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ABSTRACT

After severd years of being blocked, the sgning of the EU-GCC FTA seems imminent
a the time of writing this paper. At the same time, the US is launching an ambitious
proposal for a US-Middle East Free Trade Area in 2013, with Bahrain being the last
country to adhere to a ligt that aready includes Morocco and Jordan. The UAE and
Oman are the next countries to dart free trade negotiations with the US. In this context,
the objectives of the present paper are to shed some light on the EU-GCC reationship
and its differentiated nature from the US gpproach. The paper darts by setting a
previous conceptud framework and comparing the EU-GCC Cooperation Agreement
with other EU regiond initiatives. It dso explores the evolution of EU-GCC relaions
and its diginct nature when compared with other regiond initiatives, mainly its strong
political dimenson. The paper points to the need for economic cooperation, including
the long-awated FTA, and culturd didogue to trangt from its current fragmented and
low profile level to an indudve and inditutiondised EU-GCC Association Agreement.
Two qudifications are added: that EU-GCC rdations should adopt a more sophisticated
partnership modd than Euro-Mediterranean Partnership, and that it should teke into
account the G8 strategy on the Middle East.

Paper presented at the “International Conference on Challenges of Economic
Development for the GCC Countries’, Kuwait City, 29-31 January 2005, organized by
the Kuwait Institute for Scientific Research (KISR) and sponsored by The World Bank.



After severd years of being blocked, the sgning of an EU-GCC FTA is
expected for March 2005. Most obstacles seems to have been overcome, like GCC
customs union, GCC countries concerns on political conditiondity by the EU, and trade
on EU sengtive products (like chemicds, petro-chemicds and aduminium). However,
some obstacles remain for EU-GCC rdationship to transcends cooperation in low
politics issues and to atan patnership status. Those obsacles have been lised in
previous work on EU-GCC reétions, like Saudi Arabia not being a member of WTO,
ingtitutiond  differences, US-EU differences on Middle East drategies, and asymmetries
in the volume of trade conducted with the EU: for instance, Kuwait is more export-
oriented towards Asa, while mogt of its imports come from the EU.

At the same time, the US has launched an ambitious proposa for a US-Middle
East Free Trade Area in 2013, the US-Middle East Free Trade Codition, encompassing
from Morocco to Iran. At the time of writing this paper, Bahran has been the last
country to adhere to a lig that aready includes Morocco and Jordan. The UAE and
Oman are the next countries to dart free trade negotiations with the US. This initiative
may be conceptudised as the economic insrument of the Bush adminidration Grest
Middle East strategy and presents very relevant differences with the EU agpproach. The
US initiative has recaved a lot of attention, and generdly spesking, US-GCC rdations
has been a the centre stage of international relations literature. By contrast, few
atention is devoted by EU scholars to reations with the Gulf dates, especidly on
bilateral economic relaions.

In this context, the objectives of the paper are to shed some light on EU-GCC
relations and its differentiated nature from the US agpproach. It darts by setting a
previous conceptud framework based on the internationad politicd economy of EU
externd relations and its ‘europeanization’(section one). The second section of the
paper frame EU-GCC rdaions within the different EU regiond initiatives The third
section concertrates on the paticularities of the EU-GCC Cooperation Agreement
itsdf. The find section draws upon the precedent ones to highlight some fina remarks
on the internationd dimenson of EU-GCC partnership and highlight the need for the
EU to upgrade the datus of its rdations with the GCC, not in a competitive but rather
complementary manner to US efforts.

Theinternational political economy of eur opeanization

Globdization has bring about chalenges that transcends the economic sphere.
Increased economic interdependency put pressure on nationa Socio-economic structures
and cdls for the adjusment of domestic policies to ded with an open economy
environment. Economic  development, together with internationd  communications,
generates social demands for the modernization of economic and politica inditutions.
Trans-nationd threats dominate the security agenda, and the provison of internationa



public goods such as peace, hedth, a cleean environment or human rights, is becoming
prominent in international relations. Many countries choose regiondism as the way to
further integrate themsdlves into the world economy (Fischer, 1998) and to achieve
collective action in the internationad arena. In the European case, as Helmut Kohl once
put it, “europeanization is the European response to globdization”. From the need to
aticulate such a response, a new set of ‘europeanized’ foreign policies has emerged in
the EU to conduct externd rdations. In this section we try firg to link internationd
economics and poalitics in order to andyse regionalism. Then, we introduce the concept
of ‘europeanization’ to account for the EU gpproach in internationa relations.

Economic andyds has for long underesimate the political factors underlying
regiondism and its politicad and security consequences. On the other hand, the literature
on international relations has often omitted the economic pre-conditions for regiond
integration to proceed successfully. The idea of politicd externdities semming from
international trade dates back to Kant (1795) and the writings of the classicd
economigts (Doyle, 1986). Nowadays, there is a growing consensus about the beneficia
effects of internationa trade on economic and politicad issues. These results could essly
be extended to other caegories of economic relations, like foreign investment,
devdopment ad, labour migration or culturd diffuson abroad. Adding the politica
dimenson to the economic benefits listed by Fernandez and Portes (1998), we can
condder the incressed time consstency of economic policies and political reforms,
ggndling that certan economic and politicd conditions preval, insurance agang
future politicd or economic developments, increased bargaining power, and to serve as
acatalyst for those who expect to gain from trade liberdisation or politica reforms.

Assuming that trade between neighbours reduces the likelihood of conflict,
Schiff and Winters (1998) digtinguish three cases for regiondism: improved protection
agang cvil drife, a response to regiond threats, and the will to inhibit future wars
among neighbours. The interaction of makets and politica inditutions to explan
regiondism has been pointed by Mattli (1999). In his view, two pre-conditions are
needed if regiondism is to succeed. Firs, the so-caled demand conditions, of economic
nature. there must be a drong potentid for economic gain derived from economic
integration, s0 that societies demand it. Second, the supply condition, of politicd nature:
the politicd willingness to maich the integration demands, which depend on the
expected outcome of regiondism; as far as economic wefare increases after integration,
governments maximise ther possbilities to kegp in office The two pre-conditions can
be useful insofar as it lets political and economic condderations fully interact and can
be applied to foresee the future of aregiond initiative.

The internationd politicd economy of regiondisn shows how internaiond
economic relations may have political externdities, and how the domestic political and
economic processes influences the outcomes a the internationd policy level. But
regiondism is a bi-directiona process, with integration outcomes influencing its
members inditutions and policies. In recent years some political scientists have recur to



the concept of ‘europeanization’ to andyse the impact of European integration in
Member States foreign policies. In doing so, they draw on the europeanization literature
started by the pioneer work by Ladrech (1994) on the French case. The concept has
been mainly gpplied to changes in Member States domestic ingtitutions by the politica
science literature, and within it by followers of the inditutiondist approach (Borzd,
1999). But it has dso been pointed out that the concept may be extended to other areas
of policy interaction, like externd relations (Torreblanca, 2001; Vaguer, 2001).

Torreblanca  (2001) digtinguish  between the twin processes of policy
convergence and policy trander. The former implies policy convergence towards EU-
like pogtions, while the latter describes the efforts led by Member States to influence
EU policies to match its own domestic policy agenda. Europeanization is defined by
Ladrech (1994, p. 69) as a process reorienting policies as a result of adapting to EU
dynamics. Other scholars complement this passve concept (known as ‘reception’) with
the term ‘projection’, to describe the proactive choice of Member States to profit from
the enhanced opportunities that EU provides. The europeanization literature has mainly
remained within the borders of politicd science, and when it has gone beyond it to
andyse the domestic changes of economic policies the perspective 4ill being a politica
one. The europeanization concept has been gpplied by politica scientists to agricultura
policies, microeconomic and macroeconomic policies — manly EMU and employment-,
‘Lishon’ policies, pharmaceuticals, and even fisheries (Hennis, 2001, Schmidt, 2001;
Barry, 2003; Hodson and Maher, 2001; Prange, 2002; Vaquer, 2003).

The nature of the europeanization process adso matters. Hodson and Maher
(2001) digtinguish between the classcd Monnet method of europeanization through EU
centralized policy formulaion, and the ‘open method for co-ordination’ adopted at he
Lisbon European Council (2000). The laiter is being gpplied by setting guidelines and
establishing benchmarks in order to foster the adoption of best practices by Member
States, without any threat of forma sanction. The clearer example of the classcd
method within the fidd of extend rddions is EU trade policy, a centrdized policy
with a high degree of inditutiondisation. A more open goproach is being followed
towards development ad, with the EU not only setting a centradized EU development
ad policy, but dso trying to influence Member States development policies dong its
centralized patterns of fight aganst extreme poverty, decoupling ad from Member
States foreign policies, and democratic conditiondity. And bardy any EU-levd policy
or even guiddines exigs with respect to immigration, foreign investment or culturad
diffuson policies

Either under classca or open methods, transfer and convergence does not
account for the full gory. There has dso been a cdear subdtitution of ‘converged
policies to presarve nationad preferences. ‘Policy subdtitution’, as we have cdled it
(Escribano, forthcoming), has been applied as a way to fill in the gaps of externd policy
convergence that policy trander could not address. Interestingly enough, policy
subgtitution has often proceed through “low politics ingruments, like non-trade



economic relations and cultural action. To some extent, this ‘soft power’ approach is
adso a result of europeanization, as far as it is conggtent with the “civilian power” logic
that characterise the EU. Policy subdtitution is born out of the needs of assuming
externa obligations that are mogt times inherited from history. When inditutions like
the common externd tariff or tariff preferences does not reflect a Member State's
preferences, the affected country recur to redirect dready existing domestic instruments
or creating new ones.

In this respect, path-dependency (North, 1990) may hep to explan the
permanence of regiond preferences, externd policies and inditutions, and the need to
rebdlance externa rdaions through both new and old insruments when policy
projection is not a hand for a paticular policy god. True, europeanisation is manly
about Member States changes in inditutions and policies being path-dependent from a
highly inditutiondised modd of integration — the ‘community’ modd (Parsons, 2002).
But some authors in the europeanization literature have dso underscored a didtinct fact
of path-dependency: that domedtic inditutions do not aways immediately adgpt to
externd changes (Olsen, 2002). And Boérzd (1999) employs the term ‘indtitution
dependency’ for explaining how Spanish and German regions reacted with different
drategies to face centraisng pressures semming from EU policy-meking teking place
a the nationd government leve. For ingtance, Gillespie (2001) shows how the Spanish
efforts to conduct a proactive Mediterranean policy through EU channds (the Euro-
Mediterranean Process launched a the Barcelona Conference) have been subject to
exiging inditutions and resources.

Europeanization is received and projected adong domedtic exising inditutions and
interests. Its results will depend on what is being received and projected, and how it is
adapted and transferred. Path-dependant europeanisation can bring about illiberd
convergence (like EU protectionist agricultura  policies) or even ‘europeanisation
agang Europe (the rise of anti-EURO pdlitica activiam in the UK- Vassalo, 2003).
More interestingly for the purpose of this paper is the process of ‘europeanization
without Europe experienced by non EU European countries, that in our view is dso the
model of the new EU proposd to its neighbours, as expressed in the new EU
‘neighbourhood palicy’ (Escribano, forthcoming).

EU modds of external reations

There are severd modds gpplied by the EU to manage its externd rdations. In
addition of being a key actor in the multilaterd trade sysem, the EU has aways
incorporated other areas than trade in its bilateral or regiond agreements. The firg
generation of agreements, the Cooperation Agreements, dready included severa non
trade concens and indruments. In spite of being the biggest player in internationa
trade, EU externd reations have never been a ‘just trade issue, nor have they been
dominated by military issues. As a ‘civilian power’, the EU has focused on subgantid
financid and technica cooperation (it is the fird internationd donor), and pursued a



comprehensve gpproach of politicd and culturd didogue among civil Socities
However, given its prominence in internationd trade the mogt visble aspect of EU
externd relations always comes to be trade arrangements.

Conceptudly, we can diginguish between three models of inditutiondised EU
externd reations. Firs, a the lowest pat of the preferentid pyramid, we find
Cooperation Agreements. Second, we find the Associaion Agreements. And findly,
there is an heterogeneous pyramid's pesk, made out of customs unions and sngle
markets. For sure, the most successful EU externd relations modd is enlargement, but
it is bardy relevant for our current purposes. Those agreements can be understood as
concentric circles encompassing successve countries or groups of countries, according
to its geo-politicd and geo-economicd sgnificance for the EU and the willingness of
the countriesitsdf to develop a preferentid relation with it (see figure 1).

Figure 1

The concentric circles of EU external relations

Association
Agreements

The core or ‘first ring ae EU Member States. Single market and/or customs
union are granted to ‘second ring' partners, some of which may be candidate countries
expecting to enter the EU core (like Turkey), or unwilling to adopt the EU palitica
indtitutions and procedures but wishing to benefit from the European Single Market
(EEE countries). ‘Third ring patnes ae offered comprehensve Association
Agreements and can qudify to enter the *second ring’ depending upon its ability to cope
with EU’'s compdtitive pressures and to accomplish EU’s inditutiona criteria



Preferentil and Cooperation Agreements conditute the periphery of EU externd
relations, but can eventudly led to the ‘second ring’ under specific circumstances. The
following paragraphs are devoted to explain the main characteristics of these modeds as
applied to Arab countries.

Preferential Agreements

Preferential  trestment by the EU to third countries varies greatly from
preferentid access to EU markets to inditutiona coverage including trade preferences,
ad and politicd didogue. Some preferentid agreements can be assmilaed to
Cooperation Agreements in Brussds jargon. Cooperation Agreements used to be the
gandard modd for EU relations with third countries, and were mainly based on nor+
reciproca preferential access to EU markets and financid cooperation. For ingtance, the
firs Mediterranean Cooperation Agreements sgned by the then EEC with European
and non-European Mediterranean countries consisted on duty-free access to EEC for
indugtrial  products, with some exceptions in sendtive products like textiles and iron.
Agriculturad exports towards EEC markets were subjected to tariff rate quotas, with the
preferentidl component limited to the in-quota imports, a mechanism tha ill being
goplied to Mediterranean Partner Countries under the existing Association framework.
Economic cooperation included development aid to Third Mediterranean Countries.

In 1988 a Cooperation Agreement was signed with the GCC, that entered into
force in 1990. It was the first agreement signed by the EU with an Arab regiond
organisation, and its objectives were to facilitate trade relaions and, more generdly, to
drengthen gability in the Gulf region. The Agreement provided a framework for
initiating a politicd didogue with the inditutiondisation of annuad Joint Ministerid
Councils, intended to overcome the difficulties encountered by the Euro-Arab Didogue.
Notwithstanding its political relevance, its content is quite decelving from an economic
pergoective. Apart from goodwill, ‘joint andyses and ‘exchange of information’, few
concrete economic measures have been approved to date.

The EU-GCC Cooperation Agreement lies a the lowest rank of the EU
economic preferences pyramid. This may be condgent with EU drategic priorities, with
the Gulf ranking third after European and Mediterranean states (Hollis, 1997), but does
not means that EU priorities are well conceived to face the new chalenges of the XXIst
century. The EU-GCC Cooperation Agreement do not include any tariff preference,
with both the EU and the GCC granted each other Most Favoured Nation (MFN)
treetment. However, GCC countries benefit from preferentil access to European
markets under the EU's Generdised System of Preferences (GSP) offered to dll
developing countries. But this is a devedlopment horizonta policy, not a Gulf policy. As
such, it does not entail any trade policy reciprocity by GCC countries. So, current EU-
GCC economic relations under the 1988 Cooperation Agreement lack the ingtitutiona
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dimenson and the economic content of even ealy EU-Mediterranean Cooperation
Agreements.

Mediterranean Association Agreements

Before the 1995 Barcdlona Conference that launched the Euro-Mediterranean
Patnership (EMP), the man content of EU-Mediteranean reations had been
commercid, with the EU granting preferentid, non-reciprocal access to most industria
goods coming from the region. This approach, however, proved to be insufficient, as far
as agriculturd products remained out of the preferentiad basket (and in this respect,
things after Barcdlona have not changed too much). Moreover, even in the presence of
such privileges, the indudrid production from the Mediterranean countries could not
face competition from newly indudtridised countries, in spite of ther proximity or
preferentid treetment by the EU. The Uruguay Round further diminished the trade
policy privileges given to Mediterranean countries due to globa subgtantid tariff cuts.
Then, the solution turned out to be reforming the dructure of the Mediterranean
industrial sectorsin order to achieve increased productivity.

The Mediteranean Association Agreements (AA) means a trangtion towards
free trade and enhanced financid cooperation, but dso towards inditutiond
convergence. Due to the fact that southern Mediterranean countries  manufactures
dready entered fredy (with minor exceptions) in the EU makets, the EMFTA offers
few benefits from the demand side to these countries’. On the contrary, the EMFTA
looks to foster structura, supply-sde reforms in the southern Mediterranean countries.
Given the mediocre results obtained by the demand-side preferentia trestment granted
to Mediterranean countries, this is to be done through trade liberdisation and mise a
niveau, upgrading measures, partidly financed by the EU.

However, EMFTA should be placed as one pillar of a more comprehensve
goproach deding with security and politica issues, as well as culturd didogue. Without
entering into the contents of the Declaration of Barcdona, it is important to highlight
that the EMFTA conditutes just the economic dimenson, while politicd and culturd
didogue were seen as complementary to the commercid and financid support
measures. The Barcdona Process has meant the dgning of bilatera MPC's-EU
Asociation Agreements with dl MPC's (the last one being the EU-Syria AA that has
just been concluded a the time of writing this paper). However, some MPC's asked for
a more ambitious approach than a mere partnership, without demanding accesson, as
we will see in the next sub-section. This process of evolving EU-MPC's reationship is
intereting for EU-GCC relations, as far as the EU-GCC AA aso includes a FTA and
enhanced politicd and culturd didogue. But before turning to the EU-GCC AA, it is
interesting to anayze the EU mode s for externd relations with its ‘second ring' .

2 A similar asymmetry was experienced by Spain when entering EEC.



More than partnership, less than accession

The most sophisticated model of ‘deep integration’ achieved by the EU is the
European Economic Area Agreement (EEE after the French Espace Economique
Européen). The EEE extended the European internd market to lcdand, Liechtenstein
and Norway in 1994. It has been described as an "internd market association” that goes
beyond a mere FTA but do not reach the Custom Union datus. It overcomes the
objectives of a smple FTA because it extends to the EFTA (European Free Trade Area)
Sates, with the only exception of Switzerland, the gpplication of amost the whole
acquis communautaire reative to the four freedoms of the internd market (free
circulation of goods, people, services and capitas) and competition policy. As a result,
over 80% of the acquis communautaire is adopted in the internd legidation of EFTA
countries. The EEE condiitutes the "second ring" in the outline of concentric cirdles tha
EU externd relaions embody. However, it is not a Customs Union as far as it does not
ded with fiscd harmonization nor with trade liberdization of products from third
countries being introduced in the EEE. The EEE lacks a common externd tariff, neither
It includes a common trade policy regarding third countries.

The EEE inditutiond desgn is quite complex; furthermore, it incorporates a
budgetary ingrument, the so-cdled EEE Financid Insrument, devoted to reduce the
economic and socid disparities among European regions, alowing to grant
supplementary aid to development projects in Greece, Ireland, Portugal, and some other
EU regiond policy ‘Objective On€ regions. In soite of not achieving the Custom Union
datus, the EEE represents the most sophisticated and well-developed modd of EU
international  agreements. But its extenson beyond Western Europe is rather limited,
because the conditions for a viable implementation of the four freedoms and the
compstition policy that characterize the Sngle Market are bardy matched in other
patner countries. Additiondly, the degree of inditutiondisation of the EEE is so high
that this modd requires a subgtantial amount of resources and inditutional capabilities
from EU patners. The EFTA countries are rich, developed European economies who
can dford such an inditutiona invesment, and even the trandfer of income towards
less-developed EU regions, something that is clealy ingpplicdble to deveoping
countries.

In 1992, Switzerland decided not to participate in the EEE, but from 1994 there
have been severd negotiations over a vast range of specific sectors, like the free
circulgtion of people ar and teredtrid trangport, scientific and technologica
cooperation, agriculture, public procurement, environment, cooperation agangt fraud,
and an agreement for the free trade of services. Concerning Turkey, it is a candidate
country for whom the European Commission has recently issued the recommendation to
dart negotiations for its accesson, and as such benefits for an enhanced financid and
technicd assdance under pre-accesson draegies. In spite of having an Association
Agreement, its daus is different from other partner countries, insofar as it has a
Customs Union with the EU and that other deep integration messures has been adopted.



In 1996 a EU-Turkey Cusoms Union came into effect, with the only exception of
agricultural products, and subsequent negotiations have teken place on the issues of
sarvices and public procurement.

The mogt innovdive initigive is the New Neighbourhood Policy (COM (2003)
104 and COM (2003) 393). The proposal, presented in 2003, assumes the necessity of a
differentiated regiond cooperation scheme based on  geogrgphical  proximity and
common vaues that could favour politicd dability and economic development in the
EU ‘third ring’, a process that could eventudly led to its future integration in the
European Single Market. The New Neghbourhood Policy consder three border fronts:
Russa and the former Soviet Republics, the Western Bakans, ad the South of the
Mediterranean. In a first phase (2004/2006) it will be implemented by means of a better
coordination of the programs and exisent financid instruments to open the way to the
definition of individud Neghbourhood Programs. The neighbourhood policy was born
out of the new enlarged EU externd environment, and conssts on offering ‘everything
but the inditutions to its border countries. To some extent, this get close to what
MPC's such as Morocco and lsael have been demanding to the EU: ‘more than
partnership, less than accesson’. The proposas conssts on setting incentives, like
enhanced financid assstance and access to EU markets, to MPC's willing to adopt the
European acquis communautaire.

For MPC's the New Neghbourhood Policy ental for the Mediterranean a
different cooperation framework than the exiging one, incorporating economic and
socid coheson objectives, and new financid ingruments to match them. Among the
measures that should be tackled we can highlight the modernization of economic and
socd infrastructures and inditutions. The initidive relies on the harmonization of the
MPC's legd framework with the EU acquis communautaire, in order to pave the way
towards a Euro-Mediterranean Single Market and reduce transaction costs of EU-
MPC's economic relations. Although the Neighbourhood Programs are presented like a
complement to EMP, rather than an dternative, some points remain to be better defined.
Perhaps the mogt important innovetion is the subordination of the proposed enhanced
financid and trade insruments to the progresses achieved in politicd and economic
reforms, which will be quantified & a country level by the ‘reference criteria included
in each Neighbourhood Program.

From Cooper ation to Partner ship: the EU-GCC Agreements

The 1990 EC-GCC Cooperation Agreement presented three generd objectives.
to provide an inditutiond framework for EC-GCC rédions, to improve economic and
technicad cooperation, and foster development and diverdfication in the GCC countries.
The ingruments to achieve these objectives were the inditutiondisation of EU-GCC
relations, economic cooperation, and progress towards freer trade. The inditutiona
dimenson was inspired by the European experience on the importance of
intergovernmental  relations, and condsgs on a Joint Council that "shdl periodicaly



define the generad guiddines of cooperation” (art. 10). The Joint Council is composed
by EU and GCC representatives, meets a least annudly, and acts on a mutud
agreement bass. The Joint Council is supported by the Joint Cooperation Committee
and any other specidised committee the Joint Council might need. The high leve of
government representatives attending to the Joint Council in the last years (foreign
minigers or fird-rank officids) shows the importance attached by both parties to EU-
GCC relations.

Economic cooperation were instrumented through the creation of sector-specific
working groups in the areas of energy, environment, and industry. The outputs have
varied from the organisation of conferences and symposums to the establishment of the
Juball marine sanctuary in Saudi Arabia Other actions include the opening of a GCC
deegation in Brusss (1994) and the recent opening of the EU ddegaion in Riyadh
after it has been delayed systematicaly. Concerning standards, a Cooperation Program
was established by which the EU provided training and assstance to the Standards and
Metrology Organization of the GCC (GSMO). Another cooperation program was
indituted in the fidd of cusoms, with the EU providing for the traning of GCC
cusoms officers on EU experience. In the education field, some seminars were held,
and a program amed a promoting scholars exchange and the deveopment of Gulf
Studies and EU Studies centres in European and Gulf Universties, however, its falure
remans a sious handicgp to mutua understanding and culturd didogue. Only the
Euro-Arab Management School, located a Granada, may be underscored as a
ggnificant academic move, but not a GCC exclusgve one. In the invetment fidd, a
GCC priority, few initiatives have been implemented.

The Cooperation Agreement also included a provison for both parties (article
11) to negotiate a trade agreement overcoming MFN and GSP datus and eventudly
leading to a FTA. FTA negotiations started in October 1990 following the negotiating
directives drafted in 1989, but they stagnated from 1993 mainly due to the GCC
proposds regarding the energy sector, that would have limited the EU capacity to tax
energies with carbon dioxide emissons (WTO, 2002). Ancther relevant obstacle was
the EU 1991 negotiating mandate pre-condition on the previous achievement of GCC
Customs Union, in order to prevent intraregiond Gulf trade diverson, as predicted by
the ‘hub&gpoke mechanism. GCC excluson from the Euro-Mediterranean Partnership
a the 1995 Barcelona Conference gppeared as a new impediment to develop a fruitful
and inclusive rdaionship.

However, the EMFTA initiative acted as a catdyst for both EU and GCC
countries to recognise the failure of the current Cooperation Agreement in the economic
and civil society arenas, and the need to upgrade the instruments devoted to it
(Escribano, 2000). In fact, most authors thinks of 1995 as the ‘turning point’ in EU-
GCC rdationship (Sadeh, 1999; Baabood, 2003; Furting, 2004). That year an EU-GCC
minigerid meeting was hdd in Granada and made the following recommendations the
drengthening of the EU-GCC politicd didogue, overcoming the stagnation of FTA



negotiaions, increasng economic cooperation, and promoting reciproca understanding
through culturd didogue. To some extent, both the new impetus and the new
dimensons included reflects the influence of EMP in EU-GCC rdations ingstence on
the FTA, and cultura and civil society didogue may be seen as an extenson of the
EMP logic. However, different development levels and political circumstances were
recognised by considering GCC specificities.

However, progress remaned limited to the politicd domain, while economic
issues and culturd exchanges lagged well behind politicd declarations. For instance,
positions on the Arab-lsradli conflict and on Middle East politics converged. A review
of the joint communiqués issued after each annud Joint Minigterid Coundl meseting
shows how internationd (Middle East) politics dominated the agenda. In this respect,
the Cooperation Agreement was a politicd success, insofar as it provided the
inditutional  framework for an open politicd didogue between both parties.
Additiondly, a reinforced politicd will may be obsaved in the fact that most
representatives in the Joint Council from 1996 on are foreign minigers rather than high
offidds. But EU-GCC culturd didogue through academic and civil societies
cooperation remained a a low, dmost inexistent level, economic cooperdtion stayed a a
‘low codt’, declaratory level, and FTA negotiations kept blocked by divergent narrow
interests and the lack of a GCC customs union.

The impediment concerning the EU requirement on a GCC Customs Union was
lifted in 1999, when the GCC made the commitment to establish a Customs Union by
2005 (and in 2001 decided to do so even earlier, by January 2003) and presented a
negotiating mandate of its own. Subsequently, the European Council approved a new
mandate in July 2001 broadening the scope of the FTA to the new areas covered by
current multilaterd trade negotiations, like trade in services, government procurement
and intdlectud property rights. Findly, the EU-GCC Joint Council hold in the highly
symbolic city of Granada (February 2002), decided to launch negotiations for the
esablishment of the EU-GCC FTA. After severd negotiaions rounds the agreement
seems imminent at the time of writing this paper, ater the news on Saudi Arabia lifting
its double pricing on gas in return for the eventud removd of EU duties on duminium
and petrochemica products. EU sources point to March 2005 as the date for the
successful conclusion of ongoing negotitions.

One of the reasons for the EU agpproving a new mandate sems from the
deceiving results obtained by the Cooperation Agreement in fostering EU-GCC trade.
The reasons for the low profile of EU-GCC rdations have been summarized as follows
(WGESTG, 2002; Weidenfeld, 2004; Saleh, 1999; Chirullo and Guerrieri, 2002):

EU environmentd policy is perceived as hamful by Gulf dates. Within
the Kyoto Protocol framework, the EU wants to stabilize CO, emissons
and improve energy efficiency. For achieving this god, the European



Commission proposed a new energy and carbon dioxide tax that is
expected to lower energy imports.

Some EU actors, like the European Parliament, have shown opposition
agang the FTA on human rights and democracy grounds, while these
are sengtive criticisms for GCC countries.

Both the GCC and the EU have a weak mandate on the energy sector,
which concentrates important common economic interests, as wdl as in
the industry and services sectors.

There is a low degree of ‘europeanization’ of EU policies towards the
GCC, which dtill dominated by the policies of countries having close
security ties with the region, like UK and France, and divergent
economic interests across Member States and EU actors.

GCC countries came from different backgrounds, with countries like
Kuwat and Qatar being far more liberd than its counterparts, making it
difficult the trangtion towards a common externd tariff and hence FTA
negotiations with the EU. In a dmilar way, GCC daes economic
interets dso differ, with Saudi Arabia more concerned with the
petrochemica dispute while Duba and Bahrein concentrates on the
auminiumisue

The GCC does not match the EU as a regiond organisgtion, given its
lower degree of inditutionadisation. Some observers (Baabood, 2003)
add that GCC dates faled to organise properly, due to its little
experience in collective diplomacy and the wesk mandate GCC have on
externd relaions.

The dow pace of Saudi Arabia WTO accesson process make it difficult
to frame the ongoing EU-GCC negotiations. Most EU-Saudi Arabia
sengtive issues are WTO-rdated, like dua-pricing as an insrument to
promote the petro-chemicd sector, the liberdization of services (manly
tdecommunications and financid savices), preferentid  magins  in
public procurement for loca and GCC companies, obstacles to foreign
ownership, respect for intellectud property rights, and technica barriers
to trade (mainly in the licenaing system agpplied to EU’ s food exports).

The EU lacks a wdl-defined drategy towards the Gulf region. Clear-cut
modds of relations are or have been offered to regions like Eastern
Europe  (enlargement/neighbourhood), the  Mediterranean  region
(esxociation  and/or  neighbourhood), Sub-Saharan  Africa  (trade
preferences or even association) and Latin America (association). But



GCC dgatus remain undefined somewhere between mere cooperation and
association.

Findly, inconsdstencies in EU and US Middle East policies aso hamper
a better-defined EU gpproach to the Gulf. Transatlantic didogue is an
essentid input of EU-GCC dialogue itsdf. EU-US divergences implies
deficiencies in the s&t of dgnads offered to GCC countries, making it
difficult for the latter to adequately and coherently respond and adapt to
EU and US incentives. For indance, lack of Transatlantic didogue may
turn the perception of EU and US-GCC FTA’s as non compatible,
indeed of mutudly 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
deegpening of exiging rdations. In fact, politicd didogue seems extremdy fruitful, as
can be seen in the joint declaration of the 14™ Joint Council meeting (Brussdls, May
2004). In this joint statement, among other things, the EU-GCC Joint Council “agreed
to incorporate in the FTA agreement clauses on human rights’ (point 4), as has become
the usud patern in EU agreements, and “noted progress in the steps towards politica
reforms underteaken by severd GCC countries’ (point 5). Convergence over Middle
Eagt politics are aso noteworthy. Regarding the Pdedinian Stuation, “the EU and the
GCC redffirmed their commitment to a negotiated two-State solution” and supported the
Quartet Roadmap, endorsed by UNSCR 1515 (point 6.1.1). They “expressed concern
about the security dtudtion in Irag” and “their abhorrence at recent evidence of
mistreatment of prisoners in lragi prisons’, and were “convinced that a strong UN role
in this political trandtion process is an essantid dement for its success’ (point 6.1.4).
The Joint Council aso “urged Iran to provide full and proactive co-operation with the
IAEA” (point 6.1.3).

In fect, in spite of having been crested with the am of fostering economic
cooperation and FTA negotiations, until recently the Joint Council fas mainly been used
as a politicd forum (Saeh, 1999). This is not to say that political didogue has been a
mere subditute for faling results in the FTA negotiagtions (Flrtig, 2004). However,
gven the good shape of the politicad didogue, the dua chdlenge of the EU-GCC
Agreement is to move from fragmented economic cooperation to comprehensve
partnership and free trade, and upgrade the instruments devoted to culturd and civil
society didogue. It appears that renewed efforts are being done in order o revitdise
exiging working groups tha have been de-activated for long, like the environmenta
one, or whose results have remained at the declaratory and shared andysis levd, like the
industridd and energy ones. On the culturd didogue issue, the 14™ Joint Coundil
rgected “any equating of terorism with any dvilisation, culture or religion” (point
6.2.1). It dso agreed to “further relations and cooperation beyond trade and economic
iIssues’ and asked for concrete initigtives “in the fidds of cvil society, (and) learning
mechanisms(...) to promote mutua understanding, security and prosperity” (point 4).



Regarding the EU-GCC FTA, its economic contents are defined by the
negotiating directives, who cdls for the progressve diminaion of tariffs and non-taiff
bariers for every product on the bass of reciprocity, as well as the broadening of
cooperation in trade-rdlated aress, like smplifying trade procedures and requirements in
order to lower EU-GCC trade transaction cogts, and achieve the reciprocd liberdization
of savices The EU negotiaing directives dso includes the opening of public
procurement, standardisation of custom and adminigtrative procedures, the protection of
intellectud, industrid and commercid propety rights and implementation of
competition policies in accordance with WTO sandards. New chapters were tackled
during the January 2004 round, like dispute settlement, rules of origin and inditutiona
framework.

Chirullo and Guerrieri (2002) have summarized EU and GCC interests regarding
the FTA issue as follows on the EU’'s Sde, a better market access for manufactured
exports and services, for the GCC countries, a better access to the EU petrochemicd,
duminium and fisheries markets. The recent incluson of public procurement, standards,
intellectud property and investment policies in the EU negotiating directives represents
a dgnificant sep towards ‘deep integration’ and a sgnd that EU-GCC relations are
depping up the EU preferences pyramid, and entering the ‘third ring of the EU’
externd relaions.

EU interests in better access to its manufactured exports have dready been
addressed by the GCC customs union. This meant the adoption of a 5% unified GCC
common externa tariff, much closer to the 38% MFN EU average taiff rate than the
pre-exigent Stuation, where GCC average tariffs varied widdy (3.4% for Kuwait, 4.4%
for Qatar, 9.6% for Oman, 11.5% for Saudi Arabia, 14.3% for the UAE, and 16.3% for
Bahrein- Price Waterhouse Coopers, 2004). So, the liberdization of services is now the
main obgtacle for the conclusion of a ‘package ded’ on the GCC dde. The EU is the
world's largest exporter and importer of services, and enjoys substantive comparative
advantages vis a vis GCC countries. The negotiating directives on the services chapter
of the EU-GCC FTA negotiaions contemplates more far-reaching obligations than
those prevaling under the GATS. But GATS provisons ae quite flexible when
compared with GATT ones, 0 leaving a higher margin for a EU-GCC agreemert to
pursue adifferential degpening of servicestrade.

The man trade obstacle on the EU dde are GCC complaints about high EU
tariffs on petrochemicals. This is an issue of specid interest for Saudi Arabia, that has
aso been rased in its WTO accesson negotigtions. Duba and Bahran are more
concerned by the 6% tariff the EU applies to its duminium exports. However, the EU
ague tha the levd of tariff protection is judified by the subsdies received by Gulf
producers by means of low-cost feedstock. Saudi Arabia removd of its double pricing
sydem on ges in return for the eventud remova of EU duties on duminium and
petrochemical products seems to have unlocked the impasse on the manufactures



domain. Regarding Oman, its man complans refer to the EU Common Fisheries
Policy, that entails high tariffs on fisheries, the amdl sze of Oman fishery figures when
compared with EU fleets make it easy for the EU to offer a generous proposdl.

A more difficult issue is EU tax policy on energy products. In GCC countries
high EU energy taxation is percaved as crude protectionism, even if disguised in
environmentd-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 towards foreign energy
producers, and try to maximise it for budgetary reasons. Lowering EU’s energy
dependence upon foreign producers by setting up incentives in favour of dternative,
nonoil based energies is dso a powerful geo-strategic concern. However, GCC states
should be aware that EU's environmentd policies adso respond to European
condituencies demands, mainly in most developed (and sometimes most polluted)
Member States. Environmenta policies are closdy scrutinised by civil society, and
worries about pollution and climate change represents a relevant politica issue.

For ‘new’ issues such as public procurement, dispute settlements, harmonization
of dandards, intelectud property or invesment policies as happen with the
liberdization of services, the EU gpproach should conddered a higher degree of
flexibility. In some fidds on which interets may be neutrd, like standards or dispute
settlements, obligations might be stronger, while for sendtive issues, a more progressive
approach may be adopted.

The few existing econometric estimates of a GCC-EU FTA points to relevant net
trade cregtion, implying that the agreement will be on the whole wefare improving for
both parties. PWC (2004) recur to a partiad equilibrium modd of world trade whose
results may be summarized as follows. Firgt, net trade cregtion for GCC amounts to $2,3
billions and concentrates, as expected, in manufactured products trade, and economic
wefare improves by 2.7% of GDP. As for the EU, PWC estimates a net trade diverson
of $1 hillion, and a reduction of $1.1 hillion in economic welfare who represents a
negligible amount of EU GDP loss. For Kuwait and Qatar, PWC results points to the
fact that the GCC-EU FTA diminates most disadvantages of the GCC Customs Union,
with its GDP growing by 0.8% and 1.7%, respectively. Saudi Arabia, Oman and UAE
GDP will improve by 2.8%-3%, while Bahrein's will grow by as much as 7%. Most
welfare increase in GCC countries would be redlised in the minerad sector and, to some
extent, in 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 overdl results of the FTA and Gulf states GDP, they
are dgnificant a the sector levd.

Baer and Bergdrand (2004) apply a gravity modd with two dterndive,
restricted and unrestricted, specifications. The unrestricted specification proxies a ‘deep
integration’ scenario in which prices vary due to tariffs and other internal obstacles to



trade removd, while the redtricted one smulates a multilaterd-like scenario based upon
the mere dimination of tariffs. Under the unredricted modd, the net trade creation
effect for EU-GCC trade is $28.3 hillion, what accounts for a 64.5 increase in bilatera
trade,. These impressve gains are due to the minimal trade diverson with the US and
the rest of the world (less than $1 billion). So, EU net trade creation accounts for $28
billion while GCC trade credtion atains $27 billion. The results usng the theory
congtrained restricted modd points to a EU-GCC net trade creation of 25.4%, only 40%
of the net trade creation under the unrestricted specification, but a sgnificant magnitude
whatsoever ($11.1 hillion). For the GCC, however, the restricted mode offer a high,
7.1% gross trade diverson effect with the rest of the world ($15.4 billion), which results
in GCC net trade diverson from an EU-GCC agreement of $4.3 hillion. By contragt, the
EU would experience a net trade creation of $2.8 hillion.

On the whole, those studies obtain pogtive results, with the PWC's SIA report
pointing to more modest figures in trade creation and wefare effects, and Baer and
Bergdrand obtaining very dggnificant trade credtion effects when ‘deep integration’
domains are taken into account. These results suggest that FTA benefits depend greetly
upon non-tariff issues, and that economic cooperation may further lower trade
transactions cogts than mere tariff remova. But the concept of transaction costs may
adsn be extended to the politicd and culturd arenas, then providing an economic
rationa for increased political and cultura dialogue to achieve a better degree of mutud
trust and underganding as much-needed ingredients of any regiond integration
initiative in both the Gulf and the whole MENA region.

Final remarks: theinternational dimension of EU-GCC partnership

As we have shown in the previous sections, EU’s cooperation efforts with GCC
countries dates back to 1989. European ‘civilian power’ engagement in the Middle East
have surpassed that of the US in the fidds of politicd didogue and economic
cooperation, whils European officids openly criticized the American focus on the
military dimenson. Even when supporting regiond integration efforts in the region, like
the Smon Peres New Middle Eagt Initiative, the objective were openly securitarian
ones. However, September 11 events abruptly changed the US Middle East Strategy.
The fird inititive, a US-Middle East Partnership, was presented a1 December 12, 2002
a the Heritage Foundation by Collin Powell. In February 2003 the US announced a new
initiative to achieve a US-Middle East Free Trade Area by 2013. While partnership
were to play the pivotd role in these initiatives, the so-cdled Greater Middle East
Initiative (GMEI) soon turned out to be a unilaterd US approach, closer to impostion
than partnership (Ottaway, 2004).

Reactions to the GMEI were draightforward. Arab and European leaders
rgected the idea of building up a US-Arab regiond initigtive without consulting with
the Arab countries themsdlves, ether a a government or a civil society level. Some
scholars have named US emphass on modernization and economic development the



new American messanism, and doubt that imposng modernizaetion and unqudified
Washington Consensus economic  policies would be advissble for Middle East
countries, and especidly for Gulf dates (Richards, 2003). For ingance, professor
Richards warns that GCC countries have limited comparative advantages in non-oll
goods and services, and remember that refusd by Middle East countries to liberdize its
capitd accounts prevented them from contagion when the Agan financid crids
exploded. So, an across-the-board services liberdization might wel be a disaster under
an inflexible, ideologicaly driven FTA initigtive.

EU countries dso complaned tha the US initiative could ham ther long-
danding efforts to develop a fruitful partnership with Arab countries through both EMP
and the EU-GCC Cooperation Agreement. Youngs (2004) identifies EU’s cooperative
and gradudigt gpproach as its digtinctive dements ‘facilitating but not imposng change
and 'building partnerships with Middle Eastern countries. EU-GCC relations or EMP
seems on the whole more balanced that the US initigtive, for the former includes
politica and cultural didogue and substantia economic cooperation in addition to free
trade. Its indtitutiona framework, ie. the EU-GCC Joint Council, provides for an equd
ground political didogue, and the civilian nature of EU power is less prone to develop
fears of arenewed imperialism among Arab societies.

However, the US-led GMEI forced the EU to better define its own strategy
towards the Middle East. The December 2003 European Council asked for concrete
proposals on a EU Strategic Partnership with the Mediterranean and the Middle East'.
The “Interim Report on an EU Strategic Partnership with the Mediterranean and the
Middle Eas” highlights as a key fact that “EU rdations with our partners in the region
have been built on consultation”. However, it recognises that “there is a view in the
region that its pergpectives have not been fully taken into account in the development of
the current initiagtive’. The EU adso dates that “the drategic patnership must dso
include a srong commitment to the resolution of the Arab-Isadi conflict”. Concerning
the Gulf, the Interim Report recognises that “there is a clear need for a broader agenda’
and that the Cooperation Agreement “has not reflected the dtrategic sgnificance of the
countriesinvolved’.

The EU “welcome the possbility to work together and to co-ordinate with the
US in the framework of the Transalantic Partnership”, but it dso clearly dates that the
EU “should define a complementary but digtinct approach’. How complementary and
how digtinct the EU gpproach would be remain to be seen. EU officids should bear in
mind the importance of regime security for GCC dates, and their strategy of baancing
security ties with the US through low palitics channds, like trade and economic
cooperation, with other internationa actors (Baabood, 2003). Anyway, there are clear
ggns of the EU be willing to upgrade its current relations with the MENA region. This
could be interpreted as a furthering of some, better prepared, MPC’s entry into the EU’s
‘second ring’ by way of Neighbourhood programs, and GCC countries accession to the
‘third ring’ by the way of Associaion or Patnership Agreements. In fact, there are



prospects that EU-GCC FTA could be completed even before the EMFTA, given the
more liberd trade policy background of GCC Hates.

The digtinctiveness of EU and US approaches towards the Middle East may be
appreciated in the results of the June 2004 G-8 Summit. Even if the adoption of the
Broader Middle East and North Africa Initiative by the G-8 represents a diplomatic
victory for the United States, some authors think of it as a hollow victory, as far as the
EU managed to scade-down the US initigtive and modify the agenda to match some
Arab demands, like including the Arab-lsraeli conflict (Ottaway, 2004). The Summit
document “Partnership for Progress and a Common Future with the Region of the
Broader Middle East and North Africad’ contains a mere datement of politicd and
economic principles. More interestingly, it dso cdls for the inditutiondisation of a
Forum for the Future, condsting on regula minigerid and civil socdety medtings on
politicd and economic reform in the region, a narrower and less dtractive debate for
Arab countries than those that can be hdd for ingance a a EU-GCC Joint Council
level. A second output of the G8 meeting conssts on a plan to support reform in Arab
countries through margind initiaives (micro-finance, enhancing literacy, and training
programs for business). However, financid commitments are vague, and the EU
reasonably argues that it is preferable to channels its eventua new efforts through the
dready bilaerd inditutiona framework provided by EMP and the EU-GCC
Cooperation Agreement.

There are other differences in the EU and US drategies. The EU gpproach has
for long incorporate trade arrangements as an important instrument to conduct externd
relations. However, the EU rardly recurred to ‘negetive’ incentives, like embargoes or
the suspension of dready granted preferentid treatment. In this respect, the EU prefers
the carot than the gsick. A cdear example are EU rdations with Isradl. While some
lsaeli andysts have cdled for an enhanced Israg-EU reation, ether under the form of
EEE-like or Neighbourhood participation in the EU Single Market, or even by accesson
(Tovias, 2003), the EU refuses to offer such posshilities on political grounds, making it
conditional to substantid progresses in the Peace Process. In a samilar way, the EU
adopted a more open agpproach to Iran than the US, keeping political and economic
didogue on track, and some EU companies working with Iran have had difficulties in
dedling with US extra-territoria legidation.

Three find remarks may summarize the conclusons of the peper. Fird, EU-
GCC reaionship deserves a closer attention by both parties, which should go beyond
cooperdtion to enter in a new reationship marked by partnership. This partnership
should be enhanced by a least two ways. EU-GCC rdations should atain a greater
degree of europeanization, that is to say that the EU must obtain a stronger mandate on
bilaterd relations, and convergence of EU policies towards MPC's and GCC states
seem dedirable in order to ensure greater coherence of EU action and foster intra-Arab
integration. Both point cdls for the new EU ‘drategic patnership’ with the Middle East
to be built as an EU Arab policy (Khader, 2004).



In a firs sage EU-GCC partnership may be upgraded following the EMP modd,
but GCC dates paticularities cdls for a differentiated gpproach tha in the future may
bring the Gulf countries closer to the EU *second ring’, and a a faster pace than the one
expected for many MPC's. Previous proposals for the convergence of EMP and the EU-
GCC rdationship, like the one expressed in 1997 by the British Foreign Minister
Madcom Rifkind, rased misrust towards EU motives in GCC civil society. However,
coherence of EMP and EU-GCC Patnership dill a much-needed input for a EU
‘grategic partnership’ with the Middle East.

Secondly, EU efforts should contemplate the US-led Broader Middle East
initictive as a ground for complementarity, and not as a new aea to materidise
Transatlantic disagreements. In this respect, Western-Arab didogue is in dare need of a
previous effective Transatlantic didogue. The chalenge here is how to make
compatible cross initiatives like the FTA’s agreed by the EU and the US with countries
such as Morocco, Jordan and eventuadly Bahrein and the GCC countries that are
currently negotiating FTA’'s with the US. Notwithsanding EU officids declarations of
compdtibility problems among, for ingance, US and EU-Morocco FTA’S, as a matter of
fact the EU has included provisons to ensure that it will benefit from any concession
granted by Morocco to the US in agriculturd trade. Even American andysts criticizing
EU soft power policies towards the Middle East for having “limited effects on the
region's key drategic chdlenges’, recognises that the EU can “use its condderable
economic and inditutiona ties to make a red contribution to (Middle East) dahility”
(Rathmell, Karask and Gompert, 2003). At the same time, the EU should understand
the Gulf externad rdaions long trend in mantaining baanced reations with foreign
actors (Baabood, 2003; Furtig, 2004).

Third, culturd didogue to promote mutud respect and mutua understanding is
dearly a much-needed ingredient in any EU-GCC partnership. In our view, the EU is
better equipped to conduct such a culturd didogue than the US, given its backgrounds.
The EU is a ‘civilian power’, mainly when compared with the US, and there are severd
EU Member States coming from recent experiences of modernization and economic
development, like Spain or the new Centrd Europe Member States. Moreover, severa
EU Member Sates, mainly Spain, have common cultural and historica heritages with
Gulf countries. Many EU Member States have sgnificant Arab populaions. All these
facts cdls for a closer culturad didogue between civil societies, and more precisdy, for
an intendfication of academic exchanges and common programs to provide for mutud
understanding.

In short, ingtead of conddering the Middle East ether as ‘new’, ‘great’ of
broader’, or any other empty concept, the EU must consider it as a ‘partner’. Not an
entity with which the West is prone to huntingtonian clash, but a partner with whom to
trade, cooperate and exchange politicd views, culture and scientific knowledge. This
implies grester consultation with the Arab countries, enhanced economic cooperation,



concluding a generous FTA ded, and an upgraded cultura didogue between Gulf and
European civil societies.
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