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abstract: The objective of this article is to find out whether strong regional bloc integration of 
both the European Union (EU) and the Gulf Cooperation Council (GCC) will lead to “stumbling 
stones” or “building blocks” steps in the signing of the long-awaited EU-GCC free trade area 
agreement (EU-GCC FTA). A qualitative International Political Economy (IPE) comparison 
between the two blocs is discussed and summarized in a SWOT (strengths, weaknesses, 
opportunities, threats) analysis framework. Results show that the Marxist school of thought 
is the most realistic of all schools in terms of explaining economic regional integration and 
international FTAs. For the GCC, the potential outcomes of an EU-GCC FTA mean an increase in 
trade creation, economic welfare, and a fulfillment of economic desires. For the EU, the FTA will 
lead to EU trade diversion and a mild increase in economic welfare; however, it will allow the EU 
to fulfill its self-interest in maintaining running its global position in world affairs. The EU should 
outweigh its benefits toward this FTA, understand the strong competitive advantage found in 
the GCC countries, and try to cooperate with the GCC in an equal way, supporting developing 
countries and avoiding the unfair effects of external yet influencing factors that affect such a 
relationship.
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1. introduction

this article assesses the rationale and interests behind regional integration and 
also the signing of free trade area agreements (FtAs) in the age of globalization 
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as they pertain to the European Union (EU) and to the Gulf cooperation council 
(Gcc) (Appendix). In response to globalization, the EU was designed as a tool to 
Europeanize Europe with a new set of foreign policies to conduct external relations. 
Unlike the 1970s oil boom, Gcc countries are nowadays seeking if I may put it 
Gulfinization of its external relations along with economic development, diversi-
fication, and sustainability.

Ever since 1989, the EU and the Gcc regional blocs have had a strong urge 
to sign an economic partnership in the form of a FtA and with many different 
negotiations that have lasted for almost 20 years, they have utterly failed to do 
so. the main objective of this research is to analyze whether the long-awaited 
EU-Gcc FtA will be beneficial and compatible to both sides or not. the 
research highlights the importance of having strong regional bloc integration 
where developed countries such as the EU should support and cooperate with 
less-developed countries and/or relatively weaker regional blocs such as the Gcc 
countries in an equal manner.

this article is distinguishable because it clarifies the importance of engaging 
into different multidisciplinary approaches to understand the EU-Gcc FtA. 
First, an International Political Economy (IPE) approach was used to analyze the 
potential FtA of the EU and Gcc, and this approach on its own is a new one that 
has not been used for this specific topic. Second, it analyzes the different political 
and economic literature and theories related to regional and international bloc 
integration. third, it theorizes and supports the marxist theory of knowledge that 
member states decide whether to cooperate with one another or with other regional 
blocs after conducting a cost–benefit analysis of the conditions that may warrant 
coordination and whether the pursuit of the cooperation will truly facilitate or 
complement or diverge away from their economic motives. It goes beyond the 
reasons behind the hindering of signing this FtA and focuses more on economic 
globalization.

So, the big question to be answered is whether regional bloc integration is a 
prerequisite for international FtAs or not and whether it leads to economic 
development or not.

1.1. Methodology

A qualitative comparative analysis through an IPE approach was used in this 
article. this was conducted by (1) analyzing the different political and economic 
literature and theories related to regional and international bloc integration; (2) 
analyzing the current global EU and Gcc relationships; (3) comparing various 
trade gravity econometric models conducted by various econometricians in the 
lights of the probable effects of the EU-Gcc FtA; (4) assessing the effect of 
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policies on trade flows through a SWOt (strengths, weaknesses, opportunities, 
threats) analysis.

1.2. Brief Overview of EU’s Low Involvement in Foreign Policy in GCC

Historically, there was interchangeably low involvement in foreign policies from 
both the EU and the Gcc usually explained by the dual perception that the USA 
was the main sphere of influence. most of the European states except for the UK 
do not have a history in the region which they disregarded until the first oil crisis 
of 1973 outstandingly revealing Europe’s vulnerability and dependency on oil 
and its geopolitical exposure to the negative spillover of the middle East conflict. 
Furthermore, the EU did not have the capacity and/or capability to affect social, 
economic, or political changes in the Gulf. the Gcc member states were prone 
to engage in stronger relationships with the USA since it was one of the main 
countries interfering and aiding Kuwait during the Gulf war. In other words, the 
nature of the EU-Gcc relations was conducted on a bilateral basis by individual 
European countries involved in military sales, infrastructure projects, and trade. 
collective EU relations has emerged only more recently.

According to roberto Aliboni (2010, 70), a low degree of Europeanization 
toward the Gcc exists with more dominance of policies of countries having close 
security ties with the region, like the UK and France, and divergent economic 
interests across member states and EU actors. According to the EU, Gcc countries 
come from different backgrounds with countries like Kuwait and Qatar being 
far more liberal than its counterparts, making it difficult the transition toward a 
common external tariff and hence FtA negotiations with the EU. In a similar way, 
Gcc states economic interests also differ, with Saudi Arabia more concerned 
with the petrochemical dispute, while dubai and Bahrain concentrate on the 
aluminum issue. Baabood (2003) argues that the Gcc does not match the EU as 
a regional organization, given its lower degree of institutionalization; the Gcc 
states have failed to organize properly, due to their little experience in collective 
diplomacy and the weak mandate Gcc have on external relations. the EU lacks 
a well-defined strategy toward the Gulf region. clear-cut models of relations are 
or have been offered to regions like Eastern Europe (enlargement/neighborhood), 
the mediterranean region (association and/or neighborhood), Sub-Saharan Africa 
(trade preferences or even association), and latin America (association). But 
the Gcc status still remains undefined somewhere between mere cooperation 
and association.

Inconsistencies between the EU and the USA in terms of middle East policies 
also hamper a better-defined EU approach to the Gulf and a better Gcc approach 
to the EU. According to Escribano (2000, 10–12), a transatlantic dialogue is an 
essential input of EU-Gcc dialogue itself. the lack of such a transatlantic dialogue 
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may turn the perception of EU and US–Gcc FtAs as non-compatible rather than 
mutually reinforcing, opening a kind of agreement competition that could be 
harmful at a collective level. In this framework, the main objective of the EU-Gcc 
agreement is the deepening of existing relations both political and economic. In 
fact, the 14th Joint council meeting in Brussels, may 2004, has proved to be 
extremely fruitful in terms of launching a political dialogue. the EU-Gcc Joint 
council agreed to “incorporate in the FtA agreement clauses on human rights,” 
as has become the usual pattern in EU agreements, and “noted progress in the 
steps towards political reforms undertaken by several Gcc countries.” the dual 
challenge of the EU-Gcc agreement is thus to move from fragmented economic 
cooperation to comprehensive partnership and free trade, and upgrade the 
instruments devoted to political dialogues. Schmidt (2001, 895) suggests that it 
would be better for the EU to “welcome the possibility to work together and to 
co-ordinate with the USA in the framework of the transatlantic Partnership” and 
that the EU “should define a complementary but distinct approach.” EU officials 
should bear in mind the importance of regime security for Gcc states and their 
strategy of balancing security ties with the USA through low politics channels, like 
trade and economic cooperation, with other international actors.

there are other differences in the EU and US strategies. the EU approach has 
for so long incorporated trade arrangements as an important instrument to conduct 
external relations. However, the EU rarely recurred to negative incentives, like 
embargoes or the suspension of already granted preferential treatment. In this 
respect, the EU prefers the carrot than the stick. A clear example is the EU 
relations with Israel. While some Israeli analysts have called for an enhanced 
Israel–EU relation, either under the form of a European Economic Area (EEA) 
or neighborhood participation in the EU Single market, or even by accession, the 
EU refuses to offer such possibilities on political grounds, making it conditional 
to progresses in the Peace Process (tovias 1999). In a similar way, the EU adopted 
a more open approach to Iran than the USA, keeping political and economic 
dialogues on track, and some EU companies working with Iran have had difficulties 
in dealing with US extra-territorial legislation.

the sort of analysis concluded from EU-Gcc negotiations can be circled 
around the fact that the for-so-long unconcluded dialogues are merely the sole 
or the first priority in the required EU-Gcc dialogue. the EU-Gcc relationship 
is different from the relationship of the Union and any other regional entity or 
group of countries, and because of such uniqueness, an original formula should 
be devised to make it fruitful. Both the EU and the Gcc should be aware of the 
value added related to such an economic partnership: the EU’s stated aim is to 
“consolidate the Gcc’s own regional economic integration process, in order to 
foster peace, stability and prosperity in the region” (Echague 2007, 9). In this 
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sense, overall levels of intra-regional trade within the Gulf, and between the 
region and its neighbors, are already significant enough that governments will 
be adverse to any politically motivated interruption of commerce. In addition, 
increasing levels of cross-border investment will create a strong interest in stability 
and cooperation in the private sectors of the countries of origin and among the 
governments of receiving countries. the private sector is playing an increasing 
role and is much more independent from state contracts than before. Increased 
business and administration exchanges will also lead to the creation of networks of 
cooperation and lobbies for inter-governmental coordination. capital investment 
in neighboring countries will contribute to the integration of service and capital 
markets. the Gulf’s emerging role as a dominant economic hub needs to be 
reflected in European efforts. Finally, the EU has an incentive to integrate Gulf 
countries into the global economy by encouraging and supporting their economic 
diversification so as to reduce incentives to maximize oil revenue. Freer access to 
the EU market will be beneficial for Gcc businesses in general despite the fact 
that the substantial trade deficit that the Gcc has with the EU is unlikely to be 
reduced by the FtA. the most immediate benefits will be for the petrochemicals 
and aluminum industries. Exports of oil and gas from the Gcc to the EU are not 
subject to tariffs, although the Gcc states complain about the high consumer taxes 
imposed by EU states on petroleum at the point of sale. the Gcc will benefit from 
securing more foreign direct investment (FdI), which will bring with it access 
to new technologies. On the other hand, there could be some transition costs as 
opening up the Gcc economies to stronger EU competition could initially prove 
harmful to Gcc companies.

1.3. Literature Review

the literature review, after long constructive research, connects together the 
political and economic pieces from sources on the potential EU-Gcc FtA.

classical economists such as Adam Smith, david ricardo, and thomas mill 
agree that political externalities stem out of international trade with a growing 
consensus regarding the beneficial effects of international trade on political and 
international relationships. trade is more intense between political allies whether 
regional or international ones, easing up FdI, external aid, and somehow labor 
migration (Boyer 1993, 100–30); the direction of causality is, however, still 
unclear. What kind of relation exists between international trade and political 
relations? does international trade foster good political relations or do political 
alliances foster trade? the dilemma here stands. An increase in economic activities 
can help strengthen political relationships and lessen any existing political 
conflicts. Political alliances however will remain a political matter; they will 
not foster international trade. In both scenarios, there is a bi-directional, prudent 
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causal relationship between the two variables, and therefore, good political and 
economic relations are needed in order to maintain a virtuous circle enforcing 
successful international trade and international relationships keeping in mind 
that this is not a guarantee of what the end result will be (due to other external 
factors). Kindleberger (1986, 1–5) argues that if international public goods are to 
be provided to the public, strong political leadership is needed. Weak leadership 
will lead to under-produced public goods, and to a newer problem: the free-rider 
problem. A multipolar system needs to develop to ensure that international public 
goods are provided by international institutions, and this will only be done through 
international economic partnerships. In this framework, countries willing to 
further integrate in the global markets may seek regional integration as a strategy 
for doing so. the problem appears when a single political and military hegemony 
is considered, coexisting with, e.g., three economic powers. this picture is by far 
closer to the contemporary world.

In addition to the traditional gains from the international trade, non-traditional 
economic gains also exist. Fernandez and Portes (1998, 205) point out new benefits 
of international trade. Non-traditional economic benefits include increased time 
consistency of economic policies and of political reforms signaling that certain 
economic and political conditions do already prevail. Noneconomic benefits 
further include insurance against future political or economic developments, 
increased bargaining power in economic and political issues with respect to third 
countries or other regional groupings and an increased service as a catalyst for 
those who expect to gain from trade liberalization or political reforms.

What if a country is characterized as a socialist economy, can it blend and fit 
in with trade liberalization? taking the EU for instance, recent history suggests 
that socialist countries such as France and Spain as well as the Blair government 
and his labor Party have successfully been able to fit in into trade liberalization 
dictated by the EU in order to become members in such a regional bloc. What 
holds such socialist governments in the EU is actually again their self-interest 
to fit in the EU, of course, each country with a different level of self-interest in 
terms of leadership, privileges, etc. therefore, it can be concluded that whether 
governments are socialist or not, when gain–gain situations are initiated, such 
governments will engage in trade liberalization scenarios.

let us take Britain as an example. In Britain, tony Blair’s socialist ideas and 
policies were directed toward becoming a prominent and strong leader in the 
EU. tony Blair, first elected on the anti-European Commission (Ec) manifesto 
of 1983, proclaimed that as a leader he would share the European idealism by 
trying to develop a project that would create a political vision for Europe dictating 
the then new EU commitments (Beach and mazzucelli 2007, 78–80). the 
most prominent example where the European frame has affected the choice of 
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Blair policy options is the granting of the de facto independence in the setting 
of monetary policy to the Bank of England in may 1997. this decision greatly 
surprised political commentators. It emphasized the difference between previous 
labor and conservative governments and that of Blair (Samur 2006, 297–312).

It is in the elaboration of a new agenda for European social democracy that the 
distinctiveness of the Blair project is most clear. the dominant impression is of 
Blair’s desire to proselytize—to export his own policy model to his partners—
rather than to emulate or import though there are traces of the latter. Blair is nothing 
if not a missionary with a cause, and he has the drive to seek new converts. He 
has dubbed his project, the third Way, distinct from a right-wing neo-liberalism 
and the old statist left. Blair’s labor Party’s shift to a pro-EU stance was initially 
determined by electoral self-interest. the labor Party defined its project in terms 
that made it fully compatible with the known EU policy commitments prior to 
coming to power. Blair believed that his electoral success, his innovative idea 
in domestic policy, and his pro-EU orientation gave him the scope to exert 
British leadership in Europe. In reality, the domestic constraints preventing him 
from making a stronger commitment to the adoption of the single currency have 
curtailed the possibilities for leadership. In addition, Blair’s policy project has 
been so tailored to the distinctive legacy of thatcherism that proselytism of its 
core elements has a restricted appeal to other European social democrats. Both the 
labor Party and the government have displayed a will to share with and learn from 
its parties in the EU, but the divergence in the Blair project from that of at least 
some of the other European social democratic parties constrains such a coming 
together (Samur 2006, 310).

In other words, the experience of government has led Blair to embark on a 
review of how British policy on the EU is determined and advocated in recognition 
of the need to improve Britain’s strategic position.

Why do some trade negotiations end in a successful manner and why do some 
trade negotiations end in a failed manner? According to Gaspare Genna (2006, 
29), there are two key interacting variables that affect trade negotiations: (1) the 
economic size of the trade partners; (2) the economic preferences of the trade 
partners. FtAs are more likely to form when actors find themselves “better off” 
signing than not signing. What constitutes being “better off” actually depends on 
the preferences of the larger actor relative to the other actor, i.e., developed vs 
developing. A trade pattern of desired preferences economically depends on the 
actor’s comparative advantage (that depends on the level of economic development 
and simultaneously the level of domestic and regional strength). In this context, 
the EU representing the stronger actor would prefer a relationship where it can 
maximize the export of its capital intensive goods while protecting its agricultural 
sector. the Gcc countries, the relatively weaker actor, would prefer a trading 
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relationship where they can ease market entry of their primary goods while hoping 
to shield infant industries. According to derosa (2008), the EU is attempting to 
reorganize the global trade regime along its preferences through the EU-Gcc FtA. 
the members of Gcc also see this reorganization to their economic preference but 
not necessarily to their economic development as they have alternative trading 
markets that they can deal with.

trade policies are often interrelated with the consequences a potential FtA to 
domestic groups and to the political leadership survival (Genna and Hiroi 2004, 
159). the preferences of an actor would therefore also need to balance the needs of 
potential FtA winners and losers with a stronger emphasis on the more powerful 
and better organized interest groups in the society. In sum, power asymmetry and 
a focus on domestically derived preferences, in combination, can offer an accurate 
picture of when FtA negotiations, and other developments of regional integration, 
are successful. Preferences in trade patterns also matter. compatible preferences 
are associated with overall trade dependence; the more trade dependent the 
potential partners are, the more likely they will integrate formally.

Negotiations need to favor those economic sectors that already have a higher 
volume of trade than other sectors. For developing countries, these are the primary 
goods sectors (especially agriculture), while for developed countries, this includes 
the manufacturing, financial, and service sectors. therefore, a smaller member 
would not join a FtA if it would be worse off, but if the smaller partner is satisfied 
with the current relationship and would not wish to harm that relationship, it would 
join the FtA. In order for good political externalities (good political relations) to 
stem out from international trade, Schiff and Winters (1998) have in their article 
“regional Integration as diplomacy” (274) stated that regional integration may be 
the “first best guarantee for the static welfare theory”; this is given the assumption 
that trade between neighbors reduces the likelihood of conflict.

In his literature “the logic of regional Integration,” mattli (1999, 101–50) 
explains regionalism by focusing on the interactions between the markets and 
political institution. two prerequisite conditions are needed for regionalism 
to succeed: economic demand conditions and political supply conditions. the 
first condition implies that there must be a strong potential for economic gain 
derived from regional economic integration, so societies demand it. the second 
condition implies the political willingness to match regional integration demand 
depending on the expected outcome of regionalism. If individual economic 
development increases after regional integration, individual governments from 
the different countries maximize their possibilities of being re-elected. When 
re-election happens, it is of utmost importance for the individual regional leaders 
to act as catalysts, matching mostly-to-happen eventual discrepancies in national 
interests with one another. this would not be a problem for EU member states 
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as they are closer to the democratic side than the Gcc countries which are more 
to the non-democratic side; for EU member states, mansfield and milner (1999, 
620–27) agree that most EU countries are nourished with strong commitment 
toward liberal political reforms, and therefore, EU regionalism is consistently 
improving. However, in Gcc countries, individual requests for political reforms 
are sometimes strongly opposed by the candidate country’s government.

the concept of “Europeanization” has been constantly used by many political 
scientists and economists to analyze the degree of European involvement with the 
rest of the world in terms of foreign policies. Europeanization is defined as the 
process of reorienting policies as a result of adapting to EU dynamics (ladrech 
1994, 80). Europeanization can be extended to other areas of policy interactions 
such as external relations and economic dependencies (Vaquer 2003, 60). Europe-
anization involves a set of two actions: Policy Convergence, policies converged 
toward EU-like positions, and Policy Transfer, policies from other countries to 
influence EU policies to match their own domestic policy agenda.

EU policy substitution has been applied as a way to fill in the gaps of external 
policy convergence proceeding through low politics’ instruments like non-trade 
economic relations and cultural actions. Policy substitution is born out of the needs 
of assuming external obligations that are most times inherited from history. When, 
e.g., tariff preferences do not match that of an EU member State’s preferences, 
the affected country will attempt to redirect already existing domestic instruments 
or create new ones. In other words, path dependency explains the resilience of 
regional preferences, external policies and institutions, and the need to rebalance 
external relations through both new and old instruments when policy projection is 
not at hand for a particular policy goal.

consequently, Europeanization is about path dependency (political and 
economic) between member states, and changes in institutions and policies. 
Europeanization is a received and projected process along with which domestic 
existing institutions and interest is conformed; its results depend on what is being 
received and projected, and how it is adapted and transferred. Notwithstanding 
such a fact, path-dependent Europeanization can be sometimes controversial and 
can lead to Europeanization against Europe, i.e., through the rise of anti-Euro 
political activism in the UK.

the process of “Europeanization without Europe” experienced by none of 
the European countries such as the Gcc will be used as a model and applied 
to the Gcc, renaming it to Gulfinization.1 Gulfinization refers to the degree of 
Gcc member states’ involvement with the rest of the world in terms of foreign 
policies, external relations, and economic dependencies. Again, there exists a path 
dependency relationship between the Gcc member states and between security 
and political arrangements. Gulfinization means that the Gulf region should be 
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aware that they are a viable regional organization based on a culture of multilat-
eralism and cooperation. Unlike the EU, what is missing in the Gcc however, 
is an agreement with regard to the type of strategies and policy tools (both 
available and required (Hamad 2009, 10–12). the Gcc does have supranational 
competencies, and its secretariat is rather a weak body with limited resources. the 
unequal size and power of its members with the Kingdom of Saudi Arabia being 
the dominant power has at times proved to be distrustful. the main reason which 
makes such countries stick together is their shared belief in stability and calamity 
with the dangerous regional political environment they face including in the past 
aggressive Iran and Iraq and nowadays the Arab world domino revolutions against 
their own corrupt regimes. In fact, the Gcc has achieved a high integration of 
capital, service, goods, and labor markets, and in terms of regulatory standardiza-
tion, it is far ahead of its neighbors. Especially in recent years, it has also tightened 
its cooperation on internal security matters. Even if some of the flagship projects 
such as the Gcc monetary union and the customs union (cU) have got stuck 
either on the diplomatic level or the level of bureaucratic implementation, the 
trend has clearly gone toward greater integration.

1.4. Theoretical Schools of Thought of Regionalism

the controversy regarding regionalism is evident among the three dominant 
theoretical schools of thought in the field of international relations: neo-realism, 
neo-liberalism, and neo-marxism.

Neo-realist theories, based on power politics, would hold that even if a state 
were to derive an absolute gain from cooperation, it will refrain from entering 
into a cooperative relationship if it expects that its partner will benefit relatively 
more from the relationship and will end up comparatively stronger. Furthermore, 
neo-realists argue that since the developing countries lack the domestic legitimacy 
to defend their economic resources, their elite tend to form alliances with the 
more powerful countries. levy and Barnett (1992, 30–35) have argued that “there 
is an incentive for political leaders to ally with an economically more powerful 
state that might provide scarce resources, which, in turn, might help resolve 
internal economic and political problems.” According to them, security threats 
often stem from weaknesses in the domestic political economy rather than from 
more narrowly defined and autonomously generated political threats. Neo-realists 
see regionalist agreements between the developed countries and the developing 
countries as security related.

Neo-liberalist theories, on the other hand, dominate most of the literature and 
are strongly Eurocentric focusing on the changing character of intra-regional 
relations, on the conditions that were likely to promote or to hinder the movement 
toward regional economic integration. According to neo-liberals and in contrast 
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to neo-realist view, neo-liberal approach to international relations places much 
more stress on cooperation among states (Bennett and Stam 2000, 200). moreover, 
neo-liberals tend to see cooperation among states as the rule, rather than the 
exception, especially in those areas where policy coordination is necessary to realize 
the procurement of public goods, such as stable monetary relations, free trade, 
or sustainable ecological development. Neo-liberals believe that by encouraging 
domestic economies to compete in the world market, regional integration will lead 
to multilateral cooperation on a global scale and thus reduce conflict.

However, the credit crunch seems to have put some negative pressure in this 
assertion. Neo-liberalists state that the same rules of economic development can 
be applied to both developed and underdeveloped countries.

In contrast, neo-marxists, focusing on the developing world, mainly draw on 
the theory of imperialism. Johan Galtung describes imperialism as a structural 
relationship between countries from the center and periphery. Galtung (1989, 
190) contends that “the relationship between the EU and the developing world 
is a relationship of collective colonialism.” the centers use the following five 
monopolies to prevent the peripheries from developing: technological monopoly, 
financial control of worldwide financial markets, monopolies of access to the 
planet’s natural resources, media and communication monopolies, and monopolies 
of weapons of mass destruction. these five monopolies define the framework 
within which the law of globalized value operates. Since states cannot possibly 
fight against these five monopolies on their own, in fact, regionalization is the 
only alternative.

As a researcher, I would arrange the following schools of thought starting 
from the least to be adopted in the current global era to the most applicable to 
be adopted in the current global era under the umbrella of international relations 
theory: neo-realist school of thought (least applicable), neo-liberalist school of 
thought (in between), and neo-marxist school of thought (most applicable).

the neo-realist theory has its pros and cons, but the main controversy lies when 
discussing cases of developing and developed countries. In the case of developing 
countries, the neo-realist theory tends to explain power-security-related politics, 
which does exist in the current era; developing countries, due to their weak political 
legitimacies, search for economic agreements with stronger developed countries 
to secure themselves. this is, however, not true for developed countries. Although 
political realism is convincing as a theory, when applied in reality, it fails to 
recognize the changes in the world; in other words, it stands as a static theory and 
not a dynamic one. For instance, some EU member states have voluntarily given 
up parts of their sovereignty to supranational bodies posing a direct challenge 
to the realists view on regionalism. In addition to that, neo-realists believe that 
international organizations are nothing more than interstate institutions, marking 
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irrelevancy of whether such institutions are global or regional. In other words, the 
neo-realist theory is the least to be adopted in the current era.

the neo-liberal school of thought, when placed in the modern theory context, 
is somehow based on ambiguities and outright hypocrisies. this is because it is 
based on several human factors that can be changeable in reality from theory 
(Woods 2001, 275). (1) Human Rationality: Neo-liberalists believe that social 
progress will happen because of human rationality. they ignored the fact that 
good means are needed to achieve good goals. (2) Means and Rationality: Neo-
liberalists believe that decision makers are able to find rational solutions to any 
problem whether natural, political, economic, or social. they do not search for the 
causes to the problem, but they jump to the conclusion creating new problems. (3) 
Technocratic Management: Neo-liberalist use technocratic management, and thus, 
they avoid power relations and counter-trends.

What is noteworthy is that despite all the criticisms of the Neo-marxist school 
of thought directed at dependency perspectives, its basic theoretical point is 
the only one that still can be said to be empirically valid. thus, it is nowadays 
recognized that many of the developing countries’ problems originate outside their 
own jurisdiction, which validates the theory when it points out that dependency 
is imposed by external forces. the basic remedies of marxism and dependency 
and not least the focus on unequal exchange find their expression in the forced 
liberalization and deregulation of trade, and domestic economic matters should 
be brought back into both schools of thought and as such should be seen as a core 
issue of any fruitful debate.

1.5. Theoretical Basis for Analyzing EU-GCC FTA

As a focal point of the Building Blocks vs Stumbling Stones argument, multilat-
eralism is the first best option in trade liberalization which can be either eroded or 
supported by regionalism.

the Stumbling Stones side of the debate is based on Jacob Viner’s partial 
equilibrium framework for considering the effects of cUs. Trade Diversion is the 
switch in trade from less expensive to more expensive producers; here, welfare 
change is due to the replacement of imports from a low-cost source by imports 
from a higher cost source. Trade Creation, on the other hand, is the switch in 
trade from more expensive to less expensive producers. Welfare Change is due 
to the replacement of higher cost domestic production and/or higher cost imports 
by lower-cost imports. In terms of world allocation of resources, trade creation is 
beneficial to welfare, while trade diversion worsens allocation.

the Building Blocks argument as stated by Bhagwati states that regional trade 
agreements (rtAs) can help sensitize domestic constituencies to liberalization and 
keep the stakes lower to allow for progress on trade or that expanding the number 
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and coverage of successive rtAs can erode vested opposition to multilateral 
liberalization. It suggests that new regionalism can help. Using the concept of 
governance further, it is, however, crucial to understand regionalism not as a 
second best solution (in case that multilateralism fails), but as a logic complement 
to multilateral (and other) strategies of economic reform and liberalization, which 
are geared by the globalization challenge.

Globalization especially increases demands on national economies by 
strengthening global competition, by increasing the mobility of economic and 
human factors, and by “a pressure on increasing own competitiveness in global 
environment” (Beach and mazzucelli 2007, 82–85). thus, it first influences 
regionalism quantitatively: as openness is seen as the only answer to the challenges 
of global competition both in developed and developing countries, regionalism 
spread out as a tool of countries’ integration into the regional and global economy.

2. analysis of eU-Gcc cooperation agreement

In 1990, the Ec–Gcc cooperation Agreement (cA) held three general objectives 
that were designed to fulfill the motive of having equal cooperation between 
the EU and the Gcc: (1) to provide an institutional framework for Ec–Gcc 
relations; (2) to improve economic and technical cooperation; and (3) to foster 
development and diversification in the Gcc countries. Achieving these objectives 
required instruments of an institutionalized EU-Gcc relation, both economic 
and political in hopes of taking steps forward toward free trade. Notwithstand-
ing such movements, there were many obstacles for proceeding from a cA to the 
EU-Gcc FtA.

the first situation that had parallel obstacles was the EU 1991 negotiating 
mandate pre-condition on the previous achievement of Gcc-cU, in order to 
prevent intra-regional trade diversion. the second obstacle was the stagnation of 
FtA negotiations in 1993 related to the Gcc proposals regarding the energy sector 
limiting the EU capacity to tax energies with carbon dioxide emissions.

Although the Gcc was excluded from the Euro-mediterranean Partnership 
(EmP) at the Barcelona conference, it still appeared as a new impediment to 
develop a fruitful and inclusive relationship. However, the EmP acted as a catalyst 
for both EU and Gcc countries to recognize the failure of the current cA in the 
economic and civil society arenas, and the urgent need to upgrade the instruments 
devoted to it.

the year 1995 is known as the turning point in EU-Gcc relationships where 
an EU-Gcc ministerial meeting was held in Granada and made recommenda-
tions strengthening EU-Gcc political dialogue, overcoming the stagnation of 
FtA negotiations, increasing economic cooperation and promoting reciprocal 
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understanding through cultural dialogue. Progress remained limited to the political 
domain while economic issues and cultural exchanges lagged well behind political 
declarations. Positions on the Arab-Israeli conflict and on middle East politics 
converged. A review of the joint communiqués issued after each Joint ministerial 
council meeting shows how middle East politics dominated the agenda.

there are several reasons for broadening the scope of the EU-Gcc FtA. In 
1999, Gcc made the commitment to establish a cU by 2005 and by 2003 presented 
a negotiating mandate of its own. Impediment concerning EU requirement on 
a Gcc-cU was lifted in 1999. European council approved a new mandate in 
July 2001 broadening the scope of the FtA to the new areas covered by current 
multilateral trade negotiations, like trade-in by services, government procurement, 
and intellectual property rights (momani 2007, 5).

Saudi Arabia lifted its double pricing on gas in return for the eventual removal of 
EU duties on aluminum and petrochemical products. the EU-Gcc Joint council 
held in the highly symbolic city of Granada (February 2002) decided to launch 
negotiations for the establishment of the EU-Gcc FtA. EU sources pointed to 
march 2005 as the date for the successful conclusion of ongoing negotiations, but 
this did not really happen.

2.1. Hidden Reasons and Reactions behind the Hindering of Signing an 
EU-GCC FTA

the EU although supporting cooperation with the Gcc has its urge to impose its 
own conditions on developing countries with regard to FtAs. the first is the EU’s 
condition to stabilize carbon dioxide emissions and improve energy efficiency 
through environmental policy within the Kyoto Protocol framework. For 
achieving this goal, the Ec proposed a new energy and carbon dioxide tax aimed 
at lowering energy imports (negatively affecting the Gcc energy exports). the 
second condition is the EU Parliament opposition against the FtA with the Gcc 
because of political issues such as human rights and democracy requesting several 
political reforms in dealing with democracy. the third condition is the low degree 
of Europeanization of EU policies toward the Gcc, which is still dominated by 
the policies of countries having close security ties with the region like the UK, 
France, and divergent economic interests across member states and EU actors. 
clear-cut models of relations are or have been offered to regions like Eastern 
Europe (enlargement/neighborhood), the mediterranean region (association and/
or neighborhood), Sub-Saharan Africa (trade preferences or even association), 
and latin America (association). But Gcc status remains undefined somewhere 
between mere cooperation and association.

From the EU point of view, the Gcc does not match the EU as a regional 
organization, given its lower degree of institutionalization stating that Gcc 
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states have failed to organize properly due to their little experience in collective 
diplomacy and the weak mandate Gcc members have on external relations.

Another former condition that was levied by the EU toward the Gcc but is not 
an applicable reason anymore (since Saudi Arabia is now a member of the World 
trade Organization [WtO]) is the slow pace of Saudi Arabia WtO accession 
process which makes it difficult to frame the ongoing EU-Gcc negotiations. 
most EU–Saudi Arabia–sensitive issues are WtO related like dual pricing as 
an instrument to promote the petrochemical sector, the liberalization of services 
(mainly telecommunications and financial services), preferential margins in public 
procurement for local and Gcc companies, obstacles to foreign ownership, respect 
for intellectual property rights, and technical barriers to trade.

2.2. EU and GCC Tangible Interests

mutual interests by both parties have moved them to take some actions toward 
progress. EU interests in better access to its manufactured exports have already 
been addressed by the Gcc-cU through the adoption of a 5 percent unified 
Gcc common external tariff, much closer to the 3.8 percent most favored nation 
(mFN) EU average tariff rate (better) relative to the pre-existent situation, where 
Gcc average tariffs varied widely (3.4 percent for Kuwait, 4.4 percent for Qatar, 
9.6 percent for Oman, 11.5 percent for Saudi Arabia, 14.3 percent for the United 
Arab Emirates (UAE), and 16.3 percent for Bahrain (Hamad 2009)).

2.3. EU and GCC Tangible Obstacles

Services liberalization according to the EU is now the main obstacle for 
the conclusion of a package deal with the Gcc, given the fact that the EU is 
the world’s largest exporter and importer of services and enjoys substantive 
comparative advantages vis-à-vis Gcc countries. the problem is that the Gcc 
countries as capital owners of most of the service sector in the Gulf are deliberately 
hindering the liberalization of their services. the negotiating directives on the 
services chapter of the EU-Gcc FtA negotiations contemplate more far-reaching 
obligations than those prevailing under the General Agreement on Trade in 
Services (GAtS). But GAtS provisions are quite flexible when compared with 
General Agreement on Tariffs and Trade (GAtt) ones, so leaving a higher margin 
for EU-Gcc agreement to pursue a differential deepening of services trade.

According to the Gcc, the EU levies very high tariffs on petrochemicals. 
this is an issue of special interest for Saudi Arabia that has also been raised 
in its WtO accession negotiations. dubai and Bahrain are more concerned by 
the 6 percent tariff the EU applies to its aluminum exports. However, the EU 
argues that the level of tariff protection is justified by the subsidies received by 
Gulf producers by means of low-cost feedstock. Saudi Arabia’s removal of its 
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double pricing system on gas in return for the eventual removal of EU duties on 
aluminum and petrochemical products seems to have unlocked the impasse on the 
manufacturer’s domain.

According to the Gcc countries and mainly Oman, the EU common Fisheries 
Policy entails high tariffs on fisheries.

According to the Gcc, the EU tax policy on energy products is rather high. 
In Gcc countries, high–EU energy taxation is perceived as crude protectionism, 
even if disguised in environmental-friendly arguments. true, for EU member 
states governments’ energy taxation clearly transcends the environmental problem. 
EU governments are concerned about capturing its share in EU consumer’s 
income transfers toward foreign energy producers and try to maximize it for 
budgetary reasons.

lowering EU’s energy dependence upon foreign producers by setting up 
incentives in favor of alternative, non-oil based energies is also a powerful 
geo-strategic concern. However, Gcc states should be aware that EU’s 
environmental policies also respond to European constituencies demands, mainly 
in most developed (and sometimes most polluted) member states. Environmental 
policies are closely scrutinized by civil society, and worries about pollution and 
climate change represent a relevant political issue.

3. membership factors strengthening Gcc’s regionalism in the form 
of a Building Block

3.1. GCC Membership in Organization of the Petroleum Exporting Countries

Four of the Gcc member states are considered major Organization of the 
Petroleum Exporting countries (OPEc) states, including Saudi Arabia, the UAE, 
Qatar, and Kuwait. Saudi Arabia and the UAE have larger oil reserves and smaller 
populations, with urging desires to diversify their economies, moving toward 
services such as tourism, banking, re-exports, and information technology. the 
UAE and Kuwait are the only two Gulf States which are relatively independent 
from oil prices because of the structure of their finances and economy, and the 
other Gulf States will continue to need higher oil prices to fund their increased 
levels of expenditure.

Saudi Arabia is the world’s largest crude oil producer, a leader in OPEc’s 
production quota decisions and certainly the most active member of OPEc. 
However, Saudi Arabia’s oil dependence continues to dominate its economic 
activity (Fares and Ghali 2009). Income in Saudi Arabia remains low from 
non-oil sources. As a result, the government’s budget is highly vulnerable to oil 
price volatility.
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the four Gcc members of OPEc benefit from OPEc in several ways. this is 
where external forces actually strengthen regional ties rather than negatively affect 
them. First, among all international trade organizations, OPEc has proved to be 
a good example of an alternative IPE with an undisputed amount of bargaining 
power and one of the few powerful organizations not controlled by the West. 
this gathering brings great benefits in both economic and political sense for 
Gcc oil-exporting countries. Second, OPEc secures its member countries’ fair 
shares of the value of their oil resources for the purpose of accelerating economic 
development and improving the welfare of people of the member countries. third, 
OPEc protects its member countries’ self-interest, within the oil market and the 
non-oil sectors as well; OPEc, e.g., is willing to increase its development assistance 
to the minor member countries reducing external debts, creating new work places, 
and reducing poverty and malnutrition (Fares and Ghali 2009). Fourth, OPEc 
provides an opportunity for its members to influence and have a grip of power on 
Western countries that depend on OPEc oil. Finally, OPEc secures its members 
in times of wars and other conflicts.

3.2. GCC and International Atomic Energy Agency

Another positive step in regionalism ties which has surprised the developed world 
is the Jabir Summit resolution that the Gcc states have submitted indicating their 
willingness to cooperate with the International Atomic Energy Agency (IAEA) 
(Atalla and Samman 2009, 20–23). this resolution has encouraged Gcc countries 
to depart from their pervasive stand to show a keen interest that in the case of 
nuclear or radiological disaster, Gcc is able to provide an effective emergency 
response in a coordinated manner. In this sense, the Gcc countries have decided 
to develop a regional radiological and Nuclear Emergency Preparedness and 
response Plan aiming to harmonize the response of member states, mitigating 
Iran and Israel’s craving for weapons of mass destruction (Abdulla 2006, 69–72).

3.3. GCC’s Qatar and Its Changing Leadership Role in the Global World

throughout the past several years, Qatar has successfully attempted to achieve 
a prominent role in the middle East for mediation and a contributing thought of 
leadership to world events. Primarily, award-winning Al Jazeera tV broadcasting 
from doha has contributed significantly to the crisis negotiations in the middle 
East, playing a mediation role in the Palestine Peace Process. It has been heavily 
involved in the WtO talks ever since 2001. It has also played a significant role 
with the Arab Spring uprisings that took place in 2011 (Hamad 2009). Second, 
education and cultural development are among the strong values of Qatar’s 
leadership and government investment, exemplified by hosting the Asian Games 
in 2006 and currently winning the bid to host the 2022 Fédération Internationale 
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de Football Association (FIFA) World cup. third, Qatar’s museum of Islam Art 
opened in 2008, forcing close links between the Qatar Foundation and leading 
American universities such as Georgetown and carnegie mellon (Hamad 2009). 
the Qatari government remains focused on being the financial and technological 
center for the middle East, and it supports this vision through its education 
and culture.

In terms of economic growth, Qatar is one of the fastest growing economies in 
the world, having seen stellar growth over the last decade and predicted growth 
in the future. What is also important is that Qatar’s growth benefits are not only 
from natural resources but also sustainable investments in non-carbon industries, 
diversified across many sectors. the drive to grow, diversify, and make a global 
impact through international standards is evident across Qatar and is reflected in 
its 2030 Vision.

3.4. Bahraini Shia, the Role of Saudi Arabia, and an Actual Cause for Stronger 
GCC Regional Ties

Bahrain, although very small in size and population, has been of major importance 
to the USA, Iran, and Saudi Arabia. For the USA, Bahrain is the homeport of the 
US Fifth Fleet and the host of the main American naval base in the middle East.

co-religionist Shia Iran has given its support to the Bahraini Shia uprisings in 
2011, championing their cause in the name of democracy, certainly a strategic 
and convenient position for them to take over as any hedging on Bahrain’s part 
about its US and Saudi ties would strategically redound to the benefits of tehran, 
something that both the USA and Saudi Arabia would not want to happen.

this is when the Gcc council hoped to save its Gcc regional ties. Under the 
cover of the Gcc, a club of six Gulf Sunni monarchies dominated by riyadh, 
2000 Saudi and Emirati troops descended on manama to help the Al-Khalifas quell 
the almost out-of-control uprising. Intriguingly, the Saudis have cited countering 
pernicious Iranian influence as the main reason their troops are staying; the cold 
war between tehran and riyadh becomes ever more explicit. the Saudi rebuff 
of Iran’s foray into Bahraini politics is likely to be the first move in a long chess 
match for dominance in the Persian Gulf.

As for the USA’s role in the Bahraini Shiaa uprising, just before the Saudis struck, 
Secretary of defense robert Gates went to Bahrain, to urge America’s ally to speed 
up political reforms as a way to defuse tensions with the Shia majority (Abdullah 
2010, 30–40); such advice was spurned by the Gulfians, especially Saudis, who 
declared that more democracy does not necessarily signal more pro-American 
outcomes; this was certainly true in Bahrain where democracy would actually 
have likely led to the ouster of the Al-Khalifas and the establishment of a strong 
pro-Iranian regime on the Arabian scene.
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In real terms, if the USA was not able to differentiate between its democratic goals 
and its interests, Saudi Arabia was able to do so. Saudi Arabia and the USA will 
doubtless remain allies, as their strategic and economic interests are so obviously 
in line. However, there are degrees of closeness, and in a multipolar world, that is 
just what has happened in Bahrain. Scornful of an America that did not seem to 
understand what was at stake, the Saudis did what they felt they had to do.

3.5. GCC and Developments in Joint Infrastructure

Joint infrastructure is an important area of integration in which the Gcc has 
made the most progress, with several large multinational projects in a number 
of sectors now under construction. For example, the Interconnection Project, a 
new US$1.4 billion electricity grid implemented by the Gulf cooperation council 
Interconnection Authority (GccIA) will initially link Saudi Arabia, Bahrain, 
Qatar, and Kuwait in a northern grid, then Oman and UAE in a southern grid; a 
third phase will connect the two grids (World Bank 2010).

In the oil and gas sector, the US$10 billion, 360-kilometer dolphin Gas Pipeline 
carries natural gas from Qatar to the UAE and Oman. many analysts have posited 
that the success of this initiative will pave the way for other gas pipelines in the 
region (Simon 2011).

In transportation, Qatar and Bahrain are planning a US$4 billion causeway 
and high-speed rail link that will connect the two countries. Bahrain and Saudi 
Arabia already share the King Fahd causeway, which was built in 1986 and which 
the countries are planning to expand. Oman is planning a super-expressway 
connecting muscat and the UAE that should be open by 2015. And the Gcc as a 
whole is planning a 2117-kilometer railway network to be built by 2017, with an 
estimated cost of US$25 billion (World Bank 2010).

3.6. GCC Millennium Goals Indirectly Leading to Economic Development and 
Stability

the Gcc, as a bloc of wealthy countries, should take advantage of its position 
in the Arab world and provide assistance to the less-developed Arab countries in 
the region, which are working hard toward eradicating poverty, increasing energy 
accessibility and efficiency, improving education and human development, and 
increasing gender equality.

4. Hypotheses Prior to examining trade Gravity models

most of the trade gravity models discussing the EU-Gcc FtA have been 
conducted before the 2008 world financial crisis. the hypotheses for such trade 
gravity models are listed as follows:
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Hypothesis 1 (H1). the variables of the trade gravity model that affect the 
trade direction are different for the EU and the Gcc. For the EU, distance will 
be the most crucial factor affecting trade. For the Gcc, distance will not be a 
mere problem.

Hypothesis 2 (H2). regional trade within the EU and its member states overstocks 
that of having trade with the Gcc member states. regional trade within the Gcc 
is rather low with redundant comparative advantages and thus international trade 
is a plus, leading to international trade creation rather than divergence.

Hypothesis 3 (H3). It is expected that Gcc trade with other parts of the world 
such as Asia would increasingly become important and simpler than trade with 
the EU for the political requests and interference the EU has been imposing on 
the Gcc.

4.1. First Trade Gravity Model: Price Waterhouse Coopers (2004)

Price Waterhouse coopers (PWc) trade gravity model revealed that with the 
potential EU-Gcc FtA, Gcc countries will experience trade creation rather 
than trade diversion. trade creation for Gcc amounts to US$2.3 billion and 
concentrates as expected on manufactured products trade. Furthermore, economic 
welfare improves by 2.7 percent of gross domestic product (GdP). EU countries 
will experience trade diversion rather than trade creation. PWc estimates 
a net trade diversion of US$1 billion as well as a reduction of US$1.1 billion 
in economic welfare (which is actually not a problem as such a reduction is a 
negligible amount of EU GdP loss). For Kuwait and Qatar, PWc results point to 
the fact that the EU-Gcc FtA eliminates most disadvantages of the Gcc-cU, 
with its GdP growing by 0.8 percent and 1.7 percent, respectively. GdP of Saudi 
Arabia, Oman, and UAE will improve by 2.8 percent–3 percent, while Bahrain’s 
GdP will grow by as much as 7 percent (Serrure, Vermeir, and deurnick 2004).

most of the increase in welfare in Gcc countries will focus on the mineral 
sector and, to some extent, on the manufacturing sector. However, agriculture 
turns out to be the loser of the FtA, experiencing sector GdP losses in every Gcc 
country; even if those losses are reduced when compared with both overall results 
of the FtA and Gulf States GdP, they are significant at the sector level.

4.2. Second Trade Gravity Model: Baier and Bergstrand (2004)

Baier and Bergstrand (2004) have also applied a trade gravity model for the potential 
EU-Gcc FtA with two alternative, restricted and unrestricted, specifications. the 
results of this model suggest that EU net trade creation accounts for US$28 billion, 
while GCC trade creation attains US$27 billion.
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4.3. Third Trade Gravity Model: Aysu İnsel and Mahmut Tekçe (2009)

the third econometric trade gravity model was by Aysu İnsel and mahmut tekçe 
(2009), analyzing the bilateral trade flows in the Gcc countries. this trade gravity 
model analyzed the trade pattern of the Gcc countries through bilateral trade flows 
with 51 developed and developing countries for two different periods: 1997–2006 
and 2001–2006. the results of the estimated models for the periods 1997–2002 
and 2003–2007 revealed some important facts regarding the trade patterns of the 
Gcc countries.

First, the distance variable, the key determinant of the gravity model, is actually 
insignificant for all Gcc countries. On the other hand, incomes and time invariant 
variables are the important determinants of trade flows in this analysis.

In essence, this empirical analysis provided us with three important outcomes. 
First, the overall rank of trade partners has not changed significantly from 
1997–2002 to 2003–2007 period. However, the order of top 15 trade partners 
has changed significantly as Asian countries have moved above the EU countries 
and the USA after 2003. the overall results support a strong positive correlation 
exhibiting that the trade partners are roughly in the same order for each Gcc 
country. However, for each Gcc member, the composition of the top 15 partner 
countries changes noticeably after 2003. Asian countries china, India, Japan, 
South Korea, Pakistan, and thailand; the EU countries the UK and Germany; the 
USA; the Gcc members Saudi Arabia and the UAE have become important trade 
partners in all Gcc trade.

Second, the trade flows of the Gcc countries were positively related to the 
trade partner’s per capita income, as expected from a gravity model specification. 
Accordingly, with the global economic growth in the last decade, until the recent 
economic crisis, the Gcc countries notably increased their trade activities and the 
standard of living.

third, the model shows that, contrary to the core of the gravity model where 
trade between two countries decreases as distance between them increases, the 
trade pattern of the Gcc countries shows a different trend. Exports and imports 
of the Gcc countries are related to the wealth of the partner countries, but not to 
their distance, mainly due to the nature of their exported and imported goods, the 
characteristic of the region and developments in transportation facilities.

For the Gcc countries, trade creation is mutually dependent on the wealth of 
the partner countries but not due to the distance which is the basis model of the 
trade gravity model. For the EU countries, trade creation is mutually dependent 
upon the distance between the countries and on the nature of their exported and 
imported goods.
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5. sWot analysis of Potential eU-Gcc fta

In order to avoid redundancy, the SWOt analysis below was conducted for the 
EU. However, it is important to note that the opportunities of the EU are actually 
the strengths of the Gcc, and the threats of the EU are actually the opportunities 
of the Gcc.

Strengths. the EU-Gcc FtA will provide the EU with better market access for its 
manufactured exports and services, and at the same time, the EU’s oil imports will 
be provided by the Gcc. Strong economic as well as political relationships will 
exist between the two blocs. the EU can model and apply its EU model to that of 
the Gcc through the political conditions and the calls for democracy that it has 
been using to dictate the nature of the relationship between the two blocs.

Weaknesses. According to the trade gravity models, for the EU countries, trade 
creation is mutually dependent upon the distance between the countries and on the 
nature of their exported and imported goods. In that sense, the EU-Gcc FtA will 
most probably lead to trade diversion with little impact on economic welfare of the 
EU. Another weakness is the vulnerability of the EU to fluctuations in oil prices 
and their dependency on Gcc countries for such a natural resource. the Eurozone 
crisis, and the bankruptcy of Greece, as well as the recession in Ireland, Italy, and 
Spain, makes the EU become limited in its financial capacity and is in need for 
some economic flourishing.

Opportunities. the EU should consider the EU-Gcc FtA more seriously even 
though little trade creation will be present, and this is due to the opportunities 
that can later turn into threats that the EU should take hold of (before the Gcc 
becomes a competing bloc rather than a cooperating one). Gcc’s increasing 
macroeconomic competitive role in the world especially after the 2008 world 
financial crisis and its leading membership in OPEc, its interest in joining the 
IAEA, and its changing role in the global world.

Threats. the first major threat of the EU-Gcc FtA is the fact that it would lead 
to trade creation and more economic welfare for the Gcc in relation to the EU 
simply because the Gcc countries’ trade line does not depend on the distance of 
the trading partner but rather on the wealth and what it has to offer. the EU is faced 
with the Gcc service liberalization dilemma which it claims is the main obstacle 
for the conclusion of the EU-Gcc FtA package deal. the EU is the world’s largest 
exporter and importer of services and enjoys comparative advantages vis-à-vis 
Gcc countries and has the fear of having Gcc compete their services worldwide 
as what is the case in the Gulf area. Another threat that the EU should bear in mind 
is Asia which has recently become a major trading partner with the Gcc.
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6. conclusion

It has become clear that there is a direct relationship between regional integration 
and international FtAs. the hypothesis stating that there is a direct relationship 
between strong regional bloc integration and achieving a strong global position 
in the world through FtAs is true. the main conclusion is that regionalism can 
divert trade and can simultaneously create trade in the same situation for different 
regional blocks depending on the factors that do not have to be economic; they 
can be political, economic, and/or cultural. It has been stated that in the case of the 
potential EU-Gcc FtA, the strong regional ties within the EU will actually lead 
to trade diversion and low value added in terms of economic welfare while for the 
Gcc, the FtA along with the Gcc regional ties will lead to an increase in trade 
creation and economic welfare.

Gcc regionalism ties are coordinated interests that will be successful. Its 
international economic ties, international agreements, and partnerships will 
somehow struggle in the bottleneck of EU’s relatively stronger interests of fearing 
the emergence of a strong, global, and equal power to it like the Gcc. In practice, 
although EU self-interests are toward imperialism and strong global power, the 
EU should follow a marxist school of thought where cooperation with the Gcc 
should happen in an equal and supportive attitude.

7. limitations of the study

to a large extent, the predominant approach to analyzing the Gcc has been in terms 
of historical or factual indicators rather than theoretical vantages. When examining 
existing Gcc literature, one notices a lack of clear consensus regarding the true 
purpose and function of the Gcc. Although certain common understandings 
are represented, many analysts of the region emphasize the different factors 
that motivate the relationship. In general, most of the references of the Gcc are 
concerned with two principal areas of interest, security, and economics, which 
is actually not surprising as security and economic factors are the issues that 
most concern these states. data concerning the Gcc countries are not easily and 
fully available for all the necessary sustainability indicators. Environmental and 
social data are particularly scarce. Where data are available, the inception report 
has provided quantitative information to illustrate trade flows, changes in trade 
flows, investment levels, and other issues related to the economic impact of trade 
liberalization. most of the sources found date to 2007 and very few sources were 
found regarding the potential EU-Gcc FtA after 2008, the world financial crisis. 
this should not be the case as although the world is busy trying to get itself out of 
the recession, some solutions such as the EU-Gcc FtA will be of major help to 
scholars, economists, and politicians.
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8. further research

It would be rather interesting to engage in further research with regard to a 
comprehensive comparison between the Gcc and turkey and to examine the 
potential of them forming an FtA agreement together and also to examine the 
steps that turkey has taken in order to reach such level with the EU. Furthermore, 
it would be interesting to conduct a new version of a trade gravity model and apply 
it to the Gcc, EU, and turkey and examine the results.

appendix 

A.1. Gulf Cooperation Council

the Gulf cooperation council (Gcc), a political and economic alliance and 
trade bloc, was created in 1981 with the objective of integrating and coordinating 
member states in all fields and formulating similar regulations in the economy, 
finance, trade, legislation, and administration. According to Article 4 of the Gcc 
charter, there was an urge to deepen and strengthen the relations among the member 
states. As part of the overall plan for greater economic integration, Gcc members 
implemented a customs union (cU) in January 2003, unifying tariffs throughout 
the Gcc. Attempts to launch a common market (cm) in January 2008 aiming for 
a single currency and monetary union (mU) by 2010 are still in progress.

A.2. Economic Partnership Agreement

In general, an Economic Partnership Agreement (EPA) can be described as a 
process where restrictions to movement of goods, capital, and labor are reduced 
or removed completely. the process itself also involves harmonization of laws, 
standards, and regulations. In his Glossary of International Economics, Alan 
deardorff defines economic partnership in terms of reducing barriers among 
countries to transactions and to movements of goods, capital, and labor, including 
harmonization of laws, regulations, and standards. common forms include FtAs, 
cUs, and cms.

A.3. Regional Economic Integration in Sequential Stages

the traditional, well-agreed-upon stages of regional economic integration in the 
developed world revolve around five levels as displayed below.

A.3.1. First Level: Free Trade Area Agreement

Within a free trade area agreement (FtA), barriers to goods movement are reduced. 
However, members maintain their individual tariff schedules against goods 
imported from third countries. FtA’s effective operation requires certificates of 

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0



THE ANAlYSIS OF EU-GCC POTENTIAl FREE TRADE AREA AGREEMENT 355

World Review of Political Economy Vol. 5 No. 3 Fall 2014

origin to verify the source of imports. these documents differentiate between 
goods produced within or outside the area.

A.3.2. Second Level: Customs Union

A cU is a higher form of free trade agreements. Participants not only agree to 
abolish or reduce tariffs between themselves. they also set a common external 
tariff policy against third parties. In this manner, member countries secure the free 
or privileged flow of tradable goods among themselves, on the one hand, and form 
a discriminating trade bloc against non-member countries, on the other hand. the 
main concern here becomes the coordination of the trade policies among member 
countries instead of developing elaborate rules of origin.

A.3.3. Third Level: Common Market

A cm allows a free flow of not only goods but also services and factors of 
production such as capital, labor, and entrepreneurship across countries. It also 
establishes a common external tariff policy against third parties. However, such 
a scheme necessitates the coordination of commercial and industrial policies. 
citizens of the cm can work and invest in any member country without restriction.

In a cm, members move beyond a cU, and beyond shallow integration or 
commodity trade reforms, to allow the free movement of labor and capital within 
the union. the European Economic community (EEc) by the early 1990s had 
achieved a cm. With the decision to become the European Union (EU), in which 
members adopted compatible fiscal and monetary policies, and (many) a common 
currency (the Euro), the Europeans are achieving full economic or deep integration, 
or an economic union.

A.3.4. Fourth Level: Monetary Union

An mU establishes a central monetary authority which will determine monetary 
policies for all participating countries. this authority issues a common currency to 
be circulated among member countries.

A.3.5. Fifth Level: Political Union

this occurs when perfect unification of all policies by a common organization 
exists, with a submersion of all separate national institutions. the political union 
remains an ideal yet to be achieved.
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note

1. “Gulfinization” is a term used by the researcher in the article similar to what is known as Europe-
anization of the European Union. It is not an existent concept but maybe someday it will be.
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