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Oman ranks just below the middle of BMI's updated Risk/Reward Ratings (RRR) 
table for Q312, with an overall score of 41. On the plus side, we believe that Oman is 
now set for several years of strong arrivals and expenditure growth. This is bolstered 
by continued strong government support for the tourism sector, with several thousand 
hotel rooms set to come onstream by the end of our forecast period in 2016 and the 
country's main airports set to treble their capacity over the coming years.

On the negative side, BMI believes that there is still much to be done to improve 
tourism infrastructure and to create a wider range of tourism facilities within the 
country. In addition, Oman is currently served by significantly less direct flights than 
other Gulf tourist destinations.

That said, we believe the country is already taking great strides to improve any 
deficiencies in its tourism offering when compared to regional rivals, making it highly 
likely that Oman's score will improve in the years ahead.

Table: Middle East And Africa Travel And Tourism  Risk/Reward  Ratings
             Rewards        Risks
             Tourism market Country structure Limits Market risks Country risk Risks 
Tourism  RRR Regional rank
UAE         70             52                63.6   64           44           52.1  60           1
Egypt        68             26                53.5   64           41           50.2  52           2
Morocco          66             13                47.3   43           48           45.7  47           3
Kenya       34             51                40.0   60           42           49.1  43           4
Oman            42             27                3 6.8  60           46           51.7  41           5
Saudi Arabia   38             26                33.9   68           49           56.3  41           6
South Africa 46             27                39.4   44           36           39.1  39           7

Scores out of 100, with 100 highest. Source: BMI

Middle East And Africa Security Overview

The Middle East and North Africa (MENA) is experiencing a pivotal period in its 
modern history, and the political upheaval currently sweeping the area will redefine it 
for at least a generation. At stake is whether the Middle East will finally democratise, 
or whether authoritarianism will ultimately prevail. Regardless of what political 
systems emerge, the MENA region will continue to face multiple challenges to its 
security in the coming decade, largely as a result of internal pressures. These include 
ongoing political repression, rising populations, and a shortage of jobs and economic 
opportunities, all of which will mean that disaffected groups (including Islamist 
organisations) have a substantial pool of potential supporters.

Other sources of instability include the absence of an Israeli-Palestinian peace accord, 
Iran's apparent quest to develop nuclear weapons, ongoing rivalry between Iran and 



Saudi Arabia to dominate the Gulf region, and the collapsing security situation in 
Syria and Yemen. On the external front, the US will remain a key player in the 
Middle East, but its ability to shape the region's security will be weakened following 
its withdrawal from Iraq at the end of 2011.

The Middle East In A Global Context

Although the Middle East has lagged the growth of China and India, it will remain of 
paramount importance to global stability, owing to its massive oil reserves and its
status as the cultural hub of the Muslim world. Four of the world's 14 'pivotal states' 
identified by BMI, Egypt, Iran, Saudi Arabia and Turkey, are in the Middle East, 
while a fifth, Pakistan, adjoins the region. We believe the evolution of these countries 
will be crucial for the future of political Islam as a whole. Although only 20% of the 
world's Muslim population lives in the Middle East and North Africa, the region has 
the highest percentage of Muslim-majority countries and sets the tone for the Islamic 
world.

A further reason why the Middle East is so important is high oil prices. Although oil 
prices are still below their 2008 peak of US$147 per barrel, they can be expected to 
remain high due to rising demand from China, India and other emerging markets. 
Despite efforts by international oil companies to tap new sources, such as the Caspian 
Sea, West Africa and Brazil's offshore deposits, and despite moves to develop 
alternative energy sources, oil is likely to remain paramount for modern economies. 
Meanwhile, the windfall of high oil prices should continue to boost investment in the 
Middle East, making it an important economic region.

Challenges And Threats To Stability And Security

The Middle East faces multiple challenges to its security over the coming decade and 
beyond. These include:

Political Repression And Uncertain Political Evolution

Arguably the biggest question for the Middle East is whether it can continue to be an 
exception to the spread of democracy worldwide or whether democracy will 
eventually take hold. Apart from Israel, Lebanon and Turkey, no Middle Eastern state 
has an established democratic political system. Iran has somewhat competitive 
elections but ultimate power rests with the ruling clerics. The other countries are all 
absolute monarchies or are led by authoritarian presidents, although there are varying 
degrees of parliamentary representation across the region. As a result, most leaders 
have questionable legitimacy. Opposition groups tend to be suppressed and 
governments maintain powerful security services to keep populations in line. This 
system of government has fostered patronage and corruption, adding to public 
dissatisfaction.

The upheaval that began sweeping across the Middle East and North Africa in 
January 2011 will dramatically alter the region's political landscape. Most notably, the 
Egyptian president, Hosni Mubarak, was deposed by public protests, which prompted 
a military-dominated transitional council to take power and set the country on the path 
to new elections in late 2011 and early 2012. The outcome of the democratic 



transition in Egypt will be of great significance to the region. Egypt is the most 
populous Arab country and the traditional cultural hub of the region. A 
democraticEgyptcould serve as a psychological anchor to nearby countries such as 
Syria.

On the other hand, if Egypt fails to democratise, this could take some of the 
momentum away from the democratic winds in the region. It is still possible for other 
MENA countries to democratise even if Egypt does not, and it is possible for other 
countries to withstand democratisation even if Egypt successfully liberalises, but 
Egypt will be a key bellwether.

As of early 2012, four Arab leaders - those of Tunisia, Egypt, and Yemen - had been 
toppled by mass protests, and in Libya's case, civil war. The latter prompted NATO 
intervention that ultimately led to the overthrow of Muammar Qadhafi in 2011. 
Bahrain and Syria have also seen substantial unrest. Instability in Bahrain prompted 
troop deployments by neighbouring Saudi Arabia, thus reinforcing the regime in 
Manama.

In Syria, the regime of Bashar al-Assad has cracked down violently on protestors and 
armed insurgents, but could yet be toppled in 2012 or 2013. By contrast, unrest failed 
to gain momentum in Saudi Arabia, but a power struggle within the ruling al-Saud 
family is not out of the question when the current generation of octogenarian leaders 
passes from the scene. Overall, it is difficult to see many current Middle Eastern 
regimes remaining unchanged a decade from now.

Prior to early 2011 none of the countries in the Middle East, with the exception of 
Iran, had a tradition of popular uprisings against the regime. The speed with which the 
presidents of Tunisia and Egypt were toppled and protests spread across the region 
took observers by surprise. However, not all Middle Eastern countries are vulnerable 
to mass unrest. The oil-rich Gulf states have much higher wealth levels and living 
standards than North Africa, meaning the public is less likely to become restless in 
countries such as Qatar and the UAE.

Demographic And Social Pressures

Although birth rates have slowed, the populations of most Middle Eastern states are 
still growing rapidly, with total fertility rates (TFR, the average number of children a 
woman is expected to have in her lifetime) well above the population replacement 
level of 2.1. Yemen has the highest TFR in the region (5.3), followed by Iraq (4.1). 
Iran has the lowest TFR, of 1.8, already below replacement level.

These high birth rates mean governments and the private sector must create more jobs 
to absorb the expanding labour force. To a degree a rising population means greater 
demand for goods and services, and thus more job creation. However, in many cases, 
job creation is difficult, and this leaves a vast segment of unemployed or 
underemployed young people who have only limited prospects for social and 
economic advancement. This is naturally a source of discontent and means radical 
groups have a sizeable pool of potential recruits. Governments such as Saudi Arabia's 
have an official policy of forcing private sector companies to hire locals rather than 



foreigners, but often these locals cost more and add less value than foreign workers, 
undermining economic productivity.

Islamist Militancy

There are multiple sources of Islamist militancy in the Middle East. The above-
mentioned demographic and social pressures are one of three factors. The second is 
widespread anger at US (and more broadly Western) policy towards the Middle East 
and the wider Muslim world. Key grievances include US support for authoritarian 
leaders in the region and its backing of Israel, its invasions of Afghanistan and Iraq 
(especially the latter), and its perceived obsession with Arabian oil. The US is thus 
seen as a hypocritical interferer of the highest order. It is important to note that these 
sentiments are not just the preserve of the 'man on the street'. The perpetrators of the 
9/11 terror attacks were mostly well-educated individuals from the middle class, 
suggesting poverty alone does not breed militancy.

A third source of Islamist extremism stems from a general backlash against Western 
culture and the perception that the growing integration of the Middle East into the 
wider global economy threatens traditional values. These sentiments are true in many 
countries around the world, but have been exploited by radical Islamists, who favour a 
return to perceived traditional values.

The above factors are unlikely to dissipate any time soon. However, democratisation 
may well take away the sting from Islamist movements. Protestors in Egypt and other 
countries demanded democracy, not Islamist governments per se. Of course, Islamist 
parties could still gain strength from the removal of regimes such as Egypt's, but they 
face powerful secular institutions such as the military.

Another major weakness of Sunni Islamist groups is that they have not been able to 
overthrow any Middle Eastern governments and replace them with radical anti-
Western ones, let alone merge Muslim countries into a new Islamist superstate (a 
caliphate). They thus lack a core state from which to project their interests. Even if 
Afghanistan were to fall back under full Taliban control, that country is too 
underdeveloped and remote to serve as the basis for a new caliphate. Realistically, 
there are only three states in the Greater Near East that would give a tremendous 
boost to Islamist forces were they to turn radical:

Egypt: the most populous Arab country, with 79mn people, and the cultural core of 
the Arab world; it is also arguably the birth place of modern Islamism.

Saudi Arabia: the most prestigious country due to the presence of Islam's holiest sites, 
Mecca and Medina; it is also the wealthiest in terms of oil reserves.

Pakistan: the second most populous Muslim country in the world(after Indonesia), and 
the only one with confirmed nuclear weapons.

Despite years of dire predictions of anti-Western revolutions in each of the above 
countries, this has failed to materialise. Although Egypt succumbed to political 
change in February 2011, it is far from clear whether the next regime will have a 
dogmatically Islamist character, let alone a radical one. Meanwhile, the durability of 



the Saudi monarchy and the Pakistani establishment does not mean they will last 
indefinitely, but so far the doomsayers have been wrong. Elsewhere, further instability 
or lawlessness in Yemen, Russia's North Caucasus and Somalia could provide new 
bases for international terrorists.

Overall, we continue to see a possibility that Islamist terrorists will attempt to attack 
targets in the Middle East frequented by Westerners (eg major hotels, resorts, and 
other tourist infrastructure), to demonstrate their continuing capabilities and 
relevance. However, this would only risk alienating the public and trigger a more 
vigorous crackdown by governments.

The Israel-Palestine Dispute

The seemingly intractable Israeli-Palestinian dispute continues to be a major source of 
instability in the Middle East. Although there has not been a conventional war 
between Israel and an Arab state since October 1973, Israel has fought three wars in 
Lebanon (in the late 1970s to early 1980s to eliminate Palestinian militants, and 
subsequently in 1996 and 2006) and the Palestinians have staged two intifadas (in 
1987 and 2000) against Israeli rule. More recently, Israel also carried out an offensive 
in Gaza between December 2008 and January 2009 in order to counteract cross-
border rocket attacks by Palestinian militants.

Iran continues to demonise Israel over the latter's treatment of Palestinians and seeks 
to present itself as the vanguard of anti-Israeli forces in the Middle East, whereas 
most Arab states have reached a cold peace with Israel. Furthermore, the late al-
Qaeda leader Osama bin Laden repeatedly cited Western support for Israel as a key 
reason why his organisation targets the West. Although the geographic extent of the 
Israeli-Palestinian dispute is very limited, tensions there can incense Arab public 
opinion against the US, since the latter is perceived to be uncritically backing Israel.

One of Israel's main adversaries in the Palestinian Territories is Hamas, the Islamist 
political party and militant group that won control of the Palestinian legislative 
authority in the 2006 elections and seized control of the Gaza Strip in 2007. 
Thereafter, the Palestinian leadership became divided between the Fatah party-
controlled West Bank and Hamas-controlled Gaza Strip. The political crisis in Syria 
in 2011 and potential overthrow of President Bashar al-Assad had threatened to harm
Hamas's already weakening support base. However, the party received a significant 
boost in October 2011, when secret talks between Israel, Hamas, and Egypt led to 
Israel's release of more than 1,000 Palestinians held in Israeli detention centres in 
exchange for Hamas handing over Gilad Shilat, a sergeant in the Israeli military 
captured by Gaza militants in 2006. The exchange also strengthened Palestinian 
perceptions that Palestinian Authority (PA) President Mahmoud Abbas's strategy of 
lobbying the UN to advance the national cause was ineffective.

Meanwhile, although a reconciliation agreement to reunite the divided Palestinian 
Territories was struck between Fatah and Hamas in May 2011, the two sides have 
faced significant obstacles to implementing the details of the arrangement. Indeed, the 
two sides had hoped to unify the West Bank and Gaza Strip, including their 
governments and security apparatuses, but the accord was more a marriage of 
convenience in the midst of political unrest rather than a narrowing of their 



ideological differences. As a result, even preliminary steps such as the creation of a 
technocratic unity government still had not been achieved as of April 2012, and we 
believe that the deal will most likely fail to be implemented as planned.

Not only has there been no substantial progress in the reconciliation between Fatah 
and Hamas, but the accord has also soured relations between Israel and the Palestinian 
Authority. The Israeli prime minister, Benjamin Netanyahu, has told the president of 
the PA that he could have peace with Hamas or Israel, but not both, and given Fatah's 
decision to choose reconciliation with Hamas over Israel, international mediators such 
as the Middle East Quartet have struggled to revive peace talks between Israeli and 
Fatah officials.

Efforts to restart negotiations have become even more difficult following Abbas' 
decision to seek Palestinian statehood unilaterally at the UN in September 2011. 
While an upgrade to full membership status was denied by the UN Security Council, 
deliberations are still underway regarding a more modest upgrade to the Palestinian 
Territories' observer status; in spite of this, the Territories were granted membership 
of UNESCO in late 2011. Israeli authorities have warned that even if international 
recognition of an independent Palestinian state were to be granted by the UN, they 
would still block the actual implementation of such a decision.

Another factor that could complicate Israeli-Palestinian relations is uncertainty about 
Egypt's future political orientation following the overthrow of Hosni Mubarak in 
February 2011. Egypt's next rulers could adopt a more pro-Palestinian position, 
thereby emboldening the Palestinians in their relations with Israel. With the Muslim 
Brotherhood winning a strong plurality of seats in parliamentary elections, we expect 
the Islamist group to be the dominant power in Egypt's next government. Although 
we do not believe an abrogation of the peace treaty between Egypt and Israel is on the 
cards, more frequent and vocal criticism of Israeli policy from Cairo should be 
expected.

The Sunni-Shi'a Divide

Another major faultline in the Middle East is the divide between the majority Sunni 
Muslim world and the Shi'a world. Of the world's Muslim population, 10-13% is 
Shi'a, according to an October 2009 study by the Pew Forum on Religion and Public 
Life, and most are concentrated in four countries - Iran, Iraq, India and Pakistan. Iran 
is the world's leading Shi'a nation, accounting for 37-40% of the global total, and 90-
95% of its population adheres to this belief. Iraq's Muslims are 65-70% Shi'a, and 
Bahrain's 65-75%. Other countries in the region with significant Shi'a minorities 
include Lebanon (45-55% of the Muslim population), Yemen (35-40%), Kuwait (20-
25%), Syria (15-20%) and Saudi Arabia (10-15%).

Given that Shi'a populations have typically been politically or economically 
oppressed in several of these countries, sectarian tensions have arisen, at times leading 
to violent confrontation. The most recent example is Bahrain, whose Shi'as in 
February 2011 started holding demonstrations demanding greater political 
representation and economic benefits from their Sunni rulers. Bahrain's royal family 
and its Saudi allies quickly feared that Iran was instigating the Shi'a unrest in the tiny 
kingdom to increase Tehran's influence on the southern shore of the Persian Gulf.



Saudi Arabia feared that Shi'a unrest in Bahrain could spill over into its own Eastern 
Province, which has a Shi'a population. Thus, Saudi Arabia and the UAE in March 
2011 deployed 1,000 and 500 troops, respectively, in Bahrain to restore stability to the 
kingdom. Nonetheless, as of April 2012 the situation remained tense, with hundreds 
of opposition activists having been arrested. Bahrain will remain a key bone of 
contention between Riyadh and Tehran.

Iraq is another country that has seen substantial sectarian violence. For decades, Iraq 
was dominated by its Sunni minority, until the removal of Saddam Hussein in 2003. 
Since then, the Shi'as have asserted their position, leading to sectarian violence with 
the Sunnis, who have been loath to give up their power and privileges. Elsewhere, 
Yemen has been experiencing a Shi'a rebellion in the north, which is believed to have 
attracted Iranian backing. Although a ceasefire was in place from February 2010, it 
unravelled in September of that year, leading to dozens of deaths and raising the 
possibility of a return to conflict.

Saudi Arabia's military backing for the Yemeni government has put it in the position 
of waging a proxy war with Iran on the southern tip of the Arabian Peninsula. In 
February 2012 President Ali Abdullah Saleh of Yemen finally left office following a 
year of protests against his rule. However, it is unclear if his successor, Abdrabu 
Mansur al-Hadi, will be able to hold the country together.

Ultimately, it would seem that Iran wishes to consolidate a de facto Shi'a belt, or at 
least sphere of influence, stretching from Afghanistan in the east to eastern Arabia and 
Yemen in the south, and Azerbaijan, Iraq, Syria and Lebanon in the west. This would 
affirm Tehran's status as the strongest single power in the Middle East. However, in 
order to prevent such a scenario from transpiring, we would expect Saudi Arabia, 
backed by the US, to strengthen its position with other countries worried about Iran's 
ascent. Saudi Arabia has also been courting Syria, although political turmoil in the 
latter could undermine these initiatives.

Lebanon

Lebanon will remain a flashpoint in the Middle East and we see a risk of a new Israeli 
attack on Lebanon at some stage. The presence of Hizbullah and its allies in the 
Lebanese government has resulted in the gradual strengthening of its political position 
domestically and internationally, and the group's ongoing rearming process is also 
making Israel nervous. All of this has two key implications. Firstly, the likelihood of 
an eventual Israeli military strike is rising, and secondly such an attack would target 
Lebanon as a country as opposed to Hizbullah itself. (Lebanese civilian infrastructure 
was targeted by Israel even in 2006, before Hizbullah and its allies achieved the 
cabinet position that gave it a veto, and hence a de facto controlling stake in Lebanese 
policymaking.) Given that Hizbullah is believed to be more heavily armed than it was 
in 2006, and that Israel would want to strike the group decisively, a conflict between 
the two could be considerably more destructive and deadly next time around. Reports 
that Lebanon, as a consequence of the quasi-civil war brewing on its eastern border, 
has re-imported its large cache of weapons previously stored in Syria, has raised the 
stakes in any future confrontation.

The Kurdish Issue



The Kurds, numbering 25-35mn, are arguably the world's biggest national group 
without their own sovereign state, and this anomaly could jeopardise regional stability 
in the decade ahead. The Kurds are spread between south eastern Turkey, northern 
Iraq, north western Iran and northern Syria, and have traditionally been oppressed by 
these countries. Although Ankara has been moving to lift cultural restrictions on its 
Kurds, this is controversial domestically, due to concerns that it could reignite 
Kurdish separatism. The Kurdistan Workers' Party (PKK) waged a long separatist 
struggle in the 1980s and 1990s that led to a brutal crackdown by the Turkish military, 
and the group remains active to this day. Indeed, on February 28 2011 the PKK 
declared the end of a six-month ceasefire, which the government did not recognise in 
any case.

More broadly, Turkey has long bemoaned Kurdish fighters' use of northern Iraq as a 
safe haven and has launched many punitive incursions into the region. Since the late 
1990s the Kurds of northern Iraq have enjoyed considerable autonomy, a status which 
was strengthened after the overthrow of Saddam Hussein in 2003. Iraqi Kurdistan has 
emerged as a de facto autonomous state, although it formally remains within a united 
Iraq. The Iraqi Kurds wish eventually to declare their own state, although they do not 
aggressively state this. Should they succeed, Turkey would likely become alarmed, 
fearing that the new state would act as a rallying point for nationalism among its own 
Kurds. Other external powers would also fear the potential for destabilisation that a 
new Kurdish state could create.

Essentially, neither Turkey nor Iran wishes to see a new Kurdish state emerge, and 
would probably seek to blockade or suppress it. This means a putative Iraqi Kurdish 
state would probably need the backing of the West. Nonetheless, on March 29 2011 
Recep Tayyip Erdogan became the first Turkish prime minister to visit Iraq's Kurdish 
region, with which he sought to improve political ties. Iraqi Kurdistan has become 
increasingly integrated with the Turkish economy in recent years, thus boosting its 
economic development. Yet, Turkey will not hesitate to use force to defend its 
interests. In late October 2011, Ankara launched a military offensive into northern 
Iraq in retaliation for the deaths of more than 20 Turkish soldiers at PKK hands.

Iraq

The prospects for a Kurdish state depend very much on the future of Iraq. Following 
the removal of Saddam Hussein in 2003, Iraq became a conflict zone, attracting anti-
US insurgents from across the Middle East. This raised the spectre of Iraq becoming 
the 'new Afghanistan', ie a training ground for terrorists who would eventually create 
more trouble when they returned to their home countries.

Meanwhile, the prospect of a power vacuum raised the likelihood of open competition 
for influence in Iraq by its neighbours. Since the late 2000s Iraq has achieved a degree 
of relative stability, after former insurgents were brought into the political 
reconciliation process, but ongoing terror attacks show that the security problems are 
far from over. The killing of al-Qaeda's top two leaders in Iraq, Abu Ayyub al-Masri 
and Abu Omar al-Baghdadi, in a joint US-Iraqi operation on April 18 2010 was a 
major blow to the Islamist insurgency in the country. However, Iraq continues to 
suffer from terrorist violence, and attacks in which tens of people were killed 
remained a frequent occurrence in 2010 and 2011. For example, al-Qaeda's local 



branch claimed responsibility for a siege at a provincial council headquarters in Tikrit 
(Saddam Hussein's hometown) on March 29 that killed 58 people.

The US president, Barack Obama, declared an end to US combat operations in Iraq in 
August 2010 and reduced the US troop presence there from a peak of 170,000 in 2007 
to 50,000 by August 31 2010, as stipulated in an agreement with the Iraqi 
government. The remaining US troops were withdrawn at the end of 2011 after 
attempts by the US and Iraqi governments to negotiate an extended but smaller US 
deployment failed. As the US completed its exit, Iraq experienced a new political 
crisis after the prime minister, Nouri al-Maliki, a Shi'a, sought the arrest of a Sunni 
vice-president, Tareq al-Hashemi. The dispute threatened to increase sectarian 
tensions in Iraq, just as it was adjusting to a 'post-American' security environment.

Yemen

In February 2012 the long-serving president, Ali Abdullah Saleh, left office after a 
year of public protests and unrest, which had begun to resemble a civil war. However, 
Saleh's departure may well trigger more instability in the near term. Even before the 
protests Yemen had emerged as arguably the most unstable country in the Middle 
East, due to its high degree of poverty, a rebellion in the north, and a well organised 
secessionist movement in the south. This had led to a proxy war between Iran and 
Saudi Arabia. Meanwhile, the central government's weakness allowed Al-Qaeda to 
gain a firm presence in the country under the name 'Al-Qaeda in the Arabian 
Peninsula' (AQAP).

AQAP claimed responsibility for the failed Christmas Day 2009 plot to destroy 
Northwest AirlinesFlight 253 over Detroit, and would-be bomber Umar Farouk 
Abdulmutallab lived in Yemen in the months leading up to the incident. AQAP also 
claimed responsibility for a failed plot to send two explosive parcels to the US on 
commercial aircraft in October 2010, as well as the crash of a United Parcel Services
(UPS) aeroplane in Dubai in September.

Saleh's government had cooperated with the US in fighting Islamist militancy, but this 
proved highly controversial. Diplomatic cables released by 'WikiLeaks' in late 2010 
conveyed the impression that Saleh was a puppet of the West. One cable quoted Saleh 
as telling the US that he would cover up US airstrikes on Yemeni territory by 
claiming that they were Yemeni military operations. In another cable, Saleh 
seemingly promised the US unfettered access to Yemeni territory for anti-terror 
activities. Such public revelations were greatly embarrassing for Saleh in a country 
where anti-American sentiment is strong, and will make it harder for Yemen to openly 
cooperate militarily with the US. Nonetheless, US counter-terrorism operations 
continue, and on September 30 2011 a US drone strike killed Anwar al-Awlaki, a 
senior AQAP leader, in western Yemen.

With Saleh having left office after 33 years in power, there are naturally international 
concerns that the new Yemeni leadership will be insufficiently strong to tackle the 
terror threat, or even maintain the unity of the country. Saudi Arabia is especially 
concerned about instability from Yemen spreading to its own territory. Saudi security 
forces defeated an al-Qaeda militant campaign in 2004, but remain vigilant about a 
possible resurgence. A collapse of the Yemeni state would allow AQAP greater 



operational leeway, and allow more weapons to find their way into the group's hands. 
Meanwhile, a Libya-style civil war in Yemen would cause refugees to flee to Saudi 
Arabia.

Aside from the 'war on terror', Yemen's geopolitical importance stems from its 
location on the Gulf of Aden, which connects the Red Sea to the Arabian Sea and by 
extension global oceanic shipping routes. The Red Sea also connects to the 
Mediterranean via the Suez Canal. Given the anarchy pervading Somalia, which has 
allowed an increase in international piracy, the world's major economic powers 
cannot afford to have the Arabian side of the Gulf of Aden become a failed state too.

Hence, we expect the US and its allies, along with Russia, to step up military and 
logistical support to Yemen's new government to tackle Islamist militants. However, 
given the sensitivity of the US role in Yemen, the US is unlikely to deploy troops 
unless the state completely collapses. Even under such circumstances, a US 
deployment would be politically difficult, in light of Washington's long wars in 
Afghanistan and Iraq.

Syria

As of April 2012 the Syrian president, Bashar al-Assad, was facing the biggest 
challenge to his 11-year rule, with mass protests or anti-government violence across 
the country having continued for an entire year. The government has cracked down 
violently, but this has failed to restore stability. In fact, the fighting between 
government forces and insurgents has led to rising international criticism of the Assad 
regime. Although direct Western military intervention does not appear imminent, we 
believe that foreign powers will arm and train the Syrian rebels. There is thus a 
realistic possibility that the Assad regime will eventually collapse under the strain, 
possibly resulting in a military coup, or in a worst-case scenario, civil war. Unlike 
Egypt, Syria lacks alternative leaders waiting in the wings. In Egypt's case, the 
military responded to public pressure and eased former president Mubarak out of 
office, subsequently forming a transitional government.

By contrast, the Syrian military lacks the popular support that Egypt's army enjoyed, 
and there are no opposition forces waiting to take office. Consequently, if Assad were 
to resign or be forced out, there would be a high possibility of chaos ensuing, as befell 
Iraq after Saddam Hussein's overthrow. Like Iraq, Syria has considerable ethnic 
divisions, principally between the minority Alawite elite, the Sunni Muslim majority, 
Druze, Christians, and other groups. Any post-Assad vacuum could lead to civil war 
as the different groups seek to increase their influence in the new era.

A collapse of Syria would have major consequences for the Middle East. Firstly, the 
security of neighbouring countries such as Israel, Lebanon, Iraq, Jordan, and Turkey 
could deteriorate, if refugees or armed groups flowed into their territories. Secondly, 
although Israel and Syria are archenemies, the Assad regime represents a known 
quantity for Israel, and any new regime in Damascus would heighten uncertainty for 
the Jewish state. Thirdly, because Syria is a close ally of Iran, a collapse of the Assad 
regime would most probably reduce Iranian influence in the Eastern Mediterranean, 
although Tehran could probably still find Syrian factions willing to ally with it.



Water Resources

Over the coming decade and beyond we expect water scarcity to feature more 
prominently in Middle Eastern security issues. The Middle East is a naturally arid 
region, and the UN has warned that it could be hit harder than most by global climate 
change. In addition, its population is increasing rapidly. According to AQUASTAT 
(the water division of the UN's Food and Agriculture Organization), 78% of total 
water resources are geared towards agriculture, with 18% used by households and 4% 
by industry.

As per capita incomes rise in tandem with economic growth, demand for water is 
expected to increase, putting greater pressure on water resources. Yemen's water table 
is already falling rapidly, a phenomenon that is also affecting parts of Iran and Syria. 
Parts of these countries have already seen a migration of water refugees, that is, 
people leaving areas where wells and rivers have dried up in favour of cities. Should 
this happen on a large scale, even greater pressure will be put on existing population 
centres.

Water shortages mean that greater importance is being placed on control of the major 
rivers, such as the Tigris, Euphrates and Nile. Turkey is in a strong position. As an 
upstream state, it controls the flow of water in the Tigris and Euphrates, which flow 
into Syria and Iraq. However, its position threatens to put it at loggerheads with 
Damascus and Baghdad. In 2009 the Iraqi government accused Turkey of reneging on 
its promise to supply a minimum of 400 cubic metres per second at a time when Iraq 
was suffering its worst drought in decades. Elsewhere, the dispute between Israel and 
Syria over possession of the Golan Heights reflects the territory's importance for 
control of Israel's water supply.

Governments in the region, for example, Saudi Arabia, have sought various solutions 
to their water deficit. The first is to import more food, since domestic agricultural 
production is so water-intensive. Egypt and Saudi Arabia are reducing the growth of 
water-intensive crops, with Riyadh seeking to rent farmland in other developing 
countries to meet its food requirements. This is a departure from previous policies 
aimed at promoting self-sufficiency in food. Secondly, attempts have been made to 
adapt crops to grow in a more hostile environment, although even with genetic 
engineering there will probably be limits to the effectiveness of such manipulation. 
Thirdly, governments are building more desalination plants. Desalination is extremely 
energy-intensive, but the Middle East is rich in energy, and so the strategy makes 
sense. However, one of the most vulnerable countries, Yemen, does not have the 
financial resources to benefit from desalination to the same extent as its neighbours.

Terrorist attacks are a potential risk to desalination plants, since they could disrupt or 
deny water supplies to millions of people. For this reason, the UAE's emirate of Abu 
Dhabi in October 2010 began a pilot project to build an underground reservoir 
capable of holding 90 days of rationed water for its citizens. The aquifer would also 
be a means of protecting the emirate from the risk of a massive oil spill, such as that 
in the Gulf of Mexico in 2010.

Even with these measures to conserve water, there will be places in the Middle East 
that will face growing water shortages. While an outright war over control of water 



resources may not be likely over the coming decade, we would certainly expect 
increased tensions, both domestically and between states, over access to water.

Regional Power Dynamics

Of all the countries in the Middle East, four stand out as actual or potential regional 
powers: Iran, Saudi Arabia, Egypt and Turkey. (A fifth, Iraq, is probably too weak 
internally to bid for regional dominance at the moment.) Two of these, Iran and 
Turkey, are not Arab countries, and this arguably limits their ability to lead the 
predominantly Arab Middle East. Overall, none of the four are powerful enough to 
dominate the region single-handedly. However, they will continue seeking to 
maximise their geopolitical influence.

Iran is clearly a regional power. It has a large population (75mn), a very activist 
foreign policy, a large military, a nuclear programme and cordial relations with Russia 
and China. It has allied factions in Iraq and Lebanon, and close relations with Syria. 
The radical nature of the Iranian regime has made it the vanguard of anti-Israeli 
sentiment in the region. However, Iran faces key obstacles to becoming the regional 
hegemon.

Firstly, as an ethnically Persian, Farsi-speaking and Shi'a nation, it is culturally 
different from the predominantly Sunni Arab world, limiting its position as a natural 
leader. Secondly, its radical policies generally put it at odds with the more cautious 
and politically conservative Arab regimes, which tend to favour the status quo. In 
other words, Iran is seen as a destabiliser by governments that favour stability. 
Thirdly, the US and Israel vigorously oppose the rise of Iranian power, and 
Washington will seek to constrain Tehran through alliances with other states in the 
region that also fear Iranian strength. Fourthly, Iran itself could become convulsed 
with domestic turmoil over the coming years, as a weak economy, public spending 
cutbacks, and the impact of tighter UN sanctions erode living standards in Iran. This 
could exacerbate intra-regime schisms, and we see a real possibility of a major 
political transition over the coming decade.

Perhaps the biggest unknown is how a putative post-clerical regime would affect 
Iran's geopolitical position. In theory, there would be a rapprochement with the West, 
and improved relations with Gulf neighbours and even Israel, greatly reducing 
regional tensions. However, a secular-nationalist Iran would still seek to be a major 
power in the Middle East and its environs, meaning that regional rivalry between Iran 
and Saudi Arabia (and eventually Iraq) would continue, albeit in a more subtle 
fashion. Most likely, a post-Islamist Iran would come to resemble Turkey under the 
AKP; that is to say, an assertive, moderate Muslim state pursuing a multi-vector 
foreign policy. Nonetheless, Turkey can be expected to be one of Iran's main 
competitors in the region, because their historical spheres of influence overlap.

Saudi Arabia must also be considered a regional power. Although its population is 
only 25mn, it has a central geographic position in the Middle East, by far the biggest 
oil reserves of any country in the world and the prestige of having Islam's two holiest 
places, Mecca and Medina, on its territory. It has also been active in Middle Eastern 
diplomacy and has exported its ideology through charitable donations abroad. 
Furthermore, Saudi Arabia has demonstrated willingness to project power in the 



region through its past military intervention in Yemen, and more recently, its 
deployment of 1,000 troops to Bahrain in March 2011.

However, Saudi Arabia faces many challenges. Despite its well equipped armed 
forces, it has traditionally been reliant on the US for its security. In addition, its ultra-
conservative Wahhabi version of Islam is considered extreme by many in the Muslim 
world, with some governments resenting the way that Saudi Arabia-based religious 
organisations have sought to propagate Wahhabism in place of more moderate local 
Islamic practices.

Egypt arguably played a relatively passive role in the Middle East under President 
Hosni Mubarak (1981-2011). This is surprising, given that Egypt is the most populous 
Arab country (with 79mn people) and in many ways the cultural heart of the Arab 
world. Part of the reason is that Egypt is one of only two Arab states (the other being 
Jordan) to have signed a peace treaty with Israel. This means that Cairo has long 
refrained from seizing the mantle of anti-Israeli sentiment in the manner of Iran. 
Another reason for Egypt's passivity is that it is heavily dependent on US aid and does 
not wish to act in a manner that displeases Washington.

At the time of writing Egypt was undergoing a transition to democracy, suggesting 
that the country will largely be preoccupied with internal political questions for much 
of 2012, and probably beyond. However, once a new government is firmly in place, 
Egypt will be well placed to assert its regional position. In particular, a stronger Egypt 
may well emerge as a counterweight to Iran.

Egypt is strategically located at the intersection of the Eastern Mediterranean, Middle 
East, North Africa, and Sub-Saharan Africa. As such, it is in a position to project its 
influence in all four directions. In addition, Egypt controls the Suez Canal and adjoins 
the Red Sea - a crucial East-West trade route. Thus, the outcome of Egypt's political 
transition will be of paramount importance to the region and beyond.

Turkey (population 73mn) is the fourth potential regional power. It dominated much 
of the Middle East during the Ottoman Empire, but since the early 20th century has 
largely avoided entanglement in the region, instead focusing on Europe. However, 
Turkey shares borders with Syria, Iraq and Iran, meaning it cannot afford to ignore 
developments in the Middle East. Moreover, since the moderate Islamist Justice and 
Development Party (AKP) came to power in 2002, Ankara has put greater emphasis 
on relations with the Muslim world, including its neighbours.

Turkey's refusal to allow the US to use its territory to invade Iraq in 2003 was a shock 
to Washington, and the prime minister, Recep Tayyip Erdogan, has adopted a much 
more critical attitude towards Israel over the Palestinians than his predecessors, who 
had been developing close military cooperation with the Jewish state as a 
counterweight to the Iran-Syria alliance.

The strains placed on Turkish-Israeli relations following Israel's assault on a Turkish 
aid flotilla to Gaza in May 2010 are representative of this new dynamic, and bilateral 
ties deteriorated further in the autumn of 2011. Erdogan is visibly seeking to 
champion the Palestinian cause as a means of boosting Ankara's regional profile. 
Turkey, as a moderate Islamist democratic state and successful emerging economy, 



clearly hopes to portray itself as a role model to other countries in the region. It is 
unclear to what extent this strategic shift can survive a change of government in 
Turkey, but the AKP has clearly altered Ankara's foreign policy priorities for the 
foreseeable future. However, Turkey, like Iran, is a non-Arab country, and this could 
limit its ability to present itself as a regional leader. Nonetheless, Turkey's crucial 
strategic location between Europe, the Eastern Mediterranean and North Africa, 
Middle East, Caucaus, and Central Asia, suggests that it will remain a pivotal state for 
decades to come.

Nuclear Proliferation

The spectre of a nuclear-armed Middle East continues to worry governments in the 
region and the West. As of 2012 Israel is the sole nuclear state in the region, although 
this is not publicly acknowledged. Iran is widely suspected of seeking to develop 
nuclear weapons, raising the possibility that an anti-Western state could come to 
dominate the region. Israel is particularly concerned about this, since President 
Mahmoud Ahmadinejad has publicly called for the Jewish state to be 'wiped off the 
map' (or at least be made to 'vanish from the page of time', according to some 
translations). Even if this threat is rhetorical, possession of a nuclear arsenal would 
embolden Tehran in its dealings with other countries.

Were Iran to become a publicly declared nuclear power like North Korea, this could 
encourage Saudi Arabia, Egypt and Turkey to develop their own nuclear arsenals, 
partly as a counterweight to Iran but also because they would not want to be 'left out'. 
This would raise the possibility of a regional nuclear build-up. Saudi Arabia and 
Egypt are countries we consider vulnerable to radicalisation, and their possession of 
nuclear weapons would alarm Israel and the West. It is also possible that these 
countries would refrain from going nuclear, just as Japan and South Korea exercised 
restraint following North Korea's nuclearisation, in favour of continued reliance on 
the US' nuclear umbrella. Nonetheless, the geopolitical stakes would be raised 
dramatically.

Consequently, we see a significant risk that the US/Israel will eventually attack Iran's 
nuclear facilities to prevent it from acquiring the atomic bomb, although there is still 
substantial reluctance to pursue military action. Washington will be wary of the 
consequences, which we expect would include Iranian moves to close the Strait of 
Hormuz, not to mention retaliation by proxies elsewhere in the Middle East and 
possibly beyond. A solo Israeli strike on Iran is perhaps more likely than US attacks, 
but would almost certainly need the silent approval of the US, and most observers 
would interpret an Israeli strike as a de facto US strike. Thus, Iran's retaliatory 
reaction would probably be the same.

Overall, there were conflicting reports in 2011 and early 2012 over the status of Iran's 
nuclear programme. Many observers suggested that Tehran was facing major 
difficulties in its apparent quest to make nuclear weapons, and that this would reduce 
the urgency of an Israeli strike. Significantly, the 'Stuxnet' computer worm caused 
Iran's nuclear facilities to malfunction in late 2010. The virus is widely believed to 
have been created by the US and Israel for the purposes of disrupting Iran's nuclear 
activities. If true, this would demonstrate that cyber warfare is becoming increasingly 
important in early 21st century geopolitics. In addition, several Iranian nuclear 



scientists have been assassinated by suspected operatives of foreign intelligence 
agencies. Nonetheless, late 2011 and early 2012 saw more speculation in the 
international press that Israel would strike Iran sooner rather than later.

External Powers

The most important external power in the Middle East is the US, which has almost 
6,000 troops in the region, major military bases (including the headquarters of its 
Fifth Fleet in Bahrain), and long-standing political, diplomatic and economic ties with 
virtually every Arab country. Although Israel has long been seen as its main ally in 
the Middle East, the US has tended to favour regional pillars (eg Egypt, Saudi Arabia) 
rather than relying on a single country. However, a combination of widespread 
perceptions that the US supports Israeli policies that suppress the Palestinians, the 
substantial US military presence in the Middle East, as well as events such as the Iraq 
War, has led to significant anti-Americanism in the region. Ultimately, these are 
reasons why al-Qaeda and other Islamist terror groups continue to target the US.

The US' ability to shape events in the Middle East has been severely undermined by 
its wars in Iraq and Afghanistan. The Iraq War discredited the US in the eyes of many 
in the Arab world, and the deaths of 4,500 US troops (with tens of thousands more 
having been injured) there have made the US public wary of future wars (eg against 
Iran). President Obama in June 2011 announced the beginning of troop reductions 
from Afghanistan, where the US has 90,000 soldiers, with a view to ending combat 
operations by December 2014, but the long war there will probably leave Washington 
reluctant to take further military action in the Middle East. Furthermore, any major 
political shift in Egypt as a result of its transition to democracy in 2011-2012 or the 
collapse of Yemen could erode US influence in the region.

Besides the US, the UK, France and Russia all have residual, though far more limited, 
influence in the Middle East. London's and Paris' influence is a legacy of their 
empires, while Moscow's is a remnant of the Cold War, when the Soviet Union 
sought to counteract Western power in the region. None of the three are capable of 
shaping the region independently. The UK's influence is almost entirely determined 
by what the US does, while France lacks the military infrastructure to make a 
difference.

Russia retains close ties with Iran, Syria, and Yemen, and in August 2010 Russia's 
navy commander stated that Moscow would redevelop its maintenance and supply 
facility at the Syrian port of Tartus into a full naval base capable of accommodating 
heavy warships and even aircraft carriers by 2012. The Kremlin regards Tartus as the 
foothold of a permanent Russian navy presence in the Mediterranean. However, it is 
unclear whether a putative post-Assad administration will maintain close relations 
with Moscow. For its part, Russia has been blocking Western attempts to censure 
Assad, while seeking a role as mediator in Syria's internal conflict.

In the long term, China could become more heavily involved in the Middle East, 
especially given its dependency on the region's oil. Beijing has traditionally remained 
aloof from the region, but should it favour greater involvement, its relatively clean 
slate could allow it to play honest broker. China, an economically successful one-
party state, could also appeal as a role model to authoritarian states that do not want to 



democratise and are fed up of rhetorical US demands for greater political 
liberalisation.

However, China would be placing itself at risk by becoming too friendly with 
authoritarian regimes lest it squanders goodwill through insensitivity towards local 
public sentiment. China has been particularly concerned about unrest in the Middle 
East, fearing that it too could eventually face calls for democratisation.

While China may play a bigger role in the Middle East, it is unlikely to displace the 
US as the region's preeminent external power. The US has accumulated a network of 
military bases over many decades, and it will take many years for China to replicate 
this. Although a Chinese admiral spoke in December 2009 of establishing a naval 
base in the Gulf of Aden, thereby expressing a desire for a regional military presence, 
anything more than a token force is likely to be many years away.

Scenarios For The Middle East

Below, we outline three possible scenarios for the Middle East over the coming 
decade.

Scenario One: Status Quo Prevails

Virtually all the regimes in the region stay largely unchanged from the present. Social 
pressures continue to build in several states, but regimes successfully contain these 
through severe repression or by delivering tangible but limited improvements in living 
standards, enough to keep populations passive. The major states thus avoid 
democratic or Islamist revolutions (or in Iran's case, a secular counterrevolution) or 
mass unrest. The Israeli-Palestinian stand-off continues, with no solution in sight. Iraq 
remains a unified, albeit decentralised, state, and the Kurds settle for autonomy within 
this. The US remains the main external power in the region, despite a full drawdown 
of troops in Iraq. Overall, the region in 2020 looks similar to how it looks today.

Given the massive political upheaval of early 2011, we regard Scenario One as 
unrealistic. Even countries that have avoided mass unrest will probably be forced to 
liberalise their political systems somewhat over the coming decade, if only to pre-
empt future pressures. In addition, it is difficult to see the Iranian polity remaining 
unchanged by 2020.

Scenario Two: Radical Islamisation Takes Hold

In the second scenario, rising socioeconomic pressures prove impossible to contain, 
leading to an Islamist takeover (democratic or otherwise) in Egypt, Syria, Yemen and 
potentially in Saudi Arabia. This provides a tremendous psychological boost to 
Islamist movements across the Middle East, necessitating greater repression in 
countries where pro-Western governments remain in place. Meanwhile, the lull in 
Iraq fades, as Sunni militants take courage from the success of their ideological 
counterparts abroad. At the same time, the Kurds take advantage of the Baghdad 
government's weakness to declare their own state, leading to resurgent Kurdish 
separatism in Turkey.



Iran, which has emerged as a de facto nuclear power, moves to support the embattled 
Shi'a government in Iraq and Hizbullah in Lebanon, and Shi'a populations in Bahrain 
and Saudi Arabia itself, putting Tehran on a collision course with Riyadh. Israel, 
demoralised by regional developments, increasingly finds itself on the defensive, 
having to contend with more unrest among the Palestinians and a new suicide 
bombing campaign, tacitly backed by radical governments in Egypt and Saudi Arabia. 
The US, increasingly tired after the long Afghan war, limits its involvement to 
logistical support for allied governments.

Scenario Two is very much a doomsday scenario, and we consider it unlikely that all 
of the above will play out. However, there is a modest risk that some of these events 
will transpire.

Scenario Three: Political Liberalisation Takes Hold

In the third scenario, political liberalisation takes hold in Egypt and Iran (and 
eventually even Saudi Arabia) as entrenched regimes come under increasing 
opposition from their populations and are forced to accept change. This takes the sting 
out of radicalism in two of the Middle East's most important states, and encourages 
other countries to begin a process of partial democratisation. Meanwhile, the Israelis 
and Palestinians, under increasing international pressure, begin moving towards a 
mutually acceptable modus vivendi.

Iraq remains a unitary state, while Iran, under a moderate regime, agrees to allow 
greater international oversight of its nuclear programme. With Iran moving away from 
its radical past, militant Shi'a groups in Lebanon and elsewhere lose momentum. The 
US, no longer needed to act as a regional balancer, reduces its military presence.

Scenario Three is the most optimistic one, but is not necessarily unrealistic. Regions 
such as Latin America and South East Asia, which pessimists once deemed ill-suited 
for political liberalisation, proved their critics wrong. If Egypt manages to consolidate 
a democratic political system after the unrest of early 2011, then this would be a 
significant boost to democratic forces in the Middle East and North Africa.
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