
strategy+business

ISSUE 64 AUTUMN 2011

This article was originally published by Booz & Company.

REPRINT 11310

BY JOE SADDI, KARIM SABBAGH,  

AND RICHARD SHEDIAC

The New Web of  
World Trade
 
The Gulf economies of the Middle East are forming  
partnerships with other emerging markets, redefining the  
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W HEN KING ABDULLAH BIN SAUD, THE 
current ruler of Saudi Arabia, came to power 
in August 2005, he wasted little time in dem-

onstrating his vision for the country’s future. His first 
official overseas visit, in January 2006, was not to U.S. 
president George W. Bush, U.K. prime minister Tony 
Blair, or German chancellor Angela Merkel — but to 
Chinese president Hu Jintao. 

The meeting reflected both countries’ desire to 
forge closer economic ties. Before King Abdullah went 
on to other emerging markets, including India, Malay-
sia, and Pakistan, he and President Hu signed an agree-
ment of cooperation in oil, natural gas, and minerals. 
This agreement built on existing relationships between 
the countries’ national energy companies, Saudi Ar-
amco and Sinopec, which had formed a partnership in 
2005 to construct a US$5 billion oil refinery in east-
ern China’s Fujian province. In 2011, they signed a 
memorandum of understanding to build a refinery 
in Yanbu, on the west coast of Saudi Arabia. Sinopec 
is also engaged in a joint venture with Saudi Arabia’s 
petrochemicals giant SABIC; in 2010, they began  
producing various petrochemical products in a $3  
billion complex in the city of Tianjin in northeast  
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China, and have recently announced that they will build  
a $1 billion–plus facility there to produce plastics.

The rise of emerging markets in the global econ-
omy has sparked a great deal of discussion, particularly 
in the wake of the worldwide financial crisis. The im-
plications are often framed in terms of the potential im-
pact on the economies of the U.S. and Europe — for 
instance, business leaders discuss whether emerging 
nations’ consumers might be interested in purchasing 
American products, or whether European telecom op-
erators can counter stagnation in their own markets by 
investing in new mobile networks in Asia.

But a closer look reveals a separate trend that could 
shift the economic focus away from the West. Emerg-
ing markets are building deep, well-traveled networks 
among themselves in a way that harks back to the origi-
nal “silk road,” the network of trade routes between 
East Asia, the Middle East, and southern Europe, some 
dating to prehistoric times and others to the reign of Al-
exander the Great. Most of these routes were central to 
world commerce until about 1400 AD, when European 
ships began to dominate international trade. 

Today’s new web of world trade is broader and more 
diverse than the old silk road. It is a network among 
emerging markets all over the world, including China, 
the Middle East, Latin America, and Africa. It is a path 
not just for expanded trade in goods, but for short-term 
and long-term investment and the transfer of techno-
logical and managerial innovation in all directions. 
Witness, for example, China’s investments in Africa, 
where the construction of roads, railways, and com-
munications infrastructure provides revenue to China’s 
state-owned enterprises and also facilitates China’s ac-
cess to the continent’s natural resources and its consum-

ers. Or consider the fact that in 2009, China surpassed 
the U.S. to become Brazil’s primary trading partner; 
bilateral trade between the two countries grew more 
than 600 percent between 2003 and 2010, from $8 
billion to $56 billion. Also in 2009, the Korea Electric 
Power Corporation, a state-owned South Korean firm, 
won a $40 billion contract to build nuclear reactors in 
the United Arab Emirates (UAE), beating out French  
and U.S. companies that had bid on the opportunity. 
And in 2010, Russia and Qatar announced that they 
would work together to develop gas fields on Russia’s 
Yamal Peninsula.

Such developments remain largely separate activi-
ties in the global economy, but taken together, they are 
early evidence of a pattern that public-sector and pri-
vate-sector leaders in every part of the world should take 
into consideration. 

An Important Stop on the Road
The countries of the Gulf Cooperation Council (GCC) 
— Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and 
the UAE — represent one regional powerhouse whose 
relationships with emerging peers can offer valuable  
insights into the way such alliances are forming. In  
the last five years, ties between the GCC and the  
BRIC countries (Brazil, Russia, India, and China) as 
well as the “Next 11” countries (Bangladesh, Egypt, 
Indonesia, Iran, Mexico, Nigeria, Pakistan, the Phil-
ippines, South Korea, Turkey, and Vietnam) have ex-
panded strongly. (See map, pages 5–6.) The speed with 
which the new silk road is being constructed between 
the GCC and these other rapidly emerging economies  
is a clear indicator of the GCC’s rising importance. Even 
the recent unrest in the Middle East, which included  
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a few of the GCC nations, has not impeded the Gulf ’s 
global ambitions.

The GCC is also noteworthy because of its tradi-
tionally strong relationships with the U.S. and Europe. 
The Gulf nations have to maintain their relationships 
with these large but relatively stable economies while 
fostering new relationships with the high-growth econ-
omies in emerging markets. This balancing act could 
lead to a new set of policies and ambitions in the re-
gion, with significant implications for companies that 
hope to enter this market, and for the nations (which in-
clude the U.S., China, Japan, and most of Europe) that 
compete for the GCC’s oil and gas resources and have a 
vested interest in ensuring that regional security issues 
do not destabilize global oil prices. 

By analyzing the dynamics behind the growth of 
the GCC’s alliances with other emerging countries, 
GCC leaders can see where there could be potholes in 
the new silk road and what reforms will be necessary to 
avoid them. At the same time, the companies and gov-
ernments of Europe and the U.S. can develop a better 
understanding of what they will need to do to ensure 
that their own opportunities in the GCC are not lost 
in the years to come. The primary drivers of the rela-
tionships between the GCC and the BRICs and Next 
11 countries are trade, people, and capital; equally im-
portant, though more difficult to track with data, is the 
exchange of knowledge and technology.

1. More than oil. The top item on the strategic agen-
da for every GCC country is to diversify its economy 
and thus decrease its dependence on oil. Despite sig-
nificant efforts, achieving this goal has so far proven  
challenging: Oil and gas accounted for 38 percent of 
GDP in the GCC in 2000, 42 percent in 2005, and 

39 percent in 2010. The governments in the region  
are eager to continue investing their oil revenues in 
knowledge-intensive industries that will create jobs for 
local populations, and they will cultivate trade partners 
that help them. 

This is one major reason that 19.4 percent of the 
GCC’s trade flows now involve the BRIC countries, 
compared with just 8.9 percent involving NAFTA 
countries. And GCC trade flows with BRIC countries 
are also more diverse than those with the United States. 
For example, Saudi Arabia’s exports to the U.S. still re-
volve around oil, whereas its exports to BRIC countries 
include chemicals, plastics, and minerals. The UAE’s 
exports to China, similarly, are split among a range of 
products, led by plastics (28 percent), electronic equip-
ment (15 percent), and vehicles (9 percent). 

The GCC’s non-oil exports to the Next 11 coun-
tries are also on the rise. Such exports (including 
chemicals, plastics, and aluminum) from the GCC to 
Vietnam, Indonesia, and Turkey are still quite small 
in absolute terms, just $11.6 billion in 2008. However, 
they increased by 389 percent between 2001 and 2008, 
an indication of things to come.

In future years, GCC companies will be looking to 
expand in a number of directions that will affect their 
exports. They will build manufacturing bases, as well as 
act as importers and resellers for automobiles and other 
advanced manufacturing products; they will also con-
tinue developing expertise in critical areas such as water 
desalination and complex infrastructure and construc-
tion projects, and may begin looking outside the region 
for destinations for those services. Trade partners that 
support the GCC’s economic goals will find themselves 
in favorable positions.

SAUDI ARABIA’S EXPORTS TO THE  
U.S. STILL REVOLVE AROUND OIL, WHEREAS  

ITS EXPORTS TO THE “BRIC” COUNTRIES INCLUDE  
CHEMICALS, PLASTICS, AND MINERALS.
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The GCC’s connections with the BRIC and “Next 11” countries are illustrated through trade and 
investment flows. The blue lines represent total bilateral trade between the GCC and these 
nations. By comparison, in 2010, trade with the U.S., Europe, and Japan was US$72.5 billion, 
$122.3 billion, and $115.5 billion, respectively. The GCC’s trade with China and India has already 
outpaced trade with the United States. 

The Gulf Economies’ Emerging Partnerships
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As of March 2010, Indian 
companies had invested more 
than $2 billion in Saudi Arabia 
via approximately 500 joint 
ventures.

BRAZIL
In 2009, the International 
Petroleum Investment 
Company of Abu Dhabi 
invested $328 million in the 
Brazilian arm of Spain’s Banco 
Santander; the emirate’s 
investment arm, Mubadala, is 
considering major invest-
ments as well.
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Saudi petrochemicals company 
SABIC has invested $3 billion in 
production facilities in China 
and committed an additional
$1 billion for a new facility in 
May 2011. 

RUSSIA

GCC investments in Russia 
include $500 million from the 
Qatar Investment Authority 
and $800 million from 
UAE-based companies Damac 
and Crescent Group in 
September 2010. 

GULF COOPERATION COUNCIL: Bahrain, Kuwait, 
Oman, Qatar, Saudi Arabia, and the United Arab Emirates

BRIC: Brazil, Russia, India, and China

“NEXT 11”: Bangladesh, Egypt, Indonesia, 
Iran, Mexico, Nigeria, Pakistan, the Philippines, 
South Korea, Turkey, and Vietnam

Sources: European Commission’s Directorate-General for Trade, International Trade Centre, World Bank, Samba Financial Group, Booz & Company  

2010 BILATERAL TRADE
In US$ billions

Capital outflows are still dominated 
by the U.S., but Asia is becoming a 
more important destination.

GCC Capital Outflows
by Destination, 2003–08

U.S. 49.3%

Europe  21.9%

MENA* 13.2%

Asia 13.2%

Other 2.4%

*Middle East and North Africa
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The GCC’s connections with the BRIC and “Next 11” countries are illustrated through trade and 
investment flows. The blue lines represent total bilateral trade between the GCC and these 
nations. By comparison, in 2010, trade with the U.S., Europe, and Japan was US$72.5 billion, 
$122.3 billion, and $115.5 billion, respectively. The GCC’s trade with China and India has already 
outpaced trade with the United States. 
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2. Rich in talent. As goods and services flow across 
the borders of the GCC and other emerging markets, 
so do people. Air arrivals in the GCC from China more 
than tripled between 2005 and 2009; arrivals from In-
dia, which historically has had deep ties to the GCC, 
increased by 35 percent. Arrivals from Turkey, Egypt, 
Indonesia, Pakistan, and Iran are on the rise as well: 
The GCC saw 2.2 million visitors arrive from Egypt 
in 2009, compared with 1 million in 2005. During the 
same period, the number of visitors from Pakistan in-
creased from 769,000 to 1.4 million.

The most significant aspect of this change is the 
skill level of many of the people entering the GCC. No 
longer do executives come from the West and laborers 
from the East; instead, skilled individuals from emerg-
ing markets are deepening their impact in the GCC 
with influential positions in the region’s financial, en-
ergy, transportation, and public sectors. India, in par-
ticular, has a large community of professional expats in 
the region, stretching back several decades.

Because GCC countries do not publish data on the 
types of jobs that expats come to the GCC to perform, 
this trend is difficult to quantify; we are discussing it 
here primarily on the basis of our own extensive expe-
rience and observations. One indicator of the size and 
status of the Asian expat population, though, is the 
fact that this group’s private wealth (for which data is 
available) is now equal to or greater than private wealth 
among Western expats, and private wealth among Arab 
expats from outside the GCC is rapidly catching up. 
In Saudi Arabia, for example, Asian expats held $46 
billion in private wealth in 2009, compared with $41 
billion for Western expats and $21 billion for Arab ex-
pats. In the UAE, Asian expats also led the pack at $27  

billion, followed by $20 billion for Western expats and 
$17 billion for Arab expats. 

As countries that are poor in resources but rich 
in talent send their people to the GCC, they not only 
further the GCC’s own growth aspirations; they also 
put their expats in a strong position to encourage and 
maintain the GCC’s relationships with their countries 
of origin. 

3. New sources of capital. GCC nations have long 
been investors in other countries — primarily in the 
U.S. and Europe — via their sovereign wealth funds 
and other state-owned entities. Although Western coun-
tries are still the primary recipients of GCC investments, 
accounting for 71 percent of capital outflow from the 
GCC between 2003 and 2008, they are slowly losing 
share to other Middle East countries and Asia. In light 
of the strong role that GCC governments play in deter-
mining the direction of their countries’ capital invest-
ments, this trend could accelerate if GCC governments 
decide that other emerging markets are a better strategic 
destination — both economically and politically — for 
their riyals, dirhams, and dinars.

To some degree, of course, all governments play 
a role in their national economy. In the aftermath of 
the global financial crisis, most governments’ roles are 
larger than they used to be, thanks to bailouts of criti-
cal industries in Western countries. But major emerging 
economies such as China, Russia, Brazil, and Mexico, 
and the countries of the GCC, among others, are ac-
tive proponents of “state capitalism” — defined most 
recently by political risk expert Ian Bremmer as a sys-
tem in which governments direct state-owned compa-
nies, private companies, and sovereign wealth funds in 
ways that will maximize the state’s resources and power. 
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(See “Surviving State Capitalism,” by Art Kleiner, s+b, 
Summer 2010.) These countries approach state capital-
ism not as a last resort in times of crisis but as a sen-
sible policy for protecting national interests while still 
encouraging economic growth. 

For decades, the prevailing view in Western capi-
talist societies has been that this model cannot succeed 
— that the bureaucratic nature of government agen-
cies could never compete against a nimble free mar-
ket. And certainly, some state-owned enterprises in the 
GCC have stumbled, such as the real estate companies 
in Abu Dhabi and Dubai that required bailouts. In 
recent years, however, the track record of some state-
supported sectors in the GCC shows that the issue is 
not quite so black and white. The state-owned airlines 
in the UAE and Qatar — Emirates, Etihad, and Qatar 
Airways — have quickly achieved global prominence. 
In fact, some European carriers (many of which used 
to be state-owned themselves) complain that it is un-
fair to have to compete against airlines with the power, 
and perhaps the economic support, of the state behind 
them. Thanks to strategic global investments, the size 
of the GCC’s sovereign wealth funds has nearly tripled 
in the last decade; they now hold approximately $1.1 
trillion, compared with just $321 billion in 2000. And 
the GCC’s oil companies — the original source of the 
region’s wealth — are renegotiating their contracts with 
the foreign oil companies operating within the coun-
tries’ borders in ways that give them greater control over 
national resources while still allowing them to exploit 
the foreign oil companies’ technology and expertise.

4. Getting connected. As GCC countries seek to 
branch out and build relationships with other emerg-
ing markets, they have found one point of entry in the 

information and communications technology (ICT) 
sector. Like many other developing nations, they have 
recognized the importance of building knowledge econ-
omies to accelerate their development, and have made 
infrastructure investments and policy changes accord-
ingly. Their rankings on the World Economic Forum’s 
Networked Readiness Index, which measures “the de-
gree of preparation of a nation or community to par-
ticipate in and benefit from ICT developments,” reflect 
their efforts: The UAE moved from number 28 on the 
list in 2005 to number 24 in 2010 (out of 138 nations 
on the list that year); Qatar jumped from number 40 to 
number 25 during the same period; and Saudi Arabia, 
which made its debut on the list in 2007, improved from 
number 48 in that year to number 33 in 2010. 

In making these advances, GCC countries have 
frequently looked to their counterparts among other 
emerging nations, many of which have similar initia-
tives under way. As a result, the nations of the Gulf and 
their partners in other emerging markets have collabo-
rated to boost their ICT development in ways that they 
might not have been able to do alone.

Shared infrastructure, for instance, has been cru-
cial. The new silk road runs underwater, in the form 
of submarine cables that connect the GCC to countries 
including India, Thailand, Malaysia, South Korea, Pak-
istan, South Africa, Nigeria, and Sri Lanka. Chinese 
companies Huawei and ZTE have provided equipment 
for GCC telecom networks; Huawei has even gone 
beyond infrastructure to invest in talent in the GCC, 
sponsoring an academic chair in information technol-
ogy and communication at the UAE’s Higher Colleges 
of Technology.

Telecom operators, too, are looking to emerging 

THE NEW SILK ROAD RUNS UNDERWATER,  
IN THE FORM OF SUBMARINE CABLES THAT CONNECT THE GCC 

TO INDIA, THAILAND, MALAYSIA, SOUTH KOREA,  
PAKISTAN, SOUTH AFRICA, NIGERIA, AND SRI LANKA.

features  global perspective

8



features  

78

st
ra

te
gy

+b
us

in
es

s 
is

su
e 

64

markets to drive their business. Since the GCC dereg-
ulated its own national telecom markets in the 1990s, 
local operators have been on an acquisition spree, ex-
panding their international footprint from 28 markets 
in 2005 to 44 markets today. These new outposts are 
mostly in emerging markets, spanning Indonesia, South 
Africa, South Asia, the Middle East and North Africa 
region, and sub-Saharan Africa. These investments run 
the other way, too, as companies like India’s Bharti con-
sider investments in the GCC. For emerging markets 
to play any significant role in the global economy of the 
21st century, they will need to invest in ICT infrastruc-
ture and talent. Pooling their resources to do so can ad-
vance them more effectively.

Global Relationships for the 21st Century
The bonds between the GCC countries and the BRIC 
and Next 11 nations are growing stronger — a develop-
ment that Western countries to date have viewed with 
trepidation, fearing that a zero-sum game will leave 
them cut off from increasingly significant consumer 
markets and sources of natural resources, goods, and 
services. But in an interconnected world, unexploited 
opportunities await players all over the globe. 

The fact that these emerging alliances are still in 
their infancy means that companies and governments 
in the U.S. and Europe can act now to formulate a re-
sponse. In doing so, they will need to recognize that the 
weakening of their own economies during the financial 
crisis has undermined their historical advantages in the 
GCC region and has enhanced the appeal of fast-rising 
emerging markets. To succeed, then, developed econo-
mies will need to capitalize on the strengths that their 
emerging competitors cannot yet match. For example, 

the U.S. and Europe are still world leaders in terms 
of building the capabilities and infrastructure that are 
crucial for innovation, and they have a history of help-
ing GCC countries develop these assets as well. Many 
of the region’s oil companies relied heavily on contri-
butions from their international partners in their early 
years, exchanging access to oil resources for foreign tal-
ent and technology. This trend continues today: For  
instance, King Fahd University of Petroleum and Min-
erals in Dhahran, Saudi Arabia, has formed a partner-
ship with U.S.-based Cisco Systems to create a regional 
Cisco Networking Academy, which is intended to en-
sure that the university’s students are prepared to suc-
ceed in the digital economy. Companies in developed 
countries can also build on their extensive global supply 
chains to easily integrate new partners — whether as 
suppliers or as customers.

For their part, as the nations of the GCC look 
around the world to develop their network of relation-
ships, they will find many opportunities with partners 
in both developed and developing nations. In order for 
these relationships to have the greatest impact in the 
GCC, the Gulf nations must seek the investors and 
trade partners that can help them address their press-
ing priorities: the creation of new jobs, competition that 
will spur their own national champions to greater suc-
cess, and investment in their physical and educational 
infrastructure. 

Gulf nations have begun building these relation-
ships already, and in doing so their economies have be-
come much less insulated than they were in the 1970s 
and 1980s. However, to increase their appeal to inter-
national partners, GCC countries will need to continue 
making progress on the internal reforms that are under 

THE COUNTRIES OF THE GCC HAVE MUCH MORE CLOUT AS  
AN ECONOMIC BLOC THAN AS SIX SEPARATE  

ENTITIES, AND THEY MUST CONTINUE TO IMPLEMENT  
POLICIES THAT REFLECT THIS PERSPECTIVE.
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way. Of the six nations in the GCC, only Saudi Arabia 
ranks in the top 20 countries in the 2010 World Bank 
Doing Business report, at number 11; Bahrain comes 
in at number 28, the UAE at number 40, and Qatar 
at number 50. They need to reduce the amount of red 
tape required to start or invest in a business, provide 
more transparency in business fundamentals, and invite 
more private-sector investment in industries that still 
have substantial government involvement. They should 
also expand their overall talent base by making it more 
appealing for foreigners who have critical skills to live in 
the region, while simultaneously developing their own 
people and ensuring that they have the right capabilities 
to build critical sectors such as energy, education, and 
communications.

GCC countries will also need to keep pushing for-
ward on economic integration within the region, which 
will bolster their presence on the world stage. The coun-
tries of the GCC have much more clout as an economic 
bloc than as six separate entities, and they must con-
tinue to implement policies that reflect this perspective. 
A recent Booz & Company study assessed the progress 
of the GCC toward regional integration on a number 
of measures using a scale of 1 to 5, with 1 indicating 
“major setback to the goal” and 5 representing “accom-
plishment or near completion of the goal.” When all 
measures were taken into account, the study found that 
the GCC had achieved an overall score of just 2.9 out 
of 5. The Gulf nations must redouble efforts toward the 
creation of a monetary union, improve the coordination 
of customs and border policy, promote greater intra-
regional investment, fulfill joint infrastructure commit-
ments, and increase collective efforts in research and 
development. If the GCC can become a stronger eco-

nomic bloc, the entire region will become a less risky, 
more attractive proposition for investment. 

 The GCC is at a critical juncture as it determines 
the parameters of its relationships with partners both 
old and new, Western and Eastern. But there’s no doubt 
that the new silk road can be a path toward future pros-
perity for the GCC countries, building trade and creat-
ing wealth as powerfully in the 21st century as the old 
silk road did in ages past. +
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