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The Arab Gulf Braces for a New
Normal of U.S.-Iran Confrontation

As the U.S.-Iran confrontation heats up, Iran's regional neighbors are assessing where they stand in the event

of a serious escalation. Washington and Tehran have stepped back from the brink of war following the U.S.

assassination of senior military figure Qassem Soleimani [1]. But should such a tit-for-tat escalation occur

again, spiral further or last longer, the Persian Gulf risks being increasingly perceived as a dicey business

environment, which could have lasting economic repercussions for the members of the Gulf Cooperation

Council (GCC). In defusing this threat, however, these GCC countries have little control over Washington's

regional strategy — even when it puts their physical security in harm's way, as evidenced by the Iranian strike

on Saudi oil facilities [2] in September. Thus fears of another U.S.-Iran confrontation and the economic

blowback will push them to consider their own de-escalation efforts across the Persian Gulf.
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As the U.S.-Iran confrontation heats up, Iran's regional neighbors are assessing where they stand in the event
of a serious escalation. Washington and Tehran have stepped back from the brink of war following the U.S.
assassination of senior military figure Qassem Soleimani [1]. But should such a tit-for-tat escalation occur
again, spiral further or last longer, the Persian Gulf risks being increasingly perceived as a dicey business
environment, which could have lasting economic repercussions for the members of the Gulf Cooperation
Council (GCC). In defusing this threat, however, these GCC countries have little control over Washington's
regional strategy — even when it puts their physical security in harm's way, as evidenced by the Iranian strike
on Saudi oil facilities [2] in September. Thus fears of another U.S.-Iran confrontation and the economic
blowback will push them to consider their own de-escalation efforts across the Persian Gulf.
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The Economic Risk of Escalation
For Gulf Arab states, the most likely impact of escalated U.S.-Iran tensions is long-term economic fallout due

to elevated risk perception in the region. Regional shipping and aviation industries saw temporary negative

impacts from the latest Iran-U.S. escalation. For companies that provide shipping insurance, "war risk"

premiums ticked upward over the past week. Flights to Iraqi and Iranian airspace that were canceled amid

the chaos have also since resumed. But ongoing no-fly orders can yield lasting economic disruptions,

especially in a region that depends heavily on international flight traffic. And the Ukrainian international

flight that was shot down by Iranian missiles on Jan. 8 nonetheless reflects the serious risk that escalation still

poses to the region’s aviation sector. As for GCC states' vital energy industries, the recent events between

Iran and the United States caused only temporary fluctuations in oil prices. But a serious attack on

infrastructure that takes a large volume of crude oil offline could create a longer-term impact on pricing [3].
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If U.S.-Iran tensions remain high, GCC states will also struggle over the long term to convince foreign

investors, tourists and business people that the Gulf region is a stable destination, which could undermine

their economic diversification plans in the long term. To cushion the blow of an inevitable economic

slowdown in the coming decade, GCC countries are all, to varying degrees, trying to reduce their

dependence on oil and gas and foreign labor by putting more of their national population to work. Saudi

Arabia, for one, is promoting a nascent tourism industry and welcoming more international business. But

fears of another U.S.-Iran confrontation will complicate Riyadh's ability to do so, especially if it impacts the

critical oil and gas revenue needed to fund its diversification plans. Enduring U.S.-Iran hostility could also

deter tourists, real estate investors and business visitors from attending events in the United Arab Emirates,

worldview.stratfor.com | (512) 744-4300 | worldview@stratfor.com

P.O. Box 92529, Austin, TX 78709

PDF created for rcapps42@gmail.com and not intended for redistribution.

Stratfor Global Intelligence
page 3/5 T h e  Arab Gulf Braces for a New Normal of U.S.-Iran Confrontation

Regional Concern
The states of the Gulf Cooperation Council not only share concerns about growing
Iranian hegemony in the Middle East but they also worry about their exposure to the
prolonged economic risks accompanying heightened U.S,-Iranian tensions,
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If U.S.-Iran tensions remain high, GCC states will also struggle over the long term to convince foreign
investors, tourists and business people that the Gulf region is a stable destination, which could undermine
their economic diversification plans in the long term. To cushion the blow of an inevitable economic
slowdown in the coming decade, GCC countries are all, to varying degrees, trying to reduce their
dependence on oil and gas and foreign labor by putting more of their national population to work. Saudi
Arabia, for one, is promoting a nascent tourism industry and welcoming more international business. But
fears of another U.S.-Iran confrontation will complicate Riyadh's ability to do so, especially if it impacts the
critical oil and gas revenue needed to fund its diversification plans. Enduring U.S.-Iran hostility could also
deter tourists, real estate investors and business visitors from attending events in the United Arab Emirates,
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such as the country's much-touted Expo 2020 in October, and would make it that much harder for Kuwait,

Oman and Qatar to court much-needed expatriate labor [4] as well.

Coming Into the Crossfire
The less likely but higher impact risk is the possibility of physical attacks by either Iran itself or its regional

proxies. In the unlikely event of a serious escalation that sees Iran striking U.S. targets across the region, all

Gulf states would be at risk of a large-scale strike, given that each hosts U.S. military bases and forces within

their borders. Some of the Arab Gulf states, however, are more likely to find themselves caught in Iran's

crosshairs than others. Saudi Arabia and Bahrain, in particular, have more adversarial relationships with

Tehran and are thus most at risk of physical attacks on their critical infrastructure [5], including oil and

desalination facilities. Oman, Qatar and Kuwait's much more pragmatic ties with Iran, by contrast, make

them much less prone to a physical attack. The United Arab Emirates falls somewhere in the middle, with its

federal government in Abu Dhabi more opposed to Iran than some of the regional governments across the

rest of the country.
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It’s worth mentioning that some Iranian proxy theater activity also poses enduring security risks to GCC
states. Iran-backed Houthi rebels already regularly conduct attacks near the Saudi border in Yemen. But
renewed U.S.-Iran tensions could also prompt Houthis to fortify their relationship with Tehran and begin
resisting some of Riyadh’s efforts at a direct dialogue with the rebel group, thus drawing out the Yemen
conflict further at a time when Saudi Arabia is seeking an off-ramp.

A Wedge Between U.S.-Gulf Relations
In the face of these economic and security risks, however, these Arab Gulf states know they can only
influence and cannot control Washington's anti-Iran strategy. Thus to minimize the most recent episode of
escalation, Saudi Arabia and the United Arab Emirates have followed in Oman and Kuwait's footsteps by
trying to de-escalate tensions (in Riyadh's case by indirectly communicating with Iran). And for its part, Iran
is trying to balance relentless U.S. sanctions pressure on one hand, and protecting its strategic relationships
with regional actors [6] and allies on the other. After all, one of Tehran's overriding goals is decreasing the
overall degree of American influence in the Persian Gulf region by kicking U.S. forces out of military bases
along the Arabian Peninsula. But to do so, Iran first needs to distance its neighbors from Washington by
engaging in direct dialogue, which could limit its willingness to directly strike GCC targets in the future.

The perception of a brewing U.S.-Iran conflict risks deterring foreign investment,
tourism and expatriate labor that Gulf states need to diversify their oil-based
economies.

This period of U.S.-Iranian hostility and the subsequent regional risks feed into a nascent shift in the
relationship between these Gulf states and the United States over time. Without the ability to influence or
shape U.S. actions that could have such severe economic and security repercussions, GCC states' trust of the
United States could deteriorate over time. In the near term, the United States could also increase its demands
that GCC states take a harder line with Iran, raising the risk for U.S. sanctions that force countries such as
Qatar and Oman to cut off their enduring economic ties with Tehran. But by forcing Gulf Arab states under
its wing without giving them a say in its actions against Iran, Washington risks only exacerbating regional
instability instead of easing it.
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