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Six months into the U.S./Israeli war on Iran, the Gulf Cooperation Council (GCC) states
face a markedly different strategic and economic environment. The immediate effects are visible
in lost hydrocarbon exports, disrupted shipping, damaged infrastructure, weaker tourism and
aviation revenues, and mounting fiscal pressures and defense expenditures.? Yet these losses may
not capture fully the depth of the toll left by the crisis. Far more important are the mid- to long-
term consequences: the conflict has challenged several assumptions on which the GCC countries
built their economy-politics model, particularly their approach to energy security, focused on
security of demand. By 2026, it had been usually taken for granted that the Gulf hydrocarbon
production can be reliably connected to global markets and they were in a position to manage the
risks and threats. It was believed that accumulated financial wealth provided the GCC states with
sufficient protection against external shocks and that economic diversification was already
reducing exposure to regional geopolitical instability. Likewise, there was a corollary belief that
the Strait of Hormuz, however politically vulnerable, would ultimately remain commercially

navigable, due largely to the security guarantees extended by the United States.

Indeed, throughout the current conflict, the GCC states proved to be remarkably resilient
in many respects.® Governments continue to function, social spending has largely been protected,
sovereign assets provide substantial financial buffers, and most long-term development programs
have not been formally abandoned. Nonetheless, the crisis has exposed a deeper vulnerability.*

Despite much of the economic transformation undertaken over previous decades, the GCC states
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remain dependent on a relatively small number of transport corridors and on the Gulf’s reputation
as a secure location for energy production, international trade, aviation, tourism and investment.
Meanwhile, the erosion of the U.S.-security provision model further compounded the geopolitical
vulnerabilities.® This altered environment forces the GCC states to rethink their approach to energy

security, particularly as it pertains to security of transit.
One Crisis, Six Different Outcomes

A striking outcome of the conflict has been how it has created a divergent impact across
GCC economies. Normally, in a conventional oil-price shock caused by a crisis such as the closure
and disruption of Hormuz, the most immediate impact would be higher prices, which would then
automatically strengthen the position of hydrocarbon producers. Instead, this time around, the
crisis created a distinction between states with access to international markets and those without
access.® By August 2026, forecasts pointed to expected annual contractions of around 8.1 per cent
in both Qatar and Kuwait, approximately 5.1 per cent in Bahrain and 0.5 per cent in the UAE.’
Saudi Arabia and Oman, by contrast, were expected to retain positive growth of around 1.4 and
3.1 per cent, respectively. GCC growth as a whole was projected at approximately 1.3 per cent,

down from 4.4 per cent in 2025.8
Oman: blessing of geography?

The main factor explaining these differences across the countries is geography and
infrastructure. Oman occupies the most advantageous position because its principal export
facilities lie outside Hormuz. Saudi Arabia possesses the East-West pipeline linking its eastern oil-
producing regions with the Red Sea. The UAE has the Habshan-Fujairah pipeline and is

accelerating additional infrastructure toward its eastern coast. Qatar and Kuwait, in contrast,
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remain overwhelmingly dependent on maritime access through Hormuz. Bahrain occupies a
somewhat different but still highly vulnerable position. Its domestic crude production is small,
while the refinery at Sitra relies heavily on Saudi Arabian crude delivered through the
approximately 350,000 b/d pipeline that runs from Saudi Arabia to Bahrain. Although it reduces
Bahrain’s dependence on seaborne crude transportation through Hormuz, it does not provide an
equivalent bypass for its downstream exports: refined products still have to leave Bahrain by tanker
through the Strait of Hormuz. Bahrain is therefore less exposed than Qatar or Kuwait on the crude
side, but its position is complicated by the need to export refined products through the same

disrupted regional maritime system.®

Oman’s experience has been revealing, in terms of the rather positive impact of the crisis. Oil
production reached approximately 1.15 million barrels per day in the second quarter of 2026,
compared with around 1 million barrels per day in 2025.° In the first half of 2026, government
revenues increased by 13 per cent, with oil revenues rising by 10 per cent and gas revenues by 32
per cent.!! Sohar, Dugm and Salalah have simultaneously become more important as potential
logistical gateways for neighboring GCC states. For the first time in many years, Oman’s
geographical position may therefore represent an economic advantage comparable in strategic

importance to the larger hydrocarbon reserves and financial assets of some of its neighbors.
The Limits of the Saudi and Emirati Advantage

Saudi Arabia and the UAE occupy an intermediate position. Both have demonstrated the
value of infrastructure constructed to reduce dependence on Hormuz, but both have also
discovered its limitations. Saudi Arabia’s East-West pipeline has a capacity of approximately 7
million barrels per day. Once Red Sea refineries are supplied, around 5 million barrels per day can
potentially be exported through Yanbu during the initial phase of the crisis, this gave Riyadh an
important advantage.'? In March 2026, crude exports fell by approximately 26 per cent year-on-
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year to 4.39 million barrels per day, yet estimated oil revenues increased by 4.3 per cent because

higher prices compensated for part of the volume loss.*3

Nevertheless, Saudi exports fell from 7.28 million barrels per day in February to 3.43
million in May and stood at approximately 3 million by September.** Saudi Arabia is consequently
considering increasing East-West capacity by another 1-2 million barrels per day. However, the
recent Houthi advances in Yemen, which put the Bab el Mandab route at risk, and the attacks on
the East-West pipeline, originating from Irag, which halted oil flows through Saudi Arabia’s
principal route for bypassing the Strait of Hormuz, underscore that Saudi Arabia, too, is fragile.*®
As much as Saudi Arabia may need new pipeline capacity and routes, without addressing their
vulnerabilities, an alternative route can itself become a new strategic chokepoint. Replacing
dependence on Hormuz with greater diversion to the Red Sea might have initially improved

resilience, but it does not produce complete security.

The UAE faces a similar dilemma. Its existing Habshan—Fujairah pipeline provides
approximately 1.5-1.8 million barrels per day of bypass capacity, but this is insufficient relative to
pre-war oil production of around 3.4 million barrels per day.'® Exports recovered strongly to
approximately 3.7-3.8 million barrels per day in June 2026 before falling to about 3.46 million in
July 2026.1 The UAE maintained part of these flows through additional tankers, risky passages
through Hormuz and occasional ship-to-ship transfers near Oman.® Abu Dhabi has responded by
accelerating the approximately 1.5 million barrel-per-day Jebel Dhanna—Fujairah route, now

planned for 2027 that will increase the volume of oil exported by the UAE from the outside of the
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Gulf.'® The strategic direction is therefore clear: the UAE is attempting to transform partial

redundancy into a much more comprehensive alternative system to route its main export volumes.
The Most Affected Countries

Qatar is one of the most affected countries by the conflict. Prior to the conflict, Qatar had
enormous financial strength, one of the world’s most important LNG industries, and ambitious
plans to expand its role in global gas markets. Yet approximately 93 per cent of its pre-war seaborne
LNG exports passed through Hormuz.?® Without an alternative maritime outlet, the consequences
have been dramatic. Between March and August 2026, Qatar exported only 18 LNG cargoes,
compared to 509 during the corresponding period in 2025 (a decline of around 96 per cent). Lost
gas revenues are estimated at approximately $24 billion.?! Notably, two of Qatar’s 14 LNG trains
were damaged. Together they represent around 12.8 million tonnes per annum, or 17 per cent of
the country’s pre-war capacity of 77 million tonnes. Their reconstruction may require three to five
years.?? Despite its enormous financial reserves, which bolster its resilience even in these difficult
times, Qatar cannot build new infrastructure to break its dependence on the chokepoint around

Hormuz.

Similarly, Kuwait demonstrates how extensive financial reserves can provide social and
fiscal protection, without resolving the underlying physical vulnerability. Before the confrontation,
Kuwait produced around 2.6 million barrels per day and depended almost completely on Hormuz
for exports of crude, petroleum products and condensate.?® In April 2026, production fell to
approximately 600,000 barrels per day.?* It recovered to around 1.65 million in June and 1.97
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million in July 2026, but storage constraints limited the ability to maintain production without

reliable exports.?

While Bahrain also appears to be positioned similarly to Qatar and Kuwait due to the
geographical constraints, it faces deeper challenges, considering the lack of similar financial
reserves. At the outset of the conflict, it had public debt expected to reach 150 per cent of GDP in
2026 and a fiscal deficit above 10 per cent of GDP. Damage to the Sitra refinery compounded the
problem, while disruption affected aluminum, trade, aviation and tourism.?® While all three are
geographically vulnerable, Qatar and Kuwait’s financial buffers give them time to adjust. Bahrain
faces a much narrower margin and will probably require continued support from Saudi Arabia, the
UAE and Kuwait, even if the regional security situation improves. Financial wealth therefore
matters enormously, by improving the resilience against geographical vulnerability, although it

alone cannot eliminate that vulnerability itself.
Conclusion

While declining hydrocarbon production, lost revenues, or contracting passenger traffic are
major immediate negative externalities of the US/Israeli war on Iran during its first six months,
they are potentially reversible in the mid- to long-term. Irrespective of how and when the conflict
comes to an end, it will leave a deeper legacy, which might be more conceptual: how to rethink
the issue of energy security.?” For decades, GCC economic planning implicitly treated access to
international markets as a largely constant variable. Indeed, Hormuz was always treated as a
geopolitical chokepoint. GCC countries’ economic strategies were nevertheless designed around

the assumption that even periods of tension would not fundamentally prevent the movement of
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hydrocarbons, goods, capital and people. The experience of the 2026 conflict might have

undermined that assumption.?

The GCC states are now confronted with a new reality in which unrestricted geographical
access itself is an economic asset. Oman possesses more of it than previously appreciated. Saudi
Arabia has substantial but imperfect diversification capacity. The UAE is investing rapidly to
acquire more. Kuwait and Qatar have discovered the enormous cost of lacking it. Bahrain has
discovered that overlapping geographical and fiscal vulnerabilities are particularly dangerous. This
will call for a new look and prioritization across different dimensions of energy security: supply,
demand, and transit. For a long time, the GCC countries were confident that long-term contracts,
market dominance or competitive prices will support security of demand, while their enormous
hydrocarbon reserves will yield security of supply for their customers. As the crisis has once again
reminded, neither is sufficient without securing the ability to move exports to customers despite
regional disruption. A sustainable solution to this challenge will require a major rethinking of Gulf
investments in infrastructure and alternative transportation corridors. Unless a collective, region-
wide approach to transit security is adopted, solutions will be partial, and the differential impact

of the crisis will only widen the divisions within the GCC.
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