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The Feldstein-Horioka Puzzle and Capital Mobility:

The Case for the GCC Countries

Mohammed A. Al-Jarrah

Professor, Department of Economics
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Abstract. This study aims to test the relationship between saving and
investment in the Gulf Cooperation Council Countries, with a special
focus on the Feldstein-Horioka hypothesis. To this end, the study
employs two econometric procedures to investigate the existence of
long run equilibrium between saving and investment. The high
correlation between domestic savings and investment is well known as
the Feldstein-Horioka puzzle. Our conclusion is that the saving—
investment are cointegrated in Oman, Saudi Arabia and United Arab
Emirates. These results support the FH hypothesis and suggest the
imperfect mobility of capital in these countries. For Bahrain and
Kuwait, the study could not find evidence on long run relationship
between saving and investment, which implies perfect capital
mobility.
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