inl[] 2007.0] Still,[] its[] scheduled
implementation( by 120100 was[ reconfirmedlatl the IGCC[28th
summit/in/December(2007, despite[Wwidespread/doubts/among
experts[] who!l deeml] thisl[] unrealisticll] underl] present
circumstances.

Inthe 28t sessionheldlin[Doha, Qatar, in[ December( 2007,
GCClleaders/declared(thelaunchlof(the(GCClcommonimarket
inlJanuary2008.[The[PrimeMinisterlof(Qatar(furtherldeclared
thatllcurrent(policylisbased onlkeepinglalpegl to thel dollar
notinglthat/thelissuel haslbeenldiscussedat/thel summit.[ He
referred(to thelabsenceloflanyldecision[tolpegltolalbasketlof
currencieslatpresentland/madelclear/meantime that(the[(GCC
members[larelldeeplyllconcernedwith[Ithellfluctuationsland
devaluation(ofitheUS[Dollar.

ThelCentral[BanklofiKuwait/Governor(reaffirmed(that/the[State
of lKuwait[lfullylJsupportslandllendorsesIthe [ JGCClJcommon
currencylproject,land(Ishallllcontinuelltol lexert[levery!lleffort
towards[] its[] realization.[] Accordingly,[] untill] alll] technical,
legislativel andlinstitutionall requirements[ arel fulfilledfor(the
establishmentloflthe[GCClimonetary inionland[thellaunchlof
thelcommon[GCClcurrency, the[CBK/will[continuelusing the



basketl of currencies'l system/[forlthel determinationof(the KD
exchangel(rate.

UAE(IcentralllbanklIgovernorJSultan/Nasser[Al[SuweidilIsaid
earlier(that(the(GCClwas/unlikelylto'havelalsingle/currency/by
2015.

S)[Common(Market

In(the 28t sessionheldin[Doha, Qatar,in[December[ 2007,
GCClleadersideclared(thellaunchlof(the[GCClcommon/market
inlJanuaryl[2008.[Thellaunch! of thelGCClcommon/marketlis
justlthelbeginning,land (it Wwill[takelsomeltime before welcome
tolseelitsfulllrealization. Butl(theleconomic[bloc, holdoubt, will
leadltol greater[capitallmobility. Butlforlalllof thislto happen,
the[GCCIlshouldfirstlimovetowardsharmonizing/theltules/and
regulations(telating(tolinvestments, realléstate,[amonglothers,
across/thelboard.The2010[deadline for[the[monetaryunion
alsollseems/ambitious(]asl|therellarellissues(]like|common
monetary(tools,[commonlmonetary[goals,[currencylconversion
criteria,étc[thatiheed tobelsorted outfirst.

6) Model LawslandDocuments

TheFollowing[Model Laws(andDocuments(were approved:

Monthly Fifth[Meeting For
Statementlof of'the guidance
Assetsland Governorslof
Liabilities Monetary
Institutions[&
Central/Banks
Muscat[J[6[7




May[1986
Law(on(the Seventh For
Centralization | Meeting/of'the | guidance
of Risks Committeelof
Governors!(of
Monetary
Institutions
&Central
Banks
AbulDhabi
25[26
January/ 1986
Law(on Committeelof For
Adequacylof Governorsiof | guidance
Capitall,[Asset Monetary
Risks, and[the Institutions
Law(on[Credit and[Central
Concentrations Banks
in[the(GCC Abu(Dhabi,[10
Banks April[1993

IViWhat(are the future plans/on/the roadmap for Monetary
Union/and FulllEconomic/Integration?

1)[GulfiMonetary[Councilland(GulfiCentral Bank

Various/important/stagesin/thelleadup(toltheldesired goallof
achievinglalcommon/currency!stilllawait/completion. The(GCC
haslyet/tolestablishlalcommonlcentrallbank, whichlis[vitallfor
regulatinglalcommon/currencyland/almonetaryunion. Therelis
alsoltheltaskloflironing outlal governingl mechanism!( for(the
bankland[forlforginglanlagreementlonlthelrespectivelrolesl of
various/imember/countrieslin(thehewlarrangement.[There has
to belalframework!(for!resolving/ differenceslon(fiscallpolicies.
Otherlimportantlissues(thatneed[to/belironed outlincludelthe
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formulationland(ratificationl ofl variousl| telated(legislationland
thellstreamlining(lofl]disparatellregulations/lamong/Imember
states.

1[THowever,itlis[hoteworthy[thatl significant[progresslis
beingmadelon/thelaforementioned/challenges. Aldecision
tolestablish[alGulflmonetaryl councillin[ preparation(for
thellestablishmentllof laljoint[lcentralllbank[land[later(la
single/Gulfcurrencylwaslagreed[upon/in[2006[bylcentral
banklgovernors.[JOperationsIfor(Ithellproposed Icouncil
wouldbegin/in[2008.

The[Planlis(fo:

[TSetluplal Gulfl Monetary Councill (GMC)[in 2008 andla
Gulf(Central(Bank[(GCB)lin[the ¢courselof[2009

[MIntroducelalsinglelcurrencylon(1[January2010

2)[The[GMCIObjectives:
1[Ipreparationfor(thelrealization[of ' Monetary[Union

2[Tpreparation(forlthe changeover(to/thelsinglelcurrency,
andlin[particular(forlthelestablishmentloflthe (GCBland
itslanalyticallandoperationallcapabilities

3)[The[GCBObjectives:

1IThelprimarylobjectivelof the(GCBlWwould[beltolensure
pricelstabilitylin(thelsingle[currencylarea.
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2[T1Also,contributetoltheachievement of the lcommon
objectiveslasllaidldownlin[thelcurrentl GCC[Charterland
relatedlagreements.

4)[The[GCBITasks

1[Tdefinel thel monetaryl andl exchangel ratel policyl of( the
singlel¢currencylarea

2[Tensurelthelconsistent/implementationlof(the[monetary
and/exchange(rate/policylof thelsingle[¢urrencylarea

3[Thold,managelandlcontrollthelforeignlreservesloflthe
singlel¢currencylarea

4[Tissuelbanknoteslandlcoinsdenominatedin/the single
currency

S[1J promotel] thell smoothl] operationl] of’] thel! market
infrastructurel] forl] thell clearing/] and[] settlement[] of
payments[land[ securities transactions[ within/ thel single
currencylarea

6[1The GCBlwould[alsolexercisel specific powerslinlthe
areallof prudentialllsupervisionJand[/financiallIstability
(harmonization/ofipolicies)

7TAdvisoryl role to[(GCCllandmationall governments[on
draft(legislation
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S)[Independence, accountabilityland[transparency

ThelGCBwilllbe:
1TIndependent/from/governmentsiandlother/bodies
2[TAccountablelto/GCCIpoliticallbodies

3IGCBwilllhaveDifferentpublications(toléxplain/policies

0) Why'the(GCB?

1[TThelpowerltoformulate/monetary(policylinlalmonetary
unionlis(transferred(to/thelsupranationallevel

2[1This[implies/ centralized[ decision/making[(not/ merely
coordinationlofhationalpolicies)

Therefore, the(GMCIwilllhave[tolbeltransformedlintothe[GCB,
algenuine(fullyfledged/central bank.
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ViiOverall/Assessment of Economic/Integration

1)[BasiclElements(of( Economic/Integrationhavelprogressedlat
albrisk(rate

Itlshouldbelnotedherelthatthel basiclelementslofl economic
integration[suchllasl]the[] GCC[ Customs(]Union,[the[l GCC
Common!(] Market,[| the[] GCC[] Monetary!| Union!] and(] the
harmonizinglofpolicies/have[progressed/atlalbrisk(rate.

2)[ActuallImplementationonlthelhationalllevelsloffModelland
KeylLaws/stillllags

Article[ 15[ 1ofl 1the[ 120011 EconomiclAgreement( |calls/for[Ithe
creationl ofl anl “investment/ climatel characterized[ byl stability
and(]transparency”,[]including/|thellcompletel]integration/| of
capitall marketslin[ thel region.[Tol achievel thisl goal,  member
states/committedthemselves[to[harmonizing/theirregulations
regardingl]investment, [l banking/land[]financialllmarkets,[]to
eliminating(] alll] discriminatoryl] regulations(] regarding(| the
tradingllandllownershiplofllassets, land[thereby[ effectively to
removing[Jalllbarriers[itolicross/borderl bankinglIservicesJand
investment.

However(|thellimplementation(]ofl ' keylllaws[landlIregulatory
frameworks/nheeded[tol bringlmember![states/in/line withleach
otherThadllyetltol[JThappen.[lAlthoughl(Ithe[IGCClhas[lalready
achievedlconsensuslonlalvastinumberlofllawslonlalguidance
basis,theirlactuallimplementationonlthel nationalllevels!still
lagsibehindlandldetailed specificationsandunified[regulatory
frameworkslarelabsentlin/many/cases.

3)[Public/Awareness/heeds(tolincrease

Morelimportantly, publiclawarenesslaboutlthe possibilities of
thelcommonlmarketwould nheed[tolincrease. Besidesl specific
medial | campaigns, ] thell websitel] ofl] the[l GCC[ and[] other
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informationoutlets/ couldl belimproved, and[cooperation/ with
nonlgovernmentalll bodiesl] likel] chambersll ofl] commerce
strengthened. |Only[ with([lwellloiled[ feedback! loops, [ lwilll 'the
GCClbelableltolmonitor/thelgradeloflfactuallimplementation.It
will,[of course,lalsolrequirelthelcapability/tolenforcelit/if(heed
be.

4) A Majorl Empowermentlofl Centralized [GCClInstitutions[is
alsolwarranted

Almajorlempowermentlofl centralized GCClinstitutionslislalso
warranted.[It[is[nhotl enoughl tol meetl oncel orl twicel al yearl to
decidellimportant(lissues,[thel lestablishment/lofl lallcommon
market needs/ day(toldayldecision/making/byladministrations
withlcorrespondinglinstitutionallcapabilities.[The[EUlhas the
European Commission,the Councillof(theEU,the European
Parliamentland/thelcourtlof/justice(toldeallwithlsuchlmatters;
in[the(GCC,nolsuchlinstitutionlexiststhusfar.

5)[Thel Number!l ofl Banks[ operatingl across! GCCIl countries|is
stilllvery(limited

The number! ofl banks[ operatinglacross/ GCClcountries[is[ still
veryllimited, althoughlalllmemberlcountrieslallowlinprinciple
thelestablishmentlof(banksfromlother[GCClcountrieslonltheir
territory.This[maylbeldueltolthefactthatlthelequaltreatment
principlelhas[hotlyet/beenimplementedcompletelyinhational
bankingland/commercialllegislation.[Furthermore, while basic
harmonizationhasl beenl achieved,[legislationlin[thel areasl of
bankinglregulationl’ and[] supervision[! continuesl tol]display
differenceslacrossicountries, complicating/theléstablishmentlof
cross(border/branches/by/(GCCIlbanks.
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VI ILESSONS/TO/'BE'LEARNED

1)[Reviewlof(Banking/Regulations/in(lightlof{ New[International
Trends

GCClstatesmayl benefit[from[alreviewl of their[bankingllaws
and(regulations(withlalview([tolidentifying/thelextent[to3which
new/trends/may/belproperly(reflectedlin/them.

AlSuccessful:

1 'modernisation/of’banking/laws/and regulations

2[Tharmonisation/of(suchllaws/and(regulations

3 ladoptionlofl similarlsupervisorylstandardslin/the[GCC
countries

4[closel cooperation among/ thel GCClcentrall banksland
otherlsupervisorylauthorities

ThislWwould nol doubtl strengthen! financiall integrationl among
thesel countrieslandlallowl them/tol reapl thel benefits/ of( such
integrationlinlterms[ofl increasedl real investment, tradeand
competition.

2)[Thelcross[countrylexperiencelof InternationalInstitutions

Thel crosslcountryl]experiencel ] ofl linternationalllinstitutions
suchl] asl] the 1 IMF, [ thell World[] Bank[] andl] thel] Bank[] for
InternationallSettlementsimay/bela’good source toldraw onlin
this(review!process.

3)[Deregulation

Therelislalgrowing/trend[toward relyingimorelonlthelprivate
marketplaceland/lesslonlgovernment(tule[makinglinlorder[to
regulate(global/banking.

It[1 shouldl] bell emphasized! | that[| authorities(] in[] numerous
countries( ] arel! rethinkingl] their[] basicl] approachl] to[] the
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supervision/of financiallinstitutions/generally. Theylare(telying
lesslontigorous/tule/basedmethodologies, whichltend/tol[tun
counterlitolthellprinciplesoflderegulation,landlarel focusing
more! on management! practicesl andl[/Corporatel Governance.
They!] arel] specifyingl| morel] clearly[] thel[l responsibilities(] of
financialllmarket[] participants(]for(]thellsound(]operationl]of
financiallinstitutions,landlarelattempting/tolhold thesel[parties
accountablelIfor(Itheir performance.[Thus, linl[Irecentl lyears,
many! supervisoryl agencies havel articulated morel clearlyl the
dutiesland(responsibilities/of(directors/and [managers,ladopted
minimum/]standards(]applicablel 1tolexternal lauditors,[land
expanded/publicldisclosurelofl information tegarding/financial
institutions.

4)[IGCC[Approach(to/Basel Il

BasellJIIllis[Ithellsecondl]ofl]thellBasell]Accordsllwhichllare
recommendations/onlbanking/lawslandltegulationslissued! by
theBasel[Committee onBanking/Supervision. Thelpurposelof
Basellll,[which[Wwaslinitially[publishedin[June[2004{updated
November[2005),[is[ tol createl anlinternationall standard!that
bankinglregulatorsicanluuse[whenlcreating regulationsiabout
capitallrequirements/or how muchlcapitallbanksnheed[tolput
asideltol guardlagainst[theltypes(ofl financialland operational
risks[lbanks(lface.[](SuchlJan[linternationalllstandard(Jhelps
protect[thelinternationall financialllsystem from[theltypes[of
problems(thatlmightlarise[shouldlalinajorlbanklorlalserieslof
banks(collapse.In[jpractice, Basel Il attempts[tol accomplish
this[lbylIsetting[Jluplirigorousrisklland[lcapitallmanagement
requirements( designed( tol lensurel thatl al bank holds[ capital
reserveslJappropriate tolthelrisk[ithe[lbankllexposes(litself ito
throughlitsllendinglandlinvestment(practices).

In[providinglalwidelrangel of approaches, Basel Il[introduces
regulatoryl capitall requirements/thatl capturelrisksmorelfully
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andarel sensitivel to theldifferingl complexityl ofl international
banks.

The!IGCCl]Centrall|Banks/lhavellbeen!working[ltogether(to
establishlal unified approach, wherever! possible,[ tol National
Discretionslin[implementing/Basell.

GCClCentrall Banksl ipublished! lists[ofl INationall Discretions
focusing onl thel Standardized Approaches!( to! creditl riskl and
operationallrisk.

Thel[UAE[Central[Bank[forlexamplelin/August/2006,issued[to
alllbankslits/Notice[3735/2006‘BaselIl[Implementation/in/the
UAE’loutlining(theléxpectations/of(the[lUAE[Central[Bank(from
thell banks.[] UAECB[I further(] published[] in[] March[] 2007
Guidelines for[ Bankslon[National[lDiscretions, IStandardized
Approachesland[Creditland[Operational(Risk.

(InlJune 2004 (updated November2005), the[Basel[Committee
on[] Banking[] Supervisionl] (“Basel’ | Committee”)[] issued(] the
“Internationalll Convergencel] ofl | Capitalll Measurementl! and
CapitallStandards”Revised[Framework(referred(tolasBasellll,
and(relissued/al“ComprehensiveVersion”lin/June20006).

5)[Bankinglsupervision[for[Banks[with[crossiborderlactivities:
Consolidated[Supervision

With(thelcreationlof[the({GCCICommon/Market,theltegion[will
witness[thelformation ofl crosscountrylfinanciallandbanking
conglomerates[(By[!'financiall conglomerates", I[meanlalgroup
ofllegallentities,mainlylengagedlin(financiallserviceslactivities
thatlarelrelated by ownershipland/orlcontrol, whichlimaylbe
locatedlinldifferent[countrieswithin[the GCC).
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This[will posel al challenge! tol thel supervisoryl role! ofl central
banks.

Thell Internationalll Trend[is[| thatl] supervisionl] of ] financial
conglomerates(| isl] increasinglyll becomingl! consolidated
supervision.

Inlprinciple,therelaretwofundamentallregulatorylalternatives
forladdressing(financiallconglomerates:

a) consolidated/regulation, Wwherel regulationlis/extended[to
alllgroup/membersléngaged/in/financiallagency,and

b) separatelregulation, wherelthelfocus/ofl regulationlis/the
individuallregulated/entity.

Twolgroupsloficountriesareldevotingl substantiallattention(to
this[Isubject:[Jthellcountries[Jlwhichllcomprisel/the[IEuropean
Community,[ | and[] thel] member[| countries(| ofl | thel] Basle
Committeellonl]Banking[Supervision.[lIn[lbothllgroups,[the
preferencehas/been/forfaformloficonsolidated/supervision.

Thelconceptl of 'consolidation"lis[ operativel on/ threel different
levels: [prudentialtegulation, accounting, and/supervision.

A)[The[Basle[Committee's[Trend

ThelBasle!|Committee's! | fourlIminimum/]standards(/for(Ithe
consolidated( | supervision[|ofl linternationalll banking/|groups,
issued(in[1992,larelworth(recalling/in(this(respect:

(1) Alll suchl banks/shouldl bel supervised! byl al home country
authoritylthatlcapablylperforms/consolidated[supervisionl({(i.e.,
anlauthoritywhichlhas[thelcapacityltolteceiveland[assesslall
relevant(linformation(!froml(Ithel/bankingl|group,[/tolprevent
corporatelstructures/thatiindermineleffective supervision,’and
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tol] preventl] thell group! froml] creating/| foreign[] banking
establishments/inllparticular( jurisdictions,[le.g.,[ becausel the
hosticountrylsupervision/wouldnot/beladequate).

(2)Thell creationl ! ofl 1 allcross/border(] banking!|establishment
shouldreceivellthelipriorliconsentl[lof(lbothl[ithe Thostllcountry
supervisorylauthoritylandlthe[homelcountrylauthority(oflthe
banklor,lifldifferent, of[the banking/group).

(3)Supervisoryl authorities/ should[ possess/ thel rightltol gather
information(from/(thelcrossiborder/bankingl establishmentsl of
thebankslorl bankingl groups[for[ whichltheyllare thehome
countrylsupervisor.

(4)Iflalhostlcountrylauthorityl determines/thatlanyl onel of the
foregoing minimum/ standardslis[ notlmet[tolits/ satisfaction,
thatlauthorityl could/imposeltestrictive/measures/hecessary(to
satisfylits[prudentiallconcerns/consistent/with(these/minimum
standards,lincluding/the[prohibition(ofithel¢creationlof banking
establishments.

B)European(Union[Trend

Asidel from! consolidated[ supervision, [ lanother mechanism/lof
regulating/banks(withlcrossiborderlactivitieslis[the methodlof
mutualltecognitionloflbanklauthorizationsandlactivities, as(it
hasllbeenlladopted[ /by lthe[lEuropeanlUnionlmember(istates
under(European/Community/Directives.
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Thellsolcalled[ThomellcountrylIsupervision/land[Isingle[llicense
model,[whichlhadlbeenlimplementedlinlalllEUlmember[states
byllJanuaryl]1993,1allow[financialllinstitutions(tol]operate
throughout!ithe JEUlIcountries/ithroughlbranches(lwhich(]are
subjectltolthelsupervisionlonlyloflthe[memberlstatelin which
their[lheadquartersilarelregistered. It lis[ltherefore mnol longer
required(] thatl] banks[] from[] onel] member[] state[] establish
subsidiaries[with[theirlown[$eparatelendowment/capital Wwhen
theyl wish![ tol providel banking[services/in[thel other[ member
states.

Oflcourselthelintroductionofl thellconceptl ofl homel country
supervision and! single!licenselinlthe EUl countries/ had not
beenl] possiblel] withoutl] all complementaryl! minimal
harmonizationl(] ofl] nationalll bankingl! regulationsl! and
supervisoryllstandards. /EUllegislationlharmonizing/lbanking
regulationsland/supervisorylstandardslincludes, Directiveslon
thelfinanciallinstitutions'lown[funds,[their(solvency/ratio,land
thelcontrollofllargelexposureslofl thelinstitutions/tolalclientlor
algroup/oficonnection/(clients.

VIITHOPEFUL/NOTE
Lastibutinotileast, welend this/presentation/onlalhopefulnote.

Welhopelthat[thelsuccesslofthe[GCClcountries'linlachievingla
highlldegreelJofl lfinanciall lintegrationJamong(their(lcountries
couldalsollprovidellthellexamplelfor[lgreaterlIfinanciallJand
economicl integration/ for/ thel benefit ofl the Arablregionlasla
whole.



