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1 Introduction

O ISSUE IN WORLD AFFAIRS garners greater attention than

N the global role and position of the United States, and few regions

dominate global headlines more than the Middle East. We address both sub-

jects, America and the Middle East, within the context of a broader exploration
into what it means to be a great power in world affairs.

From foreign capitals to local coffeehouses, opinions abound about the
current and future state of the United States, especially compared to now-and-
then rivals such as China' or Russia.? It has been hard to escape the pessimism
about America’s trajectory in world affairs. Summing up the views of a large
number of scholars, Amitav Acharya, former president of the International
Studies Association, asserted that the “age of global dominance by any single
power as the world has previously experienced under Britain, then America,
is over.”> While some scholars challenge the notion that America is in eclipse,*
even some optimists wonder about the durability of its position.’

Yet while many observers think U.S. capability is in decline at the global
level, that is not what our data and analysis reveal regarding the Persian Gulf.
We find that American capability, which should not be conflated with influ-
ence, has increased significantly in the past few decades at the military, eco-
nomic, and political levels, with some important qualifications. Despite many
challenges, America is a hegemon inasmuch as it has predominant capabilities
toward and in the Gulf that are unavailable to other states in their entirety.
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However, we move beyond the question of U.S. capability in the oil-rich
Persian Gulf in this book. We also seek to understand what American hegemony
really means. What does being the strongest actor yield in the complex and
unpredictable circumstances of world affairs? We do not make broad claims
here but focus instead on the question of what American hegemony means for
global oil security.

To be sure, the Middle East often appears to be highly unstable, and in many
cases it is, such as in Syria and Libya, but we argue that the rise of American
hegemony in the Persian Gulf in particular over the past several decades has, con-
trary to conventional views, increased oil security. The story is far more complex,
as we will show, but the rise of American capabilities in the region, including its
strategic cooperation with regional countries, has helped protect oil security.

Oil security can be defined in various ways.® We define it in terms of provi-
sioning oil to the global economy so as to ensure reasonable oil prices, which
are shaped by numerous economic, political, and security factors.” We can all
debate what the term “reasonable oil prices” really means, but large spikes in oil
prices or oil shocks that cause major economic dislocation are problematic and
in fact have been linked to most of America’s economic recessions since the
1973 Arab oil embargo.

Washington’s capabilities have helped check real and perceived threats to
oil security ranging from economic coercion to military actions, even though
a number of thorny and costly issues have emerged that are endogenous to the
American role. We explore them in detail here, especially in Chapter 11.

While the United States is central to our thesis, we chose to focus secondarily
on China and also on Russia because they are America’s primary historic and
contemporary challengers at the global level. In fact, some scholars argue that
China, Russia, and Iran have exploited the decline of the United States and as-
sumed a much bolder foreign policy.® We also explore China and Russia because
their position in the Persian Gulf, unlike that of other global powers outside
the United States, has changed dramatically and altered oil security, a key issue
area for us. Exploring their standing and role over time tells us something about
change in global and regional politics and puts America’s evolution in the region
and in the arena of oil security into clearer perspective through comparison.

China’s rise in the Persian Gulf has been meteoric over the past several
decades. Although China remains far behind the United States in all areas of
involvement, Beijing has expanded—in some cases dramatically—its diplo-
matic, trade, and energy ties to regional states. We cannot understand modern
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China and its foreign policy, much less the international relations of the Per-
sian Gulf, without understanding these developments. China’s rise in the Gulf
has challenged America economically and, in some measure, politically, but it
has largely benefited oil security. This is because Beijing depends on economic
growth to maintain its global position and boost its burgeoning middle class.
Thus, it needs oil at reasonable prices. Since much of that oil is protected under
a U.S.-led security system, Beijing also has had a vested interest in not under-
mining that system, even if it also rivals Washington. China has also become
increasingly interdependent with the Arab states and therefore prefers greater
regional security even if that also benefits Washington.

For its part, Russia entertains a grossly exaggerated view of its own standing
and power in the world, as many would argue,’ but it still remains an impor-
tant global actor. To a far lesser degree than China, Russia has also expanded
in the political and economic arenas in the Gulf. But Russia is less important
strategically in and around the Gulf region than it was during the Cold War,
and that has further benefited oil security.

While the rise in American capability and changes in the international rela-
tions of the region have boosted global oil security, U.S. hegemony has faced
serious challenges. Indeed, it would be misleading to paint a picture of the rise
of hegemony as translating easily into positive outcomes. The picture is much
more complex. We stress that the real story is about both U.S. hegemony and
the challenges Washington faces, which we capture in the concept of challenged
hegemony. But that raises two questions: What are the challenges, and how
have they manifested themselves? We are not referring to all of the problems of
the Middle East that challenge Washington, such as potential domestic insta-
bilities in the Persian Gulf'® or possible spillover effects of conflicts outside the
Persian Gulf. We address problems that are tied to hegemony and help us weigh
what it really means, especially for global oil security.

Although we argue that hegemony boosts oil security, we also underscore
the downside of hegemony. Several problems endogenous to hegemony can-
not be ignored. Hegemony contributes to anti-Americanism and to terrorism in
part because maintaining hegemony requires positive relations with autocratic
regimes, places America into contested political space, and conjures up images
among many of a powerful Western state seeking to dominate and exploit re-
gional actors. Such hegemony is also very costly financially for the United States.
America, in essence, protects global oil security and reasonable oil prices for the
entire global economy, bearing highly disproportionate costs.
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Moreover, hegemony hardly translates into direct influence. That, in fact,
may be a classic conundrum in world history for any great power that has sought
to translate predominant capability into desirable outcomes. Understanding
these challenges yields a more balanced picture of America’s standing and role
in the region and how that connects to its global standing as well.

Hegemony also generates some level of soft balancing. Soft balancing has
the same goal as hard balancing—to check the strongest actor—but relies on
international institutions and economic and diplomatic approaches to balance
rather than the hard balancing approaches of alliances and military spending.
The United States has faced both types of balancing chiefly from Russia, China,
and Iran." That raises the interesting point that the same factors that can ben-
efit oil security can also chip away at American hegemony. Thus, China’s need
for oil benefits oil security in the Gulf, but its dependence on oil also pushes it
to compete with the United States economically in the Gulf and sometimes to
try to check it strategically, even if Beijing does not want to undermine Wash-
ington’s security role that helps protect that oil.

Furthermore, our argument does not ignore real threats to oil security. They
certainly do exist, even though they are often exaggerated or misunderstood.'
The real question is what these threats mean for our two key arguments: the
rise of American hegemony and, in turn, its positive effect on global oil secu-
rity. That is the scope that we have set here.

For example, some scholars have predicted the demise of the House of Saud
since the 1960s. The regime has escaped that fate, but U.S.-Saudi relations are
complicated and sometimes opaque, and instability in the kingdom is a real
issue. What does that mean for our two key arguments?

At the broadest level, it is important to question the entire paradigm of
global oil security and the U.S. role in the Persian Gulf. Indeed, protecting the
free flow of oil, while vital to the global economy, is not the best path to secu-
rity in the long run. The best path is to get off our reliance on oil in the first
place. However, the world has not done nearly enough to move toward a new
paradigm. In fact, global oil consumption has increased significantly over the
years to nearly 90 million barrels a day (mbd) in 2016, and that trend is not
likely to change any time soon. The U.S. Department of Energy estimates that
the global use of oil will increase from 87 mbd in 2010 to 97 mbd in 2020 and
115 mbd in 2040. Until our dependence on oil decreases substantially, the Per-

sian Gulf will remain crucial.
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Why This Topic Matters

We offer a window on the vital issue of global oil security that affects politics
and economics all the way down to the local gas pump; no country can escape
that issue. Much excellent work exists on oil security and covers subjects rang-
ing from the fundamentals of oil supply, to pipeline politics, to Russia’s strategic
use of energy for political power."” However, far less attention is given to how
the international relations of the Gulf affect oil security. This is in part because
most scholars of the Middle East are not focused on oil security,'" and most
oil security analysts do not focus on the international relations of the Middle
East. We address this gap and bridge these areas by examining oil security with
special attention to the role of great powers.

That few other goals are more important for the global economy than en-
suring oil security is clear. Failure to do so could stunt global economic growth
and cause much human suffering. As we earlier noted, past American and global
recessions have been preceded or accelerated by an increase in oil prices, often
the result of Persian Gulf instability, including the 1973 oil embargo, the 1979
Iranian Revolution, and the 1980 outbreak of the Iran-Iraq War. In light of most
estimates, oil will only become more central in the race to find approaches for
meeting increasing energy demand at reasonable prices,'” and the Persian Gulf,
as we discuss in Chapter 2, will be increasingly critical for meeting this demand.

Oil is by far the most important energy source'® and is fundamentally tied
to international politics and security. Oil is far more likely to contribute to
military conflicts and to other security and political issues than other energy
sources,'” and it is central in driving climate change.'®

Global oil trade accounts for a major part of global consumption.” Oil
has a virtual monopoly on the transportation sector, which drives the world
economy, and it is used in numerous products, including fertilizing, cultivat-
ing, processing, and, especially, transporting food. What happens in the Persian
Gulf trickles down across all areas of human endeavor, making this region a
fulcrum of global dynamics.

In addition, we tie into the broader debate about U.S. capability. While the
questions of the United States and its challengers are ubiquitous, they focus
on the global rather than the regional level. Thus, we commonly see questions
of the following kind in the popular press and academic outlets: Is the United
States still a global hegemon?* Will China or other actors overtake it as the
strongest state in the world??' Has the world become post-American or multi-
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polar??? These are great and important questions, but they are focused on ca-
pability at the global level. What is starkly missing is an understanding of how
the relative capabilities of great powers have changed in regions of the world.

The question of the rise or fall of America in the world is not about one
global-level story but rather many stories, each of which may tell a different
tale. Thus, hypothetically, the United States could weaken in one or more re-
gions but gain strength in others, or it may weaken or strengthen across the
board. Paying attention to both the global and regional levels, and the links
between them, offers additional explanatory leverage and fidelity. For example,
as international relations scholars Robert Keohane and Joseph Nye have dem-
onstrated, the relative capabilities of major powers in an issue area—in this
case, regions—may well differ from the distribution of such capabilities at the
global level and depending on the issue area in question.” Great Britain, for
instance, remained the preeminent power in the ocean issue area well after its
power began to flag at the global level. Global analysis may mask such differ-
ences across different issue areas and regions.

Much good qualitative analysis exists on the region, but we seek to offer
the most comprehensive, data-driven portrait to date of the changing capa-
bilities and role of America and, to a lesser extent, China and Russia, in the
Persian Gulf. We compare their political, economic, and military capabilities in
the region within the context of a broader narrative on hegemony, great power
involvement, and oil security.

We focus on the 1970s through 2015, with an emphasis on the post—Cold
War period. In covering such a relatively long period, we hope to offer insight
into broader trends that are likely to remain germane for some time, even if
some of the particulars that we identify change significantly.

No study of which we are aware has explored the evolution of China and
Russia in the region systematically, much less in comparison to the United
States.?* In fact, there is a remarkable dearth of work on the international rela-
tions of the Persian Gulf in general. There are some excellent exceptions,” but
the goal of these works usually is to focus on one great power in the region,*
and they differ markedly from our work in their goals, scope, and approaches.

We also offer systematic attention to change, which is in relatively short
supply in the study of international relations yet important. As international
relations scholars Yale Ferguson and Richard Mansbach put it, to “know if
and how change has taken place, it is necessary to have a baseline—the past—
against which to compare and contrast the present.”*” Joseph Nye has cautioned
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that “One should be wary of extrapolating long-run trends from short-term
cycles.”?® Other thinkers as well have observed that many studies are too static
because they present only one-period snapshots of American and Chinese ca-
pabilities, which can be deceptive.”

Beyond our aim of illuminating Washington’s role and position, we seek to
do the same with Russia and China. Energy-thirsty China has become increas-
ingly interested and engaged in the Persian Gulf region over the past several
decades. The region is now critical to China—perhaps even more so than Eu-
rope. For its part, Russia has been a major player in the Persian Gulf over the
past several decades. Thus, it is important to understand in what ways it has
declined there and in what manner it continues to be involved in the Persian
Gulf and in issues that affect regional security.

The International Relations of the Persian Gulf

We explore a few key questions: How have the capability and role of the United
States changed in the Gulf in the past several decades? What does that mean for
oil security? How have the capability and role of America’s main rivals in the
world, China and Russia, changed in the region, and what does that mean for
America’s regional role and for oil security?

To answer these questions, we had to develop an appropriate approach and
method. Part of the challenge was to study capability over time. In international
relations, power is traditionally defined as the ability to get others to do some-
thing they otherwise would not do or, relatedly, to achieve a desired outcome.
This definition subsumes concepts such as soft power which is the “ability to
attract others.” The second way to define power is in terms of capabilities.
This is chiefly done by examining key indicators such as military and economic
capabilities.

Here, we define power in terms of capabilities, which is one prominent way
by which hegemony is usually conceived. We do not adopt a definition of hege-
mony in which the hegemon is necessarily viewed as being able to bring about
the outcomes it desires.”’ We define hegemony as a preponderance of material
resources,’” which includes military capabilities, as many realists would empha-
size,”® and broader economic capabilities, as liberals and political economists
would stress.” In fact, we also pay attention to political relations and security
arrangements that might be missed in data analysis but are germane to explor-
ing the capabilities, role, and interactions of great powers in regions.

Examining the capabilities of external actors in a region is a different mat-
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ter from examining them at the global level. Conventionally, scholars compare
the capabilities of states at the global level based largely on military and eco-
nomic issues such as gross domestic product (GDP), national deficit, defense
spending, population demographics, education levels, and number of allies, to
mention just a few. However, these indicators are not suitable for regional-level
analysis. Thus, even changes in defense spending may affect capabilities differ-
ently across regions, while fluctuations in GDP may or may not have meaning
for regional dynamics. Studying change at the international level can provide
insight into regions but does not substitute for a regional-level analysis.

The capabilities of outside actors in regions are shaped most importantly
by the state of their diplomatic relations with area states, military presence in
or near the region, arms sales and security relations, and economic ties such as
mutual trade and investment. Such indicators provide a useful portrait of the
capability and role of those who must act at long distances, but examining data
can also yield a dotted sketch of reality. Thus, we ensconce such analysis in a
broader story while acknowledging the challenges of trying to transform his-
tory with all its messiness into a coherent narrative.

To systematically examine the capabilities of the outside states in the region,
their evolving roles, and critical features of regional security, we study the period
of the 1970s to 2015 primarily, with a focus on the post—Cold War period from
1991 to 2015. Using original data, we explore and compare the following quali-
tative and quantitative indicators within a broader story that puts these indica-
tors in perspective.

+  The state of diplomatic relations between the United States, China, and
Russia and regional states. In this domain, we explore diplomatic treaties
and accords, high-level visits, and official and unofficial statements to cap-
ture the broader picture of ongoing relations.

+ Military presence, security agreements, and arms sales of the United States,
China, and Russia. In this security area, we examine changes in the level
and composition of arms trade, broader defense relations, and the external
powers’ military presence in or near the region.

+  Great power economic and energy ties. Here, we analyze changes in the
level of hydrocarbon and nonhydrocarbon trade, mutual foreign direct

investment, and energy agreements, cooperation, and relations.

Using multiple indicators yields a fuller picture. For example, we might as-
sume that if diplomatic relations are poor, then strategic and economic interac-
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tion will also suffer seriously. That is a fair assumption, but sometimes it does
not hold. For instance, America’s relations with Saudi Arabia were very tense in
the years after September 11, but their economic and strategic interaction, which
fed into America’s overall standing, did not suffer in the same time period.

To be sure, indicators of global capabilities are easier to collect and com-
pare. For example, it’s quick work to compare GDP, even if the data may not
be fully accurate. By contrast, our indicators pose a greater challenge in this
regard, but what we lose in ease and comparability, we hope to gain in explana-
tory potential.

The Organization of the Book

Chapter 2 sketches key signposts in the American journey into the Persian Gulf
and the rise of oil as the most critical source of energy in the world. Chapters 3
to 8 deal with the United States, China, and Russia and explore the key aspects
of great power capability and standing laid out in this chapter.

Chapter 9 then brings together, develops, and compares all of the empiri-
cal evidence we have presented regarding the United States, China, and Rus-
sia. Using quantitative and qualitative analysis, we provide a detailed as well as
panoramic overview of change to sum up and put our more detailed analyses
in context.

Part III examines the larger issues we have raised. Chapter 10 shows how
the rise of American hegemony has actually boosted global oil security, as has
China’s growing need for oil. Chapter 11 examines the difficulties of hegemony
and the challenges that America faces, which need to be considered carefully.
Some of these challenges are related to the rise of China in the region and the
continuing role of Russia. But the challenges run much deeper and include
the high costs of maintaining hegemony, terrorism and the resentments that it
generates in the region, and the fact that hegemony does not equal influence
in world politics—perhaps a classic phenomenon as we look back at the fate of
hegemons in history.

The conclusion in Chapter 12 expands on our key arguments. It explains
what our findings mean more broadly for security studies, hegemony, interna-
tional political economy, and Middle East politics.
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2 The United States and
the Global Oil Era

HE MIDDLE EAST has been an arena for great power rivalry for

millennia, from the time of the vast empires that followed the
first civilizations, through the great game of Euro-Russian rivalry in the nine-
teenth century, and into the Cold War of the twentieth century and the post—
Cold War period. The most ancient rivalries began at least as early as 2500
B.C. in Mesopotamia, the purported cradle of civilization between the Tigris
and Euphrates Rivers in modern-day Iraq. Thereafter, a broad array of empires
rivaled each other for influence, including the Babylonians, Assyrians, the Hit-
tites of Anatolia, and the Persians, whose vast empire under Cyrus the Great
stretched across the Near East from Greece to the frontier of India, only to be
eclipsed later by Alexander the Great and subsequently the Romans."

The goals of great powers have changed, as have the great powers them-
selves across eras from these ancient times to the fifteenth and sixteenth centu-
ries, when the Europeans established themselves in the region, to the modern
period of rivalry and cooperation among actors in a globalized world. But the
Middle East has always enticed them for its coveted land, strategic position
astride three continents, importance as a trade route, religious intrigue and
centrality, and, in more recent times, its oil resources and concerns about trans-
national problems such as terrorism and weapons of mass destruction.

Modern actors at times have learned the high costs of seeking to secure
energy. When one American official asserted in 1944, referring to the Persian
Gulf, that the “oil in this region is the greatest single prize in all history,”* he
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could not have known what wars and travails awaited America, especially after
it assumed responsibility from Britain in 1971 for the security of the Persian
Gulf, a region that includes Iran, Iraq, Saudi Arabia, Kuwait, Oman, Kuwait,
Bahrain, and the United Arab Emirates.

America has certainly benefited from the free flow of oil from the Middle
East, but it would also be drawn slowly into the region by revolution, war, and
regional rivalries, all set against the inherent instabilities of the region and the
struggles for influence and standing among the global powers. The evolution
of its position relative to the other great powers would prove critical to regional
and global politics and to all countries that depend on the flow of oil at reason-
able prices.

It is worthwhile sketching some key signposts in the American journey into
the Persian Gulf all the way from the rise of the age of oil in the early twentieth
century to the Iran nuclear accord of 2015, a journey that has been affected by,
and has cross-cut, that of China and Russia. This evolution has been shaped in
important ways by the concomitant rise in the importance of oil to the global
economy. As the most politicized commodity in history, oil has been intricately
interwoven into the domestic, regional, and international relations of the region.

The Age of Oil, Centered in the Middle East

By the advent of the twentieth century, the industrial revolution and the devel-
opment of large standing armies had created enormous energy needs. To fill
this potentially lucrative market, the United States and Russia started produc-
ing oil and by 1900 accounted for 90 percent of the world supply. American oil
proved to be critical in World War 1. Shortly before that war, the United States
started to transform its coal-burning battle fleet into one that used oil for fuel,
which created important military advantages, and during the war, it also sup-
plied its allies with oil.?

From 1918 to 1999, America produced more oil, cumulatively, than any
other country.* That position would be overtaken by Saudi Arabia, but the
United States would try to regain its position with its oil boom that took off
in 2007-2008. The opening salvo of the oil era for the Gulf was in 1907 when a
large petroleum field was discovered in Iran. By May 1933, the United States and
Saudi Arabia made an agreement that would fashion their oil relations, and oil
in general would help contribute to American power in the twentieth century.®

Founded in 1870 at the outset of the Gilded Age of great capitalist enter-
prises and excesses, Standard Oil Company of California struck a sixty-year
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contract allowing it exclusive rights to explore and produce oil from Saudi
Arabia’s Eastern Hasa oil province.® By 1938, ARAMCO—the Arabian Ameri-
can Oil Company—discovered oil in commercial quantities.”

Forged on common interests in oil, America and Saudi Arabia developed
relations that privileged strategy and money over democracy, while painting
their interaction in a brighter light than deserved.® In subsequent decades, the
Saudis slowly took control of the company from the Americans’ as a forerun-
ner of one of the biggest changes in global oil in the past seventy-five years—
and one that has had an enormous impact on oil security and the American
role in the Middle East.

Prior to the oil crisis of 1973, the Seven Sisters—the biggest private oil
companies such as Chevron—controlled around 85 percent of the world’s oil
reserves.'” By contrast, data show that national oil companies control around
89 percent of the world’s reserves; national oil companies are more privatized
hold around 7 percent; and private international oil companies (I0Cs) control
about 4 percent.!" As one expert points out, in “virtually every oil-exporting
country, NOCs, which had in the 1990s ceded ground to IOCs in the wake of
globalization, have reclaimed lost ground.”*?

NOCs expanded most rapidly during the period of decolonization in the
1950s, 1960s, and 1970s but also in more recent decades. For instance, Iran
initially nationalized its oil assets in 1953, though Western powers reversed
that move in Operation Ajax, launched by America and Britain, but by the
1970s, Iran and the other Persian Gulf countries had nationalized energy more
effectively.

Saudi Arabia and Kuwait nationalized their oil assets in the 1970s, keep-
ing upstream production mostly closed to foreign investment thereafter while
opening downstream production (refining mainly) to outside parties. Chev-
ron, then the Standard Oil Company of California, had discovered oil in Saudi
Arabia in 1938 and created the basis for ARAMCO, a predecessor of today’s
Saudi Aramco. The Saudis took full control of ARAMCO?’s assets in 1976, which
launched a period in which the private companies would be contractors with
production-sharing contracts rather than concessionaries and actual owners."?

The early 1970s saw further nationalization of oil assets by Middle Eastern
producers, and by the mid-1970s, resource nationalism had spread throughout
the developing world. Producers in the Persian Gulf assumed complete control
over their oil industries, revoking any remaining concessions they had with the
Western private oil companies.
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Today, of the twenty major oil-producing companies worldwide, fourteen
are NOGs, and their states also control the majority of global oil fields large
enough to warrant investment from a supermajor or one of the world’s biggest
private oil companies. Moreover, it is well recognized that the global oil sec-
tor will need massive investment to meet rising demand. Most of this oil will
come from members of the Organization of Petroleum Exporting Countries
(OPEC), and they most likely will be critical in determining the path of the oil
market. NOCs will be key drivers, despite the North American energy boom,
which will probably reach peak production between 2020 and 2025." In brief,
then, the trend in control over oil resources has completely reversed since 1972,
with Saudi and Iran dominant and the major private companies by and large
sharing small percentages of control. This shift is vital to an understanding
of global oil and security dynamics and the many issues that they affect. Such
dynamics will make the international relations of the Persian Gulf even more
important in the future.

Unlike the European powers, America was not directly involved in the great
power rivalries of the nineteenth century that crisscrossed the Middle East and
instead was caught in nation building, civil war, and reconstruction. While
continental America was forged on the anvil of aggressive expansion, that pol-
icy did not extend over to the Middle East. America scarcely even intervened
near the region with the exception of the Barbary wars from 1801 to 1804,
which in any case were aimed at checking piracy against American shipping in
the Mediterranean.

By contrast, imperial Britain was interested in the Middle East because of
its rivalry with France, Russia, and Germany, especially after the rise of the
ambitious but mercurial Wilhelm II in 1890. European interest in the region
became increasingly more strategy oriented as the nineteenth century wore on.
Under the nineteenth-century classic European balance-of-power system es-
tablished at the Congress of Vienna in 1815, major European states endeavored
consciously and purposefully to maintain a balance of power in Europe, but
did not proscribe intense competition for domination of other regions.'

For its part, Britain and Russia transformed the Gulf into a playground for
their so-called great game. In order to protect its crucial lifeline to India, Brit-
ain also needed unchallenged supremacy in the Gulf. This explains its dogged
efforts to thwart Napoleon, undermine Russia’s southward advance in search
of warm water ports and improved strategic position, and sabotage Germany’s
provocative Berlin-Baghdad railroad plan.'® While Britain and Russia were frit-
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tering away their energies in the great game, the United States, many thousands
of miles away, was continuing the process of becoming one of the strongest
countries in the world, a development that leading American thinkers and poli-
ticians understood and appreciated.

The Gulf became an important strategic foothold against Wilhemine Ger-
many. The allies viewed Iran in particular as a vital conduit for sending arms to
Russia during World War I, and both the Suez Canal and the petroleum fields
of Persia were perceived as critical to allied interests. Defeating the Ottoman
Empire, which had allied with Germany, meant penetrating the Middle East,
which was under the influence of the far-flung Ottoman Empire, despite the
advent of its demise in the nineteenth century.

During World War II, the Persian Gulf became more important to the
United States as a result of the increasing military demand for oil and the re-
gion’s strategic location.'” Middle East oil was vital to the entire Allied war ef-
fort. Unlike World War I, armies required far greater mobility, and that resulted
in one hundred times the use of gasoline.'® Oil proved crucial to mechanized
warfare on a global scale. Had the Nazis successfully invaded the Gulf area,
their control of the oil fields could have shifted the course of the war."”

As an oil glut lasting almost two decades approached its end in fall 1941,
Secretary of the Interior Harold Ickes advised President Franklin Roosevelt
that America must secure additional oil resources to ensure near-term sup-
ply.?° Although this was largely a false alarm of a peak oil problem, it illustrated
how important oil had become to American national security. In roughly the
same period, the Soviets had occupied Iranian Azerbaijan in 1941 in the ef-
fort against Nazi Germany, only to withdraw belatedly in 1946. Later, dur-
ing the Cold War, perceptions of ongoing Soviet interest in the warm waters
of the Gulf triggered Western states to secure the Gulf from their erstwhile
wartime ally while also jockeying among themselves for primary political and
economic influence.

While the United States was in a presidential year that would bring John E
Kennedy to power, the rise of OPEC was in the wings and would become one
of the most significant developments of the twentieth century in global energy.
OPEC was founded in 1960 by Saudi Arabia, Kuwait, Iran, Iraq, and Venezu-
ela, with subsequent expansion that added Algeria, Ecuador, Gabon, Indone-
sia, Libya, Nigeria, Qatar, and the United Arab Emirates. OPEC market power
slowly developed in the 1960s, but it was not until the 1970s that the Arab
states in OPEC, rather than OPEC itself as an organization, demonstrated
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their power in the global oil arena,? including quite overtly against the United
States. After the unsuccessful Arab oil embargo during the 1967 Six Day War,
OPEC launched the oil embargo during the 1973 Arab-Israeli War. It quadru-
pled oil prices, causing a major American recession. The rest of the world felt
the pain as well, as most of the industrialized world was targeted by the em-
bargo. About 90 percent of the production cuts were made by Saudi Arabia,
Kuwait, and Libya.?

The rise of oil futures trading markets in 1983 at the New York Mercantile
Exchange would erode OPEC influence over oil pricing. In any case, Riyadh
started to moderate its oil policy of its own volition in the mid-1970s and for
many years to follow. As the de facto leader of OPEC, Saudi Arabia generally
tried to work to keep oil prices from rising too high. While importing states
worried about the security of supply, energy-exporting countries thought of
the security of demand.” Fearing that high oil prices could hurt global growth,
reduce demand for Saudi oil by encouraging conservation and renewable en-
ergy development, and anger its U.S. protector, the Saudis generally were able
(and willing) to act as an oil price “dove.” Although it sometimes deviated from
this approach, Saudi Arabia tended to oppose any serious cuts in oil produc-
tion within OPEC unless warranted by depressed oil prices, and it would put
more oil on the market when oil supply was threatened by crises or a deliberate
cutoff or oil prices rose too high.

The Cold War and Global Oil

America’s post—World War II economic boom and the Cold War rivalry with
the Soviet Union further increased the region’s economic and geostrategic im-
portance to the United States. The fear in the West was that Moscow, or some
of its clients in the Middle East, could gain control or influence over oil re-
sources. Thus, a cardinal goal was to prevent this outcome. U.S. policy in vari-
ous forms aimed to deny Moscow strategic, political, and economic footing in
the region. In 1949, American decision makers even created a plan, described
in National Security Council directive National Security Council 26/2, to de-
stroy the Gulf oil fields, if necessary, to prevent a Soviet seizure.* President
Harry Truman started to commit the United States to the task of protecting
Saudi security as early as 1947. In 1949, the National Security Council identi-
fied the region as “critically important to American security” and called for
the United States to “promote pro-Western ties to prevent Soviet penetration
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of the region.
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In line with such Cold War thinking, Washington spearheaded the overthrow
of Iran’s popularly elected leader, Prime Minister Mohammed Mossadegh.
Iran had nationalized its oil assets in 1951 after the shah of Iran was effectively
stripped of his powers by the parliament in 1950. That left the Anglo-Iranian
Oil Company (later British Petroleum) without portfolio® and threatened to
make insecure a resource critical to Western fighting capabilities.”” Washing-
ton also feared that Mossadegh was uncomfortably disposed toward the Soviet
Union in a period when the Cold War was especially frigid. A U.S.-organized
coup put the pro-West-leaning shah back in power in 1953, an act that has em-
bittered Iran until today.

While two world wars drew European states into the region and the Cold
War made it more important to the United States, China remained largely un-
involved, although by 1941, it did begin to realize that control of the region by
hostile powers could prove very dangerous.”® Between 1912 and 1949, how-
ever, China was far more absorbed with survival and nation building than with
global events, much less Middle East politics.? The PRC did seek to generate
anticolonial sentiment in the region in the 1950s and 1960s and to check Mos-
cow in the 1970s, but it was not until the later 1970s or early 1980s that Beijing,
in conjunction with its broader political opening to the world, became more
seriously interested in the Persian Gulf.

The Year of Living Dangerously

America’s overarching interests in the Persian Gulf have remained largely con-
sistent since the onset of the Cold War: to ensure global access to energy re-
sources and, relatedly, protect regional stability against anti-American forces.
For most of the Cold War, rivalry with the Soviet Union posed a real and
perceived risk to those interests. Yet it was not until British withdrawal from
the Gulf in 1971, precipitated chiefly by Britain’s flagging economy,™ that the
United States assumed responsibility for regional security. Reflecting this rising
role, President Jimmy Carter described the Persian Gulf in 1977 as “vulnerable
and vital . . . to which greater military concern ought to be given.”!

In the 1970s, the United States entrusted Iran and Saudi Arabia with pro-
tecting its interests in the region under Richard Nixon’s twin-pillar policy.
These states would be the two pillars of America’s proxy foreign policy, which
allowed Washington to protect regional oil without major and direct inter-
vention into the Persian Gulf. But as we discuss in more detail in the next
chapter, the shocks of 1979, one of the most critical years in modern Middle
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Eastern history,’” pushed Washington to develop major military capabilities in
the region.

The 1979 Soviet incursion into Afghanistan linked Gulf stability to U.S.
global security.” Although there is strong reason to believe that Moscow was
focused solely on Afghanistan, important decision makers, particularly in
Washington, saw the invasion as part of a grand, chess-like scheme and feared
that Moscow might even invade the Persian Gulf. Washington was not unrea-
sonable in worrying about the Afghanistan intervention because it occurred at
a time of Western vulnerability in the Middle East. In the midst of such tumult,
the U.S. framework for Gulf security collapsed in 1979 when the shah of Iran,
who had largely supported U.S. security interests in the Middle East even if
uneasily, was replaced by the virulently anti-American Ayatollah Khomeini.

The overthrow of the pro-Western shah of Iran in 1979 undermined the
main pillar of Nixon’s policy. Contrary to popular perception and to his de-
termined stance in the Iran-Iraq War, Iran’s spiritual leader was not militarily
oriented. In contrast to the shah, whose military expenditures were extraor-
dinary, Khomeini severed the extensive arms relationship with Washington,
shut down U.S. military facilities on Iranian soil, and even spurned Soviet
arms offers. In addition, he executed or imprisoned many of his top officers
and placed much less trust in Iran’s regular, better-trained military than in the
ideologically motivated Revolutionary Guard. Although Khomeini used force
internally, he asserted that even the export of Islam was to be conducted non-
militarily. However, the Iranian Revolution threatened to spread throughout
the oil-producing Middle East, where it could target Arab monarchies viewed
as corrupt, illegitimate, and lackeys of the United States.

From Washington’s perspective, the Afghanistan intervention presented the
West with the possibility that Moscow would exploit U.S. vulnerability in
the Middle East by invading the Gulf,** which lay just beyond Afghanistan.
Writing in the aftermath of the invasion, the U.S. ambassador to Moscow,
George Kennan, stated that since World War 11, there had not been “as far-
reaching a militarization of thought and discourse in the capital.”*

The invasion shocked President Carter, who described it as “an unprece-
dented act,” a “radical departure from the policies or actions that the Soviets
have pursued since the Second World War,”*® and “the most serious threat to
the peace since the Second World War.”?” Appearing not to believe that Moscow
could do something so provocative, Carter asserted that his opinion of the So-
viets had “changed more drastically in the last week than in the previous two-
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and-a-half years”™® and sent Leonid Brezhnev a message on the presidential
hotline claiming that the invasion “could mark a fundamental and long-lasting
turning point” in superpower relations.” In Carter’s view, a “successful take-
over of Afghanistan would give the Soviets deep penetration between Iran and
Pakistan, and pose a threat to the rich oil fields of the Persian Gulf area.”*
Suspicious of Soviet motives in Southwest Asia, as Britain had been of im-
perial Russia’s motives in the nineteenth century, Washington was primed for
action. On January 23, 1980, the Carter Doctrine was enunciated shortly after
the invasion, and in the wake of the aftermath of the Iranian Revolution. It
asserted that “an attempt by any outside force to gain control of the Persian
Gulf region will be regarded as an assault on the vital interests of the United
States of America, and such an assault will be repelled by any means necessary,

including military force.”*!

The Dictator and Would-Be Regional Hegemon

To make matters worse, in July 1979, after a decade as the de facto dictator of
Iraq under President Ahmed Hassan al-Bakr, Saddam Hussein became presi-
dent. Saddam Hussein’s rise to power added another destabilizing dimension
to the regional picture—one that would shape events thereafter. Saddam’s rise,
which coincided with Iran’s tempestuous Revolution, was a prerequisite for the
Iran-Iraq War. In September 1980, Iraq invaded its neighbor Iran, confronting
Ayatollah Khomeini’s Islamic Revolution, and triggering one of the century’s
bloodiest wars with more than 1 million casualties. Neither side ultimately won,
which is what many in the world wanted, but Hussein was not finished. He
would sow the seeds of future conflicts that would culminate in his ignomini-
ous demise. Even at the point of his capture in 2003 in a spider hole, appearing
as if he were a vagrant, he reasserted that he was president of Iraq, only to do so
again when put on trial in 2004.

Elevating the American Commitment

While the Carter Doctrine committed the United States to protect the Gulf
against external threats, the Reagan doctrine elevated the commitment. It
called for U.S. support to anticommunist resistance movements in Soviet-
allied nations in Africa, Asia, and Latin America. President Ronald W. Reagan
stated in October 1981 that there was “no way” the United States could “stand
by” and allow threats against Saudi Arabia to stop its flow of oil.** This state-
ment and others like it became known as the Reagan Doctrine, a U.S. com-
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mitment to protect Saudi Arabia against external and internal threats to the
Persian Gulf and against domestic threats to the regime. The United States
made a tacit agreement to protect the Saudis in the 1940s, and the Carter Doc-
trine reinforced a commitment to protect the free flow of oil from threats out-
side the region; now Reagan was elevating the U.S. commitment one more
notch. Saudi Arabia would become the linchpin of U.S. security in the Gulf.*®
In 1982, Reagan’s famous “evil empire” speech clearly pitted good against evil
in the Cold War struggle, underscoring the embedded and not even implied
image that he and so many others had of the Soviet Union. He saw the Soviet
intervention in Afghanistan as further evidence of this evil and sought an op-
portunity to deal Moscow a major blow.

The U.S. national security strategy issued in 1987 by President Reagan under-
scored that American goals included “maintaining regional stability, containing
and reducing Soviet influence, preserving the security of Israel and our other
friends in the area, retaining access to oil on reasonable terms for ourselves and

our allies, and curbing state-sponsored terrorism.”*

Regional Wars

The bloody and lengthy Iran-Iraq War set the stage for even more war. Two
years after that war ended, Saddam invaded and annexed oil-rich Kuwait and
was in a position to invade Saudi Arabia. The invasion took the world by sur-
prise, despite Saddam’s reputation for brutality and opportunism.

Regional and great powers were stunned by Iraq’s annexation of Kuwait, an
anachronism in modern world politics that harked back to World War II Ger-
man tactics. Neither Washington nor Beijing was focused on the Middle East
in 1990. America was focused on the Eastern European revolutions and on the
events in the Soviet Union that led to its demise. Beijing was also embroiled in
the aftermath of its own domestic democracy movement, which could have
threatened regime survival or at least legitimacy, and the Soviet Union was de-
stabilized and on the verge of disintegrating.

By July 30, 1990, Iraq had eight divisions, 100,000 well-trained troops, and
350 tanks poised on the Kuwaiti border, in formation for extensive operations.
On August 2, 140,000 Iraqi troops and 1,800 tanks roared into Kuwait, spear-
headed by two Republican Guard divisions: the Hammurabi and the Medina.
What had been viewed as mere brinkmanship in late July in an effort to scare
the Kuwaitis into making some key economic and territorial concessions turned

into a full-blown invasion using Iraq’s best forces. The rest is history.
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The United States sent a massive force to protect Saudi Arabia in Operation
Desert Shield and then to kick Iraqi forces out of Kuwait in Operation Desert
Storm. The U.S.-led alliance of twenty-eight members grew to thirty-seven by
war’s end and included more than half a million soldiers with a 10,000-soldier
brigade from the Arab Gulf states, 7,000 Kuwaiti soldiers, and 15,000 Syrian
troops who fought only on Kuwaiti soil. On the European side, the British sent
43,000 troops and significant military equipment, while France sent 16,000 sol-
diers. By January 1991, an incredible half of all U.S. combat forces worldwide
would be deployed to the Gulf theater.

In 1991, at the end of the 1991 Gulf war, Washington faced difficult choices
regarding war termination. Rather than march on Baghdad or even continue
the campaign long enough to destroy Saddam’s Republican Guard divisions,
the United States and its allies chose to end the ground war at 100 hours. In-
vading Baghdad was quite possible, but the administration never seriously
considered it. It was widely believed that Saddam would be hard to find; that
such an operation would have entailed unacceptable potential casualties; and
that even if it were successful, finding an alternative Iraqi regime to lead a
post-Saddam Iraq would be hard. Moreover, the U.N. mandate that governed
U.S.-led operations did not allow such action, and America’s Arab allies, some
of whom would not even fight Iraq during the war, would have opposed it.
U.S. decision makers were concerned that Washington would have been acting
without international support and wanted to avoid getting stuck in the Gulf.**

The administration of George W. Bush obviously saw Iraq differently, al-
though the times had changed as well, chiefly due to the September 11 terrorist
attacks. The Iraq war of 2003 was a choice that America certainly did not have
to make,*® and it has paid dearly for it.

The United States did not intend to maintain a massive military force in
Iraq. Rather, it sought to withdraw or at least significantly reduce this force
once Iraq became more stable. No American leader could have sensibly said
that the United States should occupy Iraq permanently. In fact, the Bush ad-
ministration expected to rebuild Iraq without great trouble and then to bring
U.S. troops home. The occupation lasted far longer because it was poorly
planned and ran into unexpected problems, not because the U.S. administra-
tion wanted to stay in Iraq.”

The outcome of the Iraqi invasion was far more disastrous than President
Bush and his administration expected,*® which was blindsided by postwar prob-
lems in Iraq,* and especially by the subsequent massive insurgency. In fact, two
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months before the invasion, Bush reportedly told Prime Minister Tony Blair of
Great Britain that it was “unlikely there would be internecine warfare between
the different religious and ethnic groups.” It is not that the administration did
not plan for postwar Iraq. That is a myth or misunderstanding. But as noted
charitably by Douglas Feith, a former Defense Department official in the Bush
administration, aspects of postwar planning were put in motion, but “the crip-
pling disorder we call the insurgency was not anticipated with any precision, by
either intelligence analysts or policy officials.”"

In January 2007, Bush announced a new approach to the war in Iraq at a
time when the insurgency appeared to be escalating out of control and Demo-
crats in Washington were criticizing him for not securing Iraq so that Ameri-
can troops could come home. Rather than withdraw, Bush decided to ramp up
U.S. efforts. The new approach, called the “surge,” aimed at beefing up the U.S.
counterinsurgency strategy. To bolster this approach, Bush ordered the deploy-
ment of more than 20,000 soldiers into Iraq. He also extended the tour of most
of the army troops in country and some of the marines already in the Anbar
Province, which faced the most critical unrest that the Bush administration
aimed to quell and reverse so that a unified, democratic federal Iraq that could
govern itself could emerge. The surge changed the focus for the U.S. military
toward helping Iraqis secure key neighborhoods, protect the local population,
build their own forces, and achieve reconciliation among political and ethnic
factions.™

While the surge proved successful in helping to restabilize Iraq, the with-
drawal of American forces allowed the so-called Islamic State to strengthen and
for Iraq to descend back into serious instability. The Sunni Islamic State first
appeared around 2003 in response to the U.S. invasion of Iraq. Its goal was to
check Shiite government domination in Iraq; reestablish Sunni power, which
declined with the fall of Saddam Hussein; and establish its version of an Islamic
caliphate. It later split from al-Qaeda and rivaled it for jihadist supremacy in
the Muslim world, in part by enriching itself through stealing weaponry, draw-
ing monies from oil-rich donors,* smuggling, seizing oil facilities, extortion
and taxes, and other crimes such as bank robberies and counterfeiting. To be
sure, the Islamic State is quite different from al-Qaeda in its etiology. However,
as a former deputy CIA director put it, the Islamic State shares al-Qaeda’s goals
but does not want to follow the guidance of Ayman al-Zawabhiri, who took over
the reins of al-Qaeda after bin Laden died, or bin Laden before him,* and it is

more prone to beheadings than is al-Qaeda. They certainly share a similar view
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of an imperial, oil-stealing United States that seeks to undermine Muslims.
This is ironic because the Islamic State has stolen oil in the region in order to
fund its enterprise and reward its fighters. It has seized refineries and other oil
facilities and sold stolen oil, among other things.* So far, the Islamic State has
either not seriously targeted or failed to target the American homeland, though
it has inspired or even planned much smaller attacks; that could change over
time, especially if the United States attacks ISIS more strongly on the ground.
In such a case, ISIS may decide to retaliate with a larger terrorist attack in the
United States if it has the capability to do so.

To be sure, it would have been hard to predict the rise of such a barbaric
organization. However, in general, the George W. Bush administration mis-
estimated the challenges of rebuilding an entire nation in the heart of the Arab
world where the United States was not well liked and where it would not get
much support even from its regional allies, who saw the democratization drive
as a threat to their own autocratic regimes. This should not have come as a
great surprise. History is littered with outsiders coming to the Middle East only
to be attacked and driven out. The British had suffered that fate in Iraq earlier
in the twentieth century.

Serious plans for withdrawing American forces were unveiled by June 2006.
They were premised on the notion that Iraqi security forces would be prepared
to keep the order in Iraq, but they clearly signaled American intent to with-
draw its forces from Iraq at some time. In any case, American policy would be
determined chiefly by the question of whether Iraq could maintain domestic
stability if American forces withdrew rather than by a calculation of how the
United States could dominate Iraq for the long run. In fact, President Obama
campaigned for the presidency on getting U.S. forces out of Iraq based on a
lesser benchmark than domestic stability. He wanted to scale down the Amer-
ican commitment under almost any circumstance, and, like at least half the
country and decision makers, he thought that invading Iraq in the first place
was a large error. His reelection was based in part on a promise to withdraw the
United States from Iraq and Afghanistan, and he fulfilled that pledge.

The shock of the Iraq misadventure did not fundamentally alter America’s
goals in the region, though it did alter its tactics, making it largely more reluc-
tant to commit heavy ground forces against the Islamic State or to bomb Iran’s
nuclear facilities. In September 2013, President Obama underscored the con-
tinuity of America’s interests in the Persian Gulf. He stated before the United
Nations that Washington aimed to secure “the free flow of resources through
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key shipping lanes; the defense of our homeland against the pervasive and per-
sistent threat of terrorism and extremism; and the prevention of the prolifera-
tion of weapons of mass destruction.”*® American presidents largely agree on
the importance of those goals.

The United States and Iran

The American-led invasion of Iraq and subsequent problems in stabilizing Iraq
have left Iran a more influential power in the region, but while this outcome
has emboldened Iran’s foreign policy in the Middle East, it did not prevent
Iran from negotiating on its nuclear program. Iran and the P5 +1 nations (the
five permanent members of the United Nations Security Council, including the
United States, plus Germany) signed an accord on Iran’s nuclear program in
July 2015. For some time, it even appeared as if the U.S. Congress would reject
it and mount a potential campaign to overturn a promised veto by President
Obama, but that failed.

However, the effect of the accord will remain an open question for some
time—and quite likely for many years. Will Iran abide by the agreement? Will
a new American administration overturn or amend it? How will the Arab Gulf
states react to an agreement? If the agreement sticks, can Iran be stopped from
developing nuclear weapons after provisions of the agreement expire in ten to
fifteen years? And will Iran’s foreign policy change?

It is far too early to offer any developed assessments or predictions, but a
few comments are worth making to frame the issue. In some respects, we are
likely to see continuity amid uncertainty in the foreseeable future.

First, the agreement with Iran focuses on the nuclear dimension but not
on the other facets of Iran’s foreign policy. Iran has viewed the Persian Gulf
as its backyard for at least decades, and that is unlikely to change any time
soon. Tehran will continue to exert its influence in the region and will not likely
decrease its support for Shiite movements from Iraq to Lebanon. Indeed, in
summer 2015, the U.S. State Department, which is not known for being biased
against Muslim countries, found that Iran remains a large threat that must be
understood.”’

Second, in terms of relations with America, the agreement may improve
U.S.-Iranian relations. However, that will require that Iran not push its regional
agenda too strongly and that Washington continue to try to bridge relations
with Iran, as unpopular as that would be at home and in the region. Neither
outcome is likely in the absence of regime change in Iran, but stranger things
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have happened. Even if a rapprochement can be launched in the next decade,
the national interests of the two countries will continue to collide on important
issues, as has been the case in U.S.-Russian and Sino-American relations.

Third, the agreement will boost Iran’s economy through greater trade and
by allowing it to sell more oil and attract various forms of foreign investment.
However, it’s unwise to exaggerate Iran’s potential economic gains. Iran’s ar-
chaic regulatory system, dubious legal system, and dilapidated infrastructure,
not to mention questions about whether the nuclear deal can stick over time,
will pose challenges for Iran and outside investors at least in the shorter run.

Fourth, China and Russia will benefit the most, but it will take years to
figure out just how much they will gain compared to other countries. America
will likely remain hamstrung by its own prohibitions on trade with Tehran, but
those may be lifted in the longer run. In that time, Iran may also prove itself
more interested in American and Western energy interaction, partly because of
American technologies, than in that of China and Russia.

Fifth, the stronger Iran gets, the more likely other nations will try to balance
and check it. The potential for it to cheat on the accord will not eliminate fears
of its potential nuclear prowess, even if it lowers them. America will have to
cooperate even more with Sunni Arab countries and Israel to offset the agree-
ment with Iran. What this means is that while Iran will grow stronger, it will
also face more pressures from others, which checks its power.

All in all, the nuclear accord with Iran is a major development, but it is not
likely to become a tectonic shift in the region unless Iran actually does develop
nuclear weapons down the road.

The Future of Oil

All of these costly wars and conflicts in the region, plus the rise of the American
oil boom, have led many to argue that Washington should diminish its role in
the Persian Gulf. That’s an enticing idea, but for several reasons, it will not be
easy to escape the importance of the Persian Gulf in the future.

First, global oil demand is rising. The International Energy Agency (IEA),
the global watchdog for energy-consuming states, expects global oil demand
to reach 96.7 mbd by 2020 or up by around 7 mbd at present.’® It has also
projected that nearly 80 percent of the increase in global oil and gas output
through 2030 will come from national oil companies in the Persian Gulf*® and
conventional oil fields,* not from unconventional shale oil, which has been at
the center of the American oil boom.
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Second, the Persian Gulf, far more than any other region, will serve as the
principal source of supply to meet rising demand over the next two decades.
This is because it holds the greatest proven reserves of oil, which will last around
seventy-five years at current rates of production. That is especially true for
China, which will not be able to meet its growth targets and perhaps maintain
domestic stability without cheap sources of energy. But it is also true, if some-
what less so, of other countries, including the United States.

The third reason has to do with the American energy surge. Both the Amer-
ican oil and natural gas booms have been achieved largely due to new discov-
eries of “tight oil” and natural gas using hydraulic fracturing and horizontal
drilling. “Tight oil” refers to oil found within reservoirs with very low perme-
ability, including shale. Permeability is the ability for fluid, such as oil and gas,
to move through a rock formation.

American oil production rose sharply from 5 mbd in 2008 to over 7.45 mbd
in 2014,%" up to over 9 mbd in 2015. The boom is so major that American oil
output may exceed that of the biggest oil producers, Saudi Arabia and Russia,®
and the increase alone is far higher than what Iran exported to the rest of the
world before it faced American-led sanctions over its nuclear aspirations.

In our view, however, the boom’s likely benefits for American and global
oil security are exaggerated.® Many observers, for instance, don’t fully appreci-
ate that the boom will peak sooner than they expect. It will be a giant force in
the oil patch until its postpeak period. Estimates vary about when the boom
will peak, and that will depend on many factors, but the Energy Information
Administration (EIA) has the peak in one scenario at around 2020.* In that
scenario, it will produce only 1.1 million barrels more than was being produced
in America in 2007. Even if technological breakthroughs allow for greater oil
exploration and the OPEC states cannot continue to tolerate lower oil prices
and are forced to cut their production, thus giving the American boom ballast,
the boom’s peak and postpeak period will be quite different in impact from its
current prepeak.

Fourth, America’s oil boom is a massive development in global energy, but
no matter how much additional oil the United States is able to pump in the
years to come, the global oil market is just that: global. The price of oil is set on
global markets. Even if the United States received no oil from the Persian Gulf,
any serious disruptions of oil from that region would raise the price of oil (and
derivatives like gasoline) for all Americans. An American withdrawal would
make it harder to prevent or contain such disruptions, because Washington has
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played the role of regional gendarme since the British relinquished that role
in 1971. While being less dependent on Middle East oil and less oil dependent
overall is positive, the oil boom is not likely to allow Washington to diminish
its regional commitment any time soon. If it’s a misconception that America
gets most of its oil from the Persian Gulf, it’s also questionable to think that the
region will be much less important to the United States if it gets little or even
no oil from there.

Fifth, China is a key driver of global growth on which all of the major econ-
omies depend, and it needs Persian Gulf oil. The United States is less depen-
dent on Gulf oil than are many other industrialized states, such as China.®
America is dependent on oil to run its giant economy, but increasingly less so
on oil imports. China is heading in the opposite direction. It is becoming much
more oil dependent, importing about 5.3 mbd out of total demand of 9.9 mil-
lion and rising, as millions more join the middle class and become consumers
of vehicles and other goods.

In particular, as Figure 2.1 shows, U.S. dependence on Persian Gulf oil im-
ports has stayed fairly steady, contrary to rising perceptions that imports have
decreased substantially, though they started to head downward after 2013.
Meanwhile, Beijing’s Middle East imports have increased to over 50 percent.
Unlike the United States, which gets most of its oil from Latin America, China

gets little from there. Saudi Arabia is becoming much more vital to China, and
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FIGURE 2.1. Persian Gulf Oil Imports, United States versus China, 1994-2015.
soURCE: U.S. data from Petroleum & Other Liquids database, U.S. Energy Information Ad-
ministration. China data from Chinese Statistical Yearbook (Beijing: Customs General Admin-
istration of the People’s Republic of China, various years).



30 The United States in the Persian Gulf

were it not for economic sanctions against Iran, Iran would have played a larger
role, as may now be the case given the Iran nuclear deal of July 2015.

The upshot is that the Persian Gulf will remain crucial to China’s growth
and that of other global economies. And since America is dependent on their
growth, the stability of the Gulf will be central to America’s global economic
health, regardless of how much oil it obtains from the region.

All that, however, does not mean that America and its allies should not pur-
sue a more rigorous strategy to decrease consumption of fossil fuels. However,
until that happens and even after it is initiated, the Persian Gulf will remain
vital to the global economy.

Conclusion

The rise of the oil era set the stage for what would become an increasingly
more involved American role and position in the Persian Gulf. However, this
escalation of involvement was slow and gained traction only in the 1970s when
Washington assumed responsibility for Persian Gulf security from Britain. In
particular, the 1979 Iranian Revolution undermined the U.S. regional position
and, when combined with the perceived Soviet threat in Afghanistan, forced
the United States to strengthen its capabilities in the region.

This chapter has provided a broad sketch of the American narrative in the
region, embedded in the fascinating dynamics of the global oil era, that is nec-
essary for understanding more specific features of America’s evolution in the
region. In this respect, we move on to providing insight into how U.S. dip-
lomatic and security relations and interactions with key regional states have
changed over time. The following chapters turn to that feature of the American
experience.



3 A New Security Framework

HE EVOLUTION of the standing of any country in any region or
Tissue area is a highly complex phenomenon to assess. We seek to
offer panoramic sketches that are appropriate to meeting the goals of this book
and are anchored in data analysis. On that score, the United States has expanded,
in some cases dramatically, its diplomatic, military, and economic capabilities in
the region and ties to regional states in the post—Cold War period. America’s
diplomatic position has undergone extraordinary change, and although it faced
some serious problems, it became stronger from 1991 to 2015, though it fluc-
tuated in that time period. The U.S. ability to project forces to the region and
sustain them while in the region increased significantly from the 1980s, as did
its defense cooperation with the states of the Gulf Cooperation Council (GCC),
and with Iraq in the post-2003 invasion period, even amid rising domestic in-
stability that threatened to tear Iraq asunder.

The Political Aspect of America’s Role

We begin by exploring U.S. diplomatic relations with Saudi Arabia, Iran, and
Iraq from the 1970s, but especially between 1991 and 2015. Of course, volumes
could be written on these subjects and have been.! But the goal here is not to
provide a historical account. Rather, it is to provide a sense of the trajectory of
U.S. relations and to inform the analysis of oil security that follows, especially
in chapter 10.
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In brief, America’s diplomatic position has changed dramatically, but on
the whole, it has become stronger, not weaker, over time. U.S.-Saudi relations
have weakened since September 11, but relations with Iraq have evolved from
hostility and war under Saddam Hussein to a more cooperative, though still
dysfunctional, level since then. In contrast to China and Russia, U.S.-Iranian
relations have remained largely torturous since the 1979 Iranian Revolution,
albeit the nuclear accord of 2015 between the U.N. Security Council and Iran
may possibly change that trajectory.

Beyond diplomatic relations, U.S.-Saudi interaction in the security field has
strengthened in a major way in the post—Cold War period, despite recurring
political differences and what appearances might suggest. U.S.-Iraqi security
relations have also improved in the post-Saddam period, even as Iraq struggles
with massive instability, the rise of the Islamic State, sectarian strife, and in-
creased Iranian influence.

U.S.-Saudi Diplomatic Relations

Since World War II, both the United States and Saudi Arabia have sought to
protect the free flow of oil to the world market.? During the Cold War, this goal
was threatened by the Iranian Revolution, the Soviet invasion of Afghanistan,
and the Iraq-Iran war. Those events cemented relations despite various differ-
ences in culture, religion, world outlook, and regional issues such as the Arab-
Israeli conflict.

U.S.-Saudi relations were roughly cooperative throughout the early and mid-
1970s, but they were aggravated seriously in 1978-1979 by a number of events.
Saudi leaders lost confidence in Washington after the Soviets scored gains in
Angola, Ethiopia, and South Yemen and after America’s perceived failure to save
the shah of Iran. In some American quarters, doubts arose about Saudi stabil-
ity after Islamic zealots seized the Grand Mosque at Mecca and serious Shiite
demonstrations erupted in the oil-rich Eastern Province. The December 1979
Soviet intervention in Afghanistan, however, made Riyadh more important to
Washington, and the Iran-Iraq War (1980-1988) made Washington more im-
portant to Saudi Arabia, despite Riyadh’s desire to keep America at arm’s length.
These developing common interests benefited U.S.-Saudi relations throughout
the 1980s and prepared them for Iraq’s invasion of Kuwait in August 1990.

America had grown stronger not only in the Gulf but also globally, which
influenced its relations in the Gulf as well. The demise of the Soviet Union led
some actors, including Saddam Hussein in his famous speech of February 24,
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1990, which contributed to his rise as a key leader in the Arab world, to refer to
the United States as a regional hegemon.’

The United States launched Operation Desert Shield in early August 1990,
which was aimed at protecting Saudi Arabia from Kuwait, and then Operation
Desert Storm on January 16, 1991, which evicted Iraq from Kuwait. The Gulf
crisis strengthened U.S.-Saudi cooperation. The House of Saud agreed to host
over a half-million U.S.-led forces and shouldered more than 50 percent of the
war costs,* and Washington demonstrated its commitment to Saudi security.”
Riyadh was initially nervous about requesting American support after Iraq’s in-
vasion, partly because it questioned American staying power and did not want
to offend its own domestic constituents by allowing non-Muslims into the holy
land of Mecca and Medina. However, the crisis gave both states invaluable po-
litical and military experience, and made the Saudis more likely to stand firm
with the United States against aggressors.°

Following the 1991 war, the Clinton administration pursued its dual-
containment policy of both Iraq and Iran. That made Saudi Arabia more im-
portant to Washington,” even if Riyadh was reluctant to support overt U.S.
military operations against Iraq that could provoke domestic Saudi opposition.
In the mid-1990s, Washington continued to try to assure the GCC states of
what Secretary of State Warren Christopher referred to as an enduring Ameri-
can “ironclad commitment” to their defense.® At the same time, by the spring
1995, Washington stepped up its push for better pre-positioning capabilities in
Saudi Arabia. The dual political and military approaches enhanced interstate
reciprocity and further strengthened relations. While divisive issues remained,
both sides recognized their common interests in checking a revisionist Iraq
and a potentially ascendant Iran. Riyadh became more confident in U.S. initia-
tives, partly because Washington’s power at the global level was increasing, and
Washington became better able to depend on Saudi Arabia, partly because of
its more assertive regional position and role. Moreover, as U.S.-Saudi relations
improved, it became more difficult for the Soviets, Iraqis, and Iranians to dis-
rupt improvements in U.S.-Saudi relations or to wean, to the extent possible,
the Saudis out of the American orbit.’

This set of mutual interests and cooperation would be severely tested in
the wake of the September 11 terrorist attacks, which caused the greatest crisis
in U.S.-Saudi relations since the 1973-1974 oil embargo. In the words of the
Saudi ambassador to the United States, Adel al-Jubeir, the revelation that fif-
teen 9/11 hijackers were Saudis was “a disaster,” which turned Saudi Arabia
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into an “enemy in the minds of many Americans.”' To repair relations, Crown
Prince Abdullah, the de facto regent of Saudi Arabia until he actually become
king in 2005, met with President Bush in April 2002, promising to cooperate
on terrorist financing issues in what was reportedly a tense meeting.'?

Saudi support for the U.S.-led campaign against Iraq in 2003 signaled ele-
ments of ongoing cooperation after 9/11. Riyadh granted America use of Saudi
bases near the Iraqi border and the command and control center at Prince Sul-
tan Air Base, despite Abdullah’s assertion that the invasion “would not serve
America’s interests or the interests of the world.”*

The ongoing effects of 9/11 and the 2003 Iraq War also pushed the two coun-
tries to downplay visible military cooperation. In part, this was due to the un-
popularity of the war in Saudi Arabia and the broader Muslim world. The Iraq
War worsened distrust of the United States and anti-Americanism in the broader
Arab world, especially in Irag, where 90 percent polled said they distrusted the
U.S.-led coalition." Another poll conducted by political scientist Shibley Telhami
found that in 2000, more than 60 percent of Saudi citizens expressed confidence
in the United States, whereas by 2004, less than 4 percent had favorable views."

In April 2003, the United States announced the withdrawal of all its com-
bat forces from Saudi Arabia, ending more than a decade of military presence.
Explaining its action, Washington argued that the region was now safer with
a new regime in Iraq,'® an idea echoed by the Saudis publicly.'” But while the
House of Saud felt that domestic criticism of the American presence would
decrease, they remained concerned that the withdrawal might hurt U.S.-Saudi
relations,'® even as the two states continued their understanding that Washing-
ton’s forces could reenter Saudi Arabia and use its facilities built over the past
several decades should the need arise.

Relations were helped by the perhaps too optimistic conclusions of the 9/11
Commission report, released in July 2004. It concluded that Saudi Arabia had
been “a problematic ally in combating Islamic extremism,” but the commis-
sion found “no evidence” that the Saudi government or senior Saudi officials
individually funded al-Qaeda.” In April 2005, Bush and Abdullah reconvened
at Bush’s Crawford, Texas, ranch,? and, wary of the ongoing negative effects
of 9/11, underscored a shared interest in regional security.?! Later that year,
the two governments inaugurated a cabinet-level strategic dialogue to expand
cooperation in six areas of mutual interest: counterterrorism, military affairs,
energy, economic and financial affairs, education exchange and human devel-
opment, and consular affairs.?
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In May 2008, Bush visited Saudi Arabia to commemorate the seventy-fifth
anniversary of U.S.-Saudi relations and signed the memorandum of under-
standing on civil nuclear energy cooperation, pledging that America would
assist Saudi Arabia in developing civilian nuclear energy for use in medicine,
industry, and power generation.” Riyadh joined two key Bush administration
initiatives: the Global Initiative to Combat Nuclear Terrorism and the Prolifer-
ation Security Initiative. However, despite these initiatives, the post-9/11 fallout
remained an ongoing problem, partly due to highly negative public perceptions
in both countries. James Smith, U.S. ambassador to Saudi Arabia, summed up
the ongoing dynamic when he called for the necessity of “taking down walls”
erected after 9/11.%

To add to tensions, the Saudis increasingly worried that Iran was gaining
influence with the U.S.-backed government of Nouri al-Maliki in Iraq. Maliki
had been a prominent Shiite leader in the anti-Saddam guerrilla movement
aided by Iran and Syria. He took office on May 20, 2006, succeeding the Iraqi
transitional government that had ruled as a caretaker, pending formation of a
new government. From 2006 until his tenure ended as prime minister in 2014,
he developed close relations with Iran, with some believing that Iran called
the shots in Baghdad. Voicing perhaps exaggerated Saudi frustration with U.S.
policy, Prince Saud, the minister of foreign affairs, stated in September 2005,
“We fought a war together [with the United States] to keep Iran from occupy-
ing Iraq after Iraq was driven out of Kuwait. Now we are handing the whole
country over to Iran without reason.”?

Beyond Iraq, Saudi fear of Iran’s ambitions was reflected in a leaked cable
in April 2008 in which Abdullah urged the Bush administration to “cut off the
head of the snake” by militarily destroying Iran’s nuclear program—something
that was not in the cards in Washington, which preferred the flawed negotiated
outcome that was achieved in 2015 over another possible war in the region.
Further emphasizing a key strain of Saudi thought, Abdullah complained that
“some say the U.S. invasion handed Iraq to Iran on a silver platter; this after
we fought Saddam Hussein,” noting that he had “no confidence whatsoever in
[Iragi Prime Minister] Maliki” and adding, “I don’t trust this man. ... He is an
Iranian agent.”*

The election of Barack Obama initially improved bilateral relations. Abdul-
lah thanked “God for bringing Obama to the presidency,” which he said cre-
ated “great hope” in the Muslim world.”” White House counterterrorism adviser
John Brennan met Abdullah in March 2009. In a leaked embassy cable regarding
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the meeting, Abdullah said that it was “critically important to restore America’s
credibility” in the world and that the differences between the two states did
not “cut to the bone,” and Brennan stressed that intelligence-sharing coopera-
tion between the two sides had never been better.?® Obama’s first visit to Saudi
Arabia in 2009 and Secretary of State Hillary Rodham Clinton’s meeting with
Saudi foreign minister Prince Saud al-Faisal later that year sought to shore up
ties further.?? Clinton affirmed shared interests on Iran and terrorism, stating
that the “U.S. commitment to Saudi Arabia’s security was unwavering,” while
the Saudis underscored common interests and goals.*® In June 2010, Abdullah
visited America and reaffirmed the depth of mutual relations amid continuing
strife over competing views.*!

The Arab Spring came as a shocking sea change in the politics of the Middle
East, straining relations. Obama’s eventual support for the overthrow of Presi-
dent Hosni Mubarak of Egypt, a longtime U.S. ally, raised questions in Riyadh
about America’s reliability and its commitment to Saudi security. According
to one thinker, the Saudis saw it as “a betrayal of a key ally”*? In January 2011,
Abdullah urged Obama not to humiliate Mubarak and warned that he would
step in to provide funds to Egypt if America withdrew its aid to Egypt, which
totaled $1.5 billion annually.”

Relations deteriorated even more over the U.S. handling of Syria’s civil
war and Iran’s nuclear program. Riyadh urged the United States to overthrow
Syria’s President Bashar al-Assad, who was aligned with its rival, Iran. Nor did
the kingdom appreciate a preliminary agreement that America and members
of the UN Security Council concluded with Iran. They believed that Iran was
untrustworthy and that trying to destroy its nuclear capability was preferable
to a nuclear agreement that Iran could evade secretly. In October 2013, Saudi
Arabia rejected a seat on the Security Council, a reaction that many interpreted
as underscoring “the depth of Saudi anger” over a weak and conciliatory” West-
ern stance on Syria and Iran.** Al-Faisal tried to play down the imbroglio: “It’s
only natural that our policies and views might see agreement in some areas
and disagreement in others. That’s perfectly normal in any serious relationship
that spans a wide range of issues.”*> During Secretary of State John Kerry’s visit
in November 2013, the Saudis suggested that U.S.-Saudi discord was less over
objectives than tactics, and Kerry agreed,’® but this was partly for show. For
his part, Kerry described the U.S.-Saudi relationship as encompassing a wide
range of bilateral and regional issues and “shared security” concerns.”” While
there was truth to that notion, it was also apparent that relations remained
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beset by the lagged effects of 9/11 and, much more important, a slate of issues
related to the broader Arab Spring, Syria, and Iran.

The disagreement over the U.S. stance on Iran continued to strain the bi-
lateral relations through 2015. In May 2015, Saudi King Salman refused Presi-
dent Obama’s invitation to a GCC summit and pulled out of a GCC summit
hosted at Camp David aimed at building Arab support for a nuclear deal with
Iran.”® However, in an effort to improve bilateral relations, King Salman met
with President Obama in September 2015 in what was the first visit by a Saudi
head of state to the United States since King Abdullah’s visit in September 2010.
During the visit, King Salman expressed his support for the Joint Comprehen-
sive Plan of Action between Iran and the U.N. Security Council plus Germany
signed in July 2015.% In the joint statement, the two leaders stressed “the im-
portance of continuing to bolster their strategic relationship” and affirmed the
need “to continue the effort to maintain security, prosperity and stability in
the region and in particular to counter Iran’s destabilizing activities.”** Prior
to the visit, U.S. officials announced that they were finalizing a $1 billion arms
agreement with Saudi Arabia to reassure the kingdom about the Iran nuclear
deal and U.S. commitment to the kingdom.*' Following the visit, Adel al-Jubeir,
the Saudi foreign minister, stated that King Salman “is satisfied with [Presi-
dent Obama’s] assurances”** regarding the Iran deal, adding that the kingdom
believed “this agreement will contribute to security and stability in the region
by preventing Iran from acquiring a nuclear capability.” In private, the Saudis
could not have been happy about this deal, but they probably realized that it
would not be blocked, making diplomatic niceties the order of the day.

U.S.-Iran Diplomatic Relations

In contrast to China and Russia, which expanded their diplomatic ties to Iran
in the post—Cold War period, U.S.-Iranian relations have alternated between
tense and openly hostile since the revolution. That may change if the nuclear
deal with Iran in 2015 endures and helps to moderate Iran’s view of the United
States and vice versa, but that is certainly in question.

In 1984, the Reagan administration designated Iran a sponsor of interna-
tional terrorism, and subsequent presidents held to that line. In 1995, as part of
its policy of dual containment, the Clinton administration increased pressure
on Iran by imposing sanctions that banned U.S. trade and investment with it.
In 1996, Congress enacted the Iran and Libya Sanctions Act, which broadened
the sanctions to include penalties on foreign companies’ investment in Iran’s
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energy sector to reduce Iran’s income and impede its ability to sponsor ter-
rorism and acquire weapons of mass destruction (WMD). Relations improved
after the election of relatively moderate President Mohammad Khatami in
1997. Reciprocating Khatami’s outreach, Secretary of State Madeleine Albright
stated in June 1998 that the United State “can develop with Iran, when it is
ready, a road map leading to normal relations,” and in 2000, she announced
modest easing of certain economic sanctions on Iran.* Despite these overtures,
Ali Khamenei, Iran’s Supreme Leader, did not share Khatami’s sentiment. After
a brief thaw, relations reached a new low when President George W. Bush de-
fined Iran, Iraq, and North Korea as part of an “axis of evil” in his January 2002
State of the Union speech.* Iran’s clandestine nuclear program, revealed later
that year, reinforced suspicions that Iran sought nuclear weapons and could
not be trusted.

The two countries did discuss Iraq- and Afghanistan-related issues from
late 2001 until May 2003 in Geneva in what constituted “the first confirmed di-
rect dialogue between the countries since the 1979 revolution.”* But relations
were further hurt by the election of Mahmoud Ahmadinejad in June 2005, a
Holocaust denier who called for Israel’s destruction and failed to cooperate
with the International Atomic Energy Agency (IAEA) on Iran’s nuclear pro-
gram. In response to Iran’s defiance of various Security Council resolutions
urging it to suspend its uranium enrichment, Washington escalated calls for
international sanctions, and Bush warned about a possible world war if Iran
developed nuclear weapons.*

Sanctions pressure on Iran dramatically increased following President
Obama’s election in 2009, although Obama also promoted far more engage-
ment than had Bush. For example, at his speech in Cairo in 2009, Obama
reached out to Iran by conceding that during the Cold War, the United States
“played a role in the overthrow of a democratically-elected Iranian govern-
ment,” further stating that “any nation—including Iran—should have the right
to access peaceful nuclear power” if it adheres to requirements of the 1970
Treaty on the Non-Proliferation of Nuclear Weapons (NPT).*” However, bi-
lateral tensions escalated when Iran cracked down on protesters who were re-
belling over Iran’s presidential elections in 2009, which were widely viewed as
rigged, and when Tehran continued to stonewall on its nuclear program. In re-
sponse, the Obama administration orchestrated and gradually escalated broad
international economic pressure on Iran while keeping an offer of sanctions

relief in exchange for a negotiated deal.
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Iran elected the relatively moderate Hassan Rouhani to the presidency in
June 2013. Pressed by a rapidly deteriorating economy, Iran sought new nego-
tiations. In September 2013, Obama and Rouhani had the first direct conver-
sation between the presidents of the two countries since 1979. The phone call
was followed by an interim nuclear agreement between America and its allies
and Iran reached on November 2013, culminating in the historic deal of July
2015 to limit Iran’s nuclear ability in return for lifting international sanctions.*®
Nonetheless, relations remained bedeviled due to Iran’s development of bal-
listic missiles, rising power in the post-Saddam Gulf, influence in Iraq, support
for the Syrian regime, and ties to Hezbollah and Hamas.

[lustratively, despite the nuclear deal, Khamenei described any potential U.S.
expectations of Iran curbing its missile development as “stupid and idiotic.”*
This was underscored in August 2015 when Iran’s defense minister, Hossein
Dehghan, stated that Iran “will design and produce any missiles that we want
proportionate to threats,”*® and with subsequent missile tests. Khamenei repeat-
edly appeared to be highly skeptical of the nuclear agreement and U.S. inten-

tions, while at the same time not trying to undermine relations too much.

U.S.-Iraqi Diplomatic Relations

America’s relationship with Iraq after 2003 has been far better than its re-
lationship with Iraq under Saddam Hussein, despite enormous strains. It is
worthwhile offering a brief sketch of key points in the evolution of U.S.-Iraqi
relations.

During the Cold War, Iraq had been Moscow’s main ally in the region, but
the United States indirectly supported Baghdad during the Iran-Iraq War to
counter the Iranian threat. Iraq’s invasion of Kuwait in 1990 was a watershed
event. The U.S.-led coalition expelled Iraq from Kuwait in 1991, and America
and its allies, chiefly Britain and France, kept Iraq politically, economically, and
militarily contained until the U.S.-led invasion of Iraq in 2003.

Containment initiated after the 1991 Gulf War escalated under Clinton’s
policy of dual containment in the 1990s. In addition to sanctions and enforce-
ment of no-fly zones, it included efforts to overthrow Saddam. Martin Indyk,
special assistant to the president for Near East and South Asian Affairs and the
architect of dual containment, described Iraq in 1993 “as a criminal regime,
beyond the pale of international society and, in our judgment, irredeemable.”™
CIA efforts to undermine Saddam expanded in 1996 and then escalated in
October 1998 after Iraq stopped cooperating with international inspectors. In
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response to this noncooperation, the Clinton administration expanded con-
tainment by signing the Iraq Liberation Act, which explicitly called for regime
change, tightened the no-fly zone, and even bombed Iraq in December 1998
in Operation Desert Fox. In February 1998, President Clinton had voiced his
frustration with Iraq’s defiance of UN inspectors, asserting that “Iraq admitted,
among other things, an offensive biological warfare capability, notably, 5,000
gallons of botulinum, which causes botulism; 2,000 gallons of anthrax; 25 bio-
logical-filled Scud warheads; and 157 aerial bombs. It is obvious that there is an
attempt here, based on the whole history of this operation since 1991, to pro-
tect whatever remains of his capacity to produce weapons of mass destruction,
the missiles to deliver them, and the feed stocks necessary to produce them.”*

Against this general backdrop of tension and suspicion, the events of Sep-
tember 11, 2001, contributed to the American decision to invade Iraq. In his
speech to the United Nations on September 12, 2002, President Bush urged
Saddam Hussein to comply with sixteen U.N. resolutions passed between 1991
and 2002, all of which Iraq had defied.” In his January 2003 State of the Union
speech, two months before the invasion of Iraq, Bush asserted that a “brutal
dictator, with a history of reckless aggression, with ties to terrorism, with great
potential wealth, will not be permitted to dominate a vital region and threaten
the United States.”™*

History has shown that Iraq lacked WMD and ties to terrorism; neverthe-
less, such misconceptions drove American-led action. On March 20, 2003, the
U.S.-led 125,000-strong force invaded Iraq and removed Hussein from power.
The force increased in size to an additional 30,000 U.S. forces into Iraq in 2007,
aimed at U.S-led nation-building involvement that lasted until December 2011.
In accordance with the November 2008 security agreement, the official conclu-
sion of the U.S. combat mission in August 2010 and Iraq’s decision in October
2011 not to extend legal protection to U.S. troops despite the U.S. appeal,*
America decreased its force presence to 47,000 in 2010 and withdrew the last
troop contingent in December 2011.

The Strategic Framework Agreement signed in December 2008 was de-
signed to normalize and buttress the U.S.-Iraqi relationship. The United States
cooperated with Iraq on a number of political issues. It worked with Maliki
and his Sunni and Kurdish opponents “to narrow areas of disagreement” and
“facilitate serious discussions on revenue sharing” between the Iraqi Kurdistan
region and central government.’® Washington also worked to promote Iraq’s
regional integration and strategic independence under both Maliki and his
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successor, Haider al-Abadi, who tried much harder than Maliki to integrate
Sunnis into the Iraqi government.

In mid-2014, the U.S. deployed 3,100 military personnel to advise and train
the Iraqi Security Forces and began conducting airstrikes to help the Iraqi gov-
ernment defeat the Islamic State.”” Termed Operation Inherent Resolve, the ef-
fort to defeat the Islamic State escalated in June 2015, with the United States
announcing the deployment of an additional 450 military trainers and advisors
to Iraq.

While America’s relationship with Iraq has improved from past decades,
it could easily transform into an adversarial one depending on the course of
Iraq’s domestic politics and U.S.-Iranian relations. Even so, it could not be
much worse than U.S. relations with Saddam Hussein. In fact, Iraq would still
be less threatening absent Saddam’s great military capability and reckless for-
eign policy behavior. Iraq could also break down as a country into its three
historical parts: Mosul in the North, Baghdad in the center of Iraq, and Basra
in the South. Iraq’s sovereignty is in serious question. Indeed, the Kurds in the
North have a high level of autonomy, which almost creates a state within a
state. It will take better leadership in Baghdad, more effective interaction be-
tween Baghdad and the Kurds, and a good plan of coordination to help keep
Iraq functioning as one sovereign state, even if it retains that titular role.

U.S. Military Capabilities and the Persian Gulf

While America’s diplomatic relations underwent enormous change, so did its
overall security position. From 1980, its military capabilities in the region, force
projection, and security cooperation with regional states strengthened substan-
tially, though with notable fluctuations. This represents one of the most signifi-
cant changes in the region.

The United States began to expand its navy at least as early as the presi-
dency of Theodore Roosevelt, who understood that expansion required major
sea power. But it would take the United States many more decades to develop
sea-power reach into the Persian Gulf, not to mention other facets of its for-
ward military position.

Washington maintained modest capabilities in and around the region after
World War II, but that changed with the 1979 Iranian Revolution, Soviet inva-
sion of Afghanistan, and the Irag-Iran War. Washington accelerated develop-
ment of the rapid deployment force (RDF), secured access to military facilities
in the Middle East, upgraded the U.S.-operated military base at Diego Garcia
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in the Indian Ocean, and urged efforts to develop the Saudi military infrastruc-
ture for the entry of U.S. forces. These actions helped the United States in its
rivalry with Moscow in the Persian Gulf and would later play a critical role in
reversing Iraq’s invasion of Kuwait in August 1990. As Secretary of Defense
Harold Brown stressed, the RDF was not a response to internal matters in the

Gulf but was intended “to offset Soviet forces.”®

The largest comparative in-
crease in the fiscal year 1981 budget was in airlift and sealift, which reflected the
commitment to the RDE* Beyond playing a role in its funding, the Afghani-
stan invasion motivated the growth in the RDF’s size and configuration and
gave it an anti-Soviet role, particularly with respect to Gulf defense.®® The size
and planning of the RDF was based on an actual, albeit unlikely, Soviet inva-
sion of the Gulf.

In 1981, in a crucial and signal development, the United States agreed
to sell the Saudis airborne warning and control systems aircraft and high-
performance fighter jets, and Riyadh consented to building a nearly $200 bil-
lion extensive defense infrastructure able to accommodate a rapid and massive
deployment of U.S. forces.®" This unprecedented agreement was motivated
mainly by the Iranian threat in the region and by Moscow’s perceived threat at
the global level. The agreement established the bedrock of U.S.-Saudi strategic
cooperation. When Iraq invaded Kuwait, these facilities served in Operations
Desert Shield and Desert Storm. Without them, such operations would not
have been possible.

By the late 1980s, all of the GCC states provided assistance to the United
States in the region and jointly participated in military exercises with the
United States. This security cooperation, along with a developed military infra-
structure in Saudi Arabia, proved critical in the 1990-1991 Gulf War by en-
abling a massive and rapid deployment of U.S.-led forces.

In the post—Cold War era, Washington expanded its military presence and
security cooperation with the Arab states. Before the 1991 war, the GCC states
insisted on keeping U.S. forces “over the horizon”; after the war, their willing-
ness to grant the United States access to their military facilities considerably
increased. America concluded defense agreements with Oman in 1991, Bahrain
and Kuwait in 1991, Qatar in 1992, and the United Arab Emirates (UAE) in
1994. Although Saudi Arabia preferred not to advertise its security relationship
with America to minimize domestic criticism, it allowed the U.S. Air Force ac-
cess to its air bases, while Kuwait granted access to numerous facilities, includ-
ing Ali Al Salem Air Base, and agreed to house U.S. RDFs.*? Bahrain provided
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access to military facilities and expanded joint military training and exercises.
By 1995, the U.S. Fifth Fleet had established a permanent headquarters, and
the country became home to U.S. Marine Forces Central Command, Destroyer
Squadron Fifty, and three combined maritime forces.

After the liberation of Kuwait, the United States reduced its military pres-
ence in Saudi Arabia to fewer than a thousand military personnel stationed in
1993. Following the removal of Saddam Hussein’s regime in 2003, it relocated
almost all of the 5,000 troops deployed in the kingdom along with its Combat
Air Operations Center to neighboring Qatar, leaving 200 to 300 U.S. military
personnel and a contingent of contractors in Saudi Arabia in support of long-
standing U.S. training programs. During the 1990s, Qatar had invested over
$1 billion to construct the massive Al Udeid Air Base for U.S. use, and in 2002,
that came in handy to serve as CENTCOM forward headquarters.

The cutting-edge Combat Air Operations Center serves as a regional hub for
the command and control of airpower throughout twenty regional countries,
hosting U.S. Air Force, Army, Navy, Marine Corps, and coalition partners. Al-
though Qatar subsidizes much of the U.S. presence, the United States invested
over $457 million for its military infrastructure in Qatar between 2003 and 2011,
including construction of a new air force and special operations facilities.*’

The move to Qatar was crucial, and the two countries expanded other types
of cooperation as well. The UAE allowed use of ports, pre-positioning of an
armored brigade, and aerial refueling, while Oman granted the United States
access to air bases at Masirah, Seeb, and Thumrait for its air force strategic
bombers.

The following sections of this chapter sketch the evolution of U.S. military
capabilities in terms of key bilateral relations. This further underscores the rise
of such capabilities over time, even amid serious political differences with re-
gional countries.

U.S.-Saudi Security Relations

Washington significantly expanded security cooperation with Saudi Arabia in
the 1980s, as we have suggested, and in the post—Cold War period. Although
the two countries did not conclude the formal Defense Cooperation Agree-
ment (DCA) after the 1991 war, Saudi Arabia allowed the United States to in-
crease its access to air and seaports and establish the state-of-the-art Combined
Air Operation Center at Prince Sultan Air Base.* Reluctantly, Saudi Arabia also
allowed America to use its bases to fly strike missions against Iraq in 1996 and
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1998 and in support of Operation Enduring Freedom in 2001 and Operation
Iraqi Freedom in 2003.

Despite the diminished military presence in Saudi Arabia, and strained po-
litical relations in the aftermath of the 9/11 terrorist attacks, security coop-
eration continued to broaden during the 2000s, especially in counterterrorism
and collective regional defense. The two sides worked to coordinate operations
against al-Qaeda in the Arabian Peninsula.®®

Beginning in May 2003, the kingdom became a target of a series of ter-
rorist attacks. In November 2003 and in 2004, terrorist attacks in Saudi Ara-
bia escalated, with targets including Saudi Arabia’s oil infrastructure and the
U.S. consulate in Jeddah. Although terrorist attacks against U.S. facilities had
occurred in the kingdom during the 1990s, “attacks against non-U.S. targets
did not begin until May 2003.”% The 9/11 Commission report observed, “As in
Pakistan, Yemen, and other countries, [Saudi] attitudes changed when the ter-
rorism came home.”®” Before the September 11 attacks, the Saudi government
had resisted cooperating with America in trying to cut off al-Qaeda’s funding
sources, although its cooperation improved in some measure after terrorist at-
tacks in the Saudi kingdom in 2003.%¢

Since 2003, the kingdom has created new entities and laws designed to
combat terrorist financing in coordination with American agencies. Coopera-
tion expanded further after 2005 when Washington boosted its training and
technical assistance to Riyadh for counterterrorism. In subsequent years, the
U.S. Department of State praised improvements in Saudi cooperation but also
noted that Riyadh needed to do far more to monitor fundraising activities in
the kingdom and Saudi charitable activities abroad.® That was diplomatic talk
for Riyadh’s failure to take more serious measures to check terrorist impulses
within its borders.

Indeed, the U.S. Treasury Department, which was more critical of the
Saudis, politely underscored that Riyadh was serious about fighting al-Qaeda
but still remained the primary location in the world from which more money
was going to terror groups.”” Importantly, the House of Saud remained highly
reluctant to prosecute violators of its own rules of conduct regarding the use by
terrorists of charity monies. In a 2014 report on terrorism, Washington praised
Saudi Arabia for its continued efforts to “maintain a robust counterterrorism
relationship with the United States” and for joining and taking military action
in support of the Global Coalition to Counter the Islamic State.” Security co-
operation increased further in 2015 when Saudi Arabia began to launch a U.S.-
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backed air campaign aimed at halting the advance of Houthi forces in Yemen
that were backed by Iran.

While cooperation on counterterrorism has been checkered, though it has
improved over time, cooperation on Saudi internal security has broadened.
The Office of the Program Manager—Ministry of Interior (OPM-MOI) has fa-
cilitated U.S. assistance in the areas of critical infrastructure protection and
public security, including border protection, civil defense capabilities, and
coast guard and maritime capabilities.”> The OPM-MOI, which the CENT-
COM 2013 posture statement sees as vital,”” has coordinated the development
of Saudi Arabia’s 35,000-strong facility security force for the protection of criti-
cal energy infrastructure, including oil and gas facilities, diesel plants, power
generators, and future nuclear plants, from attacks by militants. The initiative
complements a long-standing U.S. military training mission to Saudi Arabia
established in 1953 that has managed the modernization and development ef-
forts of the Saudi Arabian National Guard since 1973. Saudi Interior Ministry
spokesman General Mansour al-Turki asserted that the initiative was impor-
tant due to a “new threat to oil installations from terrorists that has to be con-
fronted. ... We can’t just rely on a security system that was built some time ago
for a different kind of risk.””* The improvement in internal security coopera-
tion was reflected clearly in the sharp rise in the number of Saudi military of-
ficers who have trained in America: it increased seven-fold to 700 officers from
1998 to 2008.7

American Security Relations with Other GCC States

U.S. security cooperation with Bahrain expanded in the 1980s and then in the
post—Cold War period as well. In addition to hosting U.S. naval headquarters,
Bahrain participated in the U.S.-led coalition in 1991 and hosted 17,500 U.S.
forces and 250 U.S. combat aircraft at Shaikh Isa Air Base. From 1991 to 1998,
Bahrain agreed to host the regional headquarters for U.N. weapons inspec-
tions in Iraq and the U.S.-led multinational interdiction force that enforced a
U.N. embargo on Iraq from 1991 to 2003. In 2001, the two states renewed the
DCA for another ten-year period, and despite domestic opposition, Bahrain
provided support to the U.S.-led wars in Afghanistan and Iraq. It allowed the
United States to fly combat missions from its Shaikh Isa Air Base in both opera-
tions, deployed its U.S.-supplied warship and its ground and air assets in sup-
port of the U.S. missions, and hosted over 4,000 U.S. military personnel during
Operation Enduring Freedom (2001-2003). Bilateral security cooperation was
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underscored in September 2014 when Bahrain joined the U.S.-led, anti—Islamic
State coalition, flying airstrikes on Islamic State positions in Syria.”®

The already close defense relationship strengthened further in March 2002
when President Bush designated Bahrain a “major non-NATO ally,” qualify-
ing it for arms normally sold only to member countries of the North Atlantic
Treaty Organization (NATO). Bahrain also became the largest GCC recipient
of U.S. grant security assistance, and America initiated the expansion of its
naval facilities in Bahrain to permit larger U.S. ships to dock and expanded
the Shaikh Isa Air Base, which hosts U.S. aircraft.”” The U.S. headquarters in
Bahrain coordinated the operations of over thirty U.S. warships performing
support missions in the 2003 Iraq War, antiterrorism missions against al-
Qaeda, and maritime narcotics interdictions across the Arabian Sea.”®

In May 2011, President Obama,” as well as U.S. Secretary of State Hillary
Clinton, criticized Bahrain for cracking down on protesters in the period when
the Arab Spring was set in motion around the Middle East, but security co-
operation remained largely unaffected. America temporarily halted defense
transfers and security assistance to Bahrain, but resumed them in June 2015,
and in August 2011, the DCA initially signed in 1990 was renewed for another
ten years. Moreover, the two sides continued to expand military capabilities in
reaction to regional threats, leading to the increase of the U.S. military presence
from 6,500 personnel in 2013 to about 8,300 in 2015.

For their part, U.S.-Kuwaiti security ties were largely absent during the
Cold War but expanded in the 1980s when America reflagged Kuwaiti oil tank-
ers during the Iraq-Iran War. The 1990-1991 Gulf crisis was a watershed be-
cause it is hard to imagine the forceful reversal of Iraq’s invasion without the
United States. Kuwait contributed over $16 billion to compensate for Opera-
tions Desert Shield and Desert Storm, and between 1992 and 2003, U.S. forces
used Kuwaiti facilities to enforce a no-fly zone over southern Iraq. In 2001, the
two countries renewed the 1991 DCA, and they continued to engage in joint
military exercises, training of Kuwaiti forces, pre-positioning of U.S. military
equipment, and joint access to a range of Kuwaiti facilities.

The U.S. presence in Kuwait increased significantly as a result of the U.S.-
led 2001 Afghanistan and 2003 Iraq wars. The 2003 U.S.-led invasion of Iraq
further deepened ties with Kuwait, unlike in the case of Saudi Arabia, which
became far more sensitive to domestic criticism of the American presence after
the U.S.-led invasion of Iraq in 2003. Kuwait agreed to host about 25,000 U.S.-
led support forces and 250,000 invasion forces, along with massive volumes of
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equipment, while contributing $266 million annually to support the increased
U.S. presence on its territory.*

Closer bilateral ties were underscored in April 2004 when the Bush admin-
istration designated Kuwait as a major non-NATO ally of the United States.?!
After America’s withdrawal from Iraq in December 2011, its presence in Kuwait
fell to 13,500 U.S. troops, allowing the United States to retain at least some
combat power close to both Iraq and Iran. Kuwait has remained eager to main-
tain a significant U.S. military presence and to receive U.S. military training.®

U.S.-Qatari relations have also expanded in the post—Cold War era. Official
diplomatic relations were established in 1973 but remained stillborn until after
the 1991 Gulf War. In 1992, the two countries signed a defense agreement that
spearheaded cooperative defense exercises, equipment pre-positioning, and
base access agreements. Qatar also served as the forward command center for
CENTCOM personnel during the Afghanistan and Iraq War.

Security relations expanded further in 2003 when the United States moved
its massive Combat Air Operations Center to Qatar from Saudi Arabia, and
such relations continued to develop. As one indication, in 2011, Qatar’s
forces and fighter jets participated in NATO-led operations over Libya, and
America and Qatar signed a new ten-year defense cooperation agreement in
December 2013.

As with the other GCC countries, U.S. security relations with the UAE
have expanded in the post—Cold War period. The two countries signed the
DCA in 1994, which, with UAE subsidization, permits the United States
to pre-position equipment and grants it better naval and air force access.®
Under the DCA, the UAE allowed the United States to upgrade its airfields
at Al Dhafra Air Base and use them in support of Operation Iraqi Free-
dom in 2003 and the war in Afghanistan to which the UAE has committed
around 250 troops since 2003.% Notably, in 2012, the UAE became home to
the new Integrated Air Missile Defense Center, which serves as a key train-
ing facility for U.S.-GCC cooperation on missile defense. Building on the
May 2015 Camp David summit aimed at reaffirming the U.S.-GCC strate-
gic partnership, the United States increased cooperation with the UAE on
maritime security, military preparedness, arms transfers, cybersecurity, and
counterterrorism.

Oman was the first GCC country to grant Washington military access in
a 1980 defense agreement, which has been renewed several times since then.
It hosted U.S. forces during every U.S. military operation in and around the
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Gulf since 1980. Under the renewed 2000 defense agreement, the United States
invested $120 million to upgrade an air base at Musnanah.®> Oman hosted
around 4,300 U.S. forces, mostly air force, during Operation Enduring Free-
dom, which ousted the Taliban in Afghanistan, and a force of 3,750 during
Operation Iraqi Freedom. However, since 2004, the U.S. military presence in
Oman has dropped to a small U.S. Air Force contingent, and Oman has sought
to relocate all U.S. military personnel to the offshore and sparsely inhabited
Masirah Island.

U.S.-GCC Security Framework

Judging from media reports of America’s relations with Muslim countries in
the region, we would assume that they were in serious decline. Although seri-
ous problems have emerged, cooperation has strengthened in some important
areas. Indeed, complementing bilateral security arrangements, Washington has
also improved GCC-wide cooperation in the post—Cold War period through
a variety of institutionalized security frameworks. They aim to boost GCC
capacity to face regional threats. In his March 1995 congressional testimony,
Assistant Secretary of Defense for International Security Affairs Joseph Nye de-
scribed one such initiative as “a three-tier cooperative approach” with the GCC
countries.®® This framework consisted “of strengthening local self-defense ca-
pabilities, promoting GCC and inter-Arab defense cooperation, and enhancing
the ability of U.S. and coalition forces to return and fight effectively alongside
local forces in a crisis.”*’

In 1998, the Clinton administration introduced the Cooperative Defense
Initiative (CDI) to reaffirm its commitment to Gulf security and increase de-
fense cooperation with the GCC states. The CDI focused on meeting threats
from weapons of mass destructions, including chemical and biological weap-
ons. As part of the CDI, CENTCOM sponsored a variety of exercises with the
GCC and regional states, with the first exercise taking place in May 2000 in
Bahrain.

The Bush administration launched a Gulf Security Dialogue (GSD) in
May 2006 to revive and expand U.S.-GCC security cooperation and promote
more robust cooperation among the GCC states themselves to meet com-
mon threats.®® Under this framework, the United States has broadened its en-
gagement with the GCC countries in six areas: GCC defense capabilities and
interoperability; regional security issues, such as the Arab-Israeli conflict;
counterproliferation; counterterrorism and internal security; critical infra-
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structure protection; and Iraq. While promoting multilateral cooperation and
integrated engagement, the interagency dialogue complements, but does not
replace, the existing bilateral arrangements between the United States and in-
dividual GCC countries, such as military-to-military coordination programs.
GSD discussions have been held with each country semiannually.

Not surprisingly, efforts to foster intra-GCC and integrated GCC-U.S. se-
curity cooperation have faced significant challenges. As in the case of past ini-
tiatives of this sort, including an attempt to create a serious GCC RDE, the
GCC countries had different views of the security threats and how to address
them.® For its part, the U.S. Government Accountability Office noted in 2010
that GSD “has not succeeded in enabling multilateral cooperation among Gulf
countries because these countries prefer bilateral discussions with the [United
States] on security concerns.”® GCC states hardly move in lockstep. Oman, for
example, did not join GCC forces in crushing protesters in Bahrain 2011, nor
did it join in airstrikes in Syria or in Yemen in 2015, and it has been closer to
Iran than any GCC country.

The GSD continued under the Obama administration, which emphasized
the multilateral aspect of security cooperation while focusing chiefly on the
development of a Gulf missile defense system to deter and protect the region
against potential missile attacks from Iran. In March 2012, the Obama ad-
ministration launched the U.S.-GCC Strategic Cooperation Forum in Riyadh,
aimed at deepening multilateral cooperation and coordination. Secretary of
State Hillary Clinton praised the initiative’s focus on ballistic missile defense
and interoperability, as well as on counterterrorism and border security,” as
did Secretary of Defense Chuck Hagel.”> Obama designated the GCC eligible
for foreign military sales as a bloc in 2013, which further enhanced regional
ballistic missile defense through multilateral procurement and shared sys-
tems,” and he also expanded the authority of the U.S. Air Force to conduct
integrated air and missile defense training at the U.S.-UAE Integrated Air and
Missile Defense Center in the UAE.*

In May 2014, during Hagel’s meeting with ministers from the six GCC
countries in Saudi Arabia, Saudi Crown Prince Salman affirmed the need for
coordination to meet “persistent threats to the region’s security and stabil-
ity”*> Hagel noted that despite Iran’s diplomatic engagement being a “positive
development,” the United States and GCC states “continue to share concerns
about Iran’s destabilizing activities throughout the region . .. [including Iran’s]
sponsorship of terrorism, its support for the Assad regime in Syria and its ef-
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forts to undermine stability in GCC member nations. . . . That is why we are
committed to continuing to work together to reinforce GCC defense and ca-
pabilities.” During the meeting, the GCC ministers and Hagel agreed on the
need “for more cooperation in three areas: more integrated air and missile de-
fense coordination; closer maritime security integration; and expanded cyber-

security cooperation,’®

and subsequent meetings focused on exchanging best
practices on counterterrorism and border security within which cybersecurity
became an increasingly prominent topic.”” In May 2015 President Obama and
the GCC heads of delegations met at Camp David and expanded cooperation
in maritime security, military preparedness, arms transfers, cybersecurity, and

counterterrorism.”®

U.S.-Iraqi Security Relations

Despite its troop pullout from Iraq in 2011, the United States kept over 16,000
political and security-related personnel in Iraq, about 50 percent of whom were
contractors.” This includes the Office of Security Cooperation-Iraq (OSC-I),
which is “the largest U.S. security cooperation office in the world,” staffed with
more than 3,500 largely civilian U.S. security and support personnel. By the
end of 2013, that presence dropped much further. Since the U.S. withdrawal,
OSC-I staff have continued to administer arms sales to Iraq, as well as train,
mentor, and otherwise cooperate with the Iraqi military and the government
on counterterrorism and naval and air defense and through joint exercises.'®
Moreover, the two countries cemented a five-year memorandum of under-
standing providing for training, counterterrorism cooperation, the develop-
ment of defense intelligence capabilities, and joint exercises.

As Sunni unrest in Iraq continued to escalate in 2013, partly due to a spill-
over from Syria’s civil war, Washington and Baghdad discussed options to
further enhance security cooperation. This was underscored during Maliki’s
meeting with President Obama and Secretary of Defense Hagel in November
2013, when he sought greater access to U.S. intelligence and expedition of arms
sales to deal with al-Qaeda—affiliated groups threatening Iraq. As security con-
ditions deteriorated in early 2014, the Obama administration boosted security
cooperation with Iraq, resuming an active military role and presence in Iraq
with a stated goal of defeating the Islamic State.'™

Since August 2014, the United States has conducted airstrikes on Islamic
State positions, and U.S. Special Forces have played increasingly more impor-
tant roles in conjunction with the Iraqi military and the Kurds in fighting the
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Islamic State in Iraq. However, U.S. foreign policy in Syria, which failed to end
the Syrian Civil War or contain President Assad, was complicated in 2015 with
Russia’s intervention. It may take some time to understand how Moscow’s in-
tervention will affect relations between Baghdad and Washington and between
Russia and other powers in the region.

Arms Sales

Since the Cold War, the United States has used arms sales, military training,
and other security assistance to further its national security objectives in the
region. As Figure 3.1 illustrates, these efforts accelerated in the post—Cold War
period and particularly in the past decade during which U.S. arms sales to the
GCC states dramatically increased. The Gulf crisis of 1990-1991 exemplified
the threats that the GCC states faced in the region, and their memory of the
Iraqi invasion was a key cause of their arms purchases for the rest of the decade.
After the 2003 invasion of Iraq, Iran’s growing power and the Obama adminis-
tration’s increased focus on burden sharing spurred greater sales. America saw

such sales in part as a way to balance Iran.'"?
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FIGURE 3.1. U.S. Arms Sales to the GCC States, 1980-2012.

SOURCE: Data compiled by the authors from various Congressional Research Service reports
by Richard F. Grimmett.



TABLE 3.1. U.S. Foreign Military Sales Agreements to the Persian Gulf States (U.S. Dollars in Thousands)

Country 195(;—1;004 2005 2006 2007 2008 2009 2010 2011 2012 200§—Y2012
Saudi Arabia 67,129,439 724,613 802,972 1,635,990 6,257,289 2,837,882 2,026,968 3,364,301 34,733,840 52,383,855
Qatar 18,462 18 0 26 17,352 194,828 17,106 1,175 37,518 268,223
UAE 912,687 26,574 761,995 1,627,834 653,060 7,559,603 501,642 1,532,937 3,850,990 16,514,635
Bahrain 2,062,220 26,241 89,823 203,349 75,919 95,629 88,010 105,065 25,759 709,795
Kuwait 9,103,598 95,992 657,608 82,132 523,379 298,019 1,071,604 409,424 178,372 3,316,530
Oman 1,049,385 45,687 17,224 38,588 28,501 86,060 11,709 139,384 1,462,768 1,829,921
Iran 10,715,417 0 0 0 0 0 0 0 0 0
Iraq 13,152 80,724 0 1,049,611 2,350,423 901,437 817,788 1,841,331 1,497,011 8,538,325

soURCE: Compiled by the authors from the U.S. Department of Defense Security Cooperation Agency’s Historical Fact Books and Fiscal Year Series,

September 30, 2012.
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The data paint a stark picture. As Table 3.1 demonstrates, U.S. arms sales
from 2005 to 2012 in many cases exceeded or were nearly equal to total U.S.
arms transfers to these states in the previous more than five decades. From
2007 to 2010 alone, the six GCC states’ arms and training services agreements
accounted for nearly 30 percent of all U.S. foreign military agreements in that
period. While U.S. arms sales to Iran ceased after the Islamic Revolution in
1979, Iraq, a major purchaser of Soviet advanced weaponry during the Cold
War, has become a beneficiary of U.S. foreign military sales (FMS) since 2005.

American arms sales to the GCC states have been driven in part by the
multilateral initiatives already discussed in this chapter. From 2007 to 2013
alone, they totaled more than $75 billion and nearly equaled in worth the sales
made in the previous fifteen years.'”® Between 2004—2007 and 2008-2011, U.S.
arms agreements with the GCC countries increased more than eightfold.

The arms agreements have focused on development of the GCC'’s air, naval,
asymmetric warfare, counterterrorism, and, particularly, missile defense capa-
bilities. In line with the U.S. goal to build an integrated regional defense and

broaden burden sharing,'*

several GCC states purchased missile defense sys-
tems, and others expressed a similar interest. The UAE and Qatar have bought
U.S. Terminal High Altitude Area Defense, the most sophisticated missile de-
fense system in the world. During Hagel’s visit to the region in late 2013, the
United States finalized an agreement for F-15, F-16, and advanced munitions
that Hagel described as “the most advanced capabilities we have ever provided
to this region.”®®

Saudi Arabia has been the largest customer, “with active and open cases val-
ued at approximately $97 billion” as of March 2014.'% Its arms agreements with
the United States increased ninefold between 2008 and 2011 compared to 2004
t0 2007. In October 2010, Washington announced $60 billion worth of military
aircraft to the kingdom in what would be the largest U.S. arms sale in history,
and in September 2015, it finalized an additional $1 billion arms agreement in
support of Saudi war efforts against the Islamic State and Yemen.'”” Other GCC
countries have also considerably increased their arms purchases. For instance,
from 2007 to 2010, the UAE agreed to procure U.S. defense articles and services
through the foreign military sales program totaling $10.4 billion, which is more
than any other country in the world except Saudi Arabia.'”® Although Oman
has traditionally relied on British-made defense articles, it has increasingly pro-
cured U.S. systems to modernize its arsenal and enhance interoperability with

U.S. forces (see Table 3.1). Notably, in May 2013, during Secretary Kerry’s visit
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to Oman, the two countries agreed on the sale of the Terminal High Altitude
Area Defense system.'” Qatar has increasingly become another nontraditional
buyer of U.S. arms. Although France has supplied most of Qatar’s arsenal for
decades, Qatar has also shifted in the past decade toward advanced U.S. attack
and transport helicopters and air and missile defense, which should benefit

110

U.S.-GCC security cooperation''’ and create ongoing interdependencies and

synergies that will strengthen the U.S. position in Saudi Arabia.'"!

Iraq has also emerged as an important purchaser of U.S. arms in the post-
Saddam era following the lifting of U.N. sanctions on the country, albeit it is
unclear to what extent such purchases actually contributed to the fighting ca-
pabilities of Iraq’s forces given their poor initial showing against the Islamic
State. Nonetheless, such sales do indicate a level of security interaction between
Baghdad and Washington.

OSC-I managed hundreds of U.S. foreign military sales, including the sale
of thirty-six F-16 combat aircraft and associated training, parts, and weaponry,
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with a total price tag of about $6.5 billion.!? In 2013, Iraq agreed to purchase

the U.S. Integrated Air Defense System and Apache helicopters with a price tag

of around $10 billion for use against the Islamic State,'

and such cooperation
increased especially after the rise of the Islamic State threat. Washington also
has supplied Iraq with numerous other weapons, including Hellfire missiles and
unarmed surveillance drones for use against Islamic State targets, and trained
Iraqi counterterrorism units; equipped Iraq’s most elite military forces; and en-

hanced interoperability with U.S. forces and regional partners.'*

Conclusion

America’s ability to deploy to the Gulf rose from a negligible level in 1980 to a
major capability by 1990. It has fluctuated since then, but at a far higher level
than in 1980. Significant improvements in U.S. sealift capability have provided
for unprecedented movement of equipment and supplies, though they are not
at the highest postwar level. Prior to 1980, America’s only permanent facility in
the Gulf had been a defense fuel supply station in Bahrain; since then, it has es-
tablished massive access throughout the region, which has provided tremendous
military firepower. America withdrew most of its presence from Saudi Arabia
in 2003 due to political sensitivities, but it has renewed and, in the majority
of cases, expanded its access to critical installations in all the remaining GCC
countries, and it could redeploy to Saudi Arabia should conflict arise without

maintaining a costly and unsustainable presence.'®
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Despite serious political tensions in U.S-Arab state relations, security co-
operation has remained a cornerstone of those relations in the post—-Cold War
era. The 2003 war removed the Iraqi threat, but the terrorist threat and ascen-
dancy of Iran have provided a new logic for U.S.-GCC security cooperation.'

The Obama administration’s increased focus on burden sharing and in-
teroperability with the GCC states drove unprecedented arms sales to them and
bilateral security arrangements aimed in part at checking Iran. Cooperation in
nontraditional security areas such as counterterrorism, critical infrastructure
protection, and cyber domains has increased dramatically since the mid-2000s,
as cooperation in traditional areas such as missile defense has also significantly
expanded. The Iran nuclear accord has given such efforts even more ballast as
a way of balancing against Iran that GCC states fear will become stronger due
to the Iran nuclear accord. Beyond balancing, Washington also has aimed to
establish its commitment to these states, partly due to the accord, which has
raised questions about its traditional role of supporting them against Iran and
intermittently against Iraq and other threats.



4 The United States, Economics, and Energy

ECURITY COOPERATION represents the bedrock of America’s re-

lations with regional states, but its economic position has also de-
veloped in the post—Cold War period, particularly since the mid-2000s. This
dimension of great power involvement in the region is underemphasized com-
pared to security factors, but it deserves more consideration not only because
economic strength is an important part of overall capabilities, but also because
economic ties sometimes strengthen other dimensions of power, including in
the security area. Such ties can also affect the propensity for cooperation or
conflict in the region and with the great powers, and they influence oil security.
The better that economic relations are, the more robust is oil security, all other
things equal. This is not only because it suggests better security cooperation in
provisioning oil but also greater interdependence between America and China
and regional states.

A General View of U.S.-Arab State Economic Interaction

At a general level, America has enjoyed unprecedented trade volumes and com-
mercial cooperation with GCC states (Figure 4.1). In particular, the value of
U.S.-Saudi trade more than tripled in the decade following the 9/11 terrorist
attacks, and energy cooperation expanded at both the governmental and pri-
vate sector levels. In fact, as of 2003, more than 700 U.S.-affiliated companies
operated in the GCC countries, and the U.S. private sector investment in the
GCC economies constituted half of the world’s investment in the GCC.'
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Since about 2005, the GCC countries have also dramatically expanded their
investment in America and the West in general through their sovereign wealth
funds (SWF). Rising oil prices helped raise these investments to $1.6 trillion in
2012, up from $1 trillion in 2007, and they accounted for more than 32 per-
cent of overall global SWF assets.? [llustratively, Saudi Arabia, which holds the
highest volume of SWF in the GCC at around $690 billion reportedly, placed
80 percent of its portfolio in U.S. Treasury bonds in 2013 despite political dis-
agreements over regional issues.’

American Bilateral Economic Relations

This section explores key changes in U.S.-regional state economic interaction,
which not only provide insight into its economic capabilities but also into an
arena of interaction that has global importance. It focuses on U.S. bilateral ties
with individual GCC countries and Iraq. We start with the most critical rela-
tionship: Saudi Arabia.

U.S.-Saudi Economic Relations

U.S.-Saudi trade increased considerably in the post—Cold War era, making Saudi
Arabia the main U.S. trading partner in the Gulf. During the 1990s, the value
of bilateral trade stagnated but then rose by more than 350 percent between
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FIGURE 4.1. Total Trade between the United States and the Persian Gulf States,
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2000 and 2014 to over $75 billion,* partly facilitated by the signing in 2003 of
the Trade and Investment Framework Agreement and Saudi Arabia’s admittance
into the World Trade Organization in 2005, following twelve years of negotia-
tions with Washington.

American oil imports from Saudi Arabia have decreased in recent years due
to increased U.S. domestic oil production, but high oil prices since 2002 en-
hanced the value of bilateral trade. While U.S. oil imports from Saudi Arabia
account for the bulk of the total bilateral trade, U.S. exports to Saudi Arabia also
increased considerably, rising by 300 percent between 2003 and 2014 alone.’
According to David Hamod, president of the National U.S.-Arab Chamber
of Commerce, the increase in U.S. exports was largely attributable to unprec-
edented infrastructure development in the GCC states.®

In 2009, Riyadh launched a five-year, $400 billion project to build infra-
structure, expand energy production, and boost economic growth,” and it an-
nounced plans to invest $150 billion over the next two decades to upgrade
its utility-related infrastructure.® Washington has intensified trade-related
engagements with Saudi Arabia through a variety of business dialogues and
trade visits in order to boost investment by U.S. companies in these projects
amid increasing competition from China, Russia, and Europe.” And American
companies have increasingly pursued energy and nonenergy opportunities. '
U.S. foreign direct investment in Saudi Arabia increased by more than 17 per-
cent between 2011 and 2012, with over 150 U.S. companies starting businesses
there in 2012." In addition to these new entrants, giants such as General Elec-
tric have continued to maintain multiple long-standing joint venture projects
in the kingdom engaged in power generation, electrical and medical equip-
ment service, information services, and other services for more than seven
decades.'

Despite strained political relations, U.S.-Saudi commercial links contin-
ued to intensify. In September 2013, U.S. Commerce Secretary Penny Pritzker
underscored that by 2012, trade in “both directions hit an all-time record high,”
surpassing the prerecession levels for the first time.!” Despite these successes,
America has lost market share to other countries, most notably to China. In
2000, U.S. exports represented nearly 20 percent of total Saudi imports, but that
dropped to 13.5 percent by 2007.' In contrast, China’s total share of the Saudi
market in the same period more than doubled from 4.1 percent to 9.6 percent.
Similarly, in 2000, 20 percent of Saudi exports went to the United States, but by
2007, the figure had dropped to around 15 percent."
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U.S.-GCC Economic Relations

Beyond U.S.-Saudi relations, it is interesting to assess America’s relations with
the GCC as a bloc. The United States has expanded economic relations with all
GCC states and in recent years with the GCC as a bloc, partly due to the Bush
administration’s 2003 Middle East free trade area initiative, one dimension of
a broader reform plan aimed at promoting democracy in the Middle East.'¢
Washington expanded its economic ties in the region further by concluding
the U.S. Free Trade Agreement with Oman in 2009 and Bahrain in 2006. Under
the Obama administration, the United States and the GCC also signed the
Framework Agreement for Trade, Economic, Investment and Technical Coop-
eration in September 2012 to expand on bilateral economic arrangements.

America imports little oil from the UAE, but it has become the top U.S.
export partner in the Arab world. In 2014, bilateral trade reached nearly $25
billion, with U.S. exports accounting for almost 90 percent.!” American ex-
ports to the UAE, mostly transportation equipment and electronic products,
increased from around $1 billion in 1991 to more than $11 billion in 2006,
reaching over $24 billion by 2013 before slightly dropping to $22 billion in
2014. As with other GCC countries, the UAE’s infrastructure boom has con-
tinued to attract U.S. foreign direct investment, which increased by nearly
34 percent between 2011 and 2012 alone.'® America also continues to be an
important destination for the UAE’s investment. A representative of the Abu
Dhabi Investment Authority (ADIA), one of the biggest sovereign investment
funds in the world, stated in 2010 that “between 35% and 50% of ADIA’s as-
sets are being invested in the U.S., [while] between 25% and 30% are invested
in Europe.”?

While U.S. trade ties with all of the smaller GCC states have expanded at
varying levels, Qatar and Kuwait have seen the largest increases.” U.S. exports
to Kuwait increased by more than 70 percent between 2003 and 2014, and U.S.
imports have been up by 455 percent for the same period.”

U.S.-Iraqi Economic Relations

The removal of U.N. sanctions on Iraq after the fall of the Saddam Hussein
regime has boosted U.S.-Iraqi economic ties. That must be considered, along
with security cooperation in fighting groups like the Islamic State, when assess-
ing these sometimes stormy relations. Positive economic relations are a bright
spot in a bilateral relationship that has been vital not only to dealing with Iraq’s
problems but also with other issues like Syria and Iran.
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Bilateral trade, based on U.S. imports of Iraqi oil, increased from near zero
in the 1990s to over $20 billion in 2012 before dropping to $16 billion in 2014
as a result of increased U.S. domestic oil production. Meanwhile, U.S. compa-
nies in the energy, defense, information technology, automotive, and transpor-
tation sectors became increasingly active in Iraq. In 2013, the bilateral Trade
and Investment Framework Agreement between the United States and Iraq
came into effect, which has promoted strong economic ties and efforts to inte-

grate Iraq into the global economy.

The Energy Dimension

As we suggested in the Introduction, we are treating energy relations and ties
differently from trade. This is because energy relations have their own impor-
tant dynamics and, in fact, suggest more intense and involved interaction than
does nonenergy trade alone. Having said that, it is important to consider sev-

eral dimensions of America’s position and ties in the energy arena.

The Oil Trade

As Figure 4.2 shows, American oil imports from the Gulf as a total have de-
creased from around 2000, including with the advent of the U.S. shale oil boom
around 2007-2008. That is a positive development for U.S. security, even if the
American economy is fundamentally affected by global oil markets. Consumers

3,000

2,500

— — )
= W k=)
S S S
S S S
\\7
3 /

— Persian Gulf

Thousand Barrels per Day

Total
— Saudi Arabia
> /
/ - - Iraq
500 .
- . — Kuwait
0 PSRN ’ - UAE
NN =N WD =00 = 0w’ —~onLwn
NINKNRN®©XORODNRNARNND OO S D = = —
DAY OO OO o oo
e B B R B B I B B T B B B N o [ oN I oS oS BN N BN N BN oN BN oN |

FIGURE 4.2. U.S. Crude Oil Imports from the Persian Gulf, 1973-2015.
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roughly pay the market price for oil, which can be affected by various global
events and developments, regardless of where we get our oil.

While American oil imports from the Gulf have decreased due to the U.S.
oil boom, the share of oil imports from the region as a percentage of the overall
U.S. oil imports has risen in recent years after it temporarily decreased in 2009—
2010 (Figure 4.3). This is partly because the major shale oil fields of the Bakken
in North Dakota and the Eagle Ford in Texas produce light oil, while many U.S.
refineries are designed to process heavier crude from the Gulf. In fact, America’s
largest refinery in Texas, which is jointly owned by Royal Dutch Shell and Saudi
Aramco, has seen greater demand for Gulf oil in the face of the U.S. shale boom.

American Energy Companies
It is important to look at the role of international energy companies. Ameri-
can national interests and those of its oil companies are different, but they are
often related. Oil companies are nationalized in the Persian Gulf, as they are in
China and Russia. Although American firms are privatized, they interact with
these nationalized companies and, in turn, with the governments that largely
run them. While these companies are private, they are also subject to U.S. gov-
ernmental regulations and foreign policy restrictions and can benefit from
Washington’s influence and foreign policy decisions. Moreover, U.S. companies
benefit from U.S. economic welfare in general and in the region.

American energy companies have enhanced their already established position
in the region, although China has made major strides, as we discuss in Chapter 6.
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Chevron discovered oil in Saudi Arabia in 1938 as the Standard Oil Company of
California. That formed the basis for the Arabian-American Oil Company, which
transformed into Saudi Aramco. Chevron has been the only major energy com-
pany to have a continuous upstream presence in Saudi Arabia for over seventy
years, conducting exploration and production on behalf of the Saudis.?? Chevron
and Saudi Arabia have also expanded partnerships in Saudi downstream, such as
in petrochemicals and related marketing and retail.

For its part, ExxonMobil has remained one of the largest foreign investors in
the kingdom and buyers of Saudi Aramco crude. For over three decades, it has
participated in petrochemicals manufacturing, refining, and other petroleum
operations in Saudi Arabia through three major joint ventures: Samref, a refin-
ing joint venture with Saudi Aramco, and Yanpet and Kemya, two manufactur-
ing joint ventures with Saudi SABIC.*’ In March 2007, ExxonMobil joined forces
with Saudi Aramco and China’s Sinopec to expand a refinery in China’s Fujian
Province. This $5 billion deal represented the first fully integrated refining, pet-
rochemicals, and fuels marketing project with foreign participation in China.*

Chevron and ExxonMobil have also been active across the Gulf. They have
operated for more than three decades in the UAE’s oil production and down-
stream. Notably, ExxonMobil inaugurated a world-scale petrochemical com-
plex in Qatar in 2003, its first joint venture with Qatar Petroleum; that was
followed in 2009 by a center of excellence in renewable power and energy ef-
ficiency” and a May 2013 agreement with Qatar Petroleum International for
construction of a $10 billion natural gas export terminal in Texas.? In 2000,
ExxonMobil opened its office in Kuwait and since then has provided a variety
of technical services to Kuwait.”

It is also worthwhile noting that U.S.-regional trade has increased in non-
hydrocarbon-related areas. That is suggested by a 2008 memorandum of un-
derstanding on civil nuclear energy cooperation in which America will assist
in developing Saudi civilian nuclear energy for use in medicine, industry, and

power generation.”

The American Oil Boom, High Technology,

and a Saudi Fracking Revolution?

Beyond the regular forms of energy interaction with American and global
companies, the House of Saud has launched its own fracking boom. This boom
may make the Saudi energy sector more reliant on American oil majors and

service contractors, at least in the short run, and it could result in longer-run
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synergies. That is an advantage that America enjoys over Russia, China, and
other nations around the world, even if America’s energy companies are private
entities. The technology of its companies is in particular demand.

In 2011, several years after America’s boom was in full swing, Saudi Aramco
launched its own unconventional gas program in the northern region. Two
years later, it was ready to commit new shale gas production to a 1,000 megawatt
power plant.?® Ali al-Naimi, Saudi minister of petroleum and mineral resources,
estimated that the kingdom possesses about 600 trillion cubic feet of shale gas
reserves,* which would place Saudi Arabia fifth in the world in total unconven-
tional reserves.”!

Saudi Aramco, in its 2014 annual report, spoke of its unconventional gas pro-
gram as “continuing to gain momentum,”? and al-Naimi added that “the king-
dom has made promising shale gas discoveries and acquired the technologies to
produce it at a reasonable price.””* Notably, in early 2015, Saudi Aramco raised the
amount earmarked for its own boom from an original $3 billion to $10 billion.**

The Saudis have also established a global research network of eleven total
technology offices and research centers housed in North America, Europe, China,
and at home in Saudi Arabia.* Saudi Aramco’s vice president of upstream tech-
nologies said that “R&D and innovation underpin our intent to emerge as a truly
global, integrated energy and chemicals company by the end of the decade.”** On
September 19, 2014, Saudi Aramco inaugurated the Aramco Research Center in
Houston Texas, a major hub for the American oil and gas industry.”” The center is
operated by the Saudi Aramco U.S.-based subsidiary Aramco Services Company
(ASC). According to ASC, the objective of this facility is to conduct unconven-
tional upstream energy research in exploration, drilling, field development, and
project management.*® The Saudis, who have been endeavoring to expand their
own unconventional program, are looking to gain American expertise through
direct and indirect recruiting efforts specifically aimed at U.S. shale workers.”

To be sure, IOCs are closed out of upstream production, and Riyadh ap-
pears to want to gain technological expertise so that it can launch its own boom
in earnest. But its desire to do so also opens up possibilities for American en-
ergy companies.

The Iraq Factor

U.S.-Iraqi energy relations are in flux, but in the post-Saddam Hussein era,
America and its companies have forged energy ties with Iraq that were not
possible before. Iraq was closed to American investment in earlier decades,
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but since 2003, Washington has helped rebuild Iraq’s energy sector, investing
$4.6 billion in the power sector and $2.1 billion in the oil sector, while also
providing ongoing energy capacity-building programs.*® These efforts brought
four export platforms online south of Basra in 2012, each with the capacity to
export 900,000 barrels per day.*! America continued to cooperate with Iraq on
energy issues after the U.S. withdrawal in 2011 through the Joint Coordina-
tion Committee on Energy established in 2008 as a part of strategic framework
agreements.

Notably, American service oil company Halliburton joined Shell to develop
the Majnoon oil field, one of the world’s largest, and other U.S. service oil com-
panies such as Baker Hughes, Schlumberger, and Weatherford also have large
stakes in Iraq. In 2010, ExxonMobil, with junior partner Royal Dutch Shell,
signed an agreement with Iraq to rehabilitate and redevelop the 8.7 billion bar-
rel West Qurna Phase 1 in southern Iraq.*? From 2011 to 2013, ExxonMobil
was also awarded six production-sharing contracts in Iraq’s Kurdistan region.*

Regardless of America’s penetration, most of Iraq’s energy contracts have
gone to non-U.S. companies. The national oil companies of China and Russia
have performed better in Iraq than America’s privatized companies.** In one
of the biggest auctions held anywhere else in the 150-year history of global oil,
contracts to exploit Iraq’s oil were awarded in 2009. Five of Irag’s six major oil
fields went to European, Russian, and Asian oil companies.* The one major
U.S. contract went to ExxonMobil for refurbishing the West Qurna oil field,
which, due to its enormous and almost untapped potential, is crucial to Iraq’s
goal of increasing oil production. Two of the most lucrative of the multibillion-
dollar oil contracts went to Russia and China, which had strongly opposed the
U.S. invasion. Although it is true that the oil services companies Halliburton,
Baker Hughes, Weatherford International, and Schlumberger won smaller
lucrative drilling subcontracts, America performed poorly despite being in
effective control of Iraq, with tens of thousands of troops deployed and ex-
traordinary economic costs absorbed.

The Impact of the American Oil Boom
The American oil boom is a major development in global energy. It is worth-
while focusing additional attention on it and what it means for relations with
Gulf states, in particular Saudi Arabia.

On the positive side, the Saudis have sought American energy boom tech-
nology. As the kingdom’s highly productive fields age and the demand for en-



The United States, Economics, and Energy 65

ergy grows, Saudi Arabia and Kuwait are turning to heavy oil that is harder to
get out of the ground with the help of Western IOCs. For instance, in 2012,
Saudi Aramco and U.S. Chevron began exploring a project with heavy oil in
the Wafra oil field. Since the collapse in oil prices in 2015, Saudi Aramco has
been also wooing fired U.S. shale workers to Saudi Arabia as the country seeks
to increase its capacity in the unconventional sector.*®

The U.S. energy boom has also attracted significant Saudi investment in
America for projects such as expanding refining capacity”’” and petrochemical
production.”® This may yield the U.S. government some benefits and influence,
even if has limited control over American companies that are at the forefront of
the energy boom. However, while yielding benefits, the American energy boom
has evidently unsettled some key Saudi leaders.

In November 2013, Saudi billionaire and influential businessman Prince
Alwaleed Bin Talal warned that the increased shale oil output in the United
States poses a significant threat to the kingdom’s economic stability, assert-
ing that new shale discoveries “are threats to any oil-producing country in the
world. .. It is a pivot moment for any oil-producing country that has not diver-
sified.”*® His view was contested by the Saudi deputy oil minister who said that
world economic growth would be “sufficient to handle growth from all sorts—
shale oil, shale gas, tight oil and including renewables,”*® as well as by Saudi oil
minister Ali al-Naimi, who stated in January 2014 that Riyadh “welcomes this
new source of energy supplies that contribute to meeting rising global demand
and also contribute to the stability of the oil markets.”"

Judging from media reports, one would think that the Arab oil producers
generate most of the world’s daily production, but they produce about one-
third or less of it, with OPEC as a whole contributing around 40 percent of the
world’s daily oil. That is still a major amount, and so whatever OPEC states,
and especially Saudi Arabia, do matters a great deal.

The Saudis have played the role of swing producer—a role in which Riyadh
uses its massive oil capabilities to check prices that not only rise too high but
also fall too low. In mid- to late 2014, the Saudis decided not to play this role.
Instead of cutting oil production in order to fend against lower oil prices, Saudi
Arabia’s oil company cut its oil prices for Asia, Europe, and the United States.
In November 2014, the Saudis continued an incarnation of this unusual strat-
egy when OPEC met to consider oil production cuts. OPEC uncharacteristi-
cally failed to decrease oil production, leading some to conclude that OPEC’s
power and capability were now in eclipse.”” These actions contributed to a fall
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in oil prices to the mid-$60s on the New York Mercantile Exchange (NYMEX)
by December 2014, with the possibility of an even greater plunge.

Riyadh switched its strategy probably to protect market share, which was
threatened by a variety of developments, including the American oil boom and
possible overproduction of oil by other big oil producers. It may well have gam-
bled that lower oil prices could hurt American shale oil output because U.S. shale
oil is far more expensive to extract than is Saudi oil.** Challenging the Saudi
position, Iran’s oil minister, Bijan Namdar Zanganeh, asserted that the Saudi-
led approach would do little to check the U.S. oil boom.* Riyadh has also been
concerned that the American boom will make it less important to Washington,
allowing America to decrease its commitment to the Persian Gulf and possibly
to develop closer relations with Iran, especially given the 2015 nuclear deal with
Iran. Such concerns probably give the Saudis added incentive to try to under-
mine the American oil boom.

We must also consider dynamics among non-American oil producers.
Prince Turki, who has been Saudi Arabia’s ambassador to the United States,
stated that the “kingdom is not going to give up market share at this time to
anybody and allow—whether it is Russia, Nigeria, or Iran or other places—
to sell oil to Saudi customer”; he added that the Saudis and other producers
would consider adjusting production only if other members of OPEC adhered
to the group’s quotas.”

The Saudis certainly preferred not to cut production if other major oil pro-
ducers could not share the burden.*® In fact, even if they could have dragooned
others into agreeing to serious production cuts, the Saudis still may have pre-
ferred to drive prices lower. That is because Riyadh feared that others would
fail to carry out these cuts® and instead would take Saudi market share. By
refusing to support cuts, the Saudis signaled other OPEC members (and states
outside OPEC like Russia) that they would have to join in serious cuts in the
future or face the pain of lower oil prices.

In essence, Riyadh must have considered whether it would obtain more rev-
enue now and in the future with lower market share and higher oil prices or
with higher market share and lower oil prices, and what the probability would
be of achieving either strategy. It chose the latter strategy.

The 2014 switch in Saudi strategy may also have been aimed at weakening
Iran, which Riyadh fears.”® Iran certainly saw it that way. Government spokes-
man Mohammad Baqer Nobakht asserted in October 2014 that “some so-
called Islamic countries in the region are serving the interests of America and
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[other] arrogant powers in trying to squeeze the Islamic Republic.” Iran seeks
to undermine the House of Saud and competes with its brand of Islam in the
region, and Riyadh sees Iran’s nuclear aspirations, despite the nuclear accord
with the U.N. Security Council, as a major national security concern. Lower oil
prices hurt the Iranians, who depend on much higher oil revenues to meet their
budget targets at home than do the Saudis. To add to the drama, the Russian
newspaper Pravda ran an article asserting that Washington and Riyadh were in
collusion to push oil prices downward in order to hurt Russia.®” Such coordina-
tion is highly unlikely, although Riyadh may have sought to pressure Moscow
to cut its own production.

We saw that the U.S. oil boom has some positive effects, but what are nega-
tive effects of Saudi concerns about the boom? First, it is possible that OPEC’s
decision, and that of Saudi Arabia, will trigger a longer-term oil price war—a
race of pain tolerance and not just a one-year affair. In such a case, all OPEC
producers will feel pain, though it will vary from state to state. Meanwhile,
many American companies will feel pain. If this continues for some time with-
out positive diplomatic efforts to contain U.S.-Saudi tensions, that could dam-
age relations.

Of course, market forces may have a mitigating effect. Falling oil prices may
pressure the Saudis, OPEC, and American producers to cut oil production re-
peatedly in the effort to push oil prices higher.

Second, if Riyadh feels especially threatened by the boom, the Saudis will
be less likely to cooperate with American oil companies. That negative dynamic
could spill over into state-to-state relations.

Third, the boom has accentuated an age-old question in U.S. relations with
the Arab Gulf states about U.S. commitment to their security. Will the boom
allow Washington to diminish its commitment to the Gulf? That is doubtful
but possible.

Conclusion

Logic would suggest that America’s political differences with the Gulf states
over major questions such as Iran’s nuclear program and the fate of Syria’s
President Bashar Assad would spill over into economic interaction. Yet that
assumption is revealed to be faulty by virtue of a panoramic view of these re-
lations. If we take the long view, which is far more telling and accurate than
any snapshot, data clearly show that American trade volumes and commercial
cooperation have grown with GCC states in the past decade or more and took
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off with Saudi Arabia in the decade following the 9/11 terrorist attacks when
political tensions were high. Similarly, since the mid-2000s, the GCC countries
have built up their sovereign wealth funds and invested their monies in the
United States more than in any other country. Such interactions add support
to U.S. relations with regional states. All of the actors are aware of the multifac-
eted nature of their mutual relations, and that feeds into their interest in main-
taining positive relations and avoiding major political and economic conflicts.

America’s position in the energy arena has also improved with the GCC
states and certainly yielded more new opportunities with Iraq than had existed
under Saddam Hussein, even if other countries, such as China, have performed
well in Iraqg, and in some ways better than the United States and its energy
companies. For its part, the American oil boom has created both benefits and
potential costs for U.S. energy companies and for the U.S. government. The
effect of the boom on U.S.-Saudi relations will depend on numerous factors,
including varying levels of Saudi threat perception. The more the Saudis see the
boom as a threat in any time period, the more negative will be its effect on U.S.-
Saudi relations. But such perceptions may be tempered by the broader context
of interdependent relations that militate against severe disruptions in relations.
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5 China’s Steep Ascent in the Persian Gulf

EW OTHER ISSUES have received more attention than the rise
Fof China in world politics, and for good reason. China’s economy
grew faster than any other economy at nearly 10 percent from 1978 to 2011.
And it has remained an energy-consuming powerhouse, even after slowing
down to a lower level of growth in recent years. We have heard repeated pre-
dictions that China’s economy will surpass that of the United States by 2020
or 2025 and that the Chinese will develop the leverage to challenge America
seriously and alter the rules that govern international relations.! Whatever one
thinks of such predictions, it is certainly interesting to examine to what extent
Beijing’s global rise at the global level is also reflected in regions of the world
such as the Persian Gulf, especially given that its role there and in energy is
likely to become even more important.?

Indeed, the Chinese may or may not generally follow the notion by Confu-
cius that “to go beyond is as wrong as to fall short,” but in the area of energy,
China appears willing to risk going beyond so as not to fall short. If China in the
past represented the inscrutable East in foreign imagination, its objectives have
become clear: it is driven to secure its energy needs in order to ensure economic
growth. That desire makes it far less interested in undermining America’s efforts
to protect oil security, even as it tries to check the United States, especially when
it appears to flex its muscles excessively, as in the case of the 2003 Iraq war.

This chapter and the next demonstrate that in the post—Cold War period,
and particularly over the past decade, China has unprecedentedly expanded
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diplomatic, economic, and, though to a much lesser degree, security capabili-
ties across the region, making it an important player in the Gulf. This chapter
focuses on the rise of China’s diplomatic position, as well as on changes in its
security position. The PRC has developed good relations with all of the Per-
sian Gulf states, including the members of the GCC, Iran, and Iraq. Since the
2000s, these relations have expanded in tandem with increasing trade and en-
ergy cooperation.

China and Persian Gulf Energy

Despite 2,200 years of political history, the PRC is a relative newcomer to the
Persian Gulf region. It was not until the mid- to late nineteenth century that
isolationist China developed some interest in the Persian Gulf.” In sharp con-
trast to European powers and Russia, China’s interests and involvement in the
region remained rather limited. In the first half of the twentieth century, China
remained largely insulated from great power rivalry and eschewed colonial
possession. It was preoccupied with its own nation building rather than with
global events, let alone Middle East politics.*

For most of the Cold War, China avoided Gulf politics, although in the 1950s
and 1960s, it sought to generate anticolonial sentiment in the region. While the
United States and the Soviet Union were engaged in serious rivalry, China was
barely into its industrial move and opening to the rest of the world. That would
be launched in 1978 when the Chinese leadership, under Deng Xiaoping, im-
plemented a policy of modernization and steered away from Marxist ideology
to allow greater trade and commercial relations globally. This opening helped
pave the way for the PRC’s political penetration of the Middle East and for
greater Chinese interest in regional dynamics.® Even so, while the United States
was trying to stave off perceived Soviet gains in the Persian Gulf in the 1970s,
the communist Chinese regime was still obsessed with trying to prevent its own
predicted demise, and in that effort, it launched post-Mao reforms.®

It has only been since the end of the Cold War that China has dramatically
increased its role and interest in the region, chiefly due to its overriding concern
for economic growth.” While a major oil producer in its own right and a net oil
exporter until the early 1990s, China has been a net importer of oil since 1993.
In the 1980s, it had sufficient oil to run the domestic economy. But in that de-
cade, industrialization expanded so quickly that China’s oil fields, which would
eventually be depleted, could not meet demand. Fueled by a booming economy,
China’s energy demand has skyrocketed, making it the world’s second largest oil
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consumer behind the United States.® Indeed, in a span of only one decade, 2000
to 2010, China’s oil consumption increased by 90 percent, or 4.3 mbd.’

The combination of rising oil demand and decreasing domestic oil produc-
tion from depleted oil fields has resulted in increasing dependence on imports
of foreign oil. In 2000, oil imports accounted for 29 percent of China’s oil needs;
by 2014, China imported nearly 60 percent of its oil consumption, or 6.2 mbd.
With oil demand increasing by around 12 percent each year since 1980, the IEA
projects that China’s oil imports will increase to 80 percent by 2035.'

Skyrocketing oil consumption made China the world’s second largest net
oil importer in 2009, and in October 2013, it surpassed the United States as
the world’s largest importer of foreign oil. China’s use of natural gas has also
increased rapidly in the past fifteen years, making it a net importer of pipeline
and liquefied natural gas (LNG)."

The political workings of the Chinese government are byzantine and
opaque, but it is fair to say that Beijing’s increasing dependence on foreign oil
imports has made the Middle East critical to its energy security for several rea-
sons. First, since 1996, more than half of China’s imported oil has come from
the Middle East, particularly the Persian Gulf. Specifically, oil imports from
only four countries—Saudi Arabia, Iran, Iraq, and Oman—accounted for more
than 70 percent of China’s imports from the Middle East in 2014.

Second, China has no alternative to Middle East oil because the region holds
nearly two-thirds of the world’s proven crude oil reserves. It appears that global
oil production will increasingly be concentrated in the Persian Gulf region.'
As China’s oil demand increases, so will its dependence on the Persian Gulf,
despite its dogged efforts to diversify its energy partnerships and oil suppliers.

For China, access to energy resources will affect prospects for regime sur-
vival in the upcoming decades.”® In its Tenth Five Year Plan (2001-2005), the
Chinese government acknowledged explicitly, and for the first time publicly,
that securing overseas oil supplies is essential to its continued economic growth
and modernization.' That view has only become more prominent since then.

Third, rising energy dependence on oil exposes China to the risk of oil supply
disruptions and oil price volatility on the global energy market—neither of which
China can control. A disruption of China’s supply of oil or skyrocketing prices
could damage the economy and engender domestic unrest, possibly endangering
the power of the regime. Consequently, trying to hedge against the vagaries of
economic globalization, part of the PRC’s strategy has been to penetrate the Gulf
politically and economically while relying on the American security framework.
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China’s Strategy and Performance

In 2003, China formalized the so-called going-out strategy, an effort to mitigate
any possible shortages of 0il."> As part of this strategy, it has focused on devel-
oping diplomatic relations with regional states; selling arms partly for monetary
reasons but also for greater influence in regional security affairs; and, as the next
chapter will demonstrate, expanding its economic position in the region.

Diplomatic Relations
China’s diplomatic successes in the region were aided by improving Sino-
American relations in the 1970s, implementation of an “open and reform”
policy in 1978, and the subsequent end of China’s support for revolutionary
movements. In 1970, China and Iran reestablished diplomatic relations, which
had been broken off in 1949 following the establishment of the PRC, but it was
not until the early 1980s that these relations improved significantly.®

In the 1980s, arms sales to Iran, Iraq, and Saudi Arabia became China’s pri-
mary link to the region. It was not until 1990 that Beijing successfully estab-
lished formal diplomatic relations with all Persian Gulf countries. Kuwait was
the first Arab Gulf state to form diplomatic relations with China in 1971, fol-
lowed by Oman in 1978, the UAE in 1984, Qatar in 1988, Bahrain in 1989, and
Saudi Arabia in 1990. Despite the establishment of formal relations, it has been
only in the past decade that these relations have broadened and deepened into
unprecedented levels.

Sino-Saudi Diplomatic Relations In the post—Cold War era and particularly
in the past decade, China has dramatically expanded its diplomatic ties to Saudi
Arabia, which were first established in the 1930s but cut after the establishment
of communist China in 1949. Formal diplomatic relations were established in
1990, but it was not until 1998, when King Abdullah, then crown prince, visited
China—the highest-level Saudi visit ever.!” This was followed by President Jiang
Zemin’s first visit in 1999. Underscoring the centrality of mutual energy inter-
ests, the two countries signed a strategic oil partnership in which Saudi Arabia
agreed to open selected portions of its upstream energy sector to Chinese in-
vestment in return for China’s opening its downstream and oil refinery sector.'®

After about 2005, the frequency of high-ranking visits notably increased
and focused more on energy cooperation. In January 2006, King Abdullah
chose Beijing for his first state visit as a king, before making an official visit
to any Western country.” It was the first visit by a Saudi king to China since
1990. During the visit, the two sides signed five agreements on cooperation
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in the areas of oil, natural gas, and minerals,”® and Abdullah expressed inter-
est in further bilateral cooperation in economy, energy and infrastructure, and
cultural exchanges with China.”' President Hu Jintao reciprocated the visit in
April 2006 and was honored as one of the few foreign leaders ever to address
the Shura, the Saudi consultative council that advises the king and cabinet.?
During the visit, several energy agreements were signed that, according to King
Abdullah, were intended to “write a new chapter of friendly cooperation with
China in the twenty-first century.”?

In response to the severe earthquake that hit China in May 2008, Saudi Ara-
bia became the biggest donor to China in material.** In February 2009, Presi-
dent Hu traveled to Saudi Arabia for the second time, aiming to elevate the
bilateral ties. During the visit, Hu asserted that “China attaches great impor-
tance to bilateral relations with Saudi Arabia and is ready to work with the
Saudi side to deepen pragmatic cooperation.”” In January 2012, Premier Wen
Jiabao traveled to Saudi Arabia to discuss oil cooperation, as well as Iran, Syria,
Iraq, and the Israeli-Palestinian peace process. Wen’s visit, which came amid
Washington’s pressure on China to reduce its imports of Iranian oil, was part of
his six-day tour through the region. During the visit, Wen called for strength-
ening cooperation with Saudi Arabia on major issues.?® In May 2013, Xi under-
scored the importance of Saudi relations “no matter how the international
situation changes,” and suggested that China would not support an Iranian
nuclear program that could pose a threat to the Gulf region.”” The relations
were further strengthened in March 2014 when Crown Prince Salman traveled
to China for a four-day visit, the first visit of the crown prince to China.?®

Sino-Iranian Diplomatic Relations China and Iran share a long history of
cultural, economic, and diplomatic ties, dating back to their precolonial em-
pires.?’ Diplomatic ties were cut in 1949 following the formation of the PRC,
reestablished in 1970, and elevated in the early 1980s on the anvil of mutual
interests regarding the Iran-Iraq War (1980-1988), arms sales, nuclear coopera-
tion, and balancing the superpowers.”® Prior to the 1979 Iranian Revolution,
bilateral relations were limited, partly due to the U.S. pressure on Iran to limit
its economic and diplomatic ties with communist China.

The significance of the relationship has been reflected in mutual high-level
visits. In June 1985 and May 1989, Ali Khameneli, president of Iran, met with
Chinese leader Deng Xiaoping during his visit to China.* High-level visits con-
tinued during the 1990s. However, realizing that Chinese military assistance
to Iran was straining Sino-American relations and possibly China’s economic
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growth, Beijing diminished its cooperation with Iran on its nuclear and missile
programs in 1997.%

The early 2000s witnessed the resumption of high-level cooperation be-
tween the two countries. Iran’s president, Mohammad Khatami, visited China
in June 2000, and in January 2001, Vice President Hu Jintao reciprocated. Re-
lations received a boost when China joined the World Trade Organization in
late 2001, which diminished U.S. leverage over Beijing, and by the revelation of
Iran’s uranium enrichment program in 2002, which led to Iran’s gradual inter-
national isolation and thereby opened opportunities for China to fill the eco-
nomic and diplomatic vacuum.* Beijing, however, had to carefully balance its
ties with Iran and America so as not to anger Washington too much. Chinese
presidential and prime ministerial visits to Iran ceased after the two visits made
by Hu Jintao as vice president in January 2001 and Jiang Zemin as president
in April 2002. Upon the election of Ahmadinejad as Iran’s president in June
2005, the Chinese president did not travel to Iran and instead visited Abdullah
of Jordan, who became king in August 2005. Beijing preferred to interact with
Iran in the regional security forum of the Shanghai Cooperation Organiza-
tion.* China’s rising demand for energy and Iran’s increasing isolation fueled
cooperation, though amid serious differences.

In September 2014, two Chinese warships docked at Iran’s naval port to
conduct joint naval exercises in what was the first visit to Iran by Chinese naval
ships.”® A Chinese fleet commander, Rear Admiral Huang Xinjian, said the visit
was intended to “deepen mutual understanding, and to enhance exchanges be-
tween our two countries’ navies.”*

In anticipation of the nuclear deal and lifting of sanctions against Iran, a
senior delegation from Iran traveled to China in April 2015 to discuss China’s
existing investment in oil and gas projects in Iran. In July 2015, China praised

the Iran deal as carrying a “win-win spirit.”*

Sino-Iraqi Diplomatic Relations The U.S.-led invasion of Iraq in 2003 paved
the way for an unprecedented expansion of China’s relations with post-Saddam
Iraq. Sino-Iraqi diplomatic relations were established in 1958 but remained
frosty until mid-1975, with Iraq leaning toward Soviet Union as opposed to
China. Thereafter, China became more concerned about “Soviet designs in the
region, and that made Iraq more important to China, while the Iran-Iraq war
would make China more important to Iraq as an arms supplier.”*® Interna-
tional sanctions imposed on Iraq following the 1991 Gulf War further hindered
an expansion of Sino-Iraqi relations.” China had condemned Iraq’s invasion
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of Kuwait but assumed a neutral stance by abstaining from the U.N. Security
Council’s vote authorizing the use of force against Iraq. Later in the 1990s,
China joined France and Russia in calling for the lifting of sanctions against
Iraq, hoping to score energy contracts that had been in abeyance. In the lead-
up to the 2003 war, China voted in favor of U.N. Resolution 1441, giving Iraq
the last chance to comply, but in 2003 China joined Germany, France, and Rus-
sia in opposing the U.S. invasion.

It was not until the establishment of the Iraqi Interim Governing Council
following the 2003 U.S.-led invasion that the two countries began to expand
bilateral relations. The relations intensified in 2007 when Iraqi’s president, Jalal
Talabani, made the first official visit to China by an Iraqi president since the
two countries established diplomatic relations in 1958.% Iraqi leaders encour-
aged Chinese companies to bid for oil contracts, and Hu committed to support
and participate in the country’s reconstruction process in the fields of energy,
education, technology, and health.

In January 2010, China also agreed to write off 80 percent of Iraq’s $8.5 bil-
lion Saddam Hussein—era debt in an effort to cultivate its business interests in the
country and strengthen bilateral ties, and Beijing also granted Iraq $6.5 million
for public health and development programs.*' The deal was preceded by Iraq’s
award of two lucrative oil tenders to the state-run China National Petroleum
Corporation (CNPC). Bilateral relations were further enhanced following U.S.
withdrawal from Iraq in 2011. In April 2011, several Chinese companies can-
celled or reduced Iraq’s remaining debts.** Then in July 2011, Prime Minister
Nouri Al-Maliki paid a visit to China, in what was the first visit of an Iraqi prime
minister to China in over fifty years, and the two sides signed two agreements
to build long-term cooperation in the oil and gas sector, electricity, and other
fields.” The relations continued to develop under the new Iraqi leadership, with
Prime Minister Haider al-Abadi visiting China in December 2015. During the
visit, the two countries issued a joint statement upgrading their relationship to a
strategic partnership that would provide “a solid foundation” for future bilateral
relations.*

Broader Relations China’s diplomatic ties with the smaller GCC states have
also expanded. In 1981, the PRC established diplomatic ties with the GCC bloc
itself, and by 1996, the GCC and China established regular annual consulta-
tions to support increased economic and trade cooperation. In January 2004,
China and the Arab League established the Sino-Arab Cooperation Forum to
promote cooperation in political, trade, energy, and cultural affairs. On the
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occasion of the fifth ministerial meeting in May 2012, Vice Foreign Minister
Zhai Jun asserted that the forum had “remarkably enhanced the overall level
of China-Arab friendly cooperation.”® The sixth ministerial meeting in June
2014, which marked the tenth anniversary since the launch of the Sino-Arab
forum, was, according to Foreign Minister Wang Yi, “a significant move initi-
ated by the Chinese government” and aimed to “build upon past achievements
to shape the future.”*

It is worthwhile taking a brief look at China’s diplomatic trajectory with
each GCC state. Of all GCC states, Kuwait and China enjoy the longest dip-
lomatic relationship, established in 1971. Officials from both countries have
made frequent visits since 1989. Kuwait had been China’s largest supplier of
preferential official loans, providing China with $620 million in loans on favor-
able terms between 1982 and the end of 2001. In 1991, Kuwait sought to sign
a security agreement with China similar to the ten-year agreement that it had
signed with the United States earlier that year, while also pledging its support
to any efforts that China undertakes to guard its national sovereignty, including
preventing Taiwan and Tibet from declaring independence.

The relations intensified following the Kuwaiti prime minister’s visit to
China in 2004, during which the two countries signed three agreements on
economic and technology cooperation, oil, and natural gas. In September 2008,
China’s foreign minister visited Kuwait and hailed cooperation with Kuwait
and the GCC.* For his part, the Kuwaiti emir made his first visit to China in
May 2009 during which Wen Jiabao sought to expand cooperation in trade,
energy, infrastructure, and finance,* and expressed Beijing’s eagerness to ad-
vance relations with the GCC.* The visit culminated in six signed agreements
and memorandums of understanding in the fields of energy, education, com-
munication, sports, and finance.”" In April 2014, officials from the countries
vowed to boost bilateral economic ties, with China calling for enhanced coop-
eration in constructing the Silk Road economic belt between the two regions.*
In August 2014, state-run Kuwait Petroleum Corporation (KPC) and the China
International Untied Petroleum and Chemicals Company signed the biggest-
ever oil contract in KPC’s history that will almost double crude oil deliveries
over a decade.”

China and Bahrain expanded bilateral relations in the second half of the
2000s. Bahraini Prime Minister Khalifa visited China in May 2002, touching
off myriad lower-level visits.”* In May 2006, when Chinese Assistant Foreign
Minister Li Zhaoxin visited Bahrain, Al Khalifa praised China’s efforts at devel-
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oping relations with all GCC member states and Arab countries,” as did other
high-level Bahraini officials in September 2011.%° Bahraini King Hamad visited
China in September 2013, praising the visit as a “historic success.”

Officials from China and the UAE also initiated increasingly more im-
portant diplomatic exchanges.*® In January 2012, Wen Jiabao’s visit to Saudi
Arabia, UAE, and Qatar was the first ever paid by a Chinese premier to the
UAE and Qatar. Vice President Xi Jinping assessed the deal as marking “a new
stage of China-UAE relations.”” During the visits, the two sides agreed to in-
crease bilateral trade and energy business and expand cooperation in bank-
ing, military industry, and energy.® In March 2012, Xi Jinping met with the
UAE’s crown prince in Beijing to strengthen the bilateral strategic partnership,
launching subsequent visits aimed at developing cooperation in the areas of
economy, energy, and culture.®!

Wen’s January 2012 visit to Saudi Arabia, UAE, and Qatar, in what consti-
tuted the first visit ever paid by a Chinese premier to Qatar, coincided with
a 45 percent increase in Sino-Qatari trade within just one year.®? During the
visit, Wen emphasized the importance of energy to Sino-Qatari relations, stat-
ing that “establishing a long-term, stable and comprehensive partnership with
Qatar on natural gas is an important topic between us.”> Wen’s visit was recip-
rocated by Qatar’s prime minister later the same year. In November 2014 Presi-
dent Xi Jinping and the emir of Qatar, Sheikh Tamim Bin Hamad al-Thani,
announced the establishment of a strategic partnership aimed at boosting eco-
nomic ties and mutual support on issues involving sovereignty and territorial
integrity.*

The PRC has also sought to enhance relations with Oman, as illustrated
in 2010 when China’s top political adviser visited Oman to promote “mutual
trust and [cooperation] in trade, energy and culture” and “inject new vitality to
bilateral relations.”®® During the visit, the two countries signed four agreements
on cooperation in the economic, trade, and cultural areas, and Oman’s deputy
prime minister noted that Oman views China, its largest trading partner, as a
major strategic partner.*

It is important to stress that although China needs the Gulf states much
more than before, the opposite is not untrue. That means that a synergy of
overlapping interests has developed. For example, GCC states and Iraq increas-
ingly see China as a possible alternative to Washington at some level, which,
if it continues, could yield the PRC greater ability to soft-balance against the
United States. The American energy boom has accelerated concerns about
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America’s commitment to regional security. Moreover, unlike America, which
pushes democracy in the region, China is uninterested in influencing domes-
tic politics. Beijing is not as politically radioactive domestically in the Gulf as
America, given its hegemonic narrative and support of Israel.

The Security Dimension
China’s diplomatic successes in the region have created some potential for se-
curity gains, but Beijing’s capabilities are not strong.

China’s Limited Military Capability In contrast to the United States, and to
some extent Britain, France, and Russia, the PRC has never had military bases,
access agreements, and pre-positioning sites in the area or access to regional fa-
cilities.”” Moreover, although all of China’s imported oil from the Persian Gulf
is delivered by tanker, Beijing is decades away from being able to project serious
naval and air projection capabilities to influence developments in the region
and to be able to protect the 7,000 miles of sea-lanes between Shanghai and the
Strait of Hormuz in the Persian Gulf.

To be sure, China’s growing need for energy, especially from the Gulf, has
motivated it to improve the military means to protect its transport sea lanes,
from Chinese seaports all the way to the Persian Gulf region and the Horn of
Africa.®® And some leaders in Beijing have argued for a much stronger military
capability for protecting China’s sea-lanes and oil interests. As political scientist
Tom Christensen points out, at the global level, China has “long sought to af-
fect the psychology of a militarily superior US and its regional allies by posing
potentially costly military challenges to forward deployed US forces.”®

However, while Beijing has an interest in increasing its military reach into
the Persian Gulf, its actions so far have not been significant. Consider several
of these actions. In February 2013, China and Pakistan concluded an agree-
ment that grants China the operating rights to the Gwadar port facilities in
western Pakistan, along the Arabian Sea and near the Strait of Hormuz.”” In
2012, China rejected Pakistan’s offer to build a naval base in Gwadar, prefer-
ring to keep it nonmilitary; nevertheless, the Gwadar deal signals Beijing’s
growing interest in the Persian Gulf.” It will allow China to monitor maritime
traffic and naval activities in the Gulf and Indian Ocean and provide China
with a transit terminal for crude oil imports from Iran and Africa to China’s
Xinjiang region.

In September 2014, China held joint naval exercises with Iran that involved
Chinese warships for the first time ever in the Persian Gulf, which were in-
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volved in the PRC’s role in antipiracy outside the Gulf region. This exercise
was meaningful. It sent a strong political message that Iran was important to
China for energy reasons and that Beijing could play some role in the Gulf,
even if dwarfed by America’s vaunted position. China’s role is minor, but when
combined with its arms sales to Iran, it suggests a potential for greater mutual
security cooperation, especially if the lifting of sanctions on Iran holds over
time. Some observers have also interpreted this move to be a counterbalance to
America’s “pivot to Asia” policy, which aimed chiefly at bolstering Washington’s
alliances in the region, partly to contain China.”> However, it would take a more
elaborate and repeated set of actions by China to reach that conclusion.

The role of China’s navy in sustained multiyear antipiracy operations in the
Gulf of Aden puts it near oil supply routes to Asia. These activities, which in-
clude port calls in the Persian Gulf, marginally boost Beijing’s strategic position
and underscore its interest in some influence in the Gulf. Such strategic actions
augment the PRC’s growing diplomatic and economic clout in the region.

It is conceivable that the PRC could substantially improve its military posi-
tion near the region in the coming decades. For example, China’s ties to Saudi
Arabia have improved over time on the anvil of its 1999 strategic oil partnership.
While the Saudis have so far declined to engage in more significant strategic
cooperation with Beijing at the risk of straining relations with Washington, that
could change if Saudi-American relations decline significantly and America is
perceived to be less committed to Gulf security and Saudi stability. Iran may
also become more forthcoming to a larger Chinese role in the future. While such
developments are possible, they are not likely to change the regional balance of
power for a long time, even if they do transpire.

Arms Sales  The PRC’s performance in the area of arms sales is uneven in the
region, with gains achieved mainly with Iran. In fact, while America’s arms sales
to regional states increased dramatically, China’s declined in the post—Cold War
period.

In the 1990s and even more so in the 2000s, energy cooperation became the
fulcrum of Sino-Gulf relations, but during the 1980s, arms sales were central.
China entered the Gulf arms market during the Iran-Iraq War, with arms sales
to both parties totaling over $12 billion. These sales provided China with hard
currency to modernize its own military program.” Although the PRC devel-
oped a limited arms trade with Saudi Arabia and some of the smaller Arab Gulf
states, its arms link to Iran has been the most developed and worrisome to the
United States.
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In 1985, China and Iran concluded an agreement under which China would
sell Iran missile technology, and in 1986 China sold Iran Silkworm antiship
missiles. This raised concerns in Washington because Iran could use missile
technology to obstruct oil tanker traffic in the narrow Strait of Hormuz. This
is a bottleneck 34 miles wide, through which around 40 percent of the world’s
seaborne oil exports flows each day, a number that is projected to increase to
60 percent by 2030 as global oil demand rises and oil reserves fall.”* China sold
Iran tactical ballistic and antiship cruise missiles, including C-802 and Silk-
worm missiles that Iran deployed against Kuwaiti shipping in 1987.”> Under
American pressure, China discontinued sales of the sophisticated missiles to
Iran, but it continued to assist Iran in military modernization efforts, with Chi-
nese design and technology being detected in the Iranian short-range Oghab
and Nazeat missiles and the long-range Shahab 3.

The PRC’s arms sales to the Gulf states fell significantly after peaking in
1988 largely because Western suppliers dominated the market with more
competitive military hardware.”® Indeed, after the Iran-Iraq War, arms sales to
the region dropped by about 40 percent, although the Middle East remained
China’s most lucrative arms market, accounting for over 50 percent of China’s
total arms exports.” Between 1994 and 1997, China’s arms agreements in the
Middle East accounted for around 3.5 percent of region’s total agreements.”
By 2001, the arms agreements with the region had fallen to around 2.2 percent
and then increased to approximately 4 percent of the region’s total agreements
from 2004 and 2007.” From 2008 to 2011, China’s share of the region’s total
arms agreements decreased to an all-time low of 1 percent.*

Despite the substantial drop in China’s share of arms transfers in the 1990s,
such sales remain troubling to Washington, especially in the case of Iran, which
has remained the primary recipient of China’s arms. Between 1985 and 1996,
China supported Iran’s nuclear program with various types of nuclear technol-
ogy, assistance in uranium exploration, mining, the use of lasers for uranium
enrichment, training of Iranian nuclear engineers, and establishing the Esfahan
Nuclear Research Center, which has been critical in the development of Iran’s
nuclear program.? In 1997 China ceased nuclear assistance to Iran to placate
Washington, but the United States has continued to suspect Chinese companies
of providing dual-use technology to Iran, possibly without the knowledge of
the Chinese government.*

Moreover, an unclassified Pentagon review from 2010 revealed that both
China and North Korea had assisted Iran “in developing and expanding its
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missile program,” and in January 2011, David Albright, president of the Insti-
tute for Science and International Security, noted that while the United States
and Europe had developed export-control networks to prevent sales of dual-
use materials to Iranian companies, “a large amount” of dual-use technology
in China continued to reach Iranian buyers.*® The PRC also reportedly helped
Iran develop the antiship cruise missile Nasr, which bears resemblance to the
Chinese C-704, and in 2010 assisted in establishing a plant for manufacturing
the Nasr.®* China has been also alleged to have transferred ballistic missile tech-
nology to Iran through North Korea.*

While U.S. arms sales to the GCC members and particularly Saudi Arabia
have increased dramatically, the PRC had trouble penetrating Saudi Arabia’s
arms market. During the 2000s, the kingdom bought only $800 million worth
of arms from China, which sharply contrasts with over $50 billion Saudi Arabia
spent on American arms imports between 2004 and 2011.% In January 2012 and
again in August 2014, the two countries signed an agreement to jointly develop
nuclear energy to meet the kingdom’s rising energy demands, raising suspicions
that Saudi Arabia may be positioning itself for developing nuclear weapons to

counter Iran’s nuclear program.®”

Conclusion

Events in the Middle East made it harder for the administration of President
Barack Obama to focus on the “pivot to Asia” strategy, though Washington
has pivoted to some extent. Beijing has launched its own pivot—toward the
Persian Gulf. That pivot has occurred politically; more modestly in a security
sense; and, as the next chapter shows, far more profoundly in terms of trade
and energy. Beijing’s diplomatic penetration has generated some potential
that it would also gain in security capabilities in the region, but compared to
Washington, China lacks the military infrastructure in the region and the force
projection to the region that is crucial for influencing events. Beijing appears
committed to improving its force projection, but that will take many years, and
perhaps decades, to execute seriously.

We must also consider a countervailing effect. As China has risen in the re-
gion, it has competed with Washington economically and might do so in the
future at the security level. At the same time, it has become more interested in
preserving oil security, which cannot easily be achieved if the United States is
weakened in the region. A weaker or more distant America may not as effec-
tively protect oil supplies and moderate oil prices. That would pose a threat to
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the PRC’s economy and one that might well outweigh the benefits of any seri-
ous rivalry with Washington in the region, certainly in the coming years, if not
much longer. China therefore may well be limited in just how aggressive it can
be in challenging the United States. In this sense, interdependence can serve as a
stabilizing force.



6 Global Oil and

China’s Economic Penetration

HE PERSIAN GULF has become critical to China’s grand plan to

T reinvent itself economically and to ascend the world stage as a great

power—one possibly on par with the United States in the future.! So far, we

have shown how Beijing has improved its political position in the region, and

to some extent its security standing, but how has China’s economic position
changed in the Persian Gulf?

The major evolution of China’s diplomacy has helped catapult it economi-
cally in the Persian Gulf. Beijing’s trade and energy cooperation has skyrock-
eted in a very short period of time, and it has also exercised nascent elements
of mercantilism, which we discuss in this chapter. The Chinese narrative has
differed sharply from that of the United States. Most important, the rise of the
PRC’s diplomatic and economic profile has not been accompanied by a re-
gional military presence or meaningful security cooperation. But its enhanced
economic position represents a profound change in the region. Moreover,
growing interdependence with regional states has given China an interest in
not taking actions to generate regional instability that could annoy these states
and might threaten oil security. All things equal, the more China needs the
region for oil and trade, the more secure is oil.

Broad Patterns in Sino-GCC Economic Interaction
The data are indisputable and quite telling: growing economic interdepen-
dence between China and the Gulf has been reflected in increasing trade,
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mutual investments, and a multitude of joint ventures and construction proj-
ects (Figure 6.1).

China’s share of GCC trade increased from less than 2 percent in 1992 to
over 11 percent in 2012.2 Similarly, although the European Union (EU) re-
mains the biggest GCC trading partner, its share of GCC trade decreased from
24 percent in 1992 to 13 percent in 2012. Between 2010 and 2013 alone, GCC
trade with China grew more rapidly than with any other significant trade part-
ner, at a rate of 30 percent for export and 17 percent for imports.?

These changes reflect a larger shift in the trade pattern that began in the
1990s and accelerated in the 2000s. In 1980, North American and Western
European countries accounted for almost 85 percent of all GCC trade, but
by 2012, Asia had become the GCC’s largest trading partner, accounting for
around 57 percent of GCC total foreign trade. In 2013, trade with the GCC
states represented 70 percent of all Sino-Arab trade.*

China may become the GCC’s most important economic partner by 2020,
especially given that American and European oil demand is projected to re-
main flat or decrease due to alternative energy sources, increased energy ef-
ficiency, and the shale oil boom. The American energy boom is also driving
Persian Gulf countries closer to China and not just vice versa. American oil
imports from the Gulf will continue to drop as long as the boom is in motion.
Arab oil producers are looking to Asia for a growing market, and China has
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FIGURE 6.1. Total Trade between China and the Persian Gulf States, 1992-2015.

soUuRrcCE: Created by the authors with data drawn from U.N. Commodity Trade Statistics
Database (New York: United Nations, various years).
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the deep pockets to help build infrastructure in the Middle East. In addition,
Western countries are increasingly focused on climate change problems and
sustainable energy practices. Some in Saudi Arabia see a “wave of hostility from
some western countries under the guise of energy security, protecting the en-
vironment and fighting global warming.”® Whatever one thinks of this Saudi
perception, it makes China more palatable as a partner than it was in the past
because Beijing is not viewed as pushing a climate change agenda.

The GCC and China, however, are concerned with more than the free flow
of oil from the Persian Gulf. The oil-rich GCC states have also become a grow-
ing export market for Chinese goods and a bidirectional flow of foreign direct
investment (FDI) has also been growing.

Sino-Saudi Economic and Energy Relations

The PRC’s economic ties with Saudi Arabia developed recently but have grown
immensely. To put this in perspective, when the two countries reestablished
diplomatic relations in 1990, energy played a minuscule role, and bilateral trade
totaled only $296 million. By 2014, trade between the two countries stood at
$70 billion, up from $43 billion in 2010, as Saudi Arabia became China’s largest
trading partner in the Middle East. Saudi Arabia has been China’s top crude oil
supplier for the past decade. Oil lies at the center of the bilateral trade relations,
which has also gained critical importance in terms of security. The House Saud
has repeatedly reassured Beijing of precisely what it wants to know: that it can
rely on Saudi oil to fuel China’s continued economic growth.

The rise in oil trade is astonishing. While in 1995, Saudi oil accounted for
only 2 percent of China’s oil imports, by 2002 Saudi Arabia became China’s
largest supplier of crude oil, supplying around 20 percent of China’s oil every
year since then. In absolute terms, China’s oil imports from Saudi Arabia grew
twenty-four times in only a decade, increasing from only 50,000 barrels per day
(bpd) in 1999, to 455,000 bpd in 2005, surpassing 1 mbd in for the first time
in 2009, reaching 1.2 mbd in 2012 though decreasing to 993,000 bpd in 2014.”
In 2009 China surpassed the United States as Saudi Arabia’s number one oil
customer while U.S. imports from Saudi Arabia fell below 1 mbd for the first
time in twenty years (Figure 6.2).

Energy relations took off in the late 1990s. In 1998, the two countries con-
cluded their first oil contract, and Saudi Aramco opened a subsidiary office, Saudi
Petroleum Ltd., in Beijing to oversee sales and marketing, despite the low volumes
of oil that China was importing.” During Jiang Zemin’s visit to Saudi Arabia in
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FIGURE 6.2. Saudi Arabia’s Oil Exports to China and the United States,
2000-2014.

soURCE: U.S. data obtained from U.S. Energy Information Administration, Petroleum & Other
Liquids database. Chinese data from Chinese Statistical Yearbook (Beijing: Customs General
Administration of the People’s Republic of China, various years).

1999, the two countries fostered a strategic oil partnership that allowed China to
invest in the Saudi market, excluding upstream oil production and exploration,'
and key Saudi business leaders asserted that the PRC would become a premier
energy growth partner." They, along with Saudi energy officials,'? repeatedly re-
assured China about guaranteed oil supplies to Beijing," while Sinopec chairman
Fu Chengyu underscored that “China needs energy to fuel its economic growth,”
and the kingdom “needs a reliable market.”'* But as Khalid al-Falih, the president
and chief executive of Saudi Aramco noted, it would be a mistake to see these re-
lations “exclusively through the narrow lens of energy supply security . . . because
increasingly they have diversified beyond that arena.”*> Sino-Saudi economic re-
lations have gradually become more multifaceted, extending to industrial col-
laboration and cross-investments within and beyond the oil industry.

The 1999 strategic oil agreement has facilitated mutual cross-investments
and joint ventures in refining, petrochemical sector, infrastructure projects, and
petroleum technical service cooperation. In 2001, Saudi Aramco, ExxonMobil,
and Sinopec agreed to build a refinery in Qingdao in eastern Shandong prov-
ince and expand the capacity of a petrochemical plant in Quanzhou in Fujian
province. As part of the deal, China allowed Saudi Aramco to open 600 gas sta-
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tions in the province in exchange for a thirty-year supply contract for 30,000
bpd of Saudi oil. The refinery, which opened in November 2009 and in which
Aramco invested some $750 million, triples the capacity of the Fujian plant
to process Saudi heavy crude oil from 80,000 bpd to 240,000 bpd.'® The two
countries also concluded an agreement under which Aramco would supply the
Fujian government with 30,000 bpd of oil for the next thirty years, thereby se-
curing a long-term outlet for its crude."” Meanwhile, Chinese companies have
also sought to acquire and expand their foothold in Saudi Arabia’s downstream
and upstream. For instance, in 2004, China’s oil company Sinopec secured a
ten-year contract with Saudi Aramco to explore the natural gas field in Saudi
Arabia’s al-Khali Basin, an area that Saudi Arabia has opened to foreign firms
for the first time in twenty-five years.'®

The energy cooperation intensified after King Abdullah’s visit to China in
2006, the first ever by the Saudi monarch to China. During the visit, the two
countries signed five new energy cooperation agreements, including a memo-
randum on oil, natural gas, and mineral cooperation. The kingdom also agreed
to help China build its own strategic petroleum reserve on Hainan Island."
Largely thanks to this deal, China’s strategic oil reserves reached an estimated
91 million barrels by November 2014.%°

When President Hu Jintao reciprocated the visit in 2009, the two countries
signed five additional agreements expanding economic cooperation, including
the first major nonhydrocarbon deal worth $1.8 billion under which the China
Railway Construction Cooperation would build a high-speed rail between the
holy cities Mecca and Medina.?! The same year, Saudi SABIC was awarded a
contract to help develop a $3 billion petrochemical complex at Tianjin, and in
2011, Aramco and CNPC’s subsidiary, PetroChina, signed an agreement under
which Aramco would develop and supply 200,000 bpd oil refinery in China’s
Yunnan province. Aramco will supply oil through a $2 billion oil and natural gas
pipeline from Myanmar, halving shipping time from Saudi Arabia to China.*
In 2010, Saudi Aramco’s board of directors unprecedentedly chose China for
their meeting, further signaling growing energy links.”? In 2012, Aramco opened
Aramco Asia in Beijing, and during Wen Jiabao’s visit to Saudi Arabia the same
year, Sinopec was awarded its first major investment in Saudi Arabia’s oil sector
to build an oil refinery in Yanbu.** The 400,000 bpd refinery shipped its first
diesel cargo in January 2015.%

China would like to gain a foothold in the kingdom’s oil upstream, but Chi-
nese NOCs have so far been able to provide only engineering and maintenance
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services and natural gas development assistance, as the kingdom sought to keep
its upstream closed to foreign investment.”® Similarly, despite increased energy
cooperation, the Yanbu refinery is the only downstream project China has se-
cured in Saudi Arabia so far.

For its part, China has been eager to attract Saudi investment to its refining
industry to secure a stable supply of Saudi oil, while Riyadh has sought to in-
vest in China’s oil industry to solidify its status as a major oil provider to China.
As part of its economic diversification strategy, Saudi Arabia strives to expand
sales of refined products in China and gain access to China’s downstream.
Over the past two decades, Saudi Aramco has developed from principally an
oil and gas producer to an integrated company with significant refining, ship-
ping, and distribution assets. Similarly, Saudi Basic Industries Corporation
boosted regional sales and marketing infrastructure with offices in China and
Asia at large.”” In 2009, SABIC’s CEO, Mohammed al-Mady, noted that “SAB-
IC’s growth in China has no limits, especially when the Chinese market is cur-
rently the world’s biggest for petrochemical products.”* Despite the increased
investment in petrochemicals and oil refining over the past decade, the extent
of the investment and collaboration on refining and other energy projects re-
mains small. A refinery in Fujian, a joint venture between Sinopec and Saudi
Aramco, and Sinopec’s Yanbu refinery in Saudi Arabia were the only two up-
and-running plants in 2015.%

Although oil-related cooperation drives Sino-Saudi economic interaction,
the two countries agreed to cooperate in renewable energy during Premier
Jiabao’s visit to the kingdom in 2012.%° Saudi Arabia aims to diversify energy
sources to decrease domestic oil consumption, which has been annually grow-
ing by 7 to 8 percent, and it plans to invest $100 billion in sixteen nuclear
reactors by 2030. China will contribute in areas such as development and main-
tenance of nuclear power plants and research reactors, as well as the supply of
nuclear fuel components. The Saudi atomic and renewable energy body has
already signed nuclear cooperation deals with countries able to build reactors,
including the United States, France, Russia, South Korea, and Argentina.?!

While Sino-Saudi trade relations and economic cooperation increased un-
precedentedly in the post—Cold War period and in the past decade in particu-
lar, such interaction faces limits. China’s trade with Saudi Arabia accounted
for less than 2 percent of China’s total trade in 2014. At the same time, while
Saudi Arabia’s exports to China consist mostly of oil, chemicals, and plastics,
the PRC’s exports to Saudi Arabia consist of low-value goods. In contrast, U.S.
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exports to Saudi Arabia are dominated by high-tech goods. Mutual trade is
booming, but as Yang Guang of the Chinese Academy of Social Studies notes,
neither Saudi Arabia nor China sees “attracting capital as their chief goal. . . .
Both are seeking technological know-how. However, neither has the expertise
the other wants.”*

The United States, not China, has remained Saudi Arabia’s largest source
of coveted FDI, representing more than 25 percent of all FDI in the kingdom.
Saudi Arabia’s share of China’s total global outward investment between 2005
and 2013 was only 2.2 percent.” Gulf capital flows into China are hampered
by Chinese capital controls, which have impeded the Gulf’s sovereign wealth
funds from building large portfolios in China. China also has much higher
investment stakes in the U.S. energy sector than in Saudi Arabia. Between
2005 and 2014, China’s investment in the U.S. energy sector totaled nearly
$16 billion ($36 billion in Canada’s energy sector), compared to $8 billion in
the Saudi energy sector.* There have been other limits to economic coopera-
tion too. Although Riyadh guaranteed China a reliable oil supply, the kingdom
keeps its upstream closed to foreign investment. That prevents China from
securing stakes in equity oil. Such stakes are valuable because they would allow
Chinese NOCs to bypass the global oil market and ship oil from Saudi Arabia
directly to China.

The two states have also had differences over key projects. For example,
the biggest infrastructure project, a much-heralded Chinese-built railway be-
tween Mecca and the holy sites of Mina and Mount Arafat, ended in a dispute.
China Railways threatened to sue the Saudi authorities for the losses it made
on the investment due to problems over the allocation of land, cost overruns,
and workers’ riots.*

Sino-Iraqi Economic and Energy Relations
By the end of 2014, three years after President Barack Obama officially declared
the Iraq War over, Chinese NOCs, mainly CNPC, and not U.S. companies, have
been operating three fields in southern Iraq and producing more than 50 per-
cent of Iraqi oil output. That is a major story that underscores Beijing’s op-
portunistic and rising role. U.S.-led forces liberated Iraq at enormous cost, but
China, which opposed the ill-advised war, benefited greatly in the oil sector.
Iraq’s potential for oil production is enormous given its vast, largely un-
developed reserves. The IEA projects that Iraq will account for 40 percent of
global oil supply growth over the next two decades, making it the second larg-
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est global oil exporter,* and that by 2035, Iraq will produce 8 mbd, with about
80 percent of its future oil exports going to Asia, mainly to China. Nearly a
third of the future oil production in Iraq is projected to come from fields that
either are directly owned or co-led by Chinese companies.

In the post-Saddam period and particularly since 2009, China’s trade and
cooperation in energy with Iraq have also expanded unprecedentedly. The
U.N. sanctions imposed on Iraq after the 1991 Gulf War deflated Sino-Iraqi
trade, but by the end of the 1990s, trade increased as a result of the U.N. Oil-
for-Food program. In an effort to ensure long-term access to Iraqi oil, the
PRC successfully negotiated several major oil deals with Saddam Hussein’s
regime. In 1997, CNPC, along with China North Industries Corp., signed a
$1.2 billion contract to develop Iraqi’s al-Ahdab oil field in southern Iraq, and
in 1998 the two sides initiated negotiations for the Halfayad field. However,
the realization of the prospective contracts depended on the removal of U.N.
sanctions. In 1998, China and Iraq signed the largest oil contract under the
Oil-for-Food program, but at the time that the United States launched Op-
eration Iraqi Freedom in 2003, Iraqi oil accounted for less than 1 percent of
China’s total oil imports.’”

Before the 2003 invasion, Irag’s oil industry deteriorated under U.N. sanc-
tions. After sanctions ended, the industry experienced a slow but checkered
recovery, and Iraq eventually overtook Iran as OPEC’s second-largest oil pro-
ducer. Since 2012, Iraq has been producing oil at the highest rate since Saddam
Hussein seized power in 1979, and in 2013 it surpassed Iran in oil exports to
China. Between 2009 and 2013, Iraq’s exports to China more than tripled, to
account for more than 8 percent of China’s total oil imports. Iraq may chal-
lenge Angola as China’s second largest oil supplier behind Saudi Arabia.*®

In serious need of investments after a decade of the Iran-Iraq War and then
U.N. sanctions, Iraq opened its upstream to foreign companies. Since 2009,
Chinese companies have gradually become top players in the Iraqi oil sec-
tor. Although all oil contracts and negotiations were suspended following the
U.S.-led invasion of Iraq in 2003, China’s CNPC renegotiated the $3 billion
oil service contract for the major al-Ahdab oil field signed under Saddam—
Irag’s first oil contract to a foreign oil company since Saddam’s overthrow.”
In Irag’s first oil field auction in June 2009, China’s CNPC, in partnership
with British Petroleum, also won a contract to develop Iraq’s biggest oil field
in Basra from 985,000 bpd to 2.85 million bpd within seven years at a cost of
$15 billion, which would make it the world’s second largest oil field behind
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Saudi Arabia’s Ghawar.*’ In December 2009, the CNPC, in a consortium with
France’s Total and Malaysia’s Petronas, secured a contract to increase produc-
tion of the Halfaya oil field from 3,100 bpd to 535,000 bpd.*' Moreover, in
May 2010, China National Offshore Oil Corporation (CNOOC) and Turkey’s
TPAO were awarded a contract to raise production at the Maysan complex of
fields located along Iraq’s border with Iran from 100,000 bpd to 450,000 bpd.**
In addition, China’s Sinopec, along with ENI, Oxy, and Kogas, won the bid for
increasing capacity of the Zubair field to 1.125 million bpd.

China’s projects in Iraq could potentially increase the PRC’s access to al-
most 1.9 mbd, turning Iraq into the PRC’s largest supplier of crude oil by 2020.
Foreshadowing China’s even greater role in the Iraqi energy sector, PetroChina
in August 2013 confirmed it was negotiating with ExxonMobil to codevelop
the Iraqi West Qurna 1 oil field which holds oil reserves worth $50 billion.*
The deal materialized in December 2013 when PetroChina bought a 25 per-
cent share for $590 million from ExxonMobil, further increasing its stake in one
of Iraq’s largest oil fields to 32.7 percent in May 2014 when it bought another
7.7 percent for an additional $442 million.* The deal makes the Chinese com-
pany the biggest single foreign investor in the Iraqi oil industry. The company
has also been holding talks with Lukoil OAO Holdings, Russia’s second-biggest
oil producer, over joint development of the currently stalled West Qurna-2
project after Norwegian oil company Statoil ASA sold its 18.75 percent stake
in 2012.* Lukoil head Vagi Alekperov told Reuters in January 2013 that an “at-
tractive partner for us would be China, where there is stable demand growth.”*¢

While Lukoil still continued to be the sole operator as of July 2015, hold-
ing a 75 percent stake, Iraq’s cabinet approved a $526.6 million drilling deal
with China’s Zhongman for the West Qurna-2 oil field in May 2015.” Due to
its enormous and almost untapped potential, the West Qurna field is crucial
to Iraq’s goal of increasing oil production from about 3 mbd to 12 mbd by
2017, surpassing Russia’s production of 10 mbd and rivaling Saudi Arabia’s
12.5 mbd. In July 2015, Anton Oilfield Services Group (Antonoil), a top oil
field services provider in China, was awarded a $140 million contract for work
on more than 160 wells.*

Chinese state-owned companies have invested more than $2 billion a year
to rehabilitate Iraq’s oil sector, while also sending hundreds of workers to post-
Saddam Iraq.*” In 2013, China built an airport near the Iranian border to ferry
its workers to Iraq’s southern oil fields. The three Iraqi oil fields, al-Ahdab,
Halfaya, and Rumaila (along with Majid-e-Suleiman and North Azadegan oil
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fields in Iran), are a cornerstone of China’s CNPC growth plans; it aims to al-
most triple its foreign production from 1.5 mbd in 2009 to 4 mbd in 2020, to
make up for falling Chinese domestic production from mature fields.”

China’s expanded role in the Iraqi oil industry has been facilitated by its
willingness to accept poor contract terms. The Iraqi Oil Ministry offers for-
eign operators as little as $2 per barrel produced. Since Chinese national oil
companies, unlike Western IOCs, are not accountable to shareholders, they
can tolerate minimal profits.”! For instance, the CNPC-Total-Petronas consor-
tium accepted a remuneration fee of only $1.40 per barrel, and CNOOC-TPAO
agreed to develop the Maysan fields for a fee of $2.30 per barrel.” Meanwhile,
other companies, such as ExxonMobil, have moved to secure separate deals
with Iraq’s semiautonomous Kurdish region, whose terms are more generous
but which the Iraqi central government considers illegal.

China has expanded its commercial activity in Iraq well beyond its sizable
role in Irag’s oil and gas sector. For example, in 2010, China’s Shanghai Electric
started work on a $1 billion power plant project in Iraq.” The power plant is
projected to increase Iraq’s electricity capacity by 1,320 MW. In December 2013,
China Communications Construction Company was awarded a $156 million
sewage treatment project.”*

Of course, security, political, and infrastructure constraints in Iraq have im-
peded and will likely continue to stymie its progress, making such predictions
far too rosy. And the evolution of the role of the Islamic State in Iraq within the
context of sectarian strife adds another major wild card that should give any
optimist serious pause.

Economic and Energy Relations between China and Small GCCs

Trade with other GCC countries has also increased substantially in the post—
Cold War period and particularly in the last decade. The UAE is China’s greatest
nonhydrocarbon trade partner in the Persian Gulf. In 2012, China’s exports to
the UAE accounted for 75 percent of total Sino-UAE trade, primarily made up
of Chinese textiles and machinery. Trade between the two countries increased
from only $608 million in 1992 to $10 billion in 2005, reaching over $55 bil-
lion in 2014, making China Dubai’s second largest import partner, with Dubai
securing the position of China’s twelfth largest export market.® The presence of
Chinese companies in Dubai increased from 18 in 2005 to around 3,000 in 2014,
with some of the companies serving the local market and others using Dubai as
a regional base.”
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Sino-Qatari trade also rapidly expanded from $77 million in 1992, to $1 bil-
lion in 2007, reaching over $10 billion in 2014. China’s increasing demand for
natural gas accounts for most of the increase, with China’s imports accounting
for nearly 90 percent of total Sino-Qatari trade in 2014. While in 2008, 80 per-
cent of China’s LNG imports was sourced from Australia, Qatar had overtaken
Australia as China’s largest supplier in 2012, accounting for 34 percent of LNG
imports.”” After 2005, the two countries expanded cooperation in the energy
sector. In late 2009, Qatargas set up a representative office in Beijing to mar-
ket Qatari gas to other Chinese companies. In May 2010, PetroChina signed a
thirty-year agreement with Qatar Petroleum and Shell to jointly develop natu-
ral gas in Qatar’s Block D.*® In March 2012, Qatar signed with China a memo-
randum on promoting bilateral energy cooperation.” Sino Petro and China
Offshore Oil Engineering Corporation are also engaged in the exploration of
natural gas in Qatar.*

Qatar has come to play an important role in meeting China’s increasing
natural gas consumption. Driven by fast economic growth, China became a net
importer of natural gas in 2007, and since then, gas imports have increased on
average by more than 60 percent annually.®’ China opened its first regasifica-
tion plant in 2006; by July 2015 it had built eleven LNG receiving terminals,
and now it is building eight new regasification plants with a total capacity of
23.8 MT.®* These projects suggest a further increase in seaborne LNG imports
in coming years. Beijing’s greater focus on cleaner energy has driven projec-
tions that it will triple the use of natural gas to top 300 billion cubic meters by
2020, and nearly a third of that would be imported.®> While in the long term,
the development of China’s enormous shale gas reserves could boost domestic
gas output, there remain significant technological obstacles and environmental
concerns over shale gas extraction in China.

Trade relations with Oman also improved. Trade increased from $455 mil-
lion in 1992 to $1 billion in 2002, reaching $26 billion in 2014.%* China’s im-
ports of Omani oil account for nearly 90 percent of the overall Sino-Omani
trade, and in 2012, nearly 50 percent, or 382,000 bpd, of Omani oil exports
went to China.®® In 2012 and 2013 alone, China’s oil imports from Oman in-
creased by 26 percent, reaching 477,000 bpd in 2013 and accounting for nearly
50 percent of Omani’s total oil export.* This made Oman the third largest sup-
plier to China in 2013, up from seventh in 2012.¢ In 2014, Oman accounted for
10 percent of China’s oil imports.® China’s CNPC also secured 50 percent of an
upstream concession in Omani oil sector.®
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Sino-lranian Economic and Energy Relations

Sino-Iranian trade relations have expanded significantly since 2000. Iran be-
came China’s second biggest trading partner in the Persian Gulf for most of
the past decade. While the UAE has been China’s largest nonhydrocarbon trade
partner in the region, Iran has been one of the Beijing’s top sources of im-
ported oil from the region since the early 1990s.

During the 1990s, Germany, Italy, and France were Iran’s biggest trading
partners, but the Iranian nuclear stand-off and the ensuing international sanc-
tions hurt this trade. In 2003, China was Iran’s sixth biggest trading partner,
but Beijing gradually filled this vacuum and overtook the EU as Iran’s larg-
est oil customer and trading partner in 2007.”° Indeed, while other countries
curtailed activities with Iran, Sino-Iranian trade and investment ties expanded
significantly.”

Iran has been one of China’s top suppliers of crude oil since the mid-1990s,
accounting on average for 10 percent of its oil imports, although they have
fallen since 2010. Due to sanctions, Iran dropped from being the fourth largest
oil supplier to China in 2012 to the sixth position in 2014, but still accounting
for 9 percent of China’s oil imports.”> That should change if the lifting of sanc-
tions sticks in the coming years.

China has also established and expanded its role in Iran’s upstream. In
March 2004, China’s state-owned oil company, Zhuhai Zhenrong Corporation,
signed a twenty-five-year deal to import 110 million tons of LNG from Iran.
In 2004, China’s CNPC bought Canada’s Sheer Energy subsidiary and gained
the rights to develop Masjid-e-Soleyman oil field. In this $80 million project,
China plans to bring on stream 25,000 bpd.”

China’s NOCs have also filled the investment vacuum in Iran’s upstream
energy sector following the withdrawal of Asian and European energy compa-
nies and gradually became the dominant investor in Iran’s oil and gas sector.
This has made Iran more dependent on Chinese investment and technology.”
In 2007, China’s Sinopec finalized a $2 billion deal to develop the Yadavaran oil
field with a goal to bring 300,000 bpd on stream. In 2009, CNOOC concluded a
$16 billion deal to develop the North Pars offshore gas field, and that same year,
CNPC won a deal to develop northern part of massive Azadegan oil field;” in
2010, it replaced Japan’s Inpex to develop the entire field on its own.”

In 2011, China has also become Iran’s largest petrochemicals export mar-
ket, worth $1.7 billion.”” Iran has also sought Chinese investment to expand its



Global Oil and China’s Economic Penetration 97

refining capacity to meet domestic fuel demand because, despite sitting on the
second largest oil reserves, it imports almost 40 percent of its fuel needs due to
lack of refineries.

While oil trade dominates, Chinese state companies have also built ports,
airports, power plants, cement factories, auto industry, shipping lines, and
other infrastructure projects, especially in major Iranian cities. For instance,
between 2000 and 2006, China built the Tehran metro system, and in 2011 Chi-
na’s Sinohydro Corp. inked a $2 billion contract with Farab Iran Corp. to build
the world’s tallest dam in Iran’s province of Lorestan.”® Fiber Home Communi-
cation Technology won a contract to build broadband fiber optics in Iran, and
Hisense Electronic Company has built a factory to produce televisions.

Beijing largely shunned U.S. requests to curb its energy investment in Iran
until later in 2010. Beijing instructed its oil companies to slow down on their
projects in Iran to avoid U.S. sanctions on its big energy firms.” In June 2012,
the United States granted and since then has several times renewed eighteen-
day exemptions to China on purchases of Iranian oil in exchange for China’s
lowering its oil imports from Iran. Due to international and U.S. sanction
pressure, China decreased imports of Iranian oil by 25 percent between 2011
and 2013.% Consequently, Sinopec’s work on the Yadavaran oil field had been
delayed, and in April 2014, Iran cancelled CNPC’s contract to develop the
Azadegan oil field, citing unacceptable delays.® Similarly, for lack of progress,
Iran suspended a CNOOC contract for the development of the North Pars
natural gas field in 2011.%2 However, following a deal in July 2015 that limits
Iran’s nuclear activities in return for lifting sanctions that have more than
halved Iran’s oil exports since 2012, China NOCs renewed production and
started pumping 160,000 bpd at Yadavaran and North Azadegan by the end
of 2016.%

China also developed economic ties with the GCC. Notably, in 2004, China
and the GCC signed the Framework Agreement on Economic, Trade, Invest-
ment and Technology Cooperation and launched negotiations on the China—
GCC Free Trade Area. These negotiations, however, stalled in 2009, partly due
to China’s protective policies and specifically its reluctance to open its markets
to GCC petrochemical and chemical products.®* In 2010, China and the GCC
launched a Trade and Economic Joint Committee, and in 2011, the two sides
discussed the formation of an operations committee to further bolster bilateral

trade and investments.
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The Rise of a Mercantilist China?

With access to energy being necessary to fuel China’s rapid economic develop-
ment, the PRC has initiated an approach to secure its energy needs, which we
have referred to as the “going-out strategy.”®> Some observers see this in purely
defensive terms. They believe the PRC aims to address domestic problems
caused primarily by overpopulation and resource scarcity and to foster energy
and trade cooperation. Under this view, the implementation of this geoeco-
nomic strategy relies mainly on the Chinese government’s ability to expand its
overseas investment and foster energy and trade cooperation. By increasing the
well-being of the Chinese people and developing the domestic economy, China
seeks to maintain stability and reshape the world economic order.®

Yet while the approach may be largely defensive or not offensive, part of this
strategy is also mercantilist in that it seeks to circumvent energy markets. Such
an approach, like so much else in China, is government driven and therefore
contrasts dramatically with the approaches of Western countries, including the
United States, that lack much influence over the behavior of their oil com-
panies and cannot use them as sovereign tools of power. It is interesting that
a communist state is so acquisitive in the area of energy. While the tenets of
liberalism and capitalism urge individuals to gain property and fortunes, those
notions are not the wellspring of China’s ideology.

The mercantilist aspect is driven not only by China’s rising energy demands
and global ambitions, but also by ambivalence about or even mistrust of global
energy markets, which are American dominated.®” Some Chinese decision
makers are also insecure about America’s domination of the Persian Gulf. At a
minimum, the PRC wants a backup strategy for energy security and may also
seek to soft-balance against Washington.

As part of this going-out strategy, China has created, funded, and dis-
patched its NOCs, including Sinopec, CNPC, and CNOOC, to pursue ag-
gressive acquisition of equity oil or agreements in which they would own or
have controlling stakes in oil fields. They now increasingly operate abroad and
possess equity stakes,*® for which they often overpay by 10 to 30 percent, as
compared to IOCs, while sometimes suffering serious losses.* In case of an oil
supply disruption, NOC shares in equity oil would allow China to circumscribe
the global oil market by shipping oil it owns directly to itself. However, nor-
mally, Chinese NOC:s sell their equity oil in local or international markets, as
does any other company, to avoid transportation costs associated with shipping
its equity oil back home. The equity oil that China’s NOCs have been able to
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lock in remains meager as a percentage of total Chinese oil imports but could
increase in the future if China feels more insecure.”

Besides equity oil, China also pursues a loan-for-oil strategy to lock in oil
supplies when buying equity shares is not possible. Loan-for-oil deals rest on
promises to sell an agreed amount of oil directly to China instead of selling it
on international energy markets or to other countries.

While Beijing has initiated equity stake and loan-for-oil deals mainly in the
former Soviet Union, Africa, and Latin America,” they have grown in impor-
tance in the Middle East®? and could develop further into a tool of Chinese
influence. China’s NOCs have acquired growing equity oil stakes and signed
long-term crude oil supply contracts in the Arabian/Persian Gulf, anchored by
growing involvement in Iran’s oil and gas sector and more recently by growing
energy and diplomatic ties with energy giant Saudi Arabia.”

Riyadh keeps its upstream closed to foreign investment. That prevents
China from securing stakes in equity oil. But the House of Saud has guaran-
teed China a reliable oil supply in their agreements. For its part, Iran is wont to
give out equity investment deals in its oil and gas sector due to a constitutional
prohibition on foreign ownership of hydrocarbon resources, but it does sign
so-called buyback contracts. These contracts allow foreign companies to de-
velop a field to the point where it is ready to begin production and hand it over
to National Iranian Oil Company, which then runs it. The foreign oil company
receives a guaranteed rate of return, paid in oil.

In Iraq, sectarian violence compelled Western firms to abandon southern
Iraq in favor of oil sources in Iraqi Kurdistan; Chinese state oil companies
stepped in to take advantage of the region’s resources. With state backing, Chi-
nese firms are more risk tolerant and have collectively made China the biggest
single player in Iraq’s energy industry. China’s NOCs now own major stakes
in the al-Ahdad, Halfaya, and Rumaila oil fields. Such penetration is likely to
translate into some political influence, even if that is not Beijing’s direct goal
compared to meeting its oil security needs.

To be sure, contrary to what many people think and that the media report,
much of the oil that China produces abroad is sold on the open market. That is
important to note because it does not fit into a mercantilist profile. However, it
is fair to say that Beijing’s activities put it in a position to be more mercantilist in
the Middle East and elsewhere. Insofar as practices such as buying up global oil
assets are aimed at circumventing oil markets in an effort to obtain oil, they can
also chip away at the American-favored oil market mechanism and the prevail-
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ing order of trading oil in dollars. That may become a problem for the United
States and others that support the current market mechanisms. It would signal
more rivalrous behavior in the oil patch for obtaining oil outside oil markets
in a manner that suggests a self-help alternative to mutually agreed-on market
mechanisms.

We should consider one other aspect of China’s role in the region, which is
tied to its rivalry with Washington at the global level. Oil transactions are usu-
ally settled in dollars. However, in a little noticed but crucial development in
2012-2013, Beijing began seriously using its own domestic currency, the yuan, to
buy oil from Iran and Russia. This may turn out to be a broader strategy to rival
the dollar as an international currency. Beijing’s move helped Iran get around
global sanctions over its nuclear aspirations. They hinder its ability to accept
oil payments in dollars. China’s move diminishes American power of control
over where Iran can sell its oil by circumventing the U.S.-controlled dollar. Iran
can sell its oil to China and receive yuan in return, and use the yuan to buy re-
sources for its economy and nuclear programs. In fact, this is not just theoretical.
Iran began selling oil to China, the biggest buyer of Iranian crude, undermin-
ing American pressure on Beijing to join a global boycott of Iran over Tehran’s
nuclear program.**

Conclusion

In the post—Cold War era, China has developed and expanded diplomatic ties
to all of the regional states, and Sino-Gulf trade and energy cooperation has
been on the rise, particularly in the past decade. This dramatic change repre-
sents a major development in the international relations of the region and in
the PRC’s relations with regional states and America.

While the PRC has significantly expanded energy cooperation with all the
Gulf states, its energy ties to Iraq and Iran have become especially robust. In
fact, while Saudi Arabia and Iran appeared to dominate China’s energy interest
since the 1990s, China switched its focus from Iran to Iraq in the late 2000s.

In a short period between 2009 and 2014, Chinese national oil became the
driving force behind more than 50 percent of Iraqi oil output in that period.
China’s NOCs have also filled the investment vacuum in Iran’s upstream en-
ergy sector following the withdrawal of Asian and European energy companies,
gradually becoming the primary investors in Iran’s oil and gas sector. Iran’s
relationship with China has changed from one of mutual cooperation in the
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1980s into one of lopsided dependence today. By 2007, China had become
Iran’s top trading and economic partner.

While Iran has become heavily dependent on China economically and po-
litically, Beijing has been willing to offer support only to the extent that would
not endanger its U.S. ties and international reputation. China largely disre-
garded American pressure to curtail its energy investment in Iran until 2010,
but as pressure mounted, Beijing gradually instructed its oil companies to slow
down on their projects in Iran. This suggests that China will probe and test
American resolve in the effort to challenge Washington without going too far.

At the same time that American hegemony has developed in the region, it
has also had to face various types of efforts to check it, including soft balanc-
ing by China and Russia. Recall that soft balancing has the same end goal as
hard balancing, which is to check the strongest states, but it relies on interna-
tional institutions and other nonmilitary means for balancing rather than the
military means and alliances that constitute hard balancing. Yet while China
at times has tried to check the United States, the more powerful incentive has
been to protect oil security. Since America is central to that effort, Beijing could
go only so far in balancing the United States and at times has cooperated on
oil security. That is a challenging balancing act that fairly conceptualizes a key
dimension of Sino-American interaction in the Persian Gulf and possibly at
the global level.



/] Russia: From Cold War to the Modern Era

HE END OF THE COLD WAR generated a seismic shift in global
Tpolitics and heralded an era of potentially improved cooperation
among the great powers. However, that promise was not realized as expected.
The end of the Cold War enhanced relations between Moscow and Washing-
ton, largely weakened Russia’s regional position, and benefited oil security in
key ways. Yet it did not spawn a clear break with the past, nor did it render as
unimportant Russia’s efforts, some dogged and bold, to continue to challenge
American national interests in the Middle East. This was the case even before
Russia’s intervention in Syria in 2015, which sought to prop up the dictatorship
of President Assad for various reasons.

Russia has experienced a difficult transition in the post—Cold War pe-
riod, and the nature and course of this transition remain important to world
politics and the Middle East. On the whole, Russia’s power and position in the
Persian Gulf have eroded substantially in the post—Cold War period. However,
the collapse of empire did not altogether undermine Russia, and it proved
beneficial in some ways. In the 1970s and 1980s, Moscow’s regional position
was handicapped by its global ideology, menacing military reputation, atheis-
tic propensities, and poor record in dealing with the Muslim world. This was
demonstrated most clearly in its invasion of next-door Afghanistan. The end of
the Cold War diminished the importance of these factors.

As this chapter and the next demonstrate, Moscow has remained interested
in enhancing its position in the Gulf region in the post—Cold War era and has
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essayed to develop political, military, and economic ties to the Gulf states. Data
suggest that Russia’s foreign policy toward and position in the Persian Gulf
shifted to include more mercantilist and economic goals. However, it contin-
ued to try to challenge U.S. regional hegemony, an action that has raised the
costs of hegemony for the United States. In the post—Cold War period, trade
and commerce have increased in importance in Russian motivations, and that
shift is certainly beneficial to oil security. Indeed, in the Cold war, Russia was
devoted to undermining the United States in the region; in the post—-Cold War
period, Moscow has moderated that tendency, leaving Washington with an as-
sertive but less serious rival focused also on economics in the region.

This chapter first discusses some signs of a shift in Russian motivation. It
then explores changes in Russia’s strategic and diplomatic position in the Per-
sian Gulf. While the main focus here is on the post—-Cold War period, the chap-
ter situates these areas of interaction into some historical perspective as well.

Russia’s Shifting Mix of Motivations

While this chapter does not focus on Russia’s global foreign policy, signs of
change amid continuity appear to be afoot. The continuity is expressed, for
example, in Russia’s intervention in Georgia and Ukraine, support of Bashar
al-Assad’s regime in Syria, and Putin’s use of energy as a political weapon.

Energy is also salient in U.S.-Russian interaction outside the Middle East.
Indeed, the Europeans have been divided over the extent to which Russia, with
its huge oil and gas resources, should be isolated for its aggressive behavior in
annexing Crimea in 2014, while Washington has pushed for a stronger stance
in general. The U.S.-led allies imposed economic sanctions after it annexed
Crimea, and NATO and the EU have also taken military steps, including a 2015
agreement to develop a NATO rapid-reaction force, pre-positioning of weap-
ons in front-line countries, and conducting many more exercises.

Despite such tensions and threats, it would be a mistake to believe that Rus-
sian foreign policy has devolved back to the Cold War,' even if its Ukraine and
Syrian interventions suggested as much. Against the backdrop of a muscular
approach in Ukraine and Syria, we should also consider a more complicated
picture. For some time preceding the rise of global tensions over Ukraine and
Syria, Russian leaders referred to the importance of globalization and joining
the World Trade Organization. Positive relations with the West were critical to
economic development goals. Vladimir Putin aimed to double GDP within a
decade when he became president in 2000.% In his view, “Now for Russia are
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important not only quantitative but qualitative parameters of the economy, and
sustainable economic growth.” In former President Dmitry Medvedev’s view,
Russia’s modernization was not proceeding fast enough given that there “is ab-
solutely no alternative to modernization of the economic or political system.”

Putin refocused attention on economic growth in 2011 in his speech at the
First Social Business Forum in Moscow,” and then again as reelected president
in October 2012 during the “Russia Calling” Business Forum.® Recognizing
that raw materials cannot serve as the only engine of growth, he repeatedly
promised an expansion and diversification of foreign trade and industry,” and
he stressed that “Russia certainly needs modern technology and private invest-
ment in development.”® In April 2012, Putin reiterated his targets, including
improving Russia’s position in the World Bank’s Ease of Doing Business index
by 100 places by 2018 from its 120th position.? Despite being critically aware of
aneed for reform, Medvedev admitted that energy revenues would remain crit-
ical in the short term.!® He stressed that nostalgia should not guide foreign pol-
icy, and that Russia “needed a post-industrial society,”!! to become modern.”*?

The decline of empire is one of the defining processes of history and a pain-
ful one for imperial states that sometimes seek to regain their caché. Describing
British decline, Winston Churchill asserted that the “only times I ever quarrel
with the Americans are when they fail to give us a fair share of opportunity to
win glory”" Putin sought to regain great power status and has been more far
more confrontational than his predecessors. That said, Russia’s leaders must
also operate in a different, more interconnected global environment. They
must also operate in a region where Washington has solidified its position over
the past three decades, even if its intermittent political problems with regional
states created some openings for Moscow. Those realities put some limits on
just how far Russia’s adventurism can go both globally and in the Persian Gulf
and should be better appreciated.

The evolution of Russia’s position in the Persian Gulf is characterized by a
major expansion in diplomatic, trade, and energy relations, especially since 2000.

Strategic Position

In contrast to China’s narrative in the region, it is important first to discuss
Moscow’s security standing in the region before exploring other elements of its
capability. This is because its strategic position deteriorated, and that shaped
other elements of its experience. Chapter 2 has already sketched aspects of this
devolution, but a few points are worth making.
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The Iraq Factor

In the 1970s, the degree of regional influence that Moscow and Washington en-
joyed was related to their ability to manage, and sometimes exploit, Iran’s rivalry
with Iraq at the regional level while simultaneously jockeying in their own ri-
valry at the global level. Most notably, in the 1970s, Soviet-Iraqi relations were
formalized by the 1972 Treaty of Friendship and Cooperation, which established
serious strategic relations and gave Moscow a foothold in the region. The treaty
provided for the qualified Soviet use of the Iraqi base at Umm Qasr and in-
creased Soviet-Iraqi cooperation. Moscow gained from Iraq’s revisionist pro-
pensities, its support of progressive forces such as the Dhofar rebels in Oman,
and its inclusion in the socialist camp. By the late 1970s, Iraq began to somewhat
moderate its policies and turn to the West for economic assistance and for arms.
This, however, did not stop it from exploiting the anti-Americanism generated
by the Camp David Accords as a means of gaining Gulf and perhaps Arab world
leadership. In fact, to Moscow’s benefit, Iraq remained opposed to increased U.S.
regional influence partly because it fancied itself the sole regional gendarme.

However, the eight year Iran-Iraq War set in motion some developments
and accelerated others that forced Iraq to restructure its foreign policy agenda.
First, while the war made Iraq dependent on the GCC states for financial and
political support, it also worsened the Soviet-Iraqi estrangement that had de-
veloped in 1978 as a partial result of the Soviet-inspired Afghan coup in 1978
and Iraq’s harassment of the Iraqi Communist Party.

The war also made it more difficult for Moscow to support Iraq’s adversar-
ies, Syria and Iran, without losing influence with Iraq and the GCC that sup-
ported Iraq. The October 1980 Soviet-Syrian Treaty of Friendship exacerbated
already strained Soviet-Iraqi relations, as did the Soviet decision to woo Iran at
the war’s outset in lieu of mending relations with Iraq. Although Moscow sent
some arms to Iraq, it rejected Iraqi requests for a major airlift and at the war’s
outset reportedly turned back a ship full of tanks that had already reached
Iraq." In some respects, this was understandable: the Soviets were displeased
with Iraq’s attack on Iran, they coveted Iran as the “strategic prize,” and they
probably felt that the already deteriorated state of bilateral relations left them
little to lose. This increased tension, however, was not offset by a clear and im-
mediate improvement in Moscow’s relations with Iran as Moscow might have
hoped. Rather it underscored its dilemma of courting two antagonists at the
same time, a dilemma that Washington avoided by devoting considerably less
energy to wooing Iran.
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While the war clearly damaged the connection between Moscow and Bagh-
dad, the extent of the damage was not fully clear for several reasons: Iraq’s move
away from the Soviets predated the war; the war, while pushing Iraq toward the
West, also increased Iraq’s dependence on Soviet arms; and the U.S.S.R’s con-
nection with Iran yielded it some leverage with Iraq. Iraq must have realized
that the Soviets could potentially influence Iran into accepting a cease-fire in
the war.

Third, at the global level, the war improved U.S.-Iraqi relations in the short
term, a fact that is hard to fathom given the 1991 Gulf War, and it further exac-
erbated Soviet-Iraqi relations. Prior to the Iran-Iraq War, Iraq distanced itself
from Moscow, yet hardly favored U.S. interests. Despite its improved economic
ties to Washington, Iraq still perceived the United States as a military threat.
The war at times damaged the relationship, but largely pushed Washington to
make efforts to build relations with Iraq, though Iraqi dependence on Moscow
complicated this effort. Iraq’s view of Washington’s role in regional defense also
changed. For instance, Iraq called on Washington to end the war, whereas prior
to the war, Iraq stridently objected to a U.S. regional presence. In addition, Iraq
agreed to reestablish diplomatic relations with Washington in 1984 even at the
risk of disappointing the Soviets.

Although Soviet-Iraqi relations reached their nadir after Irag’s invasion of
Kuwait, Moscow worked consistently in the 1990s to improve them, only to see
them crash with the elimination of Saddam’s regime in 2003. Whether Russia’s
intervention in Syria will translate into more influence in Iraq remains to be
seen, but post—Cold War Russia’s troubles with Iraq militated in favor of Wash-
ington and its broader efforts to protect oil security, because it did not have to
worry nearly as much about this alliance as a bulwark against its interests.

Iran and Afghanistan

When the shah abdicated his throne in January 1979, Moscow seriously tried
to lure Iran out of the U.S. orbit, only to discover that Ayatollah Khomeini’s
disdain for the United States did not translate into an affinity for Moscow.
Nonetheless, the U.S.S.R. continued to woo Iran, to Washington’s chagrin.'
The Soviet invasion of Muslim Afghanistan hurt Moscow’s ability to score
any strategic inroads with Iran, partly because it chafed against the religious
sensibilities of the Islamic Republic, not to mention the House of Saud, and
presented the West with the possibility that Moscow would exploit U.S. vulner-
ability in the Middle East by invading the Gulf.'* From Afghanistan, Moscow’s
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troops were about 320 miles closer to the Gulf. The Russians, it was said, had
always wanted a warm-water port as well as influence in the region.

While there is strong reason to believe that the Soviet Union was focused
solely on stabilizing Afghanistan under a pro-Soviet puppet government, many
in Washington described the act as part of a grand, chess-like scheme. The
American policy of détente toward Moscow—trying to engage it in order to
contain it—was replaced with an outright return to Cold War considerations
in Washington."

To be sure, Washington was not unreasonable in worrying about the inva-
sion. The superpowers had a tacit agreement in which Moscow could intervene
militarily and control its Eastern Europe sphere of influence, but not beyond
this area. The invasion appeared offensive partly because it violated this under-
standing, was on such a wide scale and brutal, and, as Secretary of State Cyrus
Vance saw it, could “set a dangerous precedent for Soviet aggression in other
areas.”'® In addition, the Afghanistan intervention took place at a time of West-
ern vulnerability in the Middle East.

The Unraveling: 1979—1991
The Gulf region was unstable not only because the U.S. framework for Gulf se-
curity collapsed in 1979 with the fall of the shah of Iran and faced the perceived
threat from Moscow in Afghanistan, but also due to perceptions of Soviet po-
litical and military gains in Angola, Ethiopia, South Yemen, and Afghanistan.
Coupled with Washington’s loss of Iran as an ally, those perceived gains dam-
aged U.S. credibility further by suggesting that Washington could not stop So-
viet influence from rising. Galvanized by gains on the periphery of the Gulf
and by Washington’s travails, Moscow even tried to lure Iran into its orbit after
the revolution.

Moscow’s position began to weaken even before the end of the Cold War
as our analysis of Soviet-Iraqi relations has shown, but the change from 1979
to 1991 was stark at a panoramic level. In 1979, the superpowers were locked
in dangerous global rivalry. Moscow had some potential to balance during the
Cold War chiefly through its alliance with Iraq struck in 1972. That alliance
unraveled with the end of the Cold War, as underscored when Russia grudg-
ingly cooperated with the United States against Iraq in the 1990-1991 Gulf
crisis. While the U.S. presence has grown, Russia’s has fallen in the post-Soviet
era. Moscow has removed thousands of military advisers from the Middle
East; downgraded ties to Syria, Libya, and Iraq; and virtually lost its position in
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Yemen and the Horn of Africa. While Gulf state leaders were highly concerned
about the presence of Soviet forces on the periphery of the Gulf during the
Cold War, that changed after the Cold War. By contrast, regional states have
become acutely sensitive to and aware of U.S. military capability.

The Arms Trade

Moscow’s strategic decline has been furthered by diminished arms sales to re-
gional actors. Russia has historically used arms sales and transfers to build in-
fluence in the Middle East, but its ability to do so has significantly decreased in
the post—Cold War period. Even before that, however, it had difficulty translat-
ing arms sales into regional influence. In the 1980s, Gulf states were at least as
angered by arms sales to their opponents as they were appreciative of receiv-
ing arms from Moscow. While Russian arms transfer agreements in the Near
East increased from 1992-1995 to 1996—1999 (4.6 percent to 7 percent of total
agreements), the increase was negligible in the Gulf proper as far as actual arms
deliveries were concerned."

The Gulf War and the ensuing embargo against Iraq shut down Moscow’s
most lucrative regional market, and Russian arms sales to Iraq dropped from
$4.1 billion from 1988 to 1991 to near zero. Russian arms exports to the re-
gion remained concentrated on Iran through the mid- to late 1990s, though
even with Iran, they weakened by 2000. Just as the United States has reaped
significant export profits from its Saudi connection, Russia’s arms sales and
transfers to Iran have proved quite lucrative. As a result of Iran’s military deg-
radation during the war with Iraq in the 1980s and its inability to purchase
modern Western equipment, it turned to Russia for new weapons systems in a
number of areas, including air defense, communications systems, and surface-
to-air missile (SAM) systems. In a $10 billion arms-for-oil deal, Russia agreed
to supply Iran with MiG-29 fighters, Su-24 fighter-bombers, and SA-5 SAMs.?
Russia also aided Iran in integrating into its air force the 122 Iraqi aircraft that
Iran acquired during the Gulf War?' and sold Iran three Russian Kilo-class sub-
marines whose crews are Russian trained, making Iran the only Gulf state with
such capability.

By sometimes presenting itself also as a counterweight to Iran while at the
same time offering future suspension of arms deals, Russia’s arms link with
Iran yielded it some influence with Arab Gulf states. For instance, after its sub-
marine sale to Iran, Russia negotiated an agreement with the UAE in January
1993 that allowed its naval vessels maintenance rights in UAE ports in exchange
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for pledges to help protect Gulf shipping if necessary. Hence, its ships were af-
forded a new port in the Gulf, which Russia was eager to exploit. In 1993, Mos-
cow also concluded a bilateral security agreement with Kuwait that covered
arms exports and equipment training and was aimed at repelling aggression, a
reference to Iraq.?

Since the end of the Cold War and particularly in the past decade, Russia
has sought to penetrate a lucrative GCC arms market that had been closed to it
during the Cold War, but its penetration was largely limited to the UAE.

Iran remains the only significant importer of Russian arms in the Persian
Gulf, albeit in 2006, Russia resumed limited arms sales to Iraq. Despite the
improved relations with Saudi Arabia, Russia has not been successful in con-
cluding a significant arms contract with the kingdom. In August 2009, Russia
was “in a final stage of talks” on the purchase of thirty Mi-171 helicopters that
started in 2007, with Saudi Arabia also expressing interest in acquiring Russian
weaponry, including S-400 air defense system, T-90 tanks, and BMP-3 infan-
try fighting vehicles, all worth an estimated $4 billion.”* Similarly, in Febru-
ary 2010, Russia’s first deputy director of the Federal Service for Military and
Technical Cooperation reported that the two parties were finalizing an array of
agreements on helicopters, armor, and air defense systems with an estimated
value of $4 billion to $6 billion.?* However, in March 2011, the Russian Federal
Service for Military-Technical Cooperation reported that “one should hardly
expect the signing of large weapons contracts with Saudi Arabia.”® The ser-
vice’s deputy director, Vyacheslav Dzirkaln, told Interfax-AVN, “Yes, we did
plan to sign some contracts but negotiations have dragged on due to various
reasons.”*® He added, “There is no any serious progress in the process.””

Diplomatic Relations

The economic position and overall influence of outside states is related to their
diplomatic standing, status, and access in the region. Improved political rela-
tions may allow them to jockey for influence on a range of other issues. Russia
has made significant diplomatic strides since the 1990s.

While Moscow’s links to Iraq eroded in the 1980s, and with the fall of Sad-
dam, it scored some diplomatic breakthroughs in the region. They were facili-
tated initially by Mikhail Gorbachev’s foreign policy of greater liberalization
and aided by the withdrawal of Soviet forces from Muslim Afghanistan in 1989,
Moscow’s stand against Iraq’s invasion of Kuwait in 1990, and the demise of the
Soviet Union in 1991. Moscow lacked diplomatic relations with Saudi Arabia,
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Bahrain, the UAE, Qatar, and Oman during most of the Cold War.?® But it es-
tablished these relations with Saudi Arabia in 1991 and the others in the 1980s.
Kuwait was the only Arab state Moscow has maintained diplomatic relations
since 1963.

In the 1980s, Russia sought eagerly to reestablish diplomatic relations with
Saudi Arabia but succeeded only after the end of the Cold War. The withdrawal
from Afghanistan and the fact that Riyadh needed Moscow against Iraq’s threat
at the regional level were no doubt key factors in generating the diplomatic
breakthrough for Moscow. Riyadh agreed to Moscow’s request precisely at a
time when Gorbachev was weighing how strong an anti-Iraq position his coun-
try would take in the first Gulf War. But it would not be until after that war and
the fall of the Soviet Union that serious steps would be made on the diplo-
matic front. In 1992, the Russian Foreign Ministry implemented a new policy
toward the Gulf States to create economic and political partnerships that laid
the foundation for improved interaction in the 1990s. Prior to that, in 1991,
Saudi Arabia provided Moscow with $2.5 billion in assistance; this, however,
was not followed up with more investment in the 1990s as had been expected.”

Relations improved further after 9/11 when U.S.-Saudi relations reached
an all-time low and particularly intensified after 2003 when Crown Prince
Abdullah visited Moscow, the most senior Saudi official to visit Russia since
1932. In 2005, Russia became an observer at the Organization of the Islamic
Conference and in 2006 formed the Russia-Islamic World Strategic Vision
Group.*® Medvedev repeatedly stated that Russian-Saudi relations were “gain-
ing ever greater dynamics, reflecting cooperation at all levels.”*! In April 2006,
Foreign Minister Sergei Lavrov praised intensive dialogue with Saudi Arabia
and indicated Moscow’s interest in the “development and deepening of mutu-
ally beneficial cooperation in various spheres, especially the economy.”*

Closer ties between Russia and the GCC were particularly underscored by
Putin’s inaugural tour of Saudi Arabia, Qatar, and Jordan in February 2007—
the first-ever trip by a Russian or Soviet head of state to the Gulf. King Abdullah
gave Putin the country’s highest award, the Abd-al-Azir order, for services to
Islam, and the two sides pledged greater cooperation in the energy sector, as
well as in economic, commercial, cultural, scientific, technological, and trans-
port sectors.” They also concluded several business contracts and aimed to re-
move obstacles to greater Saudi-Russian trade.

Putin’s visit was followed by King Abdullah’s first sovereign visit to Mos-
cow in November 2007, which touched off a spate of high-level visits. In July
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2008, Medvedev evaluated Russian-Saudi relations as developing dynamically
in “trade-economic relations, in cultural ties, and in other fields of coopera-
tion.”* Such cooperation continued to the point that Abdullah in 2011 sought
to advance and develop relations of friendship and cooperation in all spheres
between Saudi Arabia and Russia.*®

While economic relations continued to develop, diplomatic relations have
cooled over geopolitical developments in the region. Russia’s support for the
Assad regime in the Syrian Civil War since 2011, call for a suspension of Saudi
airstrikes in Yemen in April 2015,” and removal of the self-imposed ban on a
delivery of a missile air-defense system to Iran in April 2015 have strained
relations with the GCC states, particularly with Saudi Arabia, which has advo-
cated for Assad’s removal and containment of Iran. Nevertheless, despite the
diverging regional policies, bilateral ties continued to deepen, as demonstrated
by Salman’s visit to Russia in June 2015, during which the two countries signed
six deals ranging from defense to greater cooperation in energy development.*

Russia’s diplomatic relations with the other Gulf states also expanded. Of-
ficials from Russia and the UAE have maintained frequent visits since 1992. In
2007, Putin visited the UAE, the first such high-level visit ever in their bilateral
relations,*® which spurred greater cooperation in energy, space, culture, science,
education, and media. In September 2013, UAE Crown Prince Mohammed Al
Nahyan visited Russia to exchange views on international issues, primarily on
the situation in Syria, and discuss prospects for strengthening trade, economic,
energy, and investment cooperation.*’ The UAE confirmed in June 2014 that
the economic cooperation between the two countries would not be hurt by
Western sanctions against Russia.*?

In 2010, the emir of Qatar visited Russia, and Medvedev awarded the Order
of Friendship to the Kuwaiti deputy minister of Awqaf and Islamic Affairs. The
same year, Russia signed with Kuwait and Qatar a memorandum of understand-
ing on cooperation in the peaceful use of atomic energy, and in 2008, Russia
and Bahrain signed a declaration to further develop friendly relations. December
2008 marked the first official visit in history by the king of Bahrain, Hamad bin
Isa Al Khalifa, to Russia, following myriad lower-level visits. In February 2008,
Lavrov praised “the expansion of mutually beneficial cooperation in trade, eco-
nomic and business spheres and development of cultural and educational ties”
with Bahrain.” In April 2014, the two countries signed a series of agreements
designed to enhance trade, defense ties, and investment in spite of U.S. and Euro-
pean economic sanctions on Russia.*
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The first GCC-Russian strategic dialogue took place in November 2011.
The two sides explored security and political issues, as well as areas of strategic
importance such as trade, investment, technology, intercultural, and interfaith
dialogue.*® Such relations would have been nearly unthinkable in the 1980s.

Russia’s intervention in Syria threatened to upset its relations with the Sunni
Arab monarchies in the Persian Gulf, which have sought the removal of Presi-
dent Assad of Syria. However, they may also respect Russian power in Syria,
which may mitigate the negative effect on these relations, but that all remains
to be seen.

In contrast to steadily improving relations with the smaller Gulf states, the
evolution of Russian-Iraqi relations has been tortuous. Moscow helped Iraq
during the 1990s when Iraq was isolated under U.N. sanctions, but it distanced
itself from Iraq in the post-Soviet era, partly in order to maintain good rela-
tions with the GCC and the West. In the first Gulf War, 1990 to 1991, Rus-
sia joined the U.S.-led alliance against Iraq, albeit quite reluctantly. Moscow
sought to arrange a face-saving withdrawal for Saddam, but when that was re-
jected by President George H. W. Bush, it sided with Washington to evict Iraq
from Kuwait.

Russian political and economic influence in Iraq rapidly declined after the
U.S.-led invasion in 2003, but Moscow sought to improve relations with the
new Iraqi authorities, partly in order to protect its economic contracts and in-
terests. Moscow agreed to write off 80 percent of the Iraqi debt to Russia, which
in 2007 amounted to $13 billion, though Putin added, “We assume that the
interests of our companies will be taken into account.”*® In April 2009, Prime
Minister Nouri al-Maliki became the first Iraqi leader to visit Russia since
1981.7 Bilateral ties were enhanced by Lavrov’s visit to Baghdad in May 2011
and Iraqi Prime Minister Haider al-Abadi’s visit to Moscow in May 2015, dur-
ing which he stated that Iraq “highly appreciates the relations with Russia. . . .
We are set to develop ties in all the areas, including the military and technical
cooperation, economic cooperation and the oil and gas sphere.”* Prior to the
visit, Lavrov announced Russia’s readiness to supply weapons to Iraq to help
halt advances by Islamic State militants.*

Moscow faced complications in trying to maintain good relations with both
Iraq and Iran, but it tried nonetheless. It lacked diplomatic relations with Iran
prior to its 1979 revolution, and even after the revolution, Iran rebuffed Mos-
cow’s attempts at gaining a foothold in the country. Indeed, Iran repeatedly
condemned the Soviet attempt to “crush the brave resistance”™' of the Afghan
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rebels. Iran’s ambassador to the Soviet Union made it clear that the Soviets’ ac-
tions in Afghanistan had “deadlocked their policies in Muslim countries” and
had provided Washington with “an excuse to increase its influence in their re-
gion.”? It was recognized in Pravda that Iran used the Afghan issue “more often
than any other pretext to justify hostile attacks . . . on the USSR’s interests.”>

Moscow’s withdrawal from Afghanistan improved bilateral relations. A
February 1989 communiqué from Khomeini to Soviet leader Mikhail Gor-
bachev praised burgeoning relations.* In June, significant bilateral agreements
were signed in which Moscow agreed to “cooperate with the Iranian side in
strengthening its defense capabilities,”*® which included a major arms sale to
Iran.’® Thereafter, Iran expressed its satisfaction with Moscow on several oc-
casions.” By 1991, Moscow was Iran’s leading arms supplier after having been
virtually closed out of the market, at least since 1982.

The bilateral relations have improved further in the past decade. Political
relations had been facilitated by the Treaty on Principles of Cooperation signed
on March 12, 2001. Iran has since come close to Russia’s position on a number
of regional and international issues, such as the desirability of a multipolar
world order, strengthening the U.N. role in international affairs, settlement of
the Afghan and Iraqi crises, and stability in Central Asia and the Caucasus.
Such a convergence of views, even if not powerful, was a response partly to
American hegemony and represented a constraint on Washington’s leverage.

Certainly Russia and Iran see eye to eye on Syria and coordinated their
strategic responses in 2015 in conjunction with the Russian intervention to
save President Assad. That cooperation even included Iran’s allowing Russia
to bomb sites in Syria from Iranian territory, though that arrangement was
abruptly discontinued, which reflected just how tenuous it had been in the first
place. Whether Russia can solidify any gains with Iran in a more lasting man-
ner depends on numerous factors, including the course of events in Syria and
the trajectory of U.S.-Iranian relations, which could improve—or just as easily
descend into heightened tensions. Iran has not been interested historically in
close relations with Moscow at the risk of losing a more independent course.

Conclusion

To be sure, President Vladimir Putin has made Russia a more serious rival to
Washington. Moscow has strongly backed the Assad regime in Syria, which is
linked to Iran, and has sought to have better strategic relations with Iran at the
expense of the United States, though Iran and Russia have their own serious
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differences. Moscow has also supported anti-American actors in other areas,
such as with regard to backing Iran on the Yemen issue, while Washington has
backed Saudi Arabia. Yet such actions, while a possible response to U.S. hege-
mony, are not as threatening to America’s interest and to oil security as was
the case during the Cold War years. The Cold War pitted the superpowers in
a much more confrontational battle in which regional developments were in-
terpreted through more of a zero-sum global lens and in which rivalry could
cause low-level and more open tensions that decreased oil security. During the
Cold War, it is hard to imagine Moscow supporting U.S.-led efforts to reverse
Irag’s 1990 invasion of Kuwait or to ultimately support global efforts to contain
Iran’s nuclear aspirations.

While Russian actions in Syria are related to the Persian Gulf because Iran
is connected to Syria, such actions have not significantly affected the balance
of capabilities in the Gulf. Nor can Russia easily translate its position in Syria,
which may be transitory, into real influence with the Arab Gulf states. One
might even argue that Russia’s intervention in Syria in support of Assad did
not undermine American goals insofar as Washington came to believe pri-
vately that Assad’s regime was less bad than the ascendance of radical jihadis—
al-Qaeda and the Islamic State chiefly—who might replace him if he were to
fall. In any case, what is more important than Syria’s tortuous and somewhat
distant dynamics in assessing the international relations of the Gulf is the evo-
lution of Russia’s economic position and relations directly in the region, to

which we now turn.



8 Russia’s Trade and Energy Shift

USSIA’S FOREIGN POLICY in the Persian Gulf region has hardly
been shorn of strategic objectives, but in its mix of motivations, en-
ergy concerns and business potential have grown more important in the post—
Cold War period. This change in emphasis has benefited Moscow’s standing.
Indeed, oil-rich monarchies offer lucrative markets for Russia’s goods and
a source of badly needed investment. Although Russia’s military position in
the Persian Gulf region largely collapsed with the end of the Cold war, it has
made gains in the political arena and also in the economic arena in both trade
and energy. We sketch these economic gains and assess what they mean in the
broader picture of the international relations of the region.

Russian-Gulf State Economic Relations

Improved diplomatic relations between Russia and Gulf states have facilitated
unprecedentedly high trade volumes and collaboration in the energy sector, al-
though it is critical to note that such increases have come up from a low level and
are dwarfed by those of the United States and China. Such trade gains suggest
increasing Russian economic interdependence with regional states and a stron-
ger Russian economic position in the region. Continued development of such
interdependence may give Moscow some interest not to challenge too much the
American-led security system in the region, which also comprises the very states
with which Russia seeks positive relations. Of course, the trajectory of Russia’s
foreign policy and standing will depend on numerous other factors as well.
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The economic dimension of Russia’s goals may have some basis in a broader
strategy that Medvedev outlined in the 2008 Foreign Policy Concept of the
Russian Federation. It stated that with regard to the states in the Gulf region,
of strategic importance to Russia’s national interests, “priority attention will be
paid to developing mutually beneficial economic cooperation, in particular in
the energy sector.”!

In November 2008, Alexander Saltanov, deputy foreign minister, stressed
that investment cooperation was “the most promising sphere” in Russia’s rela-
tions with countries of the Persian Gulf,? both in terms of their investment in
Russia and vice versa.” As Figure 8.1 demonstrates, trade between Russia and the
Gulf countries declined in 2008-2009 due to the global financial crisis but has
recovered since then. Iran is Russia’s main trading partner in the Gulf, sharing a
multibillion-dollar trade relationship, and Russia has also developed the Bush-
ehr nuclear power plant with a price tag of $1.2 billion.* Moscow was reluctant
to stop this cooperation, despite Western pressure that hurt Russian-Iranian
trade, fearing that other countries might usurp its role in Iran and that it would
lose its edge in winning nuclear power contracts from Third World countries.’

During the Cold War and until the 2003 American invasion, Russia’s eco-
nomic ties to Iraq were the strongest in the region (Figure 8.1). Between 1998
and 1999, Russian companies led in the sale of civilian goods to Iraq, amount-
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ing to $500 million; in 2000 all of Iraq’s orders from Russia exceeded $20 bil-
lion.® In 2001, Russia and Iraq signed contracts worth more than $1.85 billion,
and “Iraq secured its position as Russia’s leading partner in the Arab World,
with a turnover of goods with that country accounting for 60 percent of that
with all Arab countries.”

Since the 2003 U.S.-led invasion, trade between Russia and Iraq has rap-
idly deteriorated, although it began to recover in 2011 following the U.S. with-
drawal from the country. Trade remains hostage to Iraq’s political chaos and
instability, and also to far greater global competition that Moscow did not face
when it was Iraq’s Cold war patron.

Saudi-Russian trade has grown at a high rate, although in absolute terms,
it is still quite modest. Economic ties with Saudi Arabia constitute a relatively
recent development. Prior to the 1990s, trade between Russia and Saudi Arabia
was virtually nonexistent.® It was only from the mid-1990s onward that the two
countries expanded their economic ties. In just the ten years from 1996 to 2006,
total trade turnover between the two countries increased by almost 500 per-
cent, from $160 million in 1996 to $714 million in 2006. Following Putin’s visit
to the kingdom in 2007, total trade turnout increased even more dramatically,
reaching $1.4 billion in 2011 and rising to $1.7 billion by 2013 despite divergent
views between Saudi Arabia and Russia on regional developments.

The Russian-Saudi Business Council, established in 2002, regularly serves
as a platform to strengthen the contacts between business circles of both coun-
tries’ and generated cooperation in the energy sector, construction industry, and
commerce.'” In March 2011, the council organized the third Russian exhibition,
Week of Russian Business in Saudi Arabia, and the business forum, which was
attended by over seventy representatives of major Russian companies. During
Salman’s visit to Russia in June 2015, the two countries signed a $10 billion
memorandum of understanding on their public investment funds.!' The mem-
orandum of understanding was one of six agreements signed during the visit.

Despite Russia’s efforts and the Saudis eyeing many investment projects
in Russia, no major investments had been actualized by 2016."* Saudi Arabia’s
ambassador to Russia, Ali Hasan Jaafar, reflected the broader view that mutual
trade turnover worth several billion dollars “is not commensurate to the poten-
tials of Russia and Saudi Arabia.”*

The rise in diplomatic visits between Russia and Qatar also translated into
increased economic cooperation, though the upward trend was certainly not
linear. The mutual relationship had, in the words of the Russian ambassador
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to Qatar, “one of its most successful years in 2010,”** with visits by the Qatari
emir, the prime minister, and the foreign minister to Russia and sharp trade
and investment increases. In 2013, trade turnover increased to $14.6 million
from $8.7 million in 2009." In 2010, the two sides also signed two agreements
amounting to $500 million in exploration of polymetallic deposits in Russia’s
Yamal-Nenets and Sverdlovsk regions, and Qatar declared an intention to in-
vest $500 million in Russian real estate and $10 million to build a shopping
center in Astrakhan.'® The investment has been realized, with Qatar Barwa Real
Estate Company and Gazprombank completing the formation of a real estate
fund, each contributing $75 million initially in January 2011 in the first col-
laboration between the two companies.'” In order to enhance economic, trade,
and investment ties, Russia proposed in 2010 to establish the Joint Commission
on Trade, Economic and Technical Co-operation and to bolster business ties.
The two countries also opened direct flights on the Moscow-Doha route in
2003'® and continued to develop positive relations,'? as underscored by mutual
cooperation on twelve major projects aimed at elevating natural gas coopera-
tion to a new level.?

The Qatari-Russian joint committee for trade, economic, scientific, and
technical cooperation held its first meeting in Doha in March 2015, despite a
downturn in relations over differences on Syria and Qatar’s efforts to supply
weapons to Libyan rebels in violation of a U.N. arms embargo. Prior to that, in
May 2014, Qatar’s sovereign wealth fund, the Qatar Investment Authority, allo-
cated $2 billion to Russia through joint investments with a state-backed private
equity fund, the Russian Direct Investment Fund.?!

The UAE became Russia’s largest trade partner in the GCC, with trade vol-
ume rising from $200 million in 2001 to more than $2.5 billion in 2013. The
two countries also signed a memorandum of understanding to strengthen
the legal framework and in 2005 established the Russian-Emirates Business
Council.? In 2007, Putin’s unprecedented visit to the UAE was accompanied
by an array of government-business elites’® and promoted high-level busi-
ness interaction.?* In March 2012, the Chamber of Commerce and Industry
of Russia hosted a forum to draw investments from Arab countries to Russia.
In November 2010, Abu Dhabi’s Mubadala Development Co., a state-owned
investment fund, announced a $100 million investment in Verno Capital’s
Russia-focused hedge funds, concluding the first major commitment by a
Persian Gulf sovereign-wealth fund into Russia.” In September 2010, Russia’s
state-owned Russian Technologies and Crescent agreed to invest $500 million
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in a joint investment fund to develop transportation projects in Russia.? The
fund was set up in April 2012 by Gulftainer, the subsidiary of Crescent and
the UAE’s second largest ports operator. Gulftainer also signed a $275 mil-
lion deal in September 2011 to codevelop and operate Russia’s Baltic port of
Ust-Luga.”

In recent years, particularly since 2008, Russian companies also gradually
strengthened their position in the UAE market and opened offices there,”® with
more than 350 joint ventures.” In the case of the UAE, Russia’s efforts to realize
trade potential between the two countries have been actualized. For instance,
in May 2012, a Russian diplomat to the UAE pointed out that trade between
the two countries “has been growing fast and has reached the record amount
of nearly $1.5bn in 2011,” compared to $1 billion in 2010. Despite divergent
positions over Syria and Iran, trade relations continued to increase. Like other
countries in the Gulf, the UAE assured Russia in June 2014 that Western sanc-
tions against Russia would not affect economic cooperation between the two
countries.”

Trade relations with Kuwait also improved, as reflected in the increasing
trade level. In 2007, the two sides established the Russian-Kuwaiti Business
Council,’ aimed at developing large investment projects in Russia and Russian
companies’ participation in infrastructure development in the emirate. In 2009
and 2011, the first deputy chairman of the Central Bank of Russia, A. Ulyukaev,
and a delegation headed by the CEO of Vnesheconombank, Vladimir Dmitriev,
visited Kuwait,** and in September 2011, the two countries held the first meet-
ing of the Sub-Commission on Trade, Economic, Technical, Financial, and In-
vestment Cooperation in Kuwait and agreed to hold regular meetings of the
subcommission.*

Russian trade with Bahrain spiked in recent years and then declined in
2008-2009 due to the global financial crisis, albeit it has since increased. In
May 2007, Russia also set up the Russian-Bahraini Business Council, and both
sides signed various agreements on trade, economic, and technical coopera-
tion.” In November 2008, a delegation of Bahraini authorities and business
circles headed by the minister of finance of Bahrain, Mohammed

Al-Khalifa, visited Moscow, and that same year, Russian Vnesheconombank
and the Bahraini Development Bank signed a memorandum of understanding,
followed by other bilateral agreements.*® In October 2014, on his second visit
to Russia since 2008, King Hamad Bin Eisa Al Khalifa affirmed Bahrain’s eager-
ness to bolster cooperation with Russia and exchange expertise in the military
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field, and “commended the pivotal role of Russia as well as its contribution to
the efforts of the international community to promote security and stability
and consolidated global peace.”*® At a separate meeting in January 2015, Prime
Minister Prince Khalifa Bin Salman Al Khalifa described bilateral relations as
“strong and steadily becoming more robust,” adding that “such a momentum
should be reinforced.”

In April 2014, the Russian Direct Investment Fund signed a memorandum
of understanding with Bahraini sovereign wealth fund Mumtalakat to ex-
plore investment opportunities in their countries. During a visit led by Prince
Salman bin Hamad Al Khalifa, crown prince, the two countries signed trade
agreements including revision in visa policies, direct Manama-Moscow flights,
as well as an investment cooperation fund with the aim of encouraging busi-
ness and trade between the two countries.”

Russia has also developed unprecedented business ties with Oman that have
helped spawn trade. In the 1990s, the two countries signed agreements on trade
and economic and technical cooperation (1994) and on cooperation between
chambers of commerce (1994).% By December 2010, more than twenty Rus-
sian companies worked in the areas of information security, exploration and
production of oil and gas, shipbuilding, pipe manufacturing and agricultural
machinery in Oman.

The Energy Dynamic

The data show that energy represents a minor part of Russian trade in the sta-
tistics cited in the previous section. Thus, a stand-alone analysis of Russia’s
energy relations is in order because they represent their own important com-
ponent of Russian interaction.

The share of oil and gas in Russia’s GDP has gradually risen from 12.7 per-
cent in 1999 to 16 percent by 2013,%* accounting for more than 50 percent of
federal budget revenues and nearly 70 percent of Russia’s exports.”’ Although
Russian oil production has reached historic highs, many of its West Siberian oil
fields that have accounted for the 50 percent increase in Russian oil production
in the past decade have been substantially depleted.*! Moscow estimates that
$600 billion must be invested in the oil industry through 2030 to maintain pro-
duction in West Siberia and to develop East Siberia and Sakhalin.** Lukoil has
estimated that $1 trillion would be needed over the next twenty years just to
maintain Russian production at the 10 mbd level.* Yet attracting investment in
Russia’s renationalized energy industry has been a challenge, which makes the
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Persian Gulf’s energy fields enticing because they are easier and cheaper to tap.
That is especially true since 2014 due to Western sanctions targeting Russia’s
energy sector.

Russia also strives to maintain a close partnership with energy-exporting
countries such as Qatar to control possible competition within its dominant
energy market in Europe. Since energy revenues fill the Kremlin’s coffers and
help to sustain regime legitimacy, Russia also aims to coordinate on production
with other producers and desirable oil price levels.

Bilateral Energy Agreements

Russia has signed numerous bilateral contracts with the Persian Gulf states.* In
2007, Russian oil company Lukoil expanded its oil presence in Iran, and Russian
Gazprom signed oil and natural gas agreements that would allow it to invest
directly in Iranian fields.* In 2009, Gazprom Neft, the oil branch of Gazprom,
signed a memorandum of understanding with the National Iranian Oil Com-
pany to study the development of two Iranian oil fields, Azar and Shangule.*®
Under the memorandum, Gazprom would participate in the development of
the North Azadegan oil field, the construction of an oil refinery in northern
Iran, and the transportation of crude oil from the Caspian Sea to the Gulf of
Oman from Neka to Jask (big port cities in Iran on the Caspian Sea and in the
Gulf of Oman). Analysts say Gazprom Neft could earn as much as $3 billion
annually from the North Azadegan oil field.*”

However, in March 2010 Lukoil abandoned the oil project in Iran, with
CEO Leonid Fedun indicating that “work on the oil field was impossible
until U.S. sanctions were lifted.”*® Moreover in October 2011, Gazprom Neft
was forced out by Iran and replaced with a consortium of Iranian companies.
Gazprom Neft indicated that besides the tightening of Western sanctions, the
company did not like the terms Iran offered. According to Iran, the reason was
procrastination over the memorandum of understanding signed in 2009.* In
February 2012, Fedun stressed that “Russia has stable relations with Iran de-
spite recent hiccups, but now Lukoil doesn’t have any contracts with Iran be-
cause of sanctions.”*

However, in February 2013, Iran invited Russian companies to develop a
number of its oil and gas fields anew, while also offering to make changes to
legislation that would enable Russian companies to gain a stake in Iran’s extrac-
tions sites.”! Nonetheless, international sanctions have impeded investments,

and the lifting of those sanctions should spur greater global investment.
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For their part, Russia and Iraq have elevated interaction in the energy area
in the post-Saddam era, including the development of joint projects between
Russia’s Rosneft and Crescent Petroleum in Iraq and throughout the Middle
East. In April 2009, Prime Minister Nouri al-Maliki visited Russia, the first Iraqi
leader to visit since 1981. After the meeting, Gazprom Neft won a tender to de-
velop the giant Basra oil field in Iraq,* holding a 30 percent stake in the project.
The implementation of the project is planned for twenty years, with the pos-
sibility of a five-year extension.

In September 2009, Russia’s energy minister, Sergei Shmatko, led a Russian
delegation to Iraq to discuss longer-term cooperation in electric power and
the energy sector. According to Shmatko, the 2009 visit “opened a new page in
energy cooperation between the two countries,” with the main task being to
“create conditions for increased trade and diversifying forms of cooperation.”*
In 2009, Lukoil won a tender to develop Iraq’s West Qurna-2 oil field, with a
plan to invest $4.5 billion, which positioned Lukoil among the global giants.
West Qurna is considered the world’s largest underdeveloped oil field, hold-
ing 13 billion barrels of crude oil. The aim is to bring production to 1.8 mbd.
Lukoil has prepared to mobilize up to 15,000 specialists for Iraq’s oil and gas
industry.”*

In April 2012, it started production drilling and construction of an oil pro-
cessing unit on the field.” Lukoil holds 56.25 percent in the project with Nor-
way’s Statoil holding 18.75 percent. In March 2012, Statoil decided to transfer
its stake to Lukoil, and in March 2015 the first oil production from West
Qurna-2 was brought online.

In May 2011, Foreign Minister Sergei Lavrov visited Baghdad and under-
scored Russian satisfaction with Iraq’s energy cooperation,® but Moscow has
also eyed hydrocarbon riches in Iraq’s autonomous region of Kurdistan. This
was demonstrated in February 2013 when Gazprom Neft announced the sign-
ing of a new production-sharing agreement in Kurdistan, taking an 80 percent
share of the major Halabja project. The exploration of the site was planned
to start in fall 2013 and was estimated to take seven years.”” In August 2012
the Iraqi Oil Ministry spokesman, Asym Jihad, warned that “sanctions will be
applied against all international companies collaborating with the Kurdish au-
tonomy without the permission of Baghdad, and Russian companies are no
exception,” further warning that Russia’s oil company may lose its share in the
Irag’s oil fields.”® Despite the warnings, Gazprom already completed drilling
two wells in Shakal Block, some 100 kilometers west of Halabja, by May 2015.%
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Russia has also developed energy relations with Saudi Arabia, which both
have seen as a priority.® In October 2002, at the first session of the Russian-
Saudi committee for trading, economic and scientific cooperation, Igor Yusufov,
the Russian minister of energy, stated that “Saudi Arabia was Russia’s most im-
portant partner in the Middle East” and “offered his Saudi interlocutors the sale
of Russian technologies in gas and oil extraction.”® Subsequently, Russia and
Saudi Arabia signed an international five-year cooperation agreement in the
oil and gas sector, solidifying plans for Saudi and Russian energy companies to
cooperate across borders.

Moscow’s initial expectation of $46 billion in joint investment projects to
develop the Russian economy has not materialized, but in January 2004, Lukoil
won a bid for the development of several promising major oil and gas fields in
the Rub al Khali.®* Lukoil was awarded a tender to develop the 11,200-square-
mile Zone A natural gas field in the Rub al Khali, signing a forty-year con-
tract with Saudi Arabia to explore and develop the field. Lukoil Overseas holds
an 80 percent stake in Lukoil Saudi Arabia, with the remainder held by Saudi
Aramco. However, in September 2010, Luksar relinquished 90 percent of its gas
exploration position as it has struggled to find gas.® In 2009, Russian Stroy-
transgaz completed two contracts for the construction of the Scheib-Abqaiq, a
900-kilometer-long water pipeline.**

In November 2010, Saudi Arabia held talks with Russia over a nuclear agree-
ment on the peaceful development of nuclear energy as the kingdom plans to
invest $80 billion to boost capacity as a response to rising demand for electric-
ity, which is expected to triple to 121,000 MW by 2032.% The two countries
then signed the nuclear power cooperation deal in June 2015.% Saudi owner Al
Arabiya TV stated that the kingdom planned to build sixteen nuclear reactors,
with Russia playing a significant role in operating them. Thus far, Saudi Arabia
has signed nuclear agreements only with France, Argentina, South Korea, and,
most recently, China.*” In terms of the energy partnership, Putin expressed that
“on the face of it, it seems that we are rivals, but considering the world’s grow-
ing demand for energy, that is not s0.”®® At the same time, during a closed-door
meeting in November 2014 between Saudi Arabia and oil officials from Russia,
Venezuela, and Mexico, Russia rejected a suggestion that non-OPEC members
participate in an oil production cut to prop up prices.®

The oil and natural gas sectors are among the most promising directions
of cooperation between Russia and the UAE. In 2010, Russia’s biggest oil pro-
ducer, state-controlled Rosneft, established its first Mideast presence when it
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entered a joint venture with the UAE’s Crescent Petroleum to explore for gas in
the emirate of Sharjah, marking the companies’ first joint project under their
broad and longer-run strategic cooperation agreement. The two sides have
already invested $35 million in drilling and exploration activities.”” Gas pro-
duction was expected to begin in 2013, but in 2015, Rosneft announced its
intention to exit joint operations in Sharjah after the gas exploration project
proved unsuccessful.”! Rosneft expressed intent to invest $630 million in the
joint venture,” though significant future investments would depend in part on
Iraqi oil legislation that would protect investment outside the northern Kurd-
istan region and on Iraqi stability.

Russia and Kuwait also increased cooperation. In April 2009, the Rus-
sian company Gazpromgeofizika and the Kuwaiti company Noor Financial
Investment signed an agreement to establish two joint ventures to conduct
exploration for hydrocarbons.”” Meanwhile, in December 2008, Gazprom and
the National Agency for Oil and Gas of Bahrain signed a letter of intent to
jointly explore new opportunities and identify areas of mutually beneficial
cooperation in oil and gas, which was expanded in 2009 and 2010,” such as
with regard to exploration of the Awali field, the only major hydrocarbon
field in Bahrain.

Oman, like other Gulf states, has sought to cooperate on atomic energy
with Russia.” At the constituent session of the Russian-Omani Business Coun-
cil held in June 2011, Sergey Tishkin, the chairman of the council, said that oil
and gas was the priority sector of cooperation with Oman, but that coopera-
tion in other sectors, such as power generation and engineering, to mention
just a few, should be developed.”

Energy ties between Russia and Qatar have also expanded unprecedentedly.
In April 2010, they created a joint Russian-Qatari committee for cooperation
in gas and energy. Qatar, the world’s largest LNG exporter, is currently one of
Russia’s most important partners but also a rival in the energy sector. Russia has
expressed interest in working with Qatar in the Middle East in general on proj-
ects for the exploration and extraction of hydrocarbons, construction, transpor-
tation and distribution infrastructure, gas processing, and LNG.

Qatar signed an agreement with Gazprom to create a Russian-Qatari com-
pany with a capital of $150 million for the operation of gas fields in Russia, and
in November 2010, they also signed a memorandum on cooperation in civil
nuclear technologies, followed by plans to work together to provide nuclear
materials and nuclear fuel, as well as to arrange training programs for Qatari
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nuclear sector personnel.”” Qatar also bought a major stake in British Royal
Dutch Shell in May 2012, further infringing on the European resource market.”

Russia, the Gulf, and Europe

Interestingly, the prospects of Qatar playing a counterweight to Gazprom’s
dominance on the European market have led Russia to strive to turn a rival
into a partner. Russia understands that greater natural gas flows to Europe
would decrease its market there and its political influence. LNG, in particular,
is a threat because natural gas can be delivered at long distances at competi-
tive prices. Trying perhaps to preempt rivalry with Gulf producers, Russia has
tried to develop, albeit unsuccessfully, a so-called big gas troika, an OPEC-style
group composed of Iran, Qatar, and Russia to facilitate coordination in the gas
sector. Such a group might also translate into some global and regional influ-
ence in Russia’s diminished but ongoing rivalry with Washington.

Qatar has emerged as a competitor in the European gas market dominated
traditionally by Russia. With the surge of shale gas (a black or dark brown shale
containing hydrocarbons that yield petroleum by distillation) in the United
States, Qatar, as the biggest LNG producer in the world, was forced to divert
its supplies to Europe.” This development has coincided with EU efforts to
diversify sources of gas and further intensified following Russia’s intervention
in Ukraine. Consequently in 2010, Gazprom’s exports to Europe dropped by
25 percent compared with 2009.%°

The emergence of shale gas, which has become economically profitable only
since around 2008, has transformed the North American energy market and has
diminished Russia’s energy dominance in Europe.®! Qatar, the world’s largest
LNG producer and exporter, currently hosts six LNG plants®” and is developing
greater capacity.®> As the Russian envoy to Qatar, Vladimir Titorenko, pointed
out, the LNG terminals being built in southern Europe create even more com-
petition for Russia’s planned South Stream gas pipeline. He emphasized that
“Russia wants to avoid spending a lot of money on South Stream and then
have to compete with cheaper LNG from Qatar.”® However, the South Stream
project was halted due to the EU’s imposed sanctions on Moscow in 2014.%°
Qatar had already penetrated Western Europe, notably the United Kingdom,
Italy, France, and Spain, moving closer to Russia’s backyard. Its share of EU-28
imports of natural gas rose from less than 1 percent in 2002 to 11 percent in
2011, before dropping under 10 percent by 2014.% In April 2010, Poland, which
has its own significant shale gas reserves, signed a twenty-year deal to import
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1 million metric tons per year of Qatari LNG for its receiving terminal in the
port of Swinoujscie, which started operation in September 2015.%” Qatar also
initiated talks with Bulgaria, which suffered the most by a cutoff in Russian
gas supplies in January 2009. Russia supplies 42 percent of Poland’s natural
gas consumption and nearly all of Bulgaria’s. Qatar also considered investing
up to $4 billion in the development of an LNG import terminal at the port of
Astakos in Greece but pulled out of the project in fall 2010.%

Russia’s sudden reluctance to include Qatar as a stakeholder in the Yamal
LNG project, as well as Qatar’s intensified incursion into the European energy
market in 2012, may have been triggered in part by mutual criticism in the con-
text of Qatar’s and Saudi Arabia’s aggressive support of regime change in Libya
and Syria. However, following Gazprom’s opening of a representative office in
Doha in February 2013, Qatar’s energy minister, Muhammad al-Sada, noted
that Qatar plans to expand joint investments with OAO Gazprom. Meanwhile,
Viktor Zubkov, the chairman of the board of directors of Gazprom, expressed
that the office “will contribute to stronger partnership ties and will provide an
additional impetus to closer mutually beneficial cooperation with the states in
the region.”® Furthermore, in September 2014, Qatar’s energy minister, Mo-
hammed al-Sada, stated that “Qatar doesn’t see itself as an alternative to other
producers and exporters,” noting that “producers complement each other.”*

Since Iran is a major natural gas producer, Russia could benefit from U.S.-
driven economic sanctions against foreign investment in Iran’s energy. For
instance, Europe’s effort to diversify its gas supply away from Russia was origi-
nally supposed to be realized in part by feeding Iranian gas into the Nabucco
pipeline, the project that directly competes with Russia’s push for the South
Stream pipeline. Only after relations between the West and Iran dramatically
deteriorated did Europe begin the search for alternative sources for Nabucco,
such as Azerbaijan, where cooperation with Iran could make sense.”

In a search for gas to feed Nabucco, the EU also signed a memorandum of
understanding in energy with Iraq in 2010. Furthermore, Iran’s vast reserves
would inevitably saturate the market, leading to a decrease in Gazprom’s and
Russia’s main source of revenue. However, Iran is forced to buy gas from Turk-
menistan to cover its domestic energy needs due to its lack of domestic LNG
production. Although the process has been slowed by international sanctions,
it aimed to build three gas liquefaction plants: one with China in southern Iran
where the North Pars deposit is located and the other two plants, built with
Europeans, in the South Pars gas field, which Iran shares with Qatar. All three
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plants aimed to produce 125 million cubic meters of gas a day by 2015. As a
result, as of June 2015, Iran did not have the infrastructure in place to export
or import LNG, with LNG projects being years away from completion.’? In
June 2015, Iran announced its plan to revive its LNG projects with the goal of
targeting the European market, where the quest for alternative gas sources has
intensified amid tensions with Russia.”

Russia is dependent on income from energy export to Europe. Thus, mu-
tual cooperation in coordinating energy exports from the Persian Gulf is un-
derstandably one of Russia’s main commercial interests. In the long term, there
may be a competition for energy resources; however, in the short term, the
supply is abundant, and producers are competing for markets. For instance, in
August 2011, five large Iraqi oil cargoes headed to Europe in what energy ex-
perts called an “opening shot in a pricing war with rival Russia.”** The exports
of Iraqi Basra oil were triggered by a release of U.S. oil stocks in June and a
strengthening of Russian crude values.” As Iraq builds its export facilities and
ramps up production, it could compete with Russia for market share, such as in
Europe, where Iraqi and Russian crude are of a similar quality. It is no surprise
that Putin’s visits to oil- and gas-producing countries in the Persian Gulf often
focus on coordinating with energy producers.” Since the growth in shale gas
will likely provide strong competition to traditional pipeline gas, Russia wants
to coax Qatar in particular and Iran to manage and coordinate their supply of
LNG to ensure price stability.

Energy pipelines and security issues cross borders and regions in that global
politics is far less compartmentalized than it was in previous centuries. Eu-
ropean affairs are tied to the Middle East in obvious and less clear ways. For
instance, Russia started a rapprochement with Turkey in the past decade, which
has been driven partly by common energy interests. That includes a potential
South Stream pipeline meant to carry Russian gas across the Black Sea through
Turkish waters and then to Europe, which would allow Russia in some measure
to bypass Ukraine. But Russia and Turkey remain divided on a number of is-
sues, including the crisis in Syria.

Economic Factors and the Broader Picture

If Russia’s altered orientation and increased commercial relations continue to
develop, it may have added interest in helping to enforce the Iran nuclear deal
and contain Iran’s missile program. Russia had taken the middle road in its
approach to Iran and pursued a purposefully ambiguous policy,”” an approach
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that Washington found insufficiently weak. Russia has flip-flopped on selling
Iran S-300 air defense systems and a host of other major arms, first banning
such sales in line with U.N. Security Council Resolution 1929 of June 9, 2010,
and then lifting the ban.”” Over time, Russia has offered greater cooperation on
the Iran nuclear program, which was likely due to American and other interna-
tional pressure and Russia’s own doubts about a nuclear Iran,'® but it may have
been affected by Russia’s interest in developing economic links with Arab Gulf
states. While Russia has serious economic interests in Iran and probably views
its connection to Iran as a potential check on American power, data have shown
that its commercial interests with GCC states, as well as Iraq, have been rising,
and these states want to contain Iran, notwithstanding the Iran nuclear accord.

Greater Russian-Gulf state cooperation in energy may also help Russia
maintain the use of natural gas as a political tool in Europe. LNG is a serious
threat to Russia’s market and political influence in Europe. Europe imports up
to one-third of its gas from Russia and accounts for 65 percent of Gazprom’s
total exports. But Russia’s power in this arena appears to be decreasing. The
big energy companies that have signed long-term gas contracts with Russia are
winning more flexible pricing arrangements, largely because there is greater
competition from LNG, which is transported by ship, and for shale, an un-
conventional natural gas extracted from sedimentary rocks. The availability of
LNG and the discovery of shale resources in Europe have rattled Gazprom’s
position, especially in Eastern Europe.'” Gazprom has acknowledged that it
was rapidly losing leadership in the European market, that demand for Russian
pipeline gas dropped due to the unprecedented increase in LNG supply, and
that it needed to take various actions such as price adjustments and market
diversification to try to remedy this situation.'®> While Gazprom, the world’s
biggest gas producer, has supplied about a quarter of Europe’s gas needs, it has
lost market share to Norway and Qatar, in part as LNG shipments to Europe
rose significantly.'®

As we have suggested, Russia has responded in part with greater coopera-
tion with natural gas exporters. At the 2011 Gas Exporting Countries Forum,
it won the support of the world’s twelve largest natural gas exporters on devel-
oping projects for the production and sale of the fuel in order to raise prices,
marking a new stage in the history of the ten-year-old organization. On the
forum’s sidelines, Russia, Qatar, and Algeria have agreed to cooperate on the
European natural gas market.'® This step is the primary reason for the EU’s
concerns over any meetings of these countries’ leaders.'” If Russia can con-
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tinue to build energy relations with Qatar and Iran, despite sanctions against
the latter and political problems with both countries, it may counter the LNG
threat. In this sense, it can use its growing economic relations in the Middle
East to advance broader global goals, which are not in the interest of the United
States and Europe. Some might consider such action to be a form of soft bal-
ancing against the United States.

Finally, Arab states have been investing more in Russian oil and gas explora-
tion and production, and vice versa. Such investment is important for a reason
not often discussed or understood. The authoritative IEA radically changed its
forecast on oil production in 2008. Until then, it largely dismissed notions that
oil supplies might peak or reach a point where global oil production no lon-
ger increases and then decreases thereafter. By contrast, in November 2008, the
agency provided a somewhat alarming forecast that oil will likely peak around
2020. It then changed its forecast because the previous 2007 report was based
on best-of-knowledge assumptions about what global oil fields could produce.
The 2008 report, by contrast, was based on actual studies of the production
rates of the world’s largest oil fields. To be sure, the North American energy
boom has decreased peak oil concerns and rightly so, but it has not eliminated
the problem.

One major factor driving the possible peak oil problem is underinvestment
by major oil companies and countries in oil discovery and production. Under-
investment is caused by a variety of factors, but greater Russian-Arab Gulf state
interaction may help ameliorate this problem if it continues to develop over
the longer run and if Russia maintains positive relations with the West. In this
sense, if such cooperation continues, it may increase investment in energy that
helps buy some more time in the case that peak oil does become a serious fu-
ture problem in world politics.

Conclusion
Russia’s foreign policy toward and capabilities in the Persian Gulf have changed
dramatically since the fall of the Soviet Union. Russia has been making an un-
easy and fitful transition from heated rivalry during the Cold War to a some-
what different approach toward the region. Commercial interests are gaining in
importance; if that continues to develop, it may contribute to Russia’s interest
in greater regional stability.

Moscow’s rising commercial interests, however, hardly imply an absence of
rivalry. Russia and China, for that matter, are enmeshed in relationships with
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Washington that are marked by important elements of both cooperation and
serious rivalry. They sometimes seek to curb U.S. influence in the region, partly
to meet their regional goals and partly to check America at the global level.
The real question is not whether they are rivals with Washington, but to what
extent their rivalry is tempered by other factors. These factors differ in the case
of China and Russia, but they include potentially more developed interdepen-
dence, vested interests in stability for commercial purposes, and the challenges
of managing strategic and economic rivalry in a region where they lack strong
allies. Of course, the nature of such rivalries will also be affected by Washing-
ton. That will be true no matter who sits in the Oval Office, though different
presidents have pushed relations more toward cooperation or rivalry.
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9 How America, China,

and Russia Have Changed

REAT ATTENTION has focused on whether America remains a

hegemon at the global level in world affairs, but we have taken
a different turn by focusing in this book on the international relations of a
region. We have explored global power politics and dynamics in the Persian
Gulf while also treating the global and regional levels as linked. To what ex-
tent and how has American capability changed over time in the Persian Gulf
relative to that of China and Russia? What do we find when we more formally
compare China, Russia, and the United States over time?

First, it is worth repeating that the indicators that we used to exam-
ine America, China, and Russia had a dual purpose: they provided insight
into the changing role and interaction of the great powers and their chang-
ing capabilities. It is the latter goal that is most closely related to the bigger
question of American standing in the world. In addition, exploring the capa-
bilities of great powers is different at the global and regional levels. Measures
such as GDP illuminate great power capabilities at the global level but tell
us little about their capabilities in regions. That is why we created different
metrics for examining the capabilities and standing of external powers in the
Persian Gulf.

The United States has become and remains predominant across all of the
indicators that we examined. This is true even though China and, and to a far
smaller degree Russia, have expanded, sometimes profoundly, their diplomatic
contacts and economic ties to regional states. We now present the accumulated
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evidence and explore what this data comparison means in the bigger picture
of oil security, American hegemony and its challenges, and great power rivalry.

The Diplomatic Dimension

The diplomatic position of states represents the most qualitative of the factors
that we explored, but something can certainly be learned in studying changes
in diplomatic visits, treaties and accords, and official and unofficial statements,
even if all of that needs to be considered in context. A few points are worth
restating in this conclusion.

Most notably, America’s diplomatic position has improved over time, al-
though its relations with Saudi Arabia experienced serious strains. In the post-
2003 period, the United States also established diplomatic relations with Iraq,
which it had lacked since the 1991 Gulf War.

For its part, Russia’s overall strategic position in the broader Middle East
weakened substantially following the collapse of the Soviet Union and the loss
of Iraq as a main ally. However, the fall of the empire did not altogether under-
mine Russia’s role in the region, and with respect to the GCC states, it in fact
proved beneficial politically and economically.

In the Cold War, Russia and even China suffered due to their ideological
differences with GCC states. Russia was also hurt by its menacing military
reputation and the need of GCC states to side with Washington. But evidence
clearly shows that in the post—Cold War period, Russia, and particularly China,
have expanded, in some cases dramatically, their diplomatic contacts to all the
regional states. That has particularly accelerated in the 2000s, driven largely by
commercial matters, including trade, energy investments, and arms sales.

The Security Dimension

America has become and remains peerless in its military position in the region,
which is one of the most distinguishing features of modern Middle East politics.
The United States evolved from a period in the 1940s when its ability and will
to affect Persian Gulf security was minimal, to a period where it is now the pri-
mary external protector of oil supplies.

The rise of American regional capabilities is quite distinct. In 1979, at the time
of the Iranian revolution, Washington was not strategically prepared to protect
Persian Gulf oil supplies militarily. It lacked access to regional facilities and could
not project force there. In response to the Iranian revolution, Afghanistan inter-
vention, and the Iran-Iraq War, America developed the military alliances, base
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structure, and rapid deployment capabilities necessary to guard against and man-
age serious oil supply threats and disruptions, even as its presence in the region
also stokes controversy and generates problems that need to be considered. For its
part, Saudi Arabia established a state-of-the-art Combined Air Operation Center
at Saudi Prince Sultan Air Base. These capabilities proved critical to the libera-
tion of Kuwait following the Iraqi invasion, enabling the largest U.S. movement
of U.S. forces since World War II. In response to the evolving threat, American
capability increased dramatically during the 1990s and then further in the 2000s.

In sharp contrast to the American regional role, China’s and Russia’s in-
creased political ties and economic interdependence with regional states have
not spurred security ties. China has not concluded any security agreements
with regional powers, and its overall arms sales to the region dropped signifi-
cantly in the 1990s and diminished further in the 2000s, although limited arms
sales to Iran have continued since the 1990s. Interestingly, economic and en-
ergy cooperation, rather than security and politics, have overwhelmingly dom-
inated the agenda of diplomatic visits between China and the regional states
since the 1990s. Despite China’s unprecedented diplomatic and economic ties
with the GCC countries, it’s unclear that this has yielded Beijing much influ-
ence in the region, given divergent policies toward Iran and Syria where the
Arab Gulf states and China are at great odds.

While China and Russia have been driven by energy and commercial inter-
ests, security ties represent the cornerstone of U.S.-GCC relations, including
in the post—-Cold War period and of U.S.-Iraqi relations in the post-Saddam
period. Since the 1991 Gulf War, the GCC states have gained much-desired
American security guarantees, albeit U.S. forces left Saudi Arabia in 2003 and
moved to Qatar instead. Throughout the 1990s and first decade of the 2000s,
they have subsidized facilities expansion and modernization in support of the
U.S. presence and the U.S.-led wars in Afghanistan and Iraq. Despite the out-
come and cost of the U.S. invasion of Iraq in 2003 and the embarrassing fact
that Iraq had no weapons of mass destruction, the Iraqi debacle has not dimin-
ished U.S. regional capabilities.

U.S.-GCC relations took a quantum leap forward in 2012 when the UAE
became home to the new Integrated Air Missile Defense Center, which serves as
a key training facility for U.S.-GCC cooperation on missile defense. Since 2005
in particular, the United States has embarked on myriad new collaborative
initiatives and cooperation in nontraditional security areas such as counter-

terrorism, critical infrastructure protection, and cyberdomain.
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While America’s military capabilities, security relations, and arms sales to
the region expanded exponentially from the 1980s through the post—Cold War
era, Russia’s position reversed after the Cold War and Beijing’s remained minor
at best. Their security relations have been largely limited to arms sales to Iran
and, to some extent, cooperation on its nuclear program, although that was
curtailed by sanctions. Indeed, although Russia has historically used arms sales
and transfers to build influence in the Middle East, its ability to do so sig-
nificantly decreased in the post—-Cold War period. The 1991 Gulf War and the
ensuing embargo against Iraq shut down its most lucrative regional market,
resulting in a drop in sales from $4.1 billion across 1988 to 1991 to near zero.
Russian arms exports to the region remained concentrated on Iran through the
mid- to late 1990s, and Iran remained the only major buyer of Russian arms.

While in the 1990s and even more so since 2000, energy cooperation be-
came the fulcrum of Sino-Gulf relations, arms sales were central during the
1980s. China entered the Gulf arms market during the Iran-Iraq War, with arms
sales to both parties totaling over $12 billion. Arms sales provided the PRC with
leverage and served as a source of hard currency to modernize China’s own
military program. Like Russia, China’s arms sales dropped significantly after
peaking at the end of the 1980s due to the dominance of Western suppliers, and
Iran remained the chief buyer of China’s arms. By 2001, China’s arms agree-
ments with the region fell to around 2.2 percent, dropping to 1 percent from
2008 to 2011, which is the lowest since China’s penetration of the market in the
1980s (see Figure 9.1).

Since the end of the Cold War and particularly since 2006, Moscow and
Beijing have sought to penetrate the lucrative GCC arms markets but achieved
success only with the UAE, despite improved relations with Saudi Arabia.
Consider a telling statistic: during the 2000s, Riyadh bought only $800 mil-
lion worth arms from China, while spending $50 billion on American arms
between 2004 and 2011 alone.!

As Figure 9.2 shows, U.S. arms sales to the GCC states rose substantially over
time and dwarfed those of China and Russia. They grew more than eightfold
between 2004—2007 and 2008—-2011 alone, and the demise of Saddam Hussein’s
regime also gave Washington access to what had been Russia’s market. Such
sales indicate but do not establish that security relations are positive, and they
can yield the outside actor influence in the region. America’s sales have also
been aimed at helping Arab states check Iran.
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Economic-Energy Capabilities

While America remains the dominant external economic power and the value
of its trade has increased, Beijing has significantly expanded trade and energy
cooperation with regional states in the post—Cold War period, and particularly
since 1990. Prior to 1990, China’s trade, investment, and energy cooperation
was very limited. However, as Figure 9.3 shows, it has skyrocketed since then,
driven chiefly by hydrocarbon trade and investments. Russia has also made
some strides, but they are minor compared to those of China and, of course,
the United States.

As Figure 9.4 demonstrates, the PRC, like the United States, has expanded
trade relations with Iraq unprecedentedly. That is remarkable given the extraor-
dinary costs to America of the invasion of Iraq, on which Beijing clearly capital-
ized. Meanwhile, Russian-Iraqi trade has outright flatlined, a remarkable change
given that the two states were allies in the 1970s and 1980s. That turnaround is
one of the most significant in the international relations of the region.

China has clearly exploited the vacuum left by American and, later, EU eco-
nomic sanctions against Iran, as has Russia to a far smaller degree. During the
1990s, the EU, and especially Germany, Italy, and France, were Iran’s biggest
trading partners, but those relations were clipped by international sanctions.
Beijing was happy to fill the void to the extent possible. In 2003, China was
Iran’s sixth biggest trading partner, but Beijing gradually overtook the EU as
Iran’s largest oil customer and trading partner in 2007 and most years there-
after. The rise in the PRC’s trade also tells us something about its politics: it
preferred to score economic gains than to cooperate fully with the interna-
tional community on Iran.

Russia’s trade remains minuscule compared to that of China and America
(see Figures 9.3-9.5), partly because it is not a major energy importer. But it
has seen unprecedentedly high trade volumes and collaboration with the Gulf
states as reflected in Figure 9.6 which we reprise here for the reader’s benefit. If
this trend continues, it could have important effects.

While China—Gulf state trade appears to be approaching American trade
levels, the composition of trade reveals a rather different trend. The PRC’s exports
consist largely of low-tech, low-value goods that are easy to substitute, whereas
American exports are dominated by high-tech, high-value products. That makes
the United States much more valuable on the economic level. In contrast to
China and Russia, the United States also continues to be the main source of and
destination for GCC investment, which furthers economic interdependence.
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Nonetheless, the United States has been losing trading share to China. For
example, in 2000, U.S. exports to Saudi Arabia represented nearly 20 percent
of total Saudi imports; by 2007, it was only 13.5 percent. In contrast, China’s
total market share of the Saudi market more than doubled from 4.1 percent to
9.6 percent in the same period.

China and Russia have significantly expanded their energy cooperation
with all Gulf states, especially with Iraq and Iran. In fact, just between 2009
and 2013, Chinese national oil companies accounted for more than 50 percent
of Iraqi oil output. In Iran, they gained traction in the energy sector following
the withdrawal of Asian and European energy companies, making Iran largely
dependent on Chinese investment, technology, and equipment.

The Regional Balance of Power

The evidence we have marshaled underscores the rise of American hegemony.
But can America be considered a hegemon given the perceived ascendance of
Iran in the region, especially since the 2003 war that eliminated Saddam Hussein?

The 2003 U.S.-led Iraq invasion felled Iraq’s Saddam Hussein, weakened
Iraq as a state, and yielded Iran’s influence. That has left Iran stronger in the
region not so much because its own capabilities have grown substantially but
rather because Iraq could not play balancer against Iran nearly as well, if at
all, in the foreseeable future. As a result, the U.S. invasion of Iraq allowed Iran,
which was already stronger than U.N.-sanctioned Iraq, to expand unchecked
by Iraq and, in fact, to gain some influence over Iraq as well.

However, the story is not so simple. Examining the distribution of capabili-
ties in the region over time suggests a different tale. Even among the relatively
weaker states of the Persian Gulf, Iran on paper is not that much stronger than
Saudi Arabia if we use GDP as an indicator. As Table 9.1 shows, Saudi Arabia
and Iran have been roughly matched in terms of GDP from 1979 to 2014, albeit
the Saudis have been stronger than Iran since 1990.

Iran’s economy has been in shambles since the Iranian Revolution, through
the Iran-Iraq War, and into the period of international sanctions against it.
This will change due to the Iran nuclear accord, but Iran has a long way to go
toward fixing its economic morass. Its economy has relied overwhelmingly on
oil export revenues—around 80 to 90 percent of total export earnings and 40
to 50 percent of the government budget. And Tehran spends around $25 billion
per year, or roughly 15 percent of the country’s GDP, on heating oil and energy
subsidies. Iran’s budgetary pressures have worsened over time and certainly



TABLE 9.1. Relative Economic Capability of Iran, Iraq, and Saudi Arabia

Iran Iraq Saudi Arabia

GDP GDP GDP
1979 84.7 38.6 97.3
1980 93.9 54.0 147.6
1981 92.8 31.8e 165.9
1982 99.7 34.6e 153.0
1983 157.6 30.6 119.9
1984 158.9 27.0e 105.4
1985 174.5 21.9 93.7
1986 268.0 17.7 77.4
1987 369.0e 39.0e 71.1
1988 447.3 46.09¢ 75.3
1989 53.06 35.0e 83.0
1990 59.5 15.0e 87.9
1991 68.2 15.0e 109.1
1992 54.2 17.0e 121.1
1993 57.8e 17.0e 125.5¢
1997 106.4 0 170.9
2000 96.4 0 194.8
2005 202.9 0 328.2
2010 419.1 138.5 526.8
2014 402.7 232.2 777.9

~NoTE: GDP is based on information from governments, and thus is not fully accurate,
particularly given huge fluctuations in exchange rates.

e: Indicates estimates rather than actual figures provided by governments.

soURCEs: The Military Balance (London: International Institute for Strategic Studies, various
editions); Brassey’s (all editions from 1984-1985 through 1994-1995). In addition, interviews
with International Monetary Fund (IMF) officials, and the International Financial Statistics
Yearbook (Washington, DC: IMF, various editions, esp. 1981-1982 through 1984-1985). These
figures are educated conjecture (indeed, figures from The Military Balance, which are based on
International Financial Statistics Yearbook (IFSY) data, differed significantly after 1985 from
IFSY figures based on this author’s calculations), and reflect data revisions.

Between 1997 and 2014 were extracted from IMF Data, World Economic Outlook Database,
2014.
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have been magnified by U.S.-led economic sanctions. It is no wonder that the
Iranian regime engaged in negotiations over its nuclear program. Under public
pressure, President Hassan Rouhani campaigned on doing so and on breaking
Iran’s international isolation, which was damaging its economy. Yet even with
the gradual lifting of economic sanctions, Iran will still need high oil prices to
satisfy its people with subsidies and manage its autocratic state.? Tehran will
need much higher oil revenues just to meet the increased needs of a grow-
ing population. Although studies project that Iran’s rate of population growth
will continue to slow, after having risen at a high rate in past decades, it is still
expected to rise and stabilize above 100 million by 2050, from around 77.5 mil-
lion today.’

While the economic balance in the region may be more evenly matched
than some might guess, Iran remains far stronger than Saudi Arabia at the mili-
tary level, as Table 9.2 demonstrates. However, Saudi Arabia has become much
stronger over the past few decades. Riyadh has gained in absolute and relative
terms in virtually every military category.

To be sure, assessing military capability based on numbers alone is usually
misleading. Saudi Arabia has better aircraft than Iran, which boosts its posi-
tion in more sophisticated measures of military capability that move beyond
straight number comparisons.* Some observers even consider the Saudi air
force to be on par with or better than Iran’s, notwithstanding Saudi Arabia’s
lack of combat experience. In fact, by some combined measures, Saudi Arabia
is ranked as the third best military in the Middle East, with Iran coming in
fifth.> While that is doubtful, it does underscore the premium that some studies
put quality of weapons over quantity and underscores the improvement in the
Saudi military in the past several decades.

In 2015, one complex index that uses fifty factors to determine a nation’s
power ranked Iran at twenty-third and Saudi Arabia at twenty-eighth.® In brief,
Iran and Saudi Arabia are not incomparable in strength, contrary to what one
might gather from media coverage or from past views of their capabilities.

The nuclear agreement with Iran, if it lasts, will likely affect these balance-
of-power dynamics. It will strengthen the Iranian economy, though it may well
impede Iran’s path to nuclear weapons as well. At the same time, Washington
and other actors may bolster the GCC states against Iran, which may strengthen
them as well.

Beyond examining the regional balance of power, we should also factor into
our analyses that the United States and Saudi Arabia, in effect, are in a strategic



TABLE 9.2. The Regional Military Balance

Country Men (1,000s)*
Combat

Total Army Tanks Artillery Aircraft
1979
Iran 240 150 1,735 1,000 447
Iraq 243 200 2,750 1,240 339
Saudi Arabia 44 35 350 - 178
1989
Iran 604 550 500-600 875 60-165
Iraq 1,000 955 5,500 2,800 500-800
Saudi Arabia 56 32 550 400-500 179
1994
Iran 513 345 1,295 2,320 294>
Iraq 382 350 2,200 1,650 325
Saudi Arabia 104 70 1,085¢ 700 2924
1999
Iran 545 350 1,410 2,460 307
Iraq 429 375 2,700 1,950 353
Saudi Arabia 162 70 1,055 538 432
2003
Iran 513 - 1,565 2395 283
Iraq 424 - 2,200 2050 316
Saudi Arabia 230 124 - 260 -
2014
Iran 523 475 1,663 2322 334
Iraq 271 193 336 196 3
Saudi Arabia 374 310 252 274 153

* Includes Revolutionary Guards forces and Popular Army forces.

b Probably less than 50 percent of U.S. aircraft types are serviceable.

¢ This includes 315 M1A2 tanks under delivery in summer 1995.

4 Excludes 72 F-15s and 48 Tornados on order at the time.

soURCEs: Adapted by the authors from off-the-record interviews and from U.S. Department of
Defense, Conduct of the Persian War: Final Report to Congress (Washington, DC: Government
Printing Office, April 1992), 154, 157; International Institute for Strategic Studies, The
Military Balance (London: International Institute for Strategic Studies, various editions);
Center for Strategic and International Studies, The Military Balance in the Middle East
(Washington, DC: Center for Strategic and International Studies, various editions).
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alliance, even if it is marked by tense political relations. While Riyadh has the
U.S. strategic alliance to count on against worst-case scenarios and some allies
in the region, Iran has very few allies at the global or regional level. China and
Russia want to do business with Iran, but they are hardly strategic allies. In ad-
dition, Syria is more of a burden than a serious ally and the Assad regime may
not even survive. U.S.-Saudi strategic relations, for instance, allow both coun-
tries to draw on the strengths of the other to protect security in the region. Iran
has far more adversaries in the region than allies.

With rudimentary Saudi support, such as continued access to its military
facilities in the event of some security crisis, America’s military capability in
the region and the capabilities that it can bring to the region in a relatively
short time are far superior to those of Iran. This is true not only of the high-
performance aircraft, but also in terms of war-fighting capability. Indeed, it is
quite telling that Iran fought Iraq to a stalemate in the eight-year Iran—Iraq War
but that U.S.-led forces, mostly American, routed Iraq’s military in a matter of
weeks in 1991 and in 2003. Iran had difficulty protecting its homeland, much
less projecting its force.

Let’s also consider another indicator of American capability: the protec-
tion of the critical choke point for global oil security, the Strait of Hormuz.
Estimates vary as to Iran’s abilities to shut down the Strait of Hormuz. It has
some developed capabilities such as mine laying and missile warfare. However,
the American military believes that Tehran could do so for only a short period
of time,” and few scholars believe that Iran could maintain such a closure for
more than several weeks.® That expected outcome in favor of the United States
strongly reflects its rise in capability over the past decades. America could not
have exercised that type of security role in the 1970s or even in the early 1980s,
though it started to demonstrate such capabilities and 1986 and 1987 with the
reflagging of Kuwaiti tankers.

Whether the Iran nuclear accord meets the test of time, the rise of American
capability helps contain Iran in a way that was not possible in the past. That is
important because Iraq had been the natural balancer against Iran until the
United States eliminated the Saddam Hussein regime and because Iran, even
with the nuclear accord in place, remains a possibly threatening regional actor.

Conclusion
In great power and regional competition, the United States has emerged as the
de facto hegemon in the Persian Gulf, even though China and, to a far lesser
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extent, Russia have made major strides politically and economically. Over the
past several decades, America has developed major diplomatic ties to regional
states, peerless military capabilities, deep but sporadically troubled security
ties, a more powerful economic position, and meaningful trade interactions.
That does not mean that it has translated such capability into power or that
hegemony has not come with great costs. Those are different questions that
we explore next, but the rise of such capabilities is directly linked to global oil
security, as we explore in the next chapter.



10 The Rise and Not Fall of Qil Security

HE CHANGES in the position of the United States, China, and Rus-
Tsia in the Persian Gulf are important in their own right, but they also
have implications for global oil security. A defining feature of our age is that oil
has become increasingly tied to Middle East realities, which have affected U.S.
national and global security.! Failure to understand oil and its effects leaves us
with blind spots about security in general. Students and scholars of U.S. na-
tional and global security need to understand better how oil affects security and
fits into security studies. This is because oil cross-cuts key security issues rang-
ing from war, power, and national interests that are posited in more traditional
definitions of security, to broader definitions that include political, economic,
societal, human, and environmental factors.? Indeed, no other commodity and
few other factors of any kind cross-cut such a wide range of security issues.

We have explored oil security thus far and now focus on it more intensively. In
large part, oil security is about reliable oil supplies or supplies that are not easily
subject to such things as severe oil supply disruptions and the exploitation of oil
supplies for foreign policy goals. This includes, of course, the free flow of oil, most
prominently from the Middle East, but also from actors such as Russia, which has
periodically cut off its oil and natural gas exports to try to influence European
politics. This aspect of oil security is sometimes referred to as geopolitics.

Another aspect of oil security that is important but not salient here has to
do with the negative effects of using oil, such as pollution and military con-
flicts. Oil has been a central driver of global growth as a relatively cheap energy
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source and has played a critical role in fostering globalization. But the negative
effects of using oil are sometimes ignored, overlooked, or misunderstood when
we try to comprehend the costs of its widespread use.

We have focused on the reliable and uninterrupted oil supply to the global
economy at reasonable prices.” Defined this way, global oil security is affected
by two critical dimensions in the Persian Gulf: the free flow of oil from the Gulf
region and adequate investment into oil exploration and development. Few
other goals are more important for the global economy than ensuring the free
flow of oil and, to a lesser extent, LNG from the Persian Gulf. In fact, past Amer-
ican and global recessions have been preceded by or accelerated by an increase
in oil prices, often the result of Persian Gulf instability, including the 1973 oil
embargo, the 1979 Iranian Revolution, and the 1980 outbreak of the Iran-Iran
War, among others. To be sure, the security of the Persian Gulf oil and a need
for oil investment in the region is poised to become even more important in
the future. This is because world dependence on oil and LNG is projected to
increase in the decades ahead, with the Persian Gulf serving as the principal
source of supply to meet rising demand over the next two decades. In addition
to holding the largest oil reserves, two regional states, Saudi Arabia and Kuwait,
hold 80 percent of the world’s spare capacity that can be used in times of dis-
ruptions to calm jittery global oil markets and stabilize oil prices.

Given the Persian Gulf’s strategic importance, it is interesting to explore
how changes in American, Chinese, and Russian regional capabilities have af-
fected oil security. We do not examine oil security and threats to it in their
entirety. However, we do argue that America’s rising capabilities have been
positive for oil security, all things being equal. Since the 1980s, the rise in its
regional military, political, and economic assets has enabled the United States
to protect the free flow of oil from the region against a range of threats. This in
turn has helped calm international markets, while providing conditions neces-
sary for adequate investment into oil exploration and development.

U.S military capabilities for Gulf contingencies were minimal when the
shah of Iran fell in 1979. In contrast, they increased substantially in the 1980s
and even more dramatically in the 1990s and since the start of the 2000s. In-
deed, whereas in 1979 America was unable to protect regional security, its
ability to project force improved significantly between the 1980s and 2014 in
response to evolving regional threats. In the 1980s, the United States developed
RDF; improved airlift, sealift, and prepositioning capabilities; convinced Saudi
Arabia to build massive military infrastructure for deployment of U.S. forces;
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and gained access to key regional military facilities. These capabilities proved
critical in addressing the Iraqi threat in 1990-1991. In the aftermath of the
1991 Gulf War and the 9/11 attacks, U.S. ability to project forces to the region
and sustain them while in the region increased even more dramatically.

In fact, there has been no major oil crisis in the region since the rise of
American capabilities in the 1980s. To be sure, oil prices spiked in the wake of
the 1990 Iraqi invasion of Kuwait and the 2003 Iraqi War; however, prices de-
clined when the United States demonstrated resolve to use its regional capa-
bilities, particularly its naval forward presence, to respond to the regional crises,
thus alleviating traders’ concerns over oil availability.* Although oil prices spiked
dramatically in 2008, this price shock was largely unrelated to geopolitical issues
in the Persian Gulf.’

While the rise of U.S. capabilities represents a major shift in regional secu-
rity, the rise of China’s political and economic capabilities and, to a lesser extent,
those of Russia has produced mixed results. They have led to some rivalry with
Washington, which is not positive. However, the rise of Chinese and Russian
economic and political capabilities in the region in the post—Cold War era and
particularly in the past decade has not been accompanied by the establishment
of a military presence in the region or commensurate security relations with the
regional states. Consequently, they do not pose a serious security challenge to
the U.S. regional position, although continued growth in their economic and
political position in the region could complicate U.S. foreign policy, as we briefly
demonstrate on the case of Iran. On the positive side, the rise of China’s and
Russia’s economic interdependence with the regional states has benefited global
oil security by bringing more oil and gas on the global energy market through
mutual investments and, second, increasing their stake in regional stability.

Basic Threats to Oil Security in the Persian Gulf

The next sections of this chapter explore various threats to oil security: military
threats, extremism in Saudi Arabia, and the use of oil as a weapon of political
coercion. We also examine the role of the United States in helping to mitigate
these threats.

Regional Military Threats

Three military threats to oil security have been most prominent: efforts to shut
down the Strait of Hormuz, engage in interstate aggression, and use or threaten
to use WMD.
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Much of the world’s oil travels through the Strait of Hormuz, which con-
sists of 2-mile-wide channels for inbound and outbound Gulf tanker traffic,
as well as a 2-mile-wide buffer zone. The EIA classifies the Strait of Hormuz
as “by far the world’s most important chokepoint [for oil trade].”® Closure
of the strait would require the use of alternative routes (if available), such
as the Abqaiq-Yanbu natural gas liquids line across Saudi Arabia to the Red
Sea. But that would impose higher transportation costs and greater lag times
for delivery. Around 40 percent of the world’s oil exports pass through the
strait daily, a number that the U.S. Department of Energy projects to climb to
60 percent by 2030.”

Iran has posed the key threat to the Strait of Hormuz. Its ability to inter-
dict or shut down oil traffic is enhanced by antiship missiles, mine warfare,
amphibious assets, and submarines. Such assets are probably not enough to
challenge American military forces seriously and in a sustained manner, but
they do certainly offer the ability to conduct forms of unconventional warfare.
Such capabilities are enhanced by virtue of Iran’s long coastline dominating
the strait and by its position on the Greater and Lesser Tunbs and Abu Musa,
islands near the strait that it seized in 1992.

Prior to the U.S.-led reflagging of Kuwaiti tankers in 1986-1987, Iran ha-
rassed tankers to prosecute the war against Iraq, which it launched in Sep-
tember 1980. Later, in November 1994, it began increasing troop strength and
deploying antiaircraft missiles on the Gulf islands near the strait in ways that
Washington viewed as threatening oil traffic. It also tripled the number of mis-
siles deployed on its Gulf coast and began fitting Chinese-built cruise missiles
on its naval boats in 1995-1996. Since 2006, it has further developed various
antiship missile capabilities, antiship mines, and surface ship capabilities. It has
also engaged in regular major military exercises in the Strait of Hormuz in an
escalating set of military moves following the U.N. Security Council’s approval
of economic sanctions against it on December 23, 2006. These have included
military demonstrations in summer 2012 aimed at showing that it could hit
hundreds of short- and long-range targets with missiles, including Israel’s mis-
sile defense shield radar sites, and major naval exercises in late 2012 aimed at
demonstrating its naval warfare abilities in the region. Indeed, as U.S.-led eco-
nomic sanctions against Tehran tightened in 2012, Iran repeatedly threatened
to block the strait.® Such brinkmanship continued through 2015, when Iranian
forces came close to American ships on at least two occasions, prompting some
to believe that they sought some type of limited confrontation.
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To be sure, Tehran must recognize that disrupting Gulf shipping would
produce countermeasures and would also diminish its own oil exports. Yet Ira-
nian officials have stated repeatedly that while Iran, the world’s fourth largest
exporter, supports the stable flow of oil, it reserves the option to shut the strait
down if it is threatened. The Iran nuclear accord decreases the chances of such
a showdown with Washington, but it is too early to tell if the accord will stick
and if it will remove other friction points in relations with Washington and the
GCC states. Moreover, the accord deals with Iran’s nuclear aspirations but does
not address its broader foreign policy goals and behavior.

The United States has remained committed to playing a vital role in pro-
tecting the Strait of Hormuz and has developed the capability and willingness
to deter, contain, and address threats to oil and regional stability. The United
States has also significantly bolstered its sea- and land-based defenses in the
Persian Gulf to deter and counter any efforts to close the Strait of Hormuz.’

The American capability to deter or deal with these and other threats to oil
security helps reassure volatile global oil markets, thus decreasing the potential
for market instabilities. This in turn helps to stabilize insurance rates for ship-
ping through the Persian Gulf. The global economy depends on Gulf oil at
reasonable prices. If prices rise significantly, the global economy as a whole is
impaired. Without a demonstrable U.S. ability to protect the strait, such rates
would likely increase significantly,'® and oil markets would experience a higher
risk premium in the price of a barrel of oil. Such effects have been clearly dem-
onstrated in other contexts, such as in the Gulf of Guinea, where growing pi-
racy attacks and insufficient international naval presence to address this threat
have led to a sharp increase in shipping and insurance costs, deterring investors
from investing in oil projects along Africa’s West Coast."!

The United States has played, and will likely continue to play, a vital role in
protecting the Strait of Hormuz, especially if the nuclear accord with Iran fal-
ters due to its cheating or to a change in administration in Washington or Iran.
The Pentagon has asserted that while Iran can block the Strait of Hormuz for
a while, such upgrades including significant enhancements in mine-sweeping
capability and naval force realignments, allow the United States to reopen it
without great difficulty."

The United States can use its predominant military capability to protect Gulf
shipping, as it did during the mission to reflag Kuwaiti tankers that were being
attacked by Iran to punish Kuwait for supporting Iraq during the Iran-Iraq
War. By the end of 1987, U.S. forces stopped frequent Iranian attacks on Gulf
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shipping and escorted twenty-three convoys without attack from either Iraq or
Iran.” Iran’s naval forces were effectively neutralized by American naval capa-
bilities. Iran’s capabilities have improved immensely since 1987, but the United
States can now use a plethora of precision-guided weapons, antisubmarine
helicopters, attack submarines, the immense enhanced defense capabilities of
carrier battle groups, and weapon systems that remain classified to protect the
Strait of Hormuz and deter or punish Iranian actions.

Washington has also protected oil security in another way: exerting political
pressure on outside states in order to decrease the flow of arms to Iran. That
has been a difficult task but one marked by some successes. For instance, by
the late 1980s, China agreed not to sell more Silkworm missiles to Iran after re-
peated U.S. complaints on how such sales make it harder to protect Gulf ship-
ping and after receiving assurances from the United States that it would lift the
freeze that had been placed on technology sales to China in 1987 in response to
such sales to Iran.' By August 2002, Beijing announced and signed into effect
long-awaited regulations to restrict company sales of missile-related items or
any dual-use technology that could be used to launch such weapons,' and it
has appeared to try to abide by this agreement, though it claims that it cannot
control all of its businesses.

Iran represents the chief threat to global shipping, but it is not impossible
that Iraq may once again become a military threat to Kuwait. Democratizing
states can be more violent than democracies or autocracies.'® An autocratic or
dictatorial Iraq could also threaten Kuwait if its regime was buoyed by continu-
ing public views that Kuwait is part of Iraq, if faced with domestic ills from
which it wanted to divert attention, and if it had conflicts with Kuwait over oil
production.

Furthermore, although it is unclear how much influence Iran has in Iragq, it
has increased significantly since the 2003 invasion of Iraq. A serious Iranian bid
for regional hegemony, especially in the relative absence of influence by Iranian
moderates at the domestic level, could also generate the types of broader insta-
bilities in the region that usually spook oil markets.

In addition to threats against the Strait of Hormuz and regarding Iragq,
WMD represent an indirect threat to oil security. Iraq nearly developed nu-
clear capability prior to the 1991 Gulf War, and Iran may be able to produce
nuclear weapons in the future despite the nuclear accord. It had repeatedly as-
serted that its program is for peaceful purposes, a point accepted by a majority
of Iranians'” yet doubted around the world.
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However, let’s say Iran obtains a nuclear weapon in the future. Even a small
nuclear weapon could destroy major oil facilities, and threats of radiological,
chemical, and biological weapons attacks cannot be discounted. Even if Iran or
other states in the region never use WMD, they could enable brinkmanship or
coercion because others would be aware of their existence. This could facilitate
efforts by Iran to coerce other OPEC states such as Saudi Arabia into lowering
oil production to raise the price of oil or into launching an embargo for vari-
ous political ends. Nuclear weapons could also make it harder for the United
States to deploy regional forces, for the obvious reason that leaders would be
less willing to take the risk of massive casualties, and, of course, it could trigger
a nuclear arms race in the region.'®

The shifting regional distribution of capability has also shifted in Iran’s
favor. Iran and Iraq were roughly equal in military capability in 1980; Iraq
gained the upper hand by 1990, but the U.S.-led invasion of Iraq in 2003 and
subsequent occupation left Iran much stronger compared to its historic bal-
ancer, Iraq. Riyadh has known full well at least since the 1991 Gulf War that the
United States is the only state that can leverage military, economic, and politi-
cal strength to protect the regime against a major ground and air threat, as well
as an WMD threat in the region.

Despite the embarrassing fact that Saddam’s Iraq had no WMD and the
disastrous outcome of the 2003 invasion of Iraq, the United States has played a
central role against the proliferation of WMD, especially since September 11."
It did spearhead repeated U.N. action to constrain Iran’s nuclear program and
global economic sanctions. Iranian officials openly noted the negative impact
of American-led sanctions on their economy, which was under much stress and
facing significant cutbacks in oil exports from around 2.5 mbd to 1.5 mbd.*

America’s regional and global influence has been critical to generating pres-
sure on Iran and others to negotiate. For instance, China repeatedly stressed
that the dispute over Iran’s program should be resolved within the IAEA frame-
work through negotiation.”! But Beijing was reluctant to challenge the United
States, partly because it is a dominant global economic and military leader, as
well as a regional hegemon, that can influence China’s energy security. Thus, it
encouraged Iran to accept the Iran nuclear deal.

The United States has other avenues as well for dealing with the WMD
threat. The Cooperative Defense Initiative has been a central CENTCOM activ-
ity that seeks to strengthen deterrence by reducing the vulnerability of the GCC
states to “WMD coercion and to the effects of WMD use.”** It enhances inter-
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operability, active defenses, and medical countermeasures to protect soldiers
and civilians against WMD.? GCC states have also sketched plans for a nuclear
program that might counter Iran’s,* and such an option, while inchoate, would
depend fundamentally on American technology, support, and backup.”

As a last-resort measure, Washington also has the intelligence assets and the
capability to try to destroy Iran’s WMD facilities and maintain a vigilant watch
on any of Iran’s efforts to rebuild them, in conjunction with its allies. Predomi-
nant U.S. capabilities may also enhance international bargaining leverage with
Iran, provided that Iran does not assume that a U.S.-led attack is inescapable
no matter what Iran does. Arguably, such capabilities gave Iran more reason
to accept UN offers of economic support in exchange for forgoing its nuclear
enrichment program and more reason not to cheat on the accord or to develop
nuclear weapons down the road.

There is one highly unlikely, but not impossible, future scenario: should the
Iran accord fail and the crisis end in conflict, Iran could retaliate by attacking
Saudi oil facilities—something that Washington has considered. In such a case,
the substantial U.S.-backed military and political infrastructure may well dimin-
ish Iran’s ability to disrupt the oil flow from Saudi Arabia.?® Thus, one of the most

feared scenarios for oil security could be tempered, barring any major surprises.

Terrorism
In addition to more conventional threats, terrorists can threaten oil security
in several ways. Terrorist acts could produce significant spikes in oil prices by
disrupting oil supplies, but more probably by their psychological impact on
markets. Traders would have to ask if more attacks of this nature were coming.
Terrorists could do damage in various ways. Based on a database of global
terrorist attacks, global oil facilities have not been the primary target of terror-
ists, accounting for only 262 of 5,000 incidents across the period from 1922 to
1999.” Nor has al-Qaeda focused on them in particular. However, its attacks
on them have increased since September 11 and could become a serious threat.
Terrorists could hit sensitive points in Saudi Arabia’s eight most significant
oil fields, both onshore and offshore, and cause major problems in supply that
could last months. Oil pipelines could also be hit along the broader Saudi oil
system or from within Saudi oil facilities to outside markets. The Abqaiq extra
light crude complex with a capacity of 7 mbd is the “mother of all processing
facilities” and a grand target, because a moderate to severe attack could create a
loss of oil equal to that of the 1973 embargo. Terrorists could also hijack ships
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and use them to attack ports and facilities® or hit large oil reservoirs such as
Kuwait’s Burgan Field, which was crippled by Irag’s invasion in 1990.%

In fact, it is very likely that al-Qaeda has targeted a range of oil facilities.
Loading terminals such as at Ras Tanura, which transfers 5 million barrels of
oil each day, have been targeted by al-Qaeda.’® The Saudis claimed in April
2007 that they foiled a major terrorist effort to attack their oil facilities.

Terrorism aimed at regional monarchs, if successful, could also hurt oil se-
curity by weakening their position and slowly creating an atmosphere condu-
cive to their overthrow. Increased domestic terrorism could dispose them to
appease their anti-American domestic critics and decrease cooperation with
Washington in the hope that they could placate at least part of the political
spectrum that might sympathize with the terrorists. In fact, the Saudis moved
in that direction after the September 11 terrorist attacks while seeking to pre-
serve their relations with the United States. Meanwhile, after a lengthy national
debate, the United States substantially diminished its military profile in Saudi
Arabia and started to build sophisticated military facilities in Qatar, where it
moved its CENTCOM headquarters in 2003.

American hegemony may well contribute to terrorism, but it also enables
the United States to deal with terrorism. Along with foreign governments and
major oil companies, Washington has taken many steps on this front® and has
worked closely with Saudi Arabia in the intelligence arena despite the bilateral
tensions caused by September 11.* Since 9/11, it has substantially increased
antiterrorism financing, training, and support to all Gulf states.** In particular,
the United States has supported Saudi efforts to create a 35,000-person force
to protect critical Saudi oil infrastructure; the force was launched with 5,000
members in 2007 and will be critical in dealing with terrorist threats against the
world’s largest facilities.*

Extremists in Saudi Arabia

While terrorism could affect oil security, a much larger threat is the fall of the
Saudi regime to Islamist radicals.” It is impossible to know exactly what such a
radicalized regime would do, but based on the views of such radicals, it is pos-
sible that they would limit or cut U.S. relations, deny the United States worst-
case-scenario access to Saudi strategic facilities, oppose Mideast peace efforts,
eschew antiterrorist measures at the domestic and international level, and de-
crease oil production to increase oil prices and oil revenues and defy Wash-
ington. The combined effect of these actions would be to hurt oil security and
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raise prices, even if the new regime did not resort to oil embargoes and sought
to provide a stable flow of oil to the global economy.

Interaction between the House of Saud and the United States antagonizes
the regime’s detractors, as it did with al-Qaeda prior to the September 11
attacks. Extremists dislike the royal family for many reasons, not the least of
which are claims of corruption and illegitimate rule, but cozy relations with
America certainly are a contributory factor. Yet while the United States is a
lightning rod with extremists, we must also consider that it helps protect the
regime. Would-be coup plotters, outside actors who might aid them, or ex-
tremists who simply want to undermine the House of Saud know that America
is probably committed to the regime. One can surmise that such knowledge
raises the potential costs of subversion and decreases prospects for success in
the minds of some extremists. While the Carter Doctrine committed Wash-
ington to protect the Gulf from external threats, the Reagan Doctrine, which
shaped subsequent U.S. policy, committed it to prevent the internal overthrow
of the Saudi regime.** Moreover, U.S.-Saudi cooperation puts significant tech-
nological, intelligence, and financial tools at the kingdom’s disposal, as do
American oil companies in Saudi Arabia. The United States has played a criti-
cal role in organizing, equipping, training, and coordinating the Saudi Arabian
National Guard, the regime’s internal security force. The two states have not
trumpeted this connection, but Washington is crucial to Saudi internal security.

On the whole, the United States could not prevent an unlikely grassroots
revolution in Saudi Arabia such as the one that toppled Hosni Mubarak in
Egypt, but it could try to help deter and perhaps reverse some types of serious
subversion from within or by external actors like Iran. Washington may also
complicate efforts by regional states to use real or potential military threats to
undermine the Saudi regime, and it may also allow for military intervention in
the event that the Saudi regime tumbles and Saudi oil fields fall to extremists.
It is hard to imagine any other state playing this role, and even for Washington,
it would be quite a risky and perhaps questionable gambit under some condi-
tions, albeit one that the United States has considered openly, as recently as
November 2005.%

The Oil Weapon

Global attention has focused increasingly on the question of oil dependence,
especially in the post—September 11 period and in light of the U.S.-led war in
Iraq. Irrespective of the fate of the Saudi regime, other Arab states or Iran could
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be motivated independently, multilaterally, or through OPEC or the Arab
League to use the oil weapon. Many Saudis, despite close U.S. ties, still believe,
as political scientist Gregory Gause puts it, that their “country’s finest hour was
when it defied the United States with the 1973 Arab oil embargo.”*®

Some evidence suggests that the United States has played an important
direct and indirect role in preventing the use of the oil weapon. Despite the
U.S.-led war in Iraq and despite the tensions in U.S.-Saudi relations created
by September 11, it is fair to say that Saudi dependence on the United States
against worst-case scenarios and its other strategic and economic benefits from
U.S.-Saudi relations place some limits at least on how far Riyadh can satisfy
Iran or on how far Saudi price hawks who seek greater oil production cuts can
rail against Saudi moderates.

Washington not only protects Saudi Arabia; it also provides it with arms,
spare parts, and technical training and support that lie at the heart of its de-
fense. In fact, it has poured tens of billions of dollars into building the regional
and Saudi military infrastructure. Such dependence hardly enables the United
States to dictate terms to Riyadh, but as in the case of Kuwait, it likely increases
U.S. influence. Indeed, a committed Arab oil policy has not manifested itself
since the 1970s. This is in part because the Saudis have usually resisted OPEC
oil production cuts, with some major exceptions.”

While the U.S.-Saudi connection has probably decreased prospects of an
Arab oil embargo, it may also affect oil production decisions. Saudi Arabia
needs oil revenue to maintain political stability, which has sometimes pushed it
to support cuts or fail to support increases, as was the case glaringly in 2007 and
2008, but it also has feared that such cuts could spike oil prices high enough
to cause inflation in the West and a backlash against Arab states.** Historically,
the Saudis have sought to prevent price spikes. For instance, they increased oil
production to address market jitters in the week preceding Iraq’s invasion of
Kuwait,*! and U.S. oil companies provided Saudi Aramco with the technical
assistance and equipment to increase oil output quickly to make up for the
5 mbd lost due to the invasion.

Direct and indirect American pressure may well have been applied to influ-
ence Saudi and, in turn, OPEC policy. In spring 2000, for instance, Energy Sec-
retary Bill Richardson exerted pressure during quota negotiations to convince
OPEC officials that oil production cuts would hurt the United States and other
global economies. Richardson described such “quiet diplomacy” as effective
pressure on OPEC to boost production.** Subsequent events seemed to sup-
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port Richardson’s contention that U.S. diplomacy was related to an immediate
OPEC production increase of 1.8 mbd.** OPEC ministers had some difficulty
arriving at a final agreement, in part because Iran was offended by what it saw
as U.S. “intrusion” into its deliberations, although it subsequently signed on.*
Iran’s Foreign Ministry spokesman, Hamid Reza Asefi, asserted that the “use
of political and military levers and forcing other countries to secure one’s own
economic interests are among hegemonic methods which do not go with any
logic.”*> That would not be an unfamiliar refrain, as OPEC continued to con-
sider its strategy. On July 18, 2000, for instance, Iran’s oil minister, Bijan Zan-
ganeh, stated that the Clinton administration was “trying to force the OPEC
into increasing its production” for its own narrow, national interests,* the type
of comment that Iran would repeat many more times. At the same time, the
Saudis were trying to talk prices down, promising an extra 500,000 mbd if
prices did not fall, a pledge made necessary by the failure of previous OPEC
production increases to lower prices."

Later in September 2000, Saudi Arabia, under some pressure from the
United States, which feared that higher oil prices could trigger a global reces-
sion, also took the lead role in convincing OPEC to raise production.”® That
was against objections from Iran, which disliked Riyadh’s unilateral decision
to increase its production by 500,000 mbd.* In January 2001 when OPEC de-
creased oil production and ignited fears of rising prices, Crown Prince Abdul-
lah assured Richardson that the Saudis were eager to stabilize oil markets and
would increase production when necessary to ensure world economic growth.*

In the week preceding Iraq’s invasion of Kuwait in 1991 and also in 2003
on the eve of the U.S.-led invasion of Iraq, Saudi Arabia persuaded OPEC to
increase production to calm the global oil market. Some evidence also suggests
that the Saudis may have primed oil prices ahead of the 2004 U.S. elections
when Americans were bemoaning high prices.”!

The period 2007-2008, however, underscores the limits of U.S. influence.
From February 2007 through summer 2008, oil prices skyrocketed from $50
to over $140 per barrel. The Saudis did little until summer 2008 to stem this
rise, and even then, their actions were not significant despite public pressure
from President Bush. While this period raises serious questions about Ameri-
can influence with Saudi Arabia and about Saudi ability to meet ever growing
oil demand in the world, three decades of behavior suggests that the Saudis are
likely to be more cooperative in oil production because of their U.S. connec-
tion than other OPEC states. That became evident regarding the Iran nuclear
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crisis, when the Saudis repeatedly asserted that they would supply the markets
with enough oil to make up for any of Iran’s lost export should the United
States attack it.

Saddam Hussein’s demise also made the United States less critical to the
Saudis as a protector of their security. This is because the biggest threat to
Saudi Arabia, in terms of a potential military invasion by ground forces, always
came from Iraq, not Iran. Of course, Iran poses the more serious ideological
threat to the Saudis because it assails the Saudi monarchical form of govern-
ment as illegitimate and because it is Sunni led, whereas Iran’s government is
clerical and Iran is predominantly Shiite. Iran has sought, partly based on this
ideology, to overthrow the Saudi government indirectly by supporting the Shia
against the leadership and trying to delegitimize its rule.

Still, with Saddam gone and with the Iraqi military threat removed for the
foreseeable future, Riyadh needs the United States less than it did before. Given
this shifting geopolitical calculus, the Saudis may well feel less of a need to
support Washington’s economic interests by increasing their oil production in
order to try to lower global prices and a lot more concerned with their domes-
tic problems. In sum, the lower the ground threat is from Irag—and today
there is little or none—the less leverage the United States is likely to have re-
garding Saudi oil policy.

All of this does not mean that the Saudis have stopped counting on the
United States on a wide range of security and economic areas. Furthermore, it
does not mean that Washington is without influence. The United States will re-
main the guarantor of regional security for some time to come. Nonetheless, a
near-term reduction of U.S. influence in relation to the Saudis, who have press-
ing needs of their own that outweigh any concerns over U.S. displeasure, does
appear to have taken place in recent years despite Iran’s nuclear aspirations.

Meanwhile, just as the geopolitics of energy has shifted in the Persian Gulf,
it has done so globally as well. With oil demand booming in Asia and elsewhere
and with the rising economic and military power of China, oil exporters like
the Saudis have options that they lacked in the past when it comes to custom-
ers and allies. Despite the fact that the world oil market is roughly global, the
Chinese are more than willing to pay a high price for oil, as well as to invest in
oil projects in places like Iran and Sudan where the United States is reluctant
to tread.™

We have noted that the Saudis decided not to play the role of swing pro-
ducer in 2014-2015, which contributed to a massive drop in oil prices. How-
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ever, while that hurt American oil producers, the U.S. government itself was
not against the steep drop in prices, which may well have helped the American
and global economy.

China, Russia, and Oil Security

While the rise of U.S. military capabilities in the region has benefited global
oil security by ensuring the free flow of oil from the region and calming the
international markets, what about the changing position of China and Russia?
That has also been salutary on the whole, though to a much lesser extent than
the rise of the American role. The following sections turn to China and Russia.

Economic Dynamics and Security

China’s economic interdependence with the Persian Gulf states has benefited
global oil security. China’s rise in the region may give it some leverage to check
the United States and compete with it economically. But it also gives China a
vested interest in regional stability. China wants oil to flow freely at the cheap-
est cost possible.

The dynamic regarding Russia is quite different. Moscow wants higher oil
prices and does not mind some level of instability in the Persian Gulf. That
would improve its budgetary picture by pushing oil prices higher and giving
Russia’s leaders more power. But Russia has far less capability now than during
the Cold War to foment serious trouble in the Persian Gulf region, even if it
can affect events outside the region in Syria, nor does it have the links to Iraq
that used to give it some leverage. In the main, it can be uncooperative, such as
with regard to Iran’s nuclear program or in supporting Syria’s dictator. Moscow
also has faced some limitations because it would prefer positive relations with
Washington, even as it challenges some of its interests. It can go only so far in
undermining those relations, while in pursuit of regional goals.

In essence, then, China does not want trouble in the region, and Russia
doesn’t really have the ability to generate it in any serious way, which is sharply
different from dynamics in the 1970s and 1980s.

China’s Strategic Dependence and America’s Unique Role

China needs the United States due to the rise of the U.S. military capabilities in
the Persian Gulf. Washington has been and will continue to be critical to pro-
tecting the free flow of oil to the global market because no other power or com-
bination of states appears willing or capable to assume the Gulf policing task.
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Even if China wanted to play a larger role and the United States and regional
actors were willing to cooperate in this scenario, that would be quite difficult.
Although China has continued to debate how to secure oil sea-lanes and its
increasing dependence on regional oil may eventually give rise to security rela-
tions with regional states, Beijing is decades away from having the military, lo-
gistical, and communications technology to protect the 7,000 miles of oil supply
lanes. In fact, a number of Chinese scholars have been proponents of free riding
on American policing role in the Gulf; however, others would prefer China to
become less dependent on the U.S. policing role in the Gulf.>

While the evolution of European states’” relations with the regional states
is outside our scope, America’s NATO allies lack the capability and will to as-
sume the U.S. security role in the region. In fact, with a few exceptions, they
lack the power projection capabilities to contribute meaningfully to the de-
fense of the Persian Gulf against regional threats that could disrupt the en-
ergy flow, albeit Britain and France do maintain modest military capabilities
in the region. To be sure, European states’ capability to protect the Gulf oil
supplies is poised to diminish even further. In 2013, only three of NATO’s Eu-
rope countries spent the NATO goal of 2 percent or more of GDP on defense.”
Current and planned defense cuts in the United Kingdom, France, Germany,
Italy, and Spain will in particular affect NATO Europe’s ability to deploy and
sustain power over long distances. This was demonstrated by Ivo Daalder,
then-U.S. ambassador to NATO, and James Stavridis, former NATO’s Supreme
Allied Commander Europe, who warned in 2012, “If defense spending contin-
ues to decline, NATO may not be able to replicate its success in Libya [let alone
in the Gulf] in another decade.” Similarly, NATO’s secretary general, Anders
Fogh Rasmussen, cautioned in 2011 that “if European defense spending cuts
continue, Europe’s ability to be a stabilizing force even in its neighborhood will
rapidly disappear.”>

Finally, while GCC countries have demonstrated an increased willingness
to operate on the international scene and shoulder a greater share in protect-
ing their own security and oil sea-lanes, they continue to be heavily depen-
dent on U.S. leadership and military capabilities in the region. Also, while the
GCC countries have made substantial progress in modernizing and building
their capabilities since the 1990s through massive purchases of U.S. defense
articles and U.S.-provided training, they are still developing faculties to main-
tain equipment, logistically support forces, and provide command, control,
and intelligence fusion. Despite expanded diplomatic, security, and economic
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relations between the United States and GCC members in the post—Cold War
era and the past decade in particular, the Gulf states’ interests are not always
aligned with those of the United States when it comes to regional security is-
sues. Finally, if the GCC states pooled their burgeoning capabilities together,
especially in the realm of regional missile defense, they would represent a men-
acing force to mitigate the regional threats and thereby diminish the need for
U.S. dominant security role in the region. However, despite numerous attempts
to upgrade the GCC alliance into an effective security and collective defense
union over years and particularly since the U.S. withdrawal from Iraq and the
Arab Spring uprisings in 2011, diverging interests, lack of trust among sev-
eral GCC members, and the preference of some GCC states to continue to tie
their security to the United States makes an effective security union that could
diminish the need for the U.S. military presence in the region unlikely in the
foreseeable future.

China, Russia, and Global Investment

China and Russia have become more economically interdependent with the
Persian Gulf states, and that has benefited global oil security by bringing more
oil and gas on the global market through mutual investments. Arab states have
been investing more in Russian oil and gas exploration and production, and
vice versa. Such investment is important for a reason not often discussed or
understood. The authoritative IEA radically changed its forecast on oil produc-
tion in 2008. Until then, it largely dismissed notions that oil supplies might
peak or reach a point where global oil production no longer increases and
then decreases thereafter. By contrast, in November 2008, the agency provided
a somewhat alarming forecast that oil will likely peak around 2020. The IEA
changed its forecast because the previous 2007 report was based on best-of-
knowledge assumptions about what global oil fields could produce. The 2008
report, by contrast, was based on actual studies of the production rates of the
world’s largest oil fields. One major factor driving the possible peak oil prob-
lem is underinvestment by major oil companies and countries in oil discovery
and production. In other words, the long-term primary risk to energy supply is
not likely to be geological availability or terrorism but simply a lack of invest-
ment. Estimates are that an average of $615 billion per year in upstream oil and
gas investment will be necessary between 2012 and 2035.% A great amount will
go solely to the maintenance of the current level of production just to offset
decline rates. For instance, Russian Lukoil has estimated that $1 trillion would
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be needed over the next twenty years just to maintain Russian production at
the 10 mbd level.” Yet attracting investment in Russia’s renationalized energy
industry has been a challenge, which makes the Persian Gulf’s energy fields
enticing because they are easier and cheaper to tap.

Underinvestment is caused by a variety of factors, but greater Russian-Arab
Gulf state interaction may help ameliorate this problem if it continues to de-
velop over the longer run and if Russia maintains positive relations with the
West. In this sense, if such cooperation continues, it may increase investment
in energy that helps buy some more time in the case peak oil does become a
serious, future problem in world politics.

Investment by post-Saddam Hussein Iraq, the West, Russia, and particu-
larly China has been critical to Iraq’s ability to develop its oil potential. Due to
its vast oil reserves, second to Saudi Arabia, Iraq plays a vital role in the interna-
tional oil market and will have a major impact on oil supply and pricing trends
in the coming decades. It may account for substantial oil supply growth over
the next two decades if it stabilizes. As a consequence of Iraq’s isolation over the
past two decades, Iraqi’s oil sector eroded dramatically. Starved for investments
after more than a decade of sanctions followed by a decade-long war, Iraq
opened its upstream to foreign companies in 2009 to recover its production
and increase revenue. While before the invasion, Iraq’s oil industry was largely
walled off from world markets by international sanctions against Saddam Hus-
sein’s government, in 2012, Iraq overtook Iran as the second-largest OPEC oil
producer. Since 2012, Iraq has been producing oil at the highest rate since Sad-
dam Hussein seized power in 1979.%° By October 2013, less than two years after
President Barack Obama officially declared the end of the war in Irag, Chinese
NOCs had been operating three fields in southern Iraq and producing more
than 50 percent of Iraqi oil output: 1.4 mbd. In fact, Chinese state-owned com-
panies invested more than $2 billion a year into recovery of Irag’s oil sector.!

China’s expanded role in the Iraqi oil industry has been largely facilitated by
its willingness to accept poor oil terms offered by the Iraqi Oil Ministry, which
offers foreign operators as little as a couple of dollars per barrel produced, mak-
ing it difficult for foreign companies to make a profit. Since Chinese national
oil companies are not accountable to shareholders as in the case of Western
IOCs, the Chinese NOCs accept the strict terms of Irag’s oil contracts even at
the cost of generating minimal profit. For instance, although in 2008 CNPC
was able to recover its contract to develop the al-Ahdab field signed under Sad-
dam Hussein in 1997, the company had to change the terms of contract from
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the initial production-sharing agreement into a less profitable and riskier tech-
nical service contract.®

The remaining contract that China has secured since Iraq opened its sector
to investment has been subject to technical service contracts. Securing access to
energy supplies for its expanding economy relegates profit seeking to a second-
ary role. Illustratively, CNPC, along with BP, agreed to develop the Rumaila
field under tough bidding terms, for a remuneration fee of only $2 per barrel.
Similarly, CNPC-Total-Petronas consortium accepted a remuneration fee of
only $1.40 per barrel, and CNOOC-TPAO agreed to develop the Maysan fields
for a fee of $2.30 per barrel.”® Abdul Mahdi al-Meedi, an Iraqi oil ministry offi-
cial, praised the role of Chinese companies in the Iraqi oil sector, noting that we
“don’t have any problems with them [Chinese companies]. They are very co-
operative. There’s a big difference, the Chinese companies are state companies,
while Exxon or BP or Shell are different.”®* While the Chinese state-backed oil
companies are able to develop fields at lower costs, other companies, including
ExxonMobil, have moved to secure separate deals with Iraq’s semiautonomous
Kurdish region or withdraw altogether. As noted by Lin Bogiang, director of
the China Center for Energy Economics Research at Xiamen University, “It’s
not that China likes going to Iraq, [but] not that many places are left.”*> Given
China’s increasing role in the Iraqi oil sector, nearly a third of the future oil pro-
duction in Iraq is projected to come from fields that are either directly owned
or co-led by Chinese companies.

Conclusion

On the surface, it appears that oil security is periodically in great jeopardy.
Media headlines reinforce such concerns and illuminate all of the chaos and
instability in the Middle East. In contrast, as we have argued, America’s rising
capabilities have been positive for oil security partly by helping to protect the
free flow of oil at reasonable prices. China and Russia have certainly tried to
rival the United States in the Persian Gulf, but that rivalry has been minor in
the security arena, even if Moscow has sought greater influence in the broader
Middle East. China’s growing need for oil also has tempered its propensity to
challenge Washington by increasing its stake in regional stability, and Russia’s
regional ambitions and capabilities have remained tame compared to the Cold
War period. These long-term changes in the international relations of the Per-
sian Gulf tell a much more revealing story of its dynamics and those of oil
security than short-term analyses.



11 The Travails of Hegemony:

A Classic Problem

T IS A SIGN of profound change in world history that we no longer

I speak of the many great powers that traversed the terrain of the Mid-

dle East. It has been said that upon realizing the imminence of death after the

eruption of Mount Vesuvius, a resident of Pompeii had the presence of mind

to write on a wall that “nothing can endure forever.”! Change is an immutable

factor of the human condition and the central subject of this book, which has

canvassed the trajectory of the key outside states in the Gulf region over de-

cades. Within this panoramic context, America’s rising capabilities in the Gulf

have helped to protect oil security, but American hegemony also faces many
challenges and costs.

Scholars are divided on whether America is a hegemon, but many have de-
bated the desirability, feasibility, and effects of U.S. hegemony. In contrast to
hegemonic stability theory, which assumes that regional or global stability is
served best when one state has preponderant capabilities over the others, most
scholars view hegemony as a major problem. Theorists of neorealism and many
other balance-of-power theorists view (or would view based on their theoreti-
cal positions) American hegemony as creating the potential for serious and de-
stabilizing counterbalances.? For their part, some scholars see soft balancing in
motion against American hegemony, which falls short of traditional balancing
but is still aimed at checking U.S. capability.” Meanwhile, the liberal camp over-
whelmingly sees myriad problems with hegemony and American hegemony.
Liberal institutionalists see institutions, and not hegemony, as the best path to



166 The United States, Changing Dynamics, and Oil Security

international stability, and constructivists find hegemony to be counterproduc-
tive,* or see balance of power in world politics in dramatically different ways,
such as in terms of the balance of ideas rather than the balance of capabilities.’
The minority argue that hegemony is the most stable distribution of capability®
and downplay the general problems of maintaining hegemony and the poten-
tial that it will trigger balancing against the United States,” with the possible
exception of Chinese and Russian counterbalancing.?

Our views fall in between these schools of thought: we see American hege-
mony in the Persian Gulf as positive for oil security and as yielding America
some global political influence as well, but as hardly unproblematic. In this
chapter, we begin by examining the high strategic costs of hegemony in the
turbulent Persian Gulf and proceed to explore the other costs of involvement in
the region. Such analysis is more than academic. The externalities of using oil
have not been properly priced into what we pay at the pump, and that hampers
our ability to produce a sensible national energy plan and decrease oil con-
sumption. Many scholars and analysts who focus on energy have made this ar-
gument,’ but it remains underappreciated and not factored into how we think
about the costs of oil use.

Strategic Costs and Free Riders
The United States has spent heavily on protecting oil security, but in particular
has borne disproportionate costs in protecting the Persian Gulf. Energy econo-
mist Roger Stern, for instance, applies the geographic distribution of aircraft
carriers as an indicator and finds that the cost of keeping Middle Eastern crude
flowing has been more than $225 billion a year over the past three decades.'
Previous work finds a much lower but still significant price tag. The average
estimation of various independent studies for the post-1990 period, not in-
cluding the Iraq War of 2003 and occupation, is around $40 billion to $50 bil-
lion per year." That comparison underscores the heavy burden that the United
States has assumed for regional defense, a burden that was passed to it in the
early 1970s when Great Britain withdrew from the Persian Gulf and increased
as a result of the Iran-Iraq War (1980-1988), Iraq’s invasion of Kuwait (August
1990), the September 11 attacks (2001), the rise of Iranian nuclear aspirations,
and the ill-planned invasion of Iraq and subsequent war (2003-).

The comparatively massive American expenditures on the Persian Gulf, not
to mention the more important factor of disproportionate American casualties
in regional conflicts, might be less notable if U.S. dependence on imported oil
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were higher than that of most other states. However, it is far lower and has been
decreasing due to the oil boom in the United States.

Some influential decision makers already believe that the United States
should not bear the significant costs of protecting global oil. This sentiment
even existed at the first U.S. National Security Council meeting on August 2,
1990, following Iraq’s invasion of Kuwait'? and throughout the 1990-1991
crisis. Arab Gulf states were fully aware that for a variety of reasons, the U.S.
public and Congress were reluctant to move toward war against Iraq. President
George H. W. Bush feared in September 1990 that key members of Congress
might even support a “compromise” on Kuwait,"> which could fall short of his
demand that Iraq withdraw unconditionally and that Kuwait’s royal family be
restored to power.

September 11 elevated the question of the proper U.S. role in the Gulf to a
national debate. Many observers started to wonder why the United States was
protecting oil-rich, nondemocratic Saudi Arabia whose citizens committed this
atrocity and sacrificing lives and treasure in the region. Of course, the Iraq War
and occupation raised concerns over the high costs of interventionism to a
new level. Such concerns are not without reason, even if part of the American
burden is a function of deliberate U.S. foreign policy choices.

The onerous nature of American strategic costs raises the question of free-
riding on hegemony, which is partly endogenous to hegemony. Hegemonic
stability theory assumes that the hegemon provides for stability largely by pro-
visioning impure public goods. For our purposes, the public good in ques-
tion is the protection of the free flow of oil at reasonable prices to the global
economy. However, some versions of hegemonic stability theory also under-
score that free-riding can become too burdensome and push the hegemon to
retrench. One can posit that the greater the level of free-riding, the more likely
is that outcome. At a higher level, free-riding may decrease the hegemon’s ca-
pability over the longer run by stressing its assets, but it will more likely affect
willingness to play a hegemonic role. This is chiefly because the absence of sup-
port from others will make it more costly to protect oil security than would
otherwise be the case.

America’s fiscal health has made the question of free-riding even more sa-
lient. It is possible that if the United States fails to deal with its national debt
problem and if free-riding is not addressed through greater multilateralism,
Washington and the American public may increasingly question the American
role in the Persian Gulf. Under some presidential administrations, that may
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begin to alter the U.S. role in the Persian Gulf. Certainly the story of hegemons,
imperial states, and other great powers in history counsels not to ignore such

outcomes.

Hegemony and Terror

Hegemony and terrorism are linked, even though terrorism is a response to
numerous factors, many of which are more important than hegemony.'* Hege-
mony is not a foreign policy, but it allows for greater intervention than would
otherwise be the case.

There is no justification for terrorism, but it is important to understand
its many causes. U.S. hegemony has contributed to a negative narrative about
America and oil. Through its distorted lens, al-Qaeda saw America’s role
in evicting Iraqi forces from Kuwait in 1991 as an affront to Muslims, even
though the United States was protecting Saudis and liberating Kuwaiti Mus-
lims. Osama bin Laden and his cohorts identified the presence of non-Muslim
infidels in Arabia as the main grievance against the United States and the Saudi
leadership prior to the 9/11 attacks.’> Through bin Laden’s grossly distorted
view of Islam and America,'® the September 11 attacks were part of a twisted
plan aimed in part at evicting the United States from the Gulf."” Since at least
1992, bin Laden had singled out the United States for attack, suggesting a direct
connection to the 1991 Gulf War.'® In his August 1996 Declaration of Jihad
against the Americans Occupying the Land of the Two Holy Places, he asserted,
in fact, that to “push the enemy—the greatest kufr [infidel]—out of the coun-
try is a prime duty.”"® After describing a variety of perceived aggressions against
the Muslim world by the Zionist-Crusader alliance, the declaration referred
to the occupation of the two holy places, Mecca and Medina, as the most seri-
ous transgression of all.” He asserted in an interview in 1998 that the Muslim
world and Islam were under siege, noting that others “rob us of our wealth and
of our resources and of our oil. Our religion is under attack.”*' In particular,
he repeatedly claimed that Americans stole Arab oil,** failing to understand the
distinction between protecting and appropriating oil. Trying to put a figure on
this perceived thievery, bin Laden asserted that America had stolen oil revenues
over the past twenty-five years that were worth $4.05 billion, entitling each of
the world’s 1.2 billion Muslims in the world to claim $30 million each in com-
pensation from America.”

Al-Qaeda has certainly been diminished by various developments in recent
years, including the death of bin Laden.* However, fighting al-Qaeda in Af-
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ghanistan, Iraqg, and elsewhere has been very costly. Some analysts even put
the cost of the Iraq and Afghanistan wars at $3 trillion.” Al-Qaeda, which has
sought to bankrupt the United States because it realizes that it cannot defeat it
militarily,” has also diverted American attention from other critical issues and
put it at odds with other countries in the world.

Broader Views of the United States
Insofar as hegemony is perceived in the region as too muscular and as reflect-
ing American dominion over Muslims, such views also complicate America’s
relations with Middle Eastern countries, negatively affect its reputation among
Muslims, bolster Islamic radicals, and hurt its global image.”” These effects in
turn hurt its soft power, a concept that we elaborate on in the final chapter.
An accurate view of the United States is central to a range of factors that
are important to U.S. interests worldwide and to American and global energy
security. They include cooperation in the production of energy, the protec-
tion of energy supplies, the avoidance of conflict in or near the region, and the
decrease of radical terrorism that emanates from the Middle East. Misconcep-
tions of oil-stealing America or correct perceptions of an America seeking to be
dominant make such cooperation harder to achieve, with attendant and seri-
ous costs. Such blowback costs must be added to the ledger when evaluating
the cost of hegemony and of a barrel of oil.

Balancing and Checking the United States

Predominant actors often face some pushback in world politics. Balance-of-
power theory predicts that the strongest actor will be counterbalanced.” This
will occur through hard balancing—in other words, efforts to balance by mak-
ing alliances against it or developing military capabilities to challenge it. The
predominant actor can also be checked by soft balancing. Short of hard balanc-
ing, actors can soft-balance against the hegemon through international institu-
tions and by doing such things as failing to cooperate with it.

The United States has faced all of these countermeasures across the past
several decades, and they represent a significant challenge and cost of hege-
mony. If America had less capability and power in the region, it would prob-
ably face fewer countermeasures by others. At the same time, we argue that
hard balancing has declined over time, and that while soft balancing and other
measures to check Washington have increased,” they are limited by a number
of factors.
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The Regional Factor: Caught between Iraq and Iran

Whatever the nature of American relations with Iran, Iran sees the Persian Gulf
as its backyard. It wants U.S. capability trimmed in the region and would like to
supplant American hegemony with its own dominion. That is one reason that
it reacts against American hegemony in numerous ways. Iran has developed
greater influence with Shiites in the broader Middle East. It also has far greater
influence in Iraq than it did when Saddam Hussein was in power. Those are
major gains in its effort to establish influence in the Middle East writ large®
and to check Washington and its allies.

The Iranian Revolution clearly made Iran a far greater threat to the region
because Iran’s ambitions would now be wedded to revolutionary fervor. In
1979, Iran’s Ayatollah Ruhollah Khomeini sought to export Iran’s revolution
across the oil-rich Gulf. His agenda was anti-American at the global level and
antimonarchy at the regional level. Khomeini sought to overthrow politically
the oil-rich Arab monarchs whom he considered to be illegitimate and corrupt
lackeys of the United States. The notion of theocracies replacing monarchies
was not a fantasy. Iran nearly beat Iraq in the Iran-Iraq War that raged from
1980 to 1988. Had Iran won, such a picture of regional theocracy may have had
some chance of emerging.

Opverall, then, one can argue that Iran’s threat was significant even before
the rise of American capability in the region. This suggests that while Ameri-
can capability may well threaten Iran, Tehran’s ambitions in the region have
to do with much more than just reacting to Washington. Unfettered by the
American-led role, Iran’s appetite could also be whetted, as many Gulf Arab
leaders fear.

While Iran will likely continue to check Washington, Iraq is another story.
Despite its domestic chaos, Iraq seeks to stabilize rather than threaten oil sup-
plies in the region. Saddam Hussein’s Iraq was a veritable powerhouse in 1979,
bent on regional domination at America’s cost. The oil-rich Arab monarchs
were scrambling to mollify Iraq, even while they feared it to be the only real
land threat to their states. Post-Saddam Iraq could try to threaten the region
again in the future. However, it is far less aggressive now than it was under Sad-
dam Hussein, and it sometimes cooperates with Washington.

Checking America: The China and Russia Factor
So far we have argued that the rise of China in the Gulf and changes in Russia’s
position have benefited oil security. At the same time, however, hegemony has
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contributed to counterchallenges by Russia and China, which have been con-
cerned about American hegemony in the region and much prefer a multipolar
world. The United States faced far more balancing pressures from the Soviet
Union during the Cold War than it faces from Russia or China now, but these
pressures are part of the complex mix of action among these states.

In 1979, the superpowers were locked in dangerous global rivalry. Moscow
had some potential to balance during the Cold War chiefly through its alliance
with Iraq struck in 1972. That alliance unraveled with the end of the Cold War,
as underscored when Russia grudgingly cooperated with United States against
Iraq in the 1990-1991 Gulf crisis. For its part, China lacks the military capability
and alliances to hard-balance against the United States in the region. Beijing’s
dependence on Washington complicates its ability to try to balance America.

While China is unlikely to be able to be a strategic threat in the region for
the foreseeable future, it cannot be dismissed either. This is because it has es-
tablished political and economic relations in the region and because Washing-
ton as a hegemon faces challenges that could weaken it or decrease its will to
play a big role in the region. Moreover, while neither Russia nor China can
seriously hard-balance against America, even if the China is trying to develop
some military influence related to the Gulf and an arms sale relationship in the
region, it does soft-balance and take other measures against Washington, which
have to do, for instance, with not cooperating on its initiatives.

While Beijing faces limits on how it can balance, there is reason to believe
that at least one strain of its foreign policy is aggressive. Since September 2005
when Chinese president Hu Jintao introduced the idea of a “harmonious
world” as a concept that China would pursue, Beijing has invoked this notion
many times.*! But while this concept suggests that China is peace-loving and
seeks a “win-win world,” the PRC’s actions have also clashed with this concept.
This may explain why China’s global venture to enhance its soft power as a
peaceful approach to national strength has run aground and why questions
repeatedly arise about its supposed beneficence.

Balancing as well as actions that fall short of balancing but aim to check
America generate costs for America. First, the rise of China’s political and eco-
nomic capabilities has allowed for some rivalry with Washington. While Rus-
sia’s security profile in the region was diminishing, the PRC’s economic profile
was rising substantially. The global level changed with the end of the Cold War,
and China’s global rise was being reflected in the Middle East as well. Insofar
as the economic pie is limited, the PRC’s economic gains, such as in gaining
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lucrative oil contracts in Iraq, bolstered its position at the expense of American
energy companies.

China’s global strategy aims to achieve a stronger position in global trade
and that certainly is a challenge to American dominance. In July 2014, China
launched the New Development Bank, which also included Brazil, Russia,
India, and South Africa. It has aimed to lend at least $50 billion in development
funding to emerging markets. That was followed in June 2015 when China
spearheaded the Asia Infrastructure Investment Bank by forming a group of
more than fifty nations to invest at least $100 billion to build new infrastruc-
ture projects across Asia.

The Persian Gulf may well be part of such grand planning for trade domi-
nation, even if China is driven chiefly by energy in the region. China’s growing
set of interlinked trading relationships in the Persian Gulf may become part
of its own pivot to the Gulf region. This aligns well with Beijing’s attempts to
revive the Silk Road by creating a new strategy for transporting energy between
Asia and the Middle East that depends on political and economic tools of for-
eign policy, with some concern for strategic influence.*

Second, some of this rivalry and soft balancing plays itself out in the United
Nations. The case of the American invasion of Iraq is an example. China and
Russia opposed it and, along with France, which sometimes also aims to check
Washington, not only prevented Washington from receiving the U.N’s impri-
matur but lobbied against America’s efforts to obtain even a simple majority
vote on the Security Council. Such efforts at the United Nations also under-
mined America’s case to the world community.

Third, China and Russia can check Washington through their foreign policy
toward regional states. Iran is a prime example. For example, as we have already
shown, the PRC enjoyed rising trade with Iran while that of America stayed
flat due to international sanctions. That strongly suggests that China preferred
to score economic gains than to cooperate fully with the international com-
munity on Iran, until noncooperation became too obvious and costly to its
relations with Washington. Although it is hard to parse out to what extent this
action was driven by mercenary goals as opposed to checking Washington, Bei-
jing clearly was not so concerned about American interests and pressures to
quickly curtail its interaction with Iran, as did most other industrialized states
around the world. The effect of its action was to undermine U.S.-led efforts, re-
gardless of the exact motivation, until it had no choice but to somewhat change
course around 2010.
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Fourth, regional and global checks on America are related. If Beijing and
Moscow do more to check Washington at one level, that could reinforce the
other level. For example, Russia and China are increasingly linked in terms
of energy at the global level.”® Exhibit A is the Eastern Siberia Pacific Ocean
(ESPO) pipeline.* It reflects Russia’s interest in diversifying its energy market
in the face of U.S.-led economic sanctions and China’s need for massive energy
from multiple sources. ESPO stands out as the first large-scale accomplish-
ment in Russia’s intentions to create an energy export market in Asia. Prior to
the completion of ESPO, China’s oil imports from Russia came by rail; ESPO
grants Russia easier and cheaper access to the Asian oil market. The Oxford In-
stitute for Energy Studies cautions that by 2030, one-third of China’s gas could
come from Russia,* nearly matching what the EU imports from Russia and
creating mutual dependence between China and Russia. While these countries
have faced serious disagreements historically and checkered relations, energy
could potentially bring them closer in the Gulf and globally, and through syn-
ergies between the regional and global level. A bolder energy relationship with
Russia might even slow the increase in China’s need for Middle East oil, even if
that continues to grow significantly.

The Limits on Checking the United States in General

American hegemony has faced balancing and other pressures from Russia,
China, and Iran. However, for a variety of reasons, those pressures have been
circumscribed and in some ways have diminished over time. These reasons
need to be understood to put the American experience in context.

First, at the regional level, Iran is the only state that could balance against
the United States. It is not a major global power, and it lacks allies in the region,
with the partial exception of Syria, whose regime may fall to internal insurrec-
tion. Quite the contrary, Sunni states in the Arab world are balancing against
Iran such as with respect to the Saudi bombing of Shiite rebels in Yemen in
2015 that Iran supports. In fact, leaked documents show that Saudi Arabia is
focused on combating the influence of Shiite Iran, as well as Iran’s proxies in
the Middle East.*

Second, regarding the global level, international relations scholar G. John
Ikenberry and his colleagues have argued that the United States has not faced
balancing in the post—-Cold War period.”” Some argue that the American lead
over other states may be so large that they may not be able or willing to take
the risks of trying to challenge the hegemon. That may be true of China and
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Russia in the Persian Gulf, where they are far behind American capabilities, and
are also distant geographically. As some scholars note, states are more likely to
focus on others that are in close proximity.*® The American role in the Gulf is
not proximate to the other great powers in world politics.

Third, oil security is a special case in the sense that so many actors depend on
it. China must consider that counterbalancing can hurt its own national security,
partly because it free-rides on America’s security role in the Persian Gulf.” As
our data have shown, the PRC has scored major economic gains in a region that
America protects at high cost. That is not to say that other countries are not free
riding. Western Europe and Japan are also benefiting, as are all other countries
that import oil, but they are not trying to rival America for global hegemony.

Statements by Chinese officials strongly suggest that Beijing values the U.S.
role in the Persian Gulf so long as the United States does not flex its military
muscles too much.”’ In fact, Beijing has at times appeared concerned about
America’s decreasing its role in the region, a concern that has been widely ban-
died about in the press and in capitals of the world.*! The more specific idea
within this type of thinking is that America’s oil boom will allow it to diminish
seriously its role in the Persian Gulf. As one energy analyst points out, many in
China think that “U.S. self-sufficiency in energy, should it come to pass, would
weaken U.S. interest in the Persian Gulf, leading to a military withdrawal from
the region. This could in turn compromise China’s energy security.”*

Some Chinese thinkers have argued that Beijing’s aim of ensuring oil sup-
ply lanes can be achieved best by free riding on American protection, but
others want a more active approach.* China’s problem is that it lacks capabili-
ties to protect its oil supply. America has played that role in the Persian Gulf
through either proxy powers like Iran and Saudi Arabia in the 1970s or its own
military power, combined with local support from the Arab Gulf states, begin-
ning in the 1980s. China dislikes such dependence on the United States, but it
is decades away from having the military, logistical, and communications tech-
nology to cover the 7,000 miles of sea-lanes that lie between Shanghai and the
Strait of Hormuz—if it can ever develop such capabilities. For the foreseeable
future, China cannot escape reliance on the American security blanket in the
Persian Gulf, and all military operations of magnitude in the region depend on
U.S. rapid deployment capabilities.

China’s strategy has been to score as many political and economic gains as
it can in the Gulf, especially with Iran, without crossing any serious American
red lines. For example, China slowed its energy investment in Iran from late
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2010 up to late 2013 when American pressure on Beijing mounted to abide by
economic sanctions against Iran. Such red lines are sketched not only by the
president but also by Congress, which has been more inclined than the execu-
tive to punish Beijing, on such issues as Iran.

There is another dimension of China’s energy interest: its energy compa-
nies want greater access to the U.S. energy sector, including resources in the
United States and partnerships with U.S. companies overseas. China does not
want its Iran account to provoke unilateral U.S. sanctions to punish Chinese
firms with operations in the United States. Congress supports such action, but
the Obama administration preferred to pressure China directly, which appears
to have worked since 2010. Future U.S. administrations may be more punitive,
but that remains to be seen.

Fourth, while Russia and China engage in various types of balancing and
rivalry with America, their global relations are more interdependent than in
the past, regardless of conflicts over issues like Ukraine or the South China Sea.
They sometimes seek to curb U.S. influence in the Gulf region, partly to meet
their regional goals and partly to check it at the global level. But that is also
tempered by vested interests in stability for commercial purposes. That is espe-
cially true in China’s case, not only in the Persian Gulf but globally, and also for
Russia. Such hedging consists of pursuing strategies of engagement and inter-
dependence, while also engaging in balancing behavior. Some scholars might
refer to this dual strategy as strategic hedging.*

The case of Iran exemplifies how China and Russia seek to check Washing-
ton, but can only go so far in doing so. This results in a mix of challenges, amid
some cooperation.

Heretofore, Russia took the middle road in its approach to Iran and pur-
sued a purposefully ambiguous policy,” an approach that Washington has
found weak. Russia has cooperated with Washington and its allies, changing
course in 2009 on some arms sales*® and on Iran’s nuclear program. But it still
dragged its feet on tougher sanctions against Iran in early 2012, calling them
provocative,” and it took Iran’s view on negotiations concerning Iran’s nuclear
program.*® Still, it roughly joined Washington to pressure Iran into a negoti-
ated settlement. Obama even asserted that Putin was instrumental in securing
the accord on Iran’s nuclear program, noting that “we would have not achieved
this agreement had it not been for Russia’s willingness to stick with us.”*’

For its part, China’s expanded relations with Iran have made it more diffi-
cult to contain Iran. As Iran’s largest oil customer, China has been central to the
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U.S.-led strategy of reducing Iran’s revenue from oil sales. Like Russia, China
initially stressed that it would abide only by sanctions required by U.N. Security
Council resolutions® while hoping to solve the issue through negotiations.”!
Over time, Beijing became more reluctant to challenge the United States as
sanctions continued to tighten. In fact, China encouraged Iran to accept an
offer from the five permanent members of the U.N. Security Council plus Ger-
many on its nuclear programs. Following the negotiations in mid-2012, China
agreed, albeit reluctantly, to cut Iranian oil imports by about 21 percent from
an average of about 550,000 bpd in 2011 to about 435,000 bpd in 2012.%* That
earned China an exemption from U.S. financial sanctions,* as similar action
had for myriad other states.

Opverall, Russia and China have had serious economic interests in Iran and
view their connection to Iran as a potential check on American power. But for
China, America is far more important economically and in other ways than
Iran is.* Moreover, our data have shown that the PRC’s commercial interests
with GCC states, as well as with Iraq, have risen, and that is also true of Russia,
albeit to a far lesser extent, and the GCC states want to check Iran. Nor would
Moscow and Beijing want to see a nuclear Iran under most circumstances.

In sum, Russia and China offered just enough support against Iran to please
the other regional actors without disrupting their link to Teheran, but that bal-
ancing act may be harder to achieve if global tensions with Iran rise. That is
especially true given that Moscow and Beijing have serious misgivings about
Iran’s nuclear aspirations,® as well as other differences with it.>

Transforming Hegemony into Influence: No Easy Matter

As many scholars have noted and historical cases reveal, neither primacy nor
hegemony in various issue areas in world politics necessarily means influence.”
The challenge of turning capability into influence is age-old and has occupied
the attention of thinkers and writers for just as long.*® A giant literature now
explores the question of America’s superpower status and the challenges it faces
in maintaining its position.”

The experience of foreign powers in the Middle East offers textbook cases
of the inability to turn superior capability into outcomes. For instance, Iraq’s
instability in the post-2003 invasion period resulted not because the United
States lacked predominant capability but for other reasons.

Hegemony cannot easily translate into influence for a plethora of reasons
including opposition that arises at all levels—tribal, group, national, and inter-
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national. But a more recent development has added a further complication
to the mix. The Arab Spring has generated instability within states that hege-
monic capability cannot easily influence because such predominant capability
is not easily usable inside states.

The Rise of Domestic Instability
Hegemony cannot address all threats equally. The rise of American capability
has been positive for stability at the interstate level. But it has not done much
to stem domestic instability in the region and has probably stoked it. While
the threats to regional security at the interstate level have decreased, they have
increased at the domestic level.

Iraq represents a clear example of this dynamic. Saddam Hussein is gone,
and Iraq does not pose an interstate threat to the smaller Arab countries, but the
Islamic State represents an internal threat rather than a cross-border military
threat of any significance to them. The United States could possibly destroy the
Islamic State if it committed massive ground forces, but that is very hard to do
and would not ensure success either, given that the Islamic State might trans-
form into an insurgency group. Such groups use the terrain to their advantage,
hide among civilians, and can resort to urban warfare if need be. Their asym-
metric threat requires a response from the United States that extends beyond its
major military assets and approaches in general. Of course, it helps when the
United States can bring its intelligence assets and aircraft into campaigns against
the Islamic State, but it could probably do so without being a hegemon.

In February 2014, two of the nation’s chief intelligence officials confirmed
to Congress that al-Qaeda was no longer “on the run,” as leaders, including
Presidents George W. Bush and Barack Obama, had been saying for years. Di-
rector of National Intelligence James Clapper and Lieutenant General Michael
Flynn, director of the Defense Intelligence Agency, instead underscored what
President Obama in more recent times acknowledged: al-Qaeda’s core leader-
ship was attenuated, but the threat has evolved as al-Qaeda affiliates and other
extremists have taken root in different parts of the world from Afghanistan
to Pakistan, from Syria to Yemen and into Africa. The status of these affiliates
in relation to the original core organization is not fully clear, but they often
appear to act like franchises of al-Qaeda, with varying levels of allegiance to,
direction from, and inspiration by the core al-Qaeda group.

Of course, America’s capabilities did not ultimately stabilize Iraq, nor could
they prevent it from being torn apart. Iraq could conceivably splinter over time
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in either a de facto or de jure sense. From the sixteenth century to approxi-
mately 1920, present-day Iraq was under Ottoman rule. It consisted of three
disparate provinces: Mosul in the north, Baghdad in the heartland, and Basra
in the south. By 1920, control over Iraq had devolved to the British. When Iraq
achieved independence in October 1932, Mosul, Baghdad, and Basra united
into one state.® Saddam kept Iraq unified with brute force and sheer terror, but
the United States cannot play a unifying role in perpetuity.

Even if Iraq does not split, the country could face a continuing sectarian
war and sporadic attacks on Iraq’s government and civil structures, oil pipe-
lines, and oil production facilities. Iraq could break down into areas of war-
lord or tribal conflicts that crisscross the religious divide between Shias and
Sunnis, with outside powers seeking to consolidate their power in Iraq. Iran,
for instance, would like to gain even more influence over Irag’s southern Shias,
though it is vital to note that the Shias of Iraq and Iran are quite different, mak-
ing such a goal difficult to achieve.®

The GCC states are not impervious to serious instabilities against which
Washington might play some role, but with great difficulty. Indeed, when the
Arab Spring started to catch fire at the regional level, concerns existed around
the world that Saudi Arabia might also face serious instability. Unlike in Tuni-
sia, Egypt, or even Libya, trouble in the kingdom created the specter of much
higher oil prices, which could send the American economy into a double-dip
recession and tip the rest of the world that way as well.

Eyes were focused on even minor events in Saudi Arabia, such as a proposed
rally in the eastern al-Hasa oil province that never materialized after gripping
the attention of oil markets and global purveyors. And Riyadh was not with-
out its problems. On October 4, a brief, ominous release came from the state-
controlled Saudi Press Agency in Riyadh acknowledging violent clashes in the
eastern city of Qatif between restive Shiites and Saudi security forces and inti-
mated that Iran was to blame for the riots.

While Saudi Arabia has been more stable than many have expected over
the past five decades, it faces challenges from chronic unemployment (and un-
deremployment), political unrest, extremist groups like al-Qaeda (not to men-
tion Wahhabi radicals and other antiregime elements within the kingdom),
and the reverberations from the Arab Spring.> The House of Saud has had to
expand its expenditures—military, security, and domestic handouts—in order
to maintain its welfare state and help ensure stability. The late King Abdul-
lah spent $130 billion on social benefits, housing, and jobs in efforts to quell
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dissent, especially from the Shia minority.®* As political scientist Michael Ross
has pointed out, oil-rich regimes were more effective at deterring attempts to
unseat them during the Arab Spring, and that had to do with 0il.* Saudi Arabia
played an unprecedented role as an interventionist state throughout the Arab
Spring, working hard to manage events across the region.®

The rise of the Islamic State has concerned Saudi officials, partly because it
garners support among a minor but potentially dangerous segment of Saudis.
In November 2014, an attack attributed to the Islamic State killed eight people
and wounded thirteen others in the Eastern Province Shiite village of Dalwa.
The Saudi government has cracked down on the Islamic State. In April 2015,
“more than 90 Saudi and foreign suspects were arrested in connection with
alleged IS plots that drew new attention to the potential for IS-related terror
attacks in the kingdom.”® There have also been attacks on security forces in
Riyadh, which led to an increase of arrests of those suspected of being party to
plotting terrorist attacks.

In the worst-case scenario, America could not easily use its predominant
capability to save the Saudi regime from serious instability. Washington coop-
erates with Saudi security forces, but it is unclear how effective that coopera-
tion would be in a serious threat scenario.

Hegemony and the Will to Act

Hegemony also cannot easily translate into influence in the region because it
does not equal the will to act. It is important to distinguish between America’s
willingness to continue to protect oil security and its capabilities for doing so.
Willingness is affected by such factors as the proclivity of national leaders to
support America’s defense mission in the Persian Gulf in the face of a major
national debt and other costs associated with such a presence, as well as public
support for such a role. Capabilities refer to the military assets and prepared-
ness that such a role requires. While willingness and capabilities are related
insofar as willingness may well motivate defense expenditure and prepared-
ness, they are also distinct in that America’s willingness to protect oil security
can decrease even if it remains militarily capable or its willingness may remain
strong even if its military capabilities wane.

For example, the United States has the capabilities, access to regional sites,
and political support to crush the Islamic State. But depending on the president
and administration in office, it may not have the will to act in doing so. After
the failure of the Iraq invasion in 2003, the Obama administration was tentative
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about large-scale involvement in the Middle East. It became much more reluc-
tant to use American power than had been the case under the George W. Bush
administration. Capability becomes less fungible when it is not matched with
will to act. That is not to say that a ground war in the Middle East against the
Islamic State would make sense. Rather, Washington has not wanted to use pre-
dominant American capability in a major ground war against the Islamic State.
That may change with future administrations, but the difficulty of the Iraq and
Afghanistan wars after September 11 may well serve as a cautionary signal.

Conclusion

Hegemony has benefits and costs, and it’s important to understand both sides
of the equation to gain perspective. Maintaining hegemony has been finan-
cially costly to the United States in direct military costs and the indirect costs of
confronting terrorists who have a distorted view of Islam and America. Hege-
mony also contributes to countermeasures which are costly, even though hard
balancing has decreased and such countermeasures face their limits. Further-
more, hegemony does not equal influence in world politics—perhaps a classic
phenomenon as we look back at the fate of hegemons in history. The strongest
don’t always get their way, and they sometimes struggle in ways that they could
not anticipate and may not even fully understand after the fact.
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HE GREAT POWERS of the nineteenth century—-Britain, France,

TRussia, Austro-Hungary, Prussia, and the Ottoman Empire—did

more to define and control the regions that they colonized than the modern

protagonists of our story about the Persian Gulf. But these modern great powers

are hardly distant actors. They certainly do affect local politics, political econ-

omy, and security in meaningful ways, while engaged in their own odd combi-
nations of cooperation and rivalry in regions and at the global level.

Globalization began in previous centuries, gained its roots in the nine-
teenth century,’ and expanded in the past several decades. The rise of global-
ization contributed to a condition where the international and regional levels
intertwine and interact more significantly than ever before. We have sought to
offer a guide about one stream within the complex mosaic of Persian Gulf af-
fairs: the international dimension.

America has shuddered through intense turbulence in the Persian Gulf
but has emerged as hegemonic, challenged though it is. The trajectory of the
United States in the Middle East compared to that of China and Russia is criti-
cal to regional and world politics, and yet it is remarkably understudied over
longer time periods. We have sought to fill this gap.

As noted in Chapter 1, we decided for good reason to explore a relatively
long period of time, from the 1970s through 2015. We have aimed in part to
offer insight into broader trends and larger questions of world affairs that may
outlast the time and scope of our work. While the story of great powers is just
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one part of the more complex tale of the Persian Gulf, it is a story with broader
meaning as well. This conclusion sketches some of the broader themes.

Hegemony and Oil Security

We sometimes ask if the world has become multipolar at the global level.” That
is a question of special interest to Americans who are concerned periodically
about decline. This may be because Americans are especially concerned with
who is number one. Witness the myriad competitions over best restaurants,
musicians, frog jumpers, best- and worst-dressed stars, and even hotdog eating.
It’s no surprise that Americans would also focus some attention on the relative
station of the United States in world politics. The stakes here are big. Exagger-
ated views of American weakness can create a self-fulfilling prophecy at home,
encourage global troublemakers, and produce world economic and strategic
instability. Meanwhile, excessive views of American strength can encourage
dangerous adventurism, unilateralism when multilateralism would work better,
and less compromise when deal making is in order.

Whether or not the world as a whole has gone multipolar, our analysis
strongly suggests that the United States has become a hegemon in the Persian
Gulf over time or a state with preponderant strength. That development is
important to the entire world economy, because even amid regional chaos at
the domestic level in the Middle East, oil security has been strengthened by
changes in the position and role of America, China, and Russia. Washington
has become better able to protect oil security, and China has become more
dependent on oil, making it more reliant on America’s security blanket and on
its regional allies for energy cooperation and supply.

China’s rise in the Persian Gulf mirrors its broader rise in world politics
at the global level, with one major exception: Beijing is developing a major
military capability at the global level, but less so for the Persian Gulf. This is
the only region in the world where China will depend on the U.S. military for
the foreseeable future, which underscores the importance of examining regions
individually in addition to global-level indicators of great power dynamics.

China has also become more economically interdependent with the region
and needful of regional stability to protect its economic gains, not to mention
its energy pipeline. Although its increasing economic penetration of the region
has helped it obtain energy through bilateral contracts, its overall energy needs
have skyrocketed over the past several decades, making America’s regional role
even more vital.



Conclusion 183

The PRC has rivaled the United States but primarily in the economic arena.
While its economic gains in the Gulf take away from America’s part of the pie,
these gains also give it less reason to undermine the United States. The econo-
mist Albert Hirschman theorized that the state that benefits more economi-
cally from a relationship loses political influence because it has more to lose
if the relationship falters, yielding power to the less needy side.” That provides
some insight into the complex features of Sino-American interaction in the
Gulf arena. China’s economic gains give it a vested interest in the stability of
the region and the American-favored status quo. That yields Washington some
influence and probably helps check Beijing’s tendency to want to rival America
in and outside the region.

For its part, Russia has become less able to hard-balance against the United
States with the end of the Cold War and the loss of Iraq as a major regional ally,
and also more economically interdependent with the GCC states than it was
during the Cold War. Therefore, even if Russia benefits from some types of re-
gional instability that raise oil prices and even if it wants to check Washington
aggressively in and outside the region, it has less capability and probably some
less interest to do so in the Persian Gulf.

These positive developments for oil security far outweigh the tendency
of China and Russia to want to balance Washington. They also outweigh the
threat that Russia and, far more significant, China may use their improved eco-
nomic foothold in the region against America in the future.

Great Power Conflict or Cooperation at the Global Level?
Regional and global dynamics are different, but they are also linked in world
politics today by virtue of such features as global markets and trade, power,
communications, alliances, and compressed political space. What does our
analysis mean for global conflict outside the Middle East?

In Asia, unlike in the Persian Gulf so far, China has been trying to challenge
American predominance and push back U.S. military influence, partly because
it seeks access and energy resources and faces America’s key ally, Japan. China
is building a modern naval force to protect what it sees as its maritime rights
and interests, including in the South China Sea, while also taking measures to
challenge America’s presence in these areas.

In a series of meetings and lectures among China’s leaders that eventually
were turned into a documentary series for hundreds of millions of viewers,
much thought was given to the question of the rise and fall of great powers
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in history and how China can rise without having military conflicts with the
dominant actors.* While most scholars believe that the PRC is a rising power
of great magnitude, some see it as a peaceful transition;’ others predict a seri-
ous Sino-American conflict.® In particular, thinkers such as Christopher Coker
believe that the United States and China are on a major collision course.” What
does our analysis suggest about such possible conflicts?

The likelihood of conflict between the United States and China, be it a mili-
tary skirmish or some type of political or economic crisis, will depend on many
things.® One of those things would be how dependent or interdependent the
countries are on each other in a variety of issues. As we have shown, Beijing’s
dependence on America’s security role in the Gulf has become more profound
over time, as has its economic interests there. While such factors could conceiv-
ably make China more aggressive,’ we believe that on the whole, they militate
against Sino-American conflict at the global level, although that will be decided
by myriad factors, some of which are far more important than the dynamics of
the Persian Gulf.

Despite the conflict-ridden nature of the Persian Gulf, it may be one region in
which the United States and China can cooperate with spinoff benefits for their
global relations. Energy is one area in which the two countries have similar inter-
ests, all the way from developing electric vehicles and fighting climate change to
preserving the free flow of oil to the global economy at reasonable prices.

For its part, Russia is different from China in many ways, and that needs to
be emphasized. Moscow prefers higher oil prices given the importance of oil
and natural gas to its bottom line, and can benefit from and sometimes stoke
instability in the Gulf. Russia also does not need Washington for the protection
of Gulf energy because it has its own supplies. Moreover, Russia has far less
trade with Persian Gulf countries than does China. These factors make Russia
more eager than China to check Washington in the region, even if its ability
to do so, as well as its interest, has decreased. These factors also make Moscow
more likely to balance America at the global level as well and to challenge its
global security interests, as the Ukraine intervention underscored.

One other scenario is interesting to consider. Despite their different cul-
tures and ideologies and their serious historical rivalries, China and Russia
have grown closer, and both clearly want to check America in general at the
global level. This has led some thinkers to argue that they may attempt to pose
a far more dangerous challenge to America’s world order.!” Our analyses sug-
gest that China’s increasing dependence on the Persian Gulf will be one factor
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that makes such a coordinated threat less likely, even though prospects for such
a tectonic shift in world politics will depend on many factors, some which are
surely unknown at this time.

Chaos and Hegemony?

A cursory glance at the Middle East suggests that American standing in the
region is in trouble, and a hearty digestion of media coverage of the region
might even induce alarm about the position of the United States. After all, its
interests are challenged every day by terror groups, rogue states, and the sheer
rigors of nation building and politics. So how can we square these realities with
the dynamic of hegemony?

Hegemony is about predominant capability, and that does not preclude re-
gional chaos. An actor can be the strongest in a chaotic region. While chaotic
elements are vital to understand and add to the challenges of hegemony, they
do not mean that the region is not hegemonic.

In any case, chaos is relative and requires diachronic study to comprehend
well. Examining developments over time, one of our themes, gives some per-
spective. For example, exploring the security situation over time shows more
clearly that while Iraq is in chaos, it is not a bigger threat to regional security
than in previous decades. The threat has just changed. In the 1970s and 1980s,
Iraq and the Soviet Union were allies against the United States and sought to
overturn the regional status quo. By the 1990s, the Soviet Union was gone and
Iraq’s capabilities were trimmed, and after 2003, Saddam’s threat to the smaller
Gulf states was eliminated but Iraq fell into greater domestic chaos.

Yet Iraq has rebounded in energy production. Expectations were initially
dashed that Iraq would become an oil powerhouse after the American invasion.
The real story was far more complicated. Domestic instability and attacks by
insurgents dropped Irag’s production from around 2.5 mbd under sanctioned
Iraq to about 1.5 mbd. That was down from 3.5 mbd prior to the Iranian Revo-
lution. However, since 2012, Iraq’s oil output has been at the highest level since
1979." That is despite the chaos in Iraq engendered by the Islamic State, sec-
tarian strife, the dubious rule of law, the absence of an effective Iragi military
force, and weak nation-building efforts.

The Decline of the Hegemon?
It is worth repeating in this conclusion that maintaining hegemony and achiev-
ing oil security is very costly and freighted with serious challenges. Our story is
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about both the rise of hegemony and its many travails. We should not conflate
hegemony with influence. Hegemony can generate influence, but that depends
on numerous factors that are time and case specific. Even so, it is important to
put this in historical context. For example, as we argued in Chapter 11, hard
balancing by Russia decreased over time, and China, Russia, and Iran have
faced limits in the extent of the countermeasures that they could take against
America.

Nonetheless, some might still argue that hegemony is untenable and that
America’s position in the Persian Gulf will decline. That may or may not be
so, but one distinction is worth suggesting for future consideration. While the
United States has become and remains hegemonic, that is not to say that it is
imperial. Historians have studied empire for some time, from Thucydides to
Gibbon’s Decline and Fall of the Roman Empire through the seminal and ac-
claimed work of Braudel, who investigated the clash of empires and cultures in
the Mediterranean in the sixteenth century.'?

In more recent times, historians of various stripes have addressed questions
of empire,'® which can inform current debates." Some thinkers assert that the
United States is an empire like those of the past, even in the Persian Gulf,”
but we argue against this view. Historiography reveals the limitations of com-
monly cited arguments that the United States is an empire simply because it
is powerful or that it is anti-imperial simply because it disavows conquest.'®
However, unlike empires of the past, it does not seek to aggrandize territory in
the Gulf."” That is a crucial distinction. In fact, America has never regulated the
economic, political, and security dimensions of the Persian Gulf to the extent
characteristic of the British hegemonic era.' Even in the security arena where
U.S. capability is greatest, it has usually intervened only when an actor has seri-
ously threatened regional security.

Although America is not imperial in the historical sense, it does face some
of the serious challenges, sketched in Chapter 11, that empires have faced and
have contributed to their decline.” In this sense, studying empires provides
some insight into the American experience, if we understand how it differs
from empires as well.

History teaches that hegemony cannot last forever. But how would U.S. he-
gemony decline in the Gulf? It is less likely that this will occur due to threats
from China or Russia than from several other scenarios. They include insta-
bility in Saudi Arabia, greater Iranian influence over Iraq and in the region,
U.S. foreign policy blunders, pressures for America to retrench due to budget-
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ary pressures and domestic opposition to foreign involvement, and black swan
events that we simply can’t predict.

Why Does the United States Bear the Burden?

Hegemony is about the distribution of capabilities and, thus, to argue that the
United States has become hegemonic is to say that it is much stronger than
other actors, including China and Russia. But maintaining hegemony is a costly
enterprise. If America expends enormous treasure on the Persian Gulf and faces
serious blowback for its regional involvement, why is it so heavily involved?

It is necessary to ask if the benefits of American hegemony in the Persian Gulf
really outweigh the costs and if there are different arrangements for providing
regional security in the future. These are questions that students, scholars, and
practitioners of world affairs should debate with more vigor.”” Whatever one be-
lieves, it seems certainly true that if the world becomes less dependent on oil, the
benefits of the American role in the Persian Gulf will decrease. But the opposite
is also true. If the world struggles to decrease its dependence on oil, the American
role in the region will remain much more important.

Having said that, the benefits of hegemony for purposes of summation are
fourfold. First, while oil markets can help manage oil price spikes, U.S. mili-
tary capability in the Gulf remains vital for the foreseeable future in an over-
the-horizon posture. This is partly because such capability helps oil markets
perform this task in the first place. Quantitative studies show that the U.S. re-
sponse to regional crises has decreased oil prices,” and that finding is certainly
supported by historical cases. To reiterate, none of the major oil crises and price
shocks in the past forty years have occurred when American capability has been
predominant in the Gulf. They have occurred when it was weak and undevel-
oped. The 1973 oil crisis, the 1979 Iranian Revolution, the Iran-Iraq War, and
the Iraqi invasion of Kuwait crises occurred before either the rise of Ameri-
can capability in the 1980s or the demonstration of such capability in 1991.
The 2008 price spike was largely unrelated to geopolitical problems in the Gulf.
Nothing had occurred in the region that could drive oil prices that high in con-
trast to key major events in the past—revolution, embargoes, and wars. In ad-
dition, U.S. military capability sometimes combines with oil sector responses to
keep oil price spikes in check. For example, oil prices dropped after the U.S.-led
attack on Iraq’s forces in 1991 due to the U.S.-IEA joint release of international
oil stocks and the realization that U.S.-led military forces had launched a suc-
cessful set of attacks on Iraqi targets, with no planes shot down.”
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Second, the United States is less dependent on Gulf oil than are many other
industrialized states, but if oil prices that are set on global markets rise signifi-
cantly, the global economy as a whole will be affected, which would have an
impact on America’s economy in a globalized world. It would not matter if one
country receives most of its oil from the Gulf or from Canada and Venezuela.
Even if the United States received no oil from the Persian Gulf, any serious
disruptions of oil from that region would raise the price of oil (and derivatives
like gasoline) for all Americans. And an American withdrawal would make it
harder to prevent or contain such disruptions, because Washington has played
the role of regional gendarme since the British relinquished that role in 1971.*

Third, for the foreseeable future, Iran’s influence will rise further if Amer-
ica’s capability weakens. This is not only because Washington has helped con-
tain Iran, but also because the Arab Gulf states have always had to weigh to
what extent they should genuflect toward Iran within the context of generally
positive relations with Washington. If America weakens, the Arab Gulf states
may eventually move more in Iran’s direction on a range of issues. That could
threaten oil security by giving Iran more influence over regional politics and oil
decisions within and outside OPEC. Even if the United States used little oil, it
would still want to contain nuclear proliferation, deal with rogue states, con-
front terrorist groups such as al-Qaeda and the Islamic State that may emerge
or operate from the region and obtain funds from oil-related sources in the
region, and help to protect Israel.

Fourth, hegemony in the region probably yields Washington leverage and
global power. For example, consider China. As we have noted, China free-rides
on America’s security role in the Persian Gulf.* The PRC has made major
economic gains in a region that America protects at high cost, and it benefits
greatly from the protection of oil at reasonable prices. Chinese officials appear
to believe that the U.S. regional role benefits Beijing so long as the United States
does not use force too easily.?® Thus, it stands to reason that Washington may
leverage such a role in its broader relations with China. For example, all other
things equal, Beijing will be less likely to counterbalance Washington in the
region and elsewhere when it depends on its security role in the Persian Gulf.?”

Beyond these benefits, there are three other reasons that American leaders
have been consistently willing to risk such high stakes on preserving U.S. hege-
mony in this conflict-prone region. First, there are no serious alternatives to the
United States for protecting oil security in the foreseeable future. Some observers
might argue that other actors or institutions could protect the free flow of oil as
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well?® and that the United States is a troublesome superpower whose role should
be replaced by other actors. The problem with this counterargument is not that
America’s regional role and position are desirable or that U.S. foreign policy has
always made sense in the Persian Gulf. Hegemony means far less if combined
with questionable foreign policy actions, and sometimes U.S. foreign policy has
made sense, and sometimes not. In some ways, U.S. actions have contributed to
anti-Americanism and regional instability over the past two decades at least.”

States and institutions can and should help the United States bolster oil
security and can even play a vital role in dealing with any particular threat, but
none are equipped or disposed to address the range of threats to oil security. As
was made clear in the 1990-1991 Persian Gulf crisis, doing so requires major
military facilities and access in the region, a significant force projection capa-
bility, and overwhelming military capability as a last resort. That is extraordi-
narily hard to achieve and has taken America decades to develop.*

The second reason that American leaders have sought to preserve U.S. he-
gemony has to do with inertia. Some policies gain momentum and consensus
backing over time, and that is not simple to change. Leaders are busy and have
to decide where they want to spend their time and energy. If they spend time,
energy, and political capital on changing American foreign policy in critical re-
gions, they can’t spend that time on their domestic agenda or on other foreign
policy issues. Moreover, if they diminish the American commitment to the Per-
sian Gulf and a crisis occurs there that raises oil prices and causes a recession,
their political futures could be over. They will be held far more accountable for
this failure than for spending great treasure to maintain the American position
in the region.

The third reason is more speculative. It has to do with the so-called
military-industrial complex. As this argument goes, this complex has a strong
interest in maintaining the strength of the United States in regions around the
world, and the Persian Gulf is especially important. Maintaining this position
helps burnish the stature of the military and also increases its ability to main-
tain or increase defense spending. By contrast, a diminishing American role in
the Persian Gulf would almost certainly bring calls for less military spending.

The Global Debate on American Power

At the broadest level, we suggest that the debate on whether America remains
a global hegemon relative to China in particular should account for what hap-
pens in regions. It is useful to look at global indicators of capability like gross
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domestic product, but such indicators cannot inform us about how great
powers express themselves differently in regions of the world. Macrolevel in-
dicators need to be informed by microlevel indicators and study. The two to-
gether, when combined with the work of area specialists, can provide a much
fuller picture of the extent to which America remains a hegemon or the world
has shifted to multipolarity. Studying regions can also give us a better qualita-
tive picture of the challenges that great powers face and what that means for
global standing, cooperation, and rivalry.

To be sure, analyses of global power dynamics don’t ignore regions. For
example, thinkers explore events in the South China Sea to discern what they
mean about the PRC’s global power, and Russia’s intervention in Ukraine is ex-
amined to understand Moscow’s standing in Europe. But we refer to a different
level of analysis—one that is longitudinal, comparative, and systematic. How
have the position, standing, and role of these countries changed over time?
Such analysis requires area specialists who focus almost solely on regions, in-
ternational relations scholars who are globally oriented, and those like us who
fall in between.

Enormous Change Amid Continuity

In essence, we have offered a portrait of change in world affairs, and with some
sense of history, we see that much has changed in sharp contrast to the pithy
French notion that the more things change, the more they stay the same. Some
say that Russia seeks its former glories, but that ambition, if it exists, is be-
lied by the weight of history. There was a time when Russia was a great global
power in the true sense of the word. Russia’s expansion in the seventeenth and
eighteenth centuries was quite significant and raised alarm bells in London
and Paris. In 1790, the agent of Catherine the Great in Paris, Baron Grimm,
told the empress that two nations, Russia from the eastern side and America,
would eventually dominate the world,*' a notion that Alexis de Tocqueville also
made famous. These predictions would prove correct until the ravages of his-
tory took their toll on the Soviet Union, underscoring that nothing stays the
same. In fact, so much has changed from the 1830s, when the British figured
that Russia sought to influence, if not invade, India, their crown jewel; to 1979,
when the Soviets were perceived as threatening the Persian Gulf and encircling
the Persian Gulf; to the current period, where the biggest Russian threat pales
by comparison, even if the Russian czars were never as large a threat as the Brit-
ish thought.
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While the nineteenth-century great powers had to negotiate the recognition
of territorial sovereignty so as to avoid conflicts, that is not a concern of the
modern great powers in the Persian Gulf. Even during the Cold War, Amer-
ica was not challenged in that sense. In the past, regions were arenas for great
power rivalry, but in the modern era, regions have gained more independence,
and although the rivalries continue, they are tame compared to what they were
in previous centuries and during the Cold War.

The Soft Power Dimension over Time

While we have tended to focus on material bases of power, it is also interesting
to ask how the United States, Russia, and China have compared in terms of soft
power in the Gulf region. International relations scholar Joseph Nye defined
the term soft power in 1990 as the ability of one state to change the behavior of
others through the means of attraction and persuasion rather than coercion or
payment.”> He argued that soft power rests on the ability to shape the prefer-
ences of others or change their view because they admire and share your val-
ues, emulate your example, and appreciate your foreign policies.*® Soft power is
about the attractiveness of such culture and policies.**

By contrast, hard power usually refers to economic or military capabilities
and approaches of a coercive nature that are aimed at getting others to change
their position. This can be accomplished by inducements and threats. Soft
power is in most instances a less-threatening tool of foreign policy than hard
power because it is indirect and passive. For instance, it does not cause direct
and sudden military or economic damage as may hard power, nor need it typi-
cally challenge the national pride and honor of other states. Soft power may be
less risky, but as Nye points out, it can be hard to use.* While that is a problem
with any type of power, hard power is more direct and its outcomes are easier
to observe, although it is often inappropriate as a tool. Of course, states don’t
pursue either hard or soft power in their grand schemes or even in single cases
of foreign policy. Smart power, a concept that emerged from the soft power de-
bate, combines both hard and soft power to achieve foreign policy outcomes.*
However, for purposes of analysis, we can separate out soft and hard power.

We have not focused on soft power partly because it is extremely hard to
study regarding the international relations of the Persian Gulf, especially going
back decades where data are unavailable. Instead, our data-driven approach
allows for more reliable comparisons of the capabilities of the United States,
China, and Russia over time. In fact, comparing soft power at the global level
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is complex and not often done, even though it is easier to accomplish than ex-
ploring the complexities of great powers in regions.

We can offer some general ideas on the subject of the soft power of outside
states in the Gulf. We can start by examining the attractiveness of the political
and economic culture of outside states to regional actors. The United States
does not have much soft power in this regard. The regional autocrats do not
subscribe to democratic ideas. Such ideas would undermine their power, ex-
cept with respect to Iraq, where democratic approaches have taken root. Nor
do Arab states appreciate U.S. exceptionalism or the view that its culture and
policies are superior.” They resent being counseled on the importance of de-
mocracy, which they tend to see as both questioning their culture and threaten-
ing their power. And anti-Americanism, an indicator of the lack of soft power,
also decreases the appetite of regional actors for democratization.” In fact, one
study based on extensive polling finds that anti-Americanism even translates
into lessened soft power for Saudi Arabia and Turkey, which are viewed roughly
as allied with the United States, and greater soft power for Iran, which is viewed
as anti-American.”

Russia and China, however, have even less cultural soft power than the
United States, which must concern the Chinese because they increasingly seeks
global soft power.*” Chinese media organizations are even supported with an
approximate annual budget of $10 billion and are expanding their global pres-
ence, behind President Xi’s exhortations that the PRC’s media “tell China’s
story well.”*!

Yet just because Gulf states do not like democracy does not mean that they
are attracted to China’s form of governance or that of Russia. They have al-
ways been wary of Soviet communism, and the Gulf states, including Iran,
have seen communism as atheistic, secular, and unworthy. Moreover, the
Arab Gulf countries are much more involved in U.S. society and educational
institutions. For example, America is by far the most popular destination for
Saudi students, often capturing more than half of all Saudi students study-
ing abroad—numbers that dwarf those of Russia and China, even given that
China’s numbers have gone up over time.** It is fair to say that the United States
is much more attractive in this regard, which is an aspect of its soft power.

But what about the attractiveness of the foreign policy of the outside states?
The United States and Gulf Arab states differ on regional issues such as how to
deal with Iran, Syria, and the Palestinian issue, although due to a shared fear of
Iran the GCC, states have moved closer to Israel in the past few years.
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The divergence in policy views between the United States and Saudi Ara-
bia has fluctuated over time. Despite some serious differences in policy, U.S.-
Saudi security cooperation has largely remained positive. While America lost
soft power with Saudi Arabia and some of the Gulf states on the issue of Iran,
it gained with Iraq. That is not because relations with Iraq became smooth, but
because they improved after the fall of Saddam Hussein despite Iran’s growing
influence in Iraq.

The end of the Cold war made Russia’s foreign policy more attractive to
regional states. They had doubted Russia’s intentions for decades, which is one
reason that Moscow rarely made serious inroads at Washington’s expense. Even
Ayatollah Khomeini, who loathed the United States and what it represented,
repeated the mantra that Iran would lean “neither East nor West,” effectively
shutting off Moscow’s attempts to capitalize on America’s loss in the wake of
the Iranian Revolution. Views of Russian foreign policy, while improved, re-
mained highly problematic due to Russia’s dogged support of President Assad
of Syria and, indirectly, Iran. Such support also put Moscow on the side of
Shiites against the interests of Sunni-led regimes in the Gulf. In fact, the GCC’s
greatest security concerns have to do with this Shiite arc of influence, which
animates their foreign policies from Syria to Yemen.

Meanwhile, at the core, the GCC states still ultimately depend on the United
States for their security, and U.S.-GCC state security cooperation has strength-
ened over time. Numerous security policies converge around the fundamental
goal of mutual security. That creates a driving attraction or core element of soft
power in the most important arena of security. Even as tensions have arisen in
U.S.-GCC relations, these core security concerns have been sustained. On the
cost side, Washington’s security involvement and presence in the region have
also generated anti-Americanism, which hurts its soft power and, in its worst
incarnation, becomes a motivation for terrorists and extremists to strike out
violently. That is a cost of hegemony.

For its part, China is chiefly opportunistic and materialistic in its interests
in the region. It wants increasing amounts of secure oil at reasonable prices. It
has not really gotten involved in the region’s issues and largely does not share
or pursue fundamental policy goals with regional states. At the same time,
China has made some important gains in soft power partly because it has be-
come less ideological as a communist-run state and more of a trading state
that shares economic interests with regional actors. As we have shown exten-
sively, Beijing has developed economic policies and rising trade with the region
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that make it more economically attractive than it has been in the past. That is
certainly important and could translate into broader soft power gains in the
future. However, such arrangements may reflect economic convenience and
business as much as soft power attraction to culture or policy. It is no surprise
that in global rankings of soft power, China is usually ranked around twentieth
in the world compared to the near-top standing of the United States,” and
even as low as thirtieth, partly due to the unattractiveness of its ideology and
government.*

In brief, then, regional states are not especially attracted to the political sys-
tems of any of the outside powers nor do their foreign policy interests clearly
align with any of them. The exception is that the regional countries except for
Iran share fundamental security interests and policy goals with Washington
regarding their own security from outside threat. That is a major factor. More-
over, the regional states are more attracted to Washington’s type of capitalism.
In this sense, Washington clearly gets the advantage in overall soft power in the
region, even if China has made gains over time. That should be added to the
ledger of comparative power of the outside states.

However, it is important to understand that soft power is not part of what
defines a hegemon. Hegemony is typically defined in terms of preponderant
capabilities, although some scholars would expand that definition. Such a defi-
nition may well include soft power, making it important to discuss it here but
also to note that this is not the concept of hegemony that we have chosen for
this book.

We end with two qualifications. The question of soft power is hard to de-
scribe generally because each Gulf country has had its own perceptions of the
attractiveness of outside powers. Iran, for instance, has more shared policy
goals with Russia, even if their relations have been strained, than with Arab
countries. That Russia favors Syria and Iran against Arab state interests lim-
its its soft power potential. It is also important to distinguish between public
soft power and elite soft power. The leaderships of the Arab Gulf countries are
more likely to view the United States positively than their people do. Thus, sur-
veys that show that anti-Americanism is strong in the region do not indicate
lower soft power in the leadership.

Conclusion
The sweeping saga of hegemony and challenge is classic in history. All hege-
mons gain important benefits from hegemony but eventually meet serious
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challenges that they must try to surmount. Were that not the case, we would
still be dealing with the Romans and Mongols and countless other former great
powers. Some of the challenges that hegemons face come from other actors
that are uncomfortable with the hegemon’s predominant strength and would
like to see it balanced against or weakened otherwise, but many of the chal-
lenges are more directly inherent in hegemony itself and in the sheer difficulty
of translating superior capability into influence. That difficulty is profoundly
important in explaining why great powers eventually get eclipsed in the course
of history.

We have told the story of the rise of hegemony and of these challenges, and
of great powers whose fortunes have undergone extraordinary change in one of
the most fascinating regions of the world. The story is both age-old and new in
its trappings.

The United States has risen from its vulnerable position in the aftermath
of the Iranian Revolution and the Soviet invasion of Afghanistan to become a
hegemon in the Persian Gulf. That development is quite weighty. Indeed, it has
practical significance for policymakers around the world who have to under-
stand, plan, and react to the dynamics of the oil-rich Persian Gulf; to scholars
who are interested in the region and in the broader issues of power, change,
and stability; and to international relations theorists who are debating Ameri-
can decline, the rise of China, and the question of hegemony in world politics.

The fate of the United States in this region, as well as that of China and Rus-
sia, may well shape important aspects of world politics well into this century,
ranging from transnational terrorism to regional war to the trajectory of the oil-
dependent global economy. Meanwhile, the international relations of the Persian
Gulf will continue to intersect meaningfully with great power rivalry and coop-
eration in the Middle East and elsewhere in a world that has become increasingly
globalized.
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