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The Middle East has always been a region of contention which posits diplomatic 

hurdles and strategic challenges. It is interesting to note that there has been no 

general consensus in defining the term ‘Middle East’. President Dwight Eisenhower in 

his Eisenhower Doctrine of 1957 defined the area as the area lying between Libya on 

the West, Pakistan on the East, Turkey on the North and the Arabian Peninsula on the 

south.  

The region is a hotbed of identity politics and regional conflicts. The major poles of 

power in the region are Israel, Iran and Saudi Arabia with other notable players like 

Qatar, Iraq and the UAE. Of the total GDP of the region calculated in the nominal terms, 

Saudi Arabia holds the lion’s share with 21 per cent. The Middle East holds about 64.5 

per cent of proven global oil reserves and 41 per cent of gas reserves. The Strait of 

Hormuz, a strategic choke point which lies in the region, is a connection between the 

Persian Gulf and the Arabian Sea. Around 21 miles wide at its narrowest, Hormuz 

facilitates a third of global maritime oil trade and a fifth of global oil trade. In 

conjunction, the Suez Canal—situated in the region is one of the busiest global 

maritime routes—with around 100 shipping vessels traversing it daily, emphasises the 

region’s importance in global trade even more so.    
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In 2017, of the US$ 16.3 trillion worth of global trade, around a tenth of it was centred 

in the region. The trade volume of the region, given above, can be taken as a direct 

indicator of the region’s importance in global trade. The major singular export from 

the region remains to be crude petroleum, comprising around 36.5 per cent of the 

trade volume of the region and valued at US$ 305.38 billion. The other major exports 

of the region are refined petroleum valued at US$ 59.42 billion, petroleum gas at US$ 

44.37 billion and ethylene polymers at US$ 20.302 billion. The export composition and 

major exports of the region are symptomatic of the region’s overreliance on 

hydrocarbons.  

Oil revenue to GDP is taken as a direct proxy to identify an individual country’s degree 

of reliance on oil in its export basket in the region. Unsurprisingly, as expected, 

petrostates fared the worst with Kuwait standing at 36.61 per cent, Qatar at 14.23 per 

cent, Iraq at 37.78 per cent, Saudi Arabia at 23.10 per cent and the UAE at 13.13 per 

cent. It is to be noted that major non-oil based economic activities in the region are 

financed from oil revenues in oil exporting states of the region.  The downward trend 

in Brent since 2014 and the ever-pertinent price volatility in the oil market have resulted 

in huge fiscal pressure for oil exporting states. Saudi Arabia, the largest oil exporter in 

the region, between 2014 and 2017, used US$ 240 billion worth of its foreign exchange 

reserves to cover its budgetary deficit. This poses legitimate doubts regarding the 

sustainability and feasibility of oil-led growth adopted by petrostates.  

In the region, 75 per cent of the population is below the age of 30 and 60 per cent of 

the population is below the age of 25. It is estimated that by 2050, an additional 20 

million labour force participation is expected in the region. The Middle East is 

witnessing a demographic transition; however, estimates peg that around 50 per cent 

of human productivity remains underutilised in the region. In 2016–2017 period, there 

was a 10 per cent rise in global human productivity levels; however, for the same 

period barring the UAE, the remaining Middle Eastern players recorded an insignificant 

or negative growth in human productivity levels with Oman recording the steepest fall 

of 31 per cent. The above figures testify, the need of the hour, for petrostates in the 

region to undergo a structural change, with sound fiscal policy and prudent monetary 

policy which facilitate economic diversification. 
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The case for economic diversification in the region is not a novel concept. Experts in 

the field are aware of the fact that hydrocarbon-based industries are capital intensive 

and there is a less than proportional absorption of labour for a per unit increase in the 

production of the same. With a dynamic and young domestic working age population 

paired with a hydrocarbon-intensive economy, the region’s economic interests remain 

vulnerable to external price volatility. 

A few observations that argue the need for immediate economic diversification in the 

region are as follows. First, oil being an exhaustible resource is in the best interest of 

all the stakeholders involved to promote intergenerational equity. Second, domestic 

antagonism and public discontent at curbed civil liberties have spilled over in the form 

of popular agitations like Arab Spring and Arab Spring 2.0. However, petrostates 

largely stand insulated offering their residents a higher standard of living and a better 

quality of life. But, if the states falter at generating adequate and timely employment, 

petrostates are expected to follow suit, inducing a climate of political volatility that 

could be avoided.  

Third, a retrospective analysis based on historical experience has repeatedly indicated 

that income inequality, beyond a certain threshold, is a marginal condition for civil 

unrest and public agitations. Works by Piketty and Saez, contemporaneous pioneers 

in the field, estimate the Middle East to be the region with highest income inequality 

across the globe. It is estimated that the top 10 per cent of the population earns 64 

per cent of the total income in the region and the top 1 per cent is earning more than 

a fourth of the total income in the region. Fourth, in 2015, of the 54 million migrants in 

the region, anywhere upwards of 12–14 per cent were Indians. With Indians being the 

largest expatriate community in each of the GCC countries, an absence of timely policy 

intervention to initiate diversification could result in loss of livelihood for millions of 

Indians, as the Middle Eastern governments are also pushing for greater 

domestication of labour force participation.    

In contemporary times, laity has made a synonymous association between oil and the 

region. The above association largely holds true and exports of hydrocarbons and 

hydrocarbon-based products obscure other exports from the region. However, in a 

cross-sectional analysis, barring the major oil producers, a diversified product mix of 

exports from the region can be witnessed. In such an analysis, the major exports from 
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the region are diamonds valued at around US$ 10 billion, gold valued at an upwards of 

US$ 7.5 billion and a variety of value-added agricultural products.  

For the players in the region, the regional bloc which holds the largest trade volume is 

invariably the Middle East, holding around on average 18 per cent. This is consistent 

with Tinbergen’s Gravity Model of international trade, such that trade is an inverse 

function of the square of distance between the ith and jth country considered. Similarly, 

another finding is, generally the volume of trade is consistent with core periphery 

analysis of structural school introduced by Prebisch in the 1950s. 

The Economic Complexity Index (ECI) is a proxy measure which evaluates a country’s 

endowments such as inputs, technical know-hows and ideas based on its productive 

frontiers and product mix. The GDP and GDP growth share a strong correlation with 

ECI. Ranking of countries on the Index is the criteria used to distinguish between the 

core and periphery countries.   

The following are certain observations made in the above regards.  First, Yemen 

records the lowest ECI value at -0.971 and exports a whopping 41 per cent to Oman, 

followed by Syria at -0.74 with 46.7 per cent of its exports to other Middle Eastern 

players. An anomaly in this regard was in the case of Iran; with -0.158 on the ECI, Iran’s 

intra-regional trade volume stood at an abysmal low with 4 per cent. A plausible 

explanation to this could be the Sunni-Shia sectarian strife and the disagreeable 

relationship shared by Iran in the region. The above countries belong to the periphery 

of the periphery. However, oil producing GCC petrostates, core of the periphery, export 

a significantly higher volume to far off East Asia than proximal regional trade blocs 

like the European Union.       

For the partners in the region, the single largest export destination is China which 

accounts for 14.16 per cent of the total export volume of the region. There exists a 

disproportionately higher trade volume by the Middle Eastern states which are ranked 

low on the ECI with China, which is befuddling. However, from China’s perspective, 

imports coming in from these states are negligible to the import volume from more 

developed gulf cooperation countries.  

In the region, Israel is economically the most complex state at 1.31 on the ECI and 

holds 37 per cent of its export volume with the United States. Turkey exports around 

a half of its volume to the European Union, with 10 per cent to Germany. Considering 
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the fact of their proximity, it is consistent with Tinbergen’s model as well as the 

structural school, such that Turkey is a core of periphery, with one half of its export 

volume to the European Union—periphery of the core. The above details reinforce the 

idea of economic complementarities as a stimulus for trade volume and distance as 

a deterrent for the same.  

A peculiarity of the region, disputably the most polarised in the world, is that in spite 

of belonging to this age of globalisation, the intraregional trade is posited on the 

political economy of the region over economic complementarity and comparative 

advantage. Today, the most notable rifts in the region are between Israel and its foes, 

Iran and Saudi Arabia, and competing Sunni blocs as was witnessed in the recent 

diplomatic crisis in Qatar. It is fair to say that the trade potential of the region is not 

exploited completely and a significant volume of trade potential is lost as deadweight 

loss. Hence, is free trade free enough in the region is a question worth pondering. 
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