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Executive summary
◊ The countries of Asia are by far the largest trade 
partners of the Arab Gulf countries. China, India, Japan, 
and South Korea are the largest importers of oil and 
natural gas from the Gulf. However, this Gulf-Asia trade 
extends beyond oil and gas. The Gulf states are now major 
exporters of downstream products to all the countries of 
Asia. These include refined products from oil, fertilizers 
as well as basic and advanced chemicals. In return, the 
Gulf countries are importing not just consumer goods, 
but also technical products and services from Asia.

◊  The huge volume of trade between the two regions is 
giving birth to new investments by China, South Korea 
and Japan in the Gulf and by the Gulf states in India and 
China and South East Asia. An important corollary to 
these trade and investment relations is that pressure is 
building to change the links between the Gulf currencies 
and the US dollar in favour of the Renminbi. In due 
course, the Chinese currency could become increasingly 
central to trade, with vital policy ramifications for the 
Gulf states.

◊  This Insight analyzes the trade links between the Gulf 
states, mainly Saudi Arabia, the UAE, and Qatar, with the 
Asian ‘Big Four’. It will evaluate how present trade and 
monetary policies may affect their potential evolution 
over the next few years.

◊ It argues that the economic and financial flows 
between the East Asian states and the Gulf countries 
are already creating a base from which the influence of 
the Far Eastern states, not just China, will continue to 
increase, amid declining economic importance of the 
United States and the European Union. On the other 
hand, the Gulf countries are unlikely to put all their eggs 
in the Chinese basket. The Gulf states may not want to 

see China dominate their earnings from hydrocarbons 
and take their markets for their productions downstream 
from oil and gas. In any case, the dominance of Asia 
in trade, relative to the rest of the world, is bound to 
have major negative consequences to the strategic 
importance of the West in the Gulf, including a decline 
in the importance of the US dollar in world trade.

◊ It ends with a few policy recommendations for the 
Gulf to consider: 

o evaluate the potential impact of a more universally 
used Renminbi on their own currencies, cash reserves 
and trade strategy;

o enhance their investments in advanced chemicals 
and renewable energy companies with the purpose of 
becoming as dominant in both industries as they are 
today in the crude oil and natural gas sectors;

o emphasize further the education of their elite students 
in languages, cultural background and business practices 
of Far Eastern countries.

Gulf-Asia Energy and Trade Ties: A Challenge to the West?



Abraham Accords: Legal Interpretation and Scope for Collaboration with Asia

2

Introduction
Western countries have taken for granted that their 
relationship with the Gulf states is very strong and 
politically stable. Since the 1950s, the United States 
has had been by far the main supplier of armaments, 
automobiles, electrical, desalination equipment, and 
airplanes to the region. In the same period, Germany, 
France, the UK, and Italy also had substantial success 
in providing machine-tools, airplanes, trucks, cars, 
turbines and luxury goods. In return the Gulf states have 
supplied the West with crude oil, refined products and 
LNG. 

However, the tide has turned towards the East. For 
several years, Japan has supplied information technology 
(IT) products, industrial machinery and automobiles 
to the Gulf, South Korea has become the country to 
go to for advanced chemical and energy technologies, 
including nuclear power, and China is now by far the 
largest trade partner of all the Gulf states providing 
most manufactured products to the local Gulf markets. 
At the same time the Far East and South Asia have 
become the largest importers of Gulf energy products, 
from crude oil to very advanced chemicals developed 
and manufactured in the Gulf states, principally in Saudi 
Arabia and the UAE. The four largest recipients of Saudi 
products were China, Japan, India, and South Korea.1 
They imported $122 billion of products in 2019 versus 
$13.4 billion for the United States. China now sells 
twice as much as the United States to Saudi Arabia.2 
Furthermore, a large volume of Chinese products may be 
re-exported from the UAE to the Kingdom. India is also 
a large importer of Gulf oil, natural gas and fertilizers, 
while providing the Gulf with millions of workers.

As is common in many industries, the main clients of a 
company, or in this case countries, are also their main 
competitors. China is now the largest buyer of energy 
from the Gulf but is also the region’s main competitor 
for the products made by the GCC countries for export, 
such as petrochemicals, advanced chemicals, fertilizers, 
and aluminum.

What has maintained the significance of the Western 
countries in the Gulf has been the importance of the US 
dollar as the main currency of trade and investments 
and the US military dominance in the region. However, 
the volume of trade, especially with China, is such that 
this Gulf-Asia trade may start using the Renminbi as the 
currency of choice, thereby undermining the power and 
influence of the Western countries and of the United 
States in particular. This perception is increasing at a 
time when the world questions the will of the United 
States to maintain its military power in the Gulf.

This Insight provides a short review of the trade flows 
between the Gulf and Asian countries. It argues that the 
economic and financial flows between the East Asian 
states and the Gulf countries are already creating a base 
from which the influence of the Far Eastern states, not 
just China, will continue to increase, amid further decline 
in the economic importance of the United States and the 
European Union. On the other hand, the Gulf countries 
are unlikely to put all their eggs in the Chinese basket. 
The Gulf states may not want to see China dominate 
their earnings from hydrocarbons and take their markets 
for their productions downstream from oil and gas. In 
any case, the dominance of Asia in trade, relative to 
the rest of the world, is bound to have major negative 
consequences to the strategic importance of the West in 
the Gulf, including a decline in the importance of the US 
dollar in world trade.

Energy
Export of crude oil, oil products and natural gas from the 
Gulf states to Asia have been growing rapidly for the past 
twenty years and now amounts to above three quarters 
of all their energy sales. Of course, crude oil export from 
Saudi Arabia leads the way, with China alone importing 
around 1.77 million barrels per day (mbd) of Saudi oil.3 

China has a very diversified base of suppliers, but Saudi 
Arabia and Russia are by far its largest suppliers. 

On the natural gas front, Qatar has also maintained 
a position of either first or second supplier of Liquid 
Natural Gas (LNG) to the countries of Asia, in competition 
with Australia and to a lesser extent Malaysia. Japan is 
the largest importer of LNG, followed by China and then 
South Korea. India is also increasing its imports of LNG. 
Most of the LNG sales are made on a CIF basis, meaning 
that the cost of transport is included in the price quoted 
by the sellers to the buyer. The cost of transporting LNG 
is high, therefore producers far from their markets are 
at a disadvantage. To gain or protect their market share, 
remote producers must absorb the transportation cost, 
which can be substantial. 

This feature favours the sales of LNG from Australia and 
Malaysia to China, Japan and South Korea.  However also 
favors Qatar when selling to India, which is the closest 
large supplier to the sub-continent. On the other hand, 
most buyers do not wish to be totally dependent on one 
source, regardless of the transportation benefit. Hence, 
Qatar has managed to continue to have a substantial 
market share in China and Japan, even though shipping 
costs from Australia are substantially lower than those 
from Qatar. It is interesting to note, however, that the 
US LNG producers have managed to gain a substantial 
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foothold in Asia too, even though their transportation 
cost is double that of Qatar.4 Most Asian buyers will 
buy some LNG from Cheniere or other US producers to 
maintain a diversified portfolio of suppliers.

Products like gasoline, diesel, kerosene or naphtha are 
produced in the large refineries of the Gulf and exported 
all over Asia, but usually not to China, which is itself an 
exporter of such products. Hence, China buys crude oil 
from the Gulf, and re-exports some of it in the form of 
refined products in competition with the Gulf states. 
Competition between all refiners worldwide is very 
keen. Indeed, whereas China refines about 14 mbd of 
crude oil5 and exports about 23,000 bd,6 Saudi Arabia 
refines 3.3 mbd7 and exports up to 2 mbd of products.8 

The largest refinery in the world is that of Reliance in 
India. Reliance buys its crude from all sources available 
in the market, including from the large producers of 
the Gulf and sells its refined products in India. Saudi 
Aramco has been negotiating a $15 billion stake in 
Reliance and also build a large refinery in Maharashtra 
state.9 However, Saudi Aramco does not appear keen 
on building a base load for its production of crude oil 
outside Saudi Arabia, which may delay or cancel the 
negotiations for these two deals.

Focus on Saudi Oil Policy
Under the leadership of Khalid Al-Falih, who was 
minister of energy until 2020, Saudi Arabia had a 
policy of becoming the largest supplier of products and 
downstream chemicals worldwide, with an output goal 
of 10 mbd of refined products,10 close to the Kingdom’s 
average production of crude oil. To achieve this level 
of refining, Saudi Arabia already can produce over 3.3 
mbd of refined capacity at home11; it owns Motiva, a 
refining company in the US with a capacity of 650,000 
bd; it has participations in two 250,000 bd refineries 
in China; and it has a refinery in Japan. All these have 
supply contracts for the crudes. Saudi Arabia was also 
planning a large 400,000 bd refinery and downstream 
operations in Indonesia and, as mentioned, very large 
plans for refining in India. 

Altogether, Al-Falih’s plans to build chemical plants and 
refineries overseas may have required $100 billion in 
investments.12 The Saudi expansion in refining and the 
downstream productions from the products, mainly 
large-scale chemical plants, would have provided Saudi 
Arabia with the assurance that it could always find 
an outlet for its 10 mbd production out of its present 
capacity of 12 mbd. To achieve this plan, Saudi Aramco 
presented itself as being less than a national oil company 

and more of an international oil company (IOC), like 
ExxonMobil, BP or Total, except vastly bigger, but just 
as transparent. The purpose of this transformation 
would have been that Saudi Aramco could have been 
independent from the Saudi state and financed itself on 
the world markets and dominated the oil markets, while 
being like ‘other’ large IOCs.

However, the Saudi leadership ultimately did not support 
the plan. The minister was replaced and most of the 
expansion plans in refining and downstream chemicals 
worldwide were cancelled.13 Eventually, control, albeit 
not ownership, of Saudi Aramco was passed on to the 
Public Investment Fund. Yasir Al-Rumayan, who was also 
CEO of the Public Investment Fund (PIF), was appointed 
chairman of the oil giant. The $25 billion raised in the 
small 1.5% sale of shares in December 2019 were passed 
on to the PIF. The PIF also sold its 70% ownership of 
SABIC to Saudi Aramco for $69.1 billion.14 Saudi Aramco 
guaranteed it would pay a dividend of $70 billion per 
year, regardless of its earnings. Finally, in April 2021, the 
Crown Prince, who also chairs the PIF, announced that 
SABIC and Saudi Aramco would have to pay an extra $80 
billion annually to PIF.15 

Fossil Fuel Policies of Other Gulf 
States
At a time when crude oil is often considered to head 
towards oblivion, it may be necessary to remind readers 
that fossil fuels will continue to provide most of the 
calories needed to run the world’s economy for many 
decades to come and the demand from Asia is likely 
to continue increasing. The Gulf is still endowed with 
the lowest cost carbon molecules whether in the form 
of very low-cost of crude oil production or of natural 
gases. In fact, most countries of the Gulf are still actively 
investing to increase their production of fossil fuels. 
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Qatar is increasing its LNG production capacity from 77 
million tonnes per year (mty) to 125 mty. The UAE has 
invested to increase its crude oil production capacity 
to about 4 mbd and is now tartgetting 5 mbd. Saudi 
Arabia has announced that it may increase its capacity 
to 13 mbd,16 from 12 mbd. Saudi Arabia and Kuwait have 
settled a long dispute over their Neutral Zone (NZ) and 
have now restarted production and exports from the NZ 
to 300,000 bd. Oman has managed to increase natural 
gas production and is now able to fulfill its contracts 
with the Far East for LNG. Together, it is worth noting 
that even though there is much talk and substantial 
investments in developing renewable energies in the 
Gulf, there is also a commitment to continue being 
producers of oil and natural gas aimed at fulfilling Asian 
demand.

Natural Gas Exports
Methane is the main natural gas exported worldwide. It 
is transported mainly by pipeline from Russia to Western 
Europe and in the Americas from Canada to the US, 
within the US and from the US to Mexico, and now to 
China from Uzbekistan and Russia. However, the large 
producers of the Middle East are very far from their main 
markets in Western Europe and in Asia and therefore 
prefer to process their methane into LNG, for export by 
specialized tankers. 

The largest producer in the Gulf is Qatar with a total 
production of 171 billion cubic meters per year (bcmy), 
a substantial portion of which feeds its 77 mty LNG 
plants (corresponding to 106 bcm). Other Gulf exporters 
are Oman, which has a capacity of 9.7 mty and the UAE 
with 5.6 mty17. Saudi Arabia, which is the 7th largest gas 
producer in the world with 112.1 bcmy18, does not export 
its natural gas and keeps it for its own use19. 

Qatar’s increase in LNG capacity to 125 mty is expected 
to be operational in 2023. Qatar’s main markets are 
China, South Korea, Japan, and India. LNG is mainly sold 
on long-term contracts but increasingly buyers use spot 
purchases to fill their rapidly increasing requirements. 
Australia being geographically closer to China, Japan 
and South Korea has lower shipping costs, thus having 
an advantage over Qatar. Qatar, in turn, has a major 
distance advantage over the US LNG suppliers. It also has 
a mitigating benefit over Australia because its gas is less 
costly to extract. The Qatari fields are all offshore, but 
unlike the fields of Australia they are mainly in shallow 
water. Furthermore, some of the Australian production 
comes from seam coal beds which are quite expensive 
to develop. 

Whereas Qatar still exports some LNG to Western 
Europe, the US production, which also benefits from very 
low cost of production, can take Qatar’s market share in 
Western Europe. Qatar can maintain its market share 
in the East and has greatly increased its share in India, 
which is closest to the Gulf producer. Qatar exports 
55.3 mty, about 70%, of its total production to Asian 
countries, plus another 2.5 mty to Kuwait (see table).

Oman has benefitted from starting its LNG production 
as early as 1994. It now has three operational production 
facilities. However, by the early part of this century, it 
could not produce enough gas for its own needs and 
those contracted by buyers in Asia. Fortunately, with a 
strong technical contribution from BP, Oman was able to 
build back its production capacity developing fracking 
for the first time in the Middle East in its Khazzan field.

Source: MEES: 02 Apr 2021 - Volume: 64 Issue: 13 

The UAE has a distinct position in the LNG market. It 
is the third LNG producer in the Gulf and is exporting 
over 7.6 bcm (corresponding to 5.6 mty), 63% of which 
goes to India20. As the UAE’s economy boomed after 
the 1990s, the local demand for gas, mainly to produce 
electricity and desalinate water, exceeded production. 
The UAE signed a contract with Qatar to build a pipeline 
connecting the two countries. Following differences 
over pricing, the UAE started looking for larger gas 
production, mainly through developing its own sour gas 
fields21. However, these fields have not yet been brought 
online, forcing the UAE to maintain and preferably 
increase its oil production and extract enough natural 
gas for its own needs.

Whereas methane (CH4) represents about 95% of 
the gases extracted from the Gulf underground, 
2.5% is ethane (C2H6), and the balance consists of 
propane, butane and other heavier gas molecules22. 
However, these gases are extremely valuable and 
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produced relatively cheaply. Unlike LNG, which has to 
be compressed and refrigerated below -160 degrees 
Celsius, they are transported in their original liquid form 
with minimal efforts. Hence ethane, propane and butane 
are sold by the tanker load, mainly to Asia by all the Gulf 
oil producers or used on the spot to make hundreds of 
chemicals, which in turn are exported worldwide, again 
mostly to Asia. 

Due to the abundance of these gases, the Gulf states 
have developed very advanced chemical industries 
through joint ventures with the largest chemical 
companies of the world. They have also developed 
them on their own, as is the case with SABIC, which has 
become a chemical giant on its own terms, competing 
with the likes of BASF, Bayer or Dow Chemicals. SABIC is 
now integrated into Saudi Aramco. Saudi Aramco is also 
a large chemical producer on its own and through joint 
ventures with Dow Chemicals, Total, Shell, etc. Most of 
the Gulf production is exported to the markets of Asia, 
where the chemicals are processed and exported to the 
rest of the world.

Most of the Gulf countries also use their methane to 
first produce ammonia and then produce fertilizers 
for export. In fact, today the Gulf is one of the largest 
producers of nitrogen fertilizers in the world. Most 
fertilizers are exported to India. For example, SABIC is 
one of the world’s largest producer of di-ammonium 
phosphate [(DAP) which is a valuable mix of ammonia 
and phosphoric acid]. Saudi Arabia can produce DAP 
at much lower prices than other producers23. This has 
allowed the kingdom to become the largest supplier of 
DAP to India, displacing Morocco and the United States.

Aluminum
The Gulf states produced 5.8 million tons of aluminum 
in 2020, about 9% of the world’s total24. The largest 
producer in the Gulf is EGA, the Aluminum Company 
of the United Arab Emirates, owned by Mubadala, the 
second largest sovereign wealth fund of Abu Dhabi. EGA 
has a capacity of 2.34 mty. Alba, the aluminum company 
of Bahrain, has a capacity of 850,000 ty, while the 
Saudi production is owned by a joint venture between 
Ma’aden, the mining company of Saudi Arabia and Alcoa 
of the United States, and has a capacity of 650,000 ty25.

Indeed, the main strength of the Gulf’s aluminum 
producers is the very low cost of electricity, which 
accounts for about 50% of the total cost of production. 
And as long as they can rely on a supply of alumina,26 
they will be able to export raw aluminum at highly 
competitive prices. They will also be able to develop 

local plants to use it, such as rolling mills to make sheets, 
aluminum foil and parts for various industrial products, 
like electricity cables, extrusions for the construction 
industry, automobile wheels, etc., which are then 
exported worldwide.

Trade Competition
While Japan and South Korea are large buyers of the 
Gulf products, especially crude oil, LNG, fertilizers and 
various chemicals, China is both a strong buyer and 
a strong competitor. China is the Gulf’s largest buyer 
of crude oil and the second largest buyer of LNG. It is 
also the world’s largest producer of aluminum, DAP 
fertilizer and a massive producer of petrochemicals and 
advanced chemicals in direct competition with SABIC, 
Saudi Aramco and the other chemical producers of the 
Gulf, both public and private. 

For example, SADARA (the Saudi Aramco-Dow Chemical 
joint venture) is a large producer of disocyanates 
mainly MDI and TDI27, which competes in Asia with 
several Chinese producers. MDI and TDI are the basis of 
urethanes, used for making foams, packaging, insulation 
materials, helmets and hard plastics for the automobile 
industry. They are vital to the economic growth of the 
Far East, South Asia and to the export business of China. 
Urethane and related products add great value to basic 
refined products like naphtha. However, they are difficult 
to make and require very advanced technology. As can 
be expected, there is extensive competition between 
the Gulf-made chemicals and those made in China and 
other Asian markets, especially India, Japan, Indonesia, 
and South Korea.

In the case of aluminum, the Gulf countries have a great 
natural advantage in their ability to produce very low-
cost electricity from their large natural gas production. 
They also have access to alumina shipped at very low 
cost from West Africa, Australia or Jamaica. Saudi 
Arabia has its own bauxite mines and quasi-free caustic 
soda28. In spite of their very low cost, the Gulf’s main 
competitor is China, where its three largest companies 
produce 13.6 mty29. China produces enough bauxite for 
its own consumption and has plenty of relatively low-
cost nuclear and hydroelectricity. Unlike the Gulf, it can 
also use very low cost and highly qualified labour to take 
the aluminum downstream and produce thousands of 
parts and miscellany items which are made of aluminum.

China has the great advantage of a huge population, which 
gives it a built-in base load of buyers for products made 
from its own energy sources30 plus their imports from 
the Gulf and Russia. China’s main advantage lies in the 
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very large highly skilled manpower, strong engineering 
base and its excellent management systems. All these 
features allow China to be the main competitor to the 
Gulf states even for chemicals, fertilizers, advanced 
chemicals, refined products and aluminum products 
where the Gulf states have a natural advantage. China’s 
easy access to the other large markets of Asia gives it 
an added advantage, whereas the Gulf states will always 
have the disadvantage of the distance between them 
and the large consumer markets of Japan, South Korea, 
Indonesia, Malaysia, and Singapore.

Fortunately, the Gulf states have a major advantage in 
being close to the Indian subcontinent (India, Pakistan 
and Bangladesh) and its 1.7 billion inhabitants. South 
Asia is also very familiar with Gulf products, especially 
since millions of expatriate workers from these countries 
work and live in the Gulf region.

Investments
The Gulf countries have substantial cash reserves and 
until a few years ago were placing them in liquid US 
treasury funds or in various sovereign wealth funds 
(SWFs) for investments in real estate, shares of prime 
companies in the West, or entrusted to professional 
managers. Increasingly, however, they are using their 
own SWFs to develop their local economies. The Saudi 
Vision 2030 plan is but one example of the efforts 
of all the states in the region to develop business 
and employment beyond oil and gas using their cash 
reserves. 

However, the visions of the leaders in the Gulf today are 
so ambitious that they will need more funds and access 
to technology than they presently have on hand. Thus, 
the Gulf leaders, especially in Saudi Arabia and in the 
UAE, need to ensure that foreign firms see the Gulf as a 
destination for their capital and technology as well as a 
safe and profitable location.

As mentioned earlier, Saudi Aramco was planning large 
investments in Asia, but they have either been nixed or 
delayed. Aramco had plans to buy a large capital interest 
in Reliance, the Indian refiner and chemical company, 
which included its 1.25 mbd refinery and downstream 
chemical plants. The plan may be revived31, but has 
opened the door for Abu Dhabi to make inroads with 
Reliance to invest in Abu Dhabi in chemicals such as 
chlor-alkali and ethylene dichloride32, which are used in 
water treatment and in the manufacture of textiles and 
metals.

Saudi Arabia has been a potential investment destination 
for China as well. During the privatization of Saudi 

Aramco in 2019, it was reported that China could be a 
prospective buyer of a percentage of the shares offered 
for sale. This prospect is being discussed anew as Crown 
Prince Mohammed bin Salman mentioned recently 
that new shares of Aramco could soon be offered to 
the market33. However, the expectations of the Crown 
Prince may not match the appetite of the Chinese oil 
companies who would be the potential buyers.

Many potential investors find that the Gulf countries have 
become more open to business and foreign ownership. 
The legal environment has been greatly improved 
for dispute resolutions and the legal impediments to 
foreigners setting up businesses by and large have been 
removed. Most firms now can own 100% of their own 
business, whether in free trade zones in the UAE or Qatar 
or even fully onshore in Saudi Arabia. 

The Future Investment Initiative (FII) focuses on 
presenting Saudi Arabia as a very advanced economy, 
open to new ideas and technologies and limitless 
opportunities in new cities like NEOM, Amwalat or 
the new developments in Riyadh. For its part, the UAE 
organizes Sustainability Week, which presents the 
country as progressive in the domains of renewable 
energy and industries. Certainly, the Gulf offers a good 
central location to Western firms that want a base from 
which to cover the Middle Eastern, African and Asian 
markets or to Far Eastern firms that want a foothold in 
the Middle East with the ability to service Europe and 
Africa.

The UAE, in particular, has developed Jebel Ali and 
numerous other free trade zones (FTZs) that have been 
hugely successful and are used by the largest firms of 
the world as centres for manufacturing and logistics in 
the Middle East and Africa. Asian firms are especially 
important in the UAE. The Japanese automobile 
companies, the largest Asian IT and electronics firms, 
oil service companies, and consumer goods companies 
have their centres in Jebel Ali. Four thousand Chinese 
firms are already active in Dragon Mart in Dubai34, but 
many very large companies from China are seeking to 
establish themselves in KIZAD (Khalifa Industrial Zone 
Abu Dhabi) and Khalifa Port Free Zone. Saudi Arabia 
is now trying to establish itself as a new Jebel Ali and 
financial centre like Dubai International Financial Centre, 
and even trying to force foreign firms in the region to 
move their headquarters to the kingdom by 2024. On 
the other hand, all newcomers to advanced logistics and 
sophisticated finance, including Saudi Arabia, will find 
it difficult and take a number of decades, along with 
massive infrastructure expenses, to compete with Jebel 
Ali and the other FTZs of the UAE. 

The situation on the ground is not as easy or advanced 
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as the public relations firms are portraying them to be in 
conferences. However, the very fact that the countries 
do push very hard to provide a positive image is by itself 
important and a testimony to their desire to have modern 
economies that can compete worldwide and ultimately 
provide good meaningful jobs for their citizens.

It is not always a given that foreign firms and investment 
managers will choose to invest in the Gulf. It is important 
to remember that they have a small population, which 
means the number of consumers is low. It forces the 
Gulf states to emphasize their centrality and ability 
to export to much larger consumer markets. This 
encourages many foreign firms to invest directly in 
larger, more experienced and politically stable markets 
in India, Indonesia, Vietnam, and China. Thus, foreign 
investments cannot be relied upon as a substitute for 
local ones. Funding for industries that are not directly 
related to the natural advantage of the Gulf resources, 
mainly low-cost energy and plentiful capital, will 
continue to be difficult to obtain in competition with 
countries like China or India.

Foreign Currency Issues
Most of the trade between Asian and Gulf countries is 
denominated in US dollars. The dollar is freely convertible 
worldwide. This reliance on the ‘green back’ means that 
Asian and the Gulf sellers and buyers are dependent for 
the value of their trade on policies and interest rates 
that are decided in Washington or by the large currency 
markets of New York, London and Frankfurt, which are 
much more influenced by events, politics and the value 
of their own local policies and currencies than by the 
need to promote intra-Asian trade. 

Considering the volume of trade between the Middle 
East and East Asia, and especially between China and the 
Gulf, it would seem likely that China may start insisting 
that GCC-China trade be denominated in Renminbi. Up 
to now, the Chinese currency has not been extensively 
used because it is not freely convertible or exportable in 
large volumes. The Chinese state establishes the value 
of the currency each day, within a narrow range. China 
is worried that if the Renminbi were to become truly 
convertible, international and local speculators could 
move large amounts of the currency suddenly. This 
would directly impact the value of the renminbi relative 
to the dollar and it would also impact local interest rates. 

Efforts are being made in China presently to establish 
a Renminbi-based oil market in Shanghai, somewhat 
similar to the one on the International Exchange in 
London which trades in dollar-based oil. It is increasingly 

used by Chinese oil importers, but ultimately the 
payments in Renminbi are not fully transferable by the 
sellers, which is keeping the Shanghai market limited 
in appeal outside China. On the other hand, China is 
increasingly liberalizing its currency, slowly allowing 
more flexibility to traders to exchange the Renminbi 
for other currencies or developing plans to open free 
convertible exchanges in their own FTZs, like the Hainan 
free zones. In the same vein, the press regularly reports 
statements by high-ranking Chinese officials predicting 
the liberalization of the rules on trading Renminbi.

Should the Chinese currency become freely convertible 
it could wean the international trade from the US dollar, 
thereby greatly limiting the power of the United States 
to influence the economies of the world. A Gulf-based 
consulting firm has argued that making the Renminbi 
convertible would severely limit the influence of the 
United States in the Gulf and thus may open more 
cooperation between the Gulf states and China. 
Naturally, as mentioned earlier, a fully convertible 
Chinese currency would also transfer some of the 
economic power away from the state to financiers and 
offshore speculators. It also could result in a weaker 
dollar, making US products much more competitive 
with Chinese ones. Hence, a full liberalization of the 
Renminbi is not for tomorrow but may be on the cards 
as part of the struggle for world influence between the 
United States and China35. 

Conclusion and Recommendations
The direction of trade between the Gulf countries 
and Asia speaks volumes about the future of Gulf-
Asia commercial and cultural links. It does point to a 
significant decline in Western, especially American, 
influence in the Gulf. On the other hand, the Asian states 
will also be greatly impacted by the decline of the US 
dollar and open competition with products made in the 
Gulf with very low-cost inputs of energy. As a result, 
while the Gulf states move away somewhat from the 
West and the United States, they may find that their 
economic competition with China, in particular, could 
greatly intensify. Therefore, it will be in the interest of 
the Gulf countries to emphasize their relations with 
countries that themselves compete with China in Asia, 
especially India, Japan and South Korea.

In this milieu, the Gulf countries could consider the 
following policy options:

• evaluate the potential impact of a more universally 
used Renminbi on their own currencies, cash 
reserves and trade strategy; 
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• enhance their investments in advanced chemicals 
and renewable energy companies with the purpose 
of becoming as dominant in both industries as they 
are today in the crude oil and natural gas sectors; 

• emphasize further the education of their elite 
students in languages, cultural background and 
business practices of Far Eastern countries.
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