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ABSTRACT This analysis examines the economic relationship between Tiirkiye
and the GCC countries, focusing notably on the economic and trade ties.
It argues that while mutual relations have increased during the AK Party
era, historical commercial relations have been subject to fluctuations due to
regional and foreign policy preferences. Descriptive analysis using second-
ary data supports this claim. Cointegration techniques are also employed
to empirically analyze the trade relationship between the two sides from
1994 to 2020. The results indicate long-term cointegration in Tiirkiye-GCC
economic relations, with bilateral trade positively affected in the long-term.
However, the findings also suggest that as GCC countries’ exports to Tiir-
kiye increase, Tiirkiye’s exports to the GCC increase even more over the
long-term.
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Introduction

ulf Cooperation Council (GCC) countries, comprising Bahrain, Ku-

wait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates (UAE),

have become critical players in the global financial markets thanks to
large natural resources revenues. Among these nations, Saudi Arabia and the
UAE stand out as the most influential in terms of economic and financial
factors. However, Qatar and Kuwait have also become notable players, par-
ticularly through their investments abroad. Moreover, Qatar holds a unique
position thanks to its abundant gas reserves and its role as a major exporter
of liquefied natural gas (LNG). This has not only bolstered Qatar’s economy
but also enhanced its standing in the global energy market. Kuwait, on the
other hand, has strategically invested its considerable wealth in various sectors
internationally, further solidifying its economic influence. Bahrain and Oman
have a more moderate economy compared to other GCC countries. However,
they have recently been developing economic policies as part of their national
vision, including economic diversification. In Oman, the agriculture and halal
tourism sectors are the most important in this regard, while in Bahrain, the
financial sector plays a dominant role.

The economic and financial prowess of these GCC countries has not only
transformed their economies but has also contributed significantly to the
global financial landscape. Their investments and financial activities have had
far-reaching impacts, shaping markets and industries beyond the Gulf region.
As such, the GCC countries continue to play a crucial role in the global econ-
omy, with their economic policies and investments influencing global financial
trends. The partnership between Tiirkiye and the Gulf states is mutually bene-
ficial, with Tiirkiye seeking to diversify its investments to overcome economic
challenges. Recent agreements show increased economic cooperation, which
could affect their long-term strategic alignment. Continued collaboration is
expected to strengthen their relationship, benefiting their economies and stra-
tegic positions in the region.!

Historically, improving economic relations with the GCC countries has been
a consistent goal of the Turkish government since the Justice and Develop-
ment Party (AK Party) came to power in 2002.> Under the AK Party’s leader-
ship, Tiirkiye has increased its efforts to strengthen economic relations with
the Middle East,’ especially the Gulf countries. Afterward, Turkish businesses
began to capitalize more on economic opportunities in the Gulf countries.
Particularly, companies in sectors like construction, food, energy, and finance
have embarked on major projects in the Gulf. These projects have not only
had significant economic impacts but have also bolstered Tiirkiye’s regional
influence and power. To enhance economic ties with the Gulf countries, the
Turkish government has implemented various policies and strategies. These
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include efforts to facilitate more As businesses deepen their

business for the Turkish companies . .
in the Gulf, such as through poten- involvement in the Gulf, there

tial free trade agreements (FTAs)* isa growing realization among
and investment incentives. These the Turkish populace of the

initiatives have led to an increase in

Tiirkiye’s trade volume with the Gulf Strategic importance of these
countries, fostering regional eco- partnerships for the country’s
nomic integration.’ . .

economic well-being and

The strengthening economic con- regional influence

nections between Tiirkiye and the

GCC countries mark a significant advancement benefiting both sides. The
Turkish business community’s enthusiastic embrace of this trend under-
scores its acknowledgment of the mutual benefits and opportunities that
come with increased economic collaboration. This mounting interest in the
Gulf has driven many Turkish companies to actively seek opportunities in
the region, demonstrating a firm commitment to expanding their footprint
and activities to broaden their business portfolios and leverage the region’s
economic growth potential.® Moreover, this trend has not only bolstered
economic ties but also fostered a broader social consensus within Tiirkiye
regarding the importance of its relations with the Gulf nations. As businesses
deepen their involvement in the Gulf, there is a growing realization among
the Turkish populace of the strategic importance of these partnerships for
the country’s economic well-being and regional influence.” Ultimately, the
deepening economic bonds between Tiirkiye and the GCC countries signify
a mutually advantageous development. Through the active pursuit of oppor-
tunities in the Gulf, Turkish businesses contribute to the region’s economic
expansion while also enhancing Tiirkiye’s economic variety and competi-
tiveness, nurturing closer relations between the two regions and bolstering
regional stability.®

Over the last 20 years, Tiirkiye’s trade with the GCC countries has grown sig-
nificantly, from $2.1 billion in 2002 to $22.7 billion in 2022, representing an
approximately 11-fold increase.” While this figure is still relatively low com-
pared to the full trade potential of both sides, it marks a notable success story
in terms of historical development. Recently, Tiirkiye and the GCC have an-
nounced plans to negotiate an FTA to create one of the world’s largest free
trade areas, valued at $2.4 trillion.'” This agreement aims to liberalize trade in
goods and services, streamline investment processes, and significantly boost
Tiirkiye’s trade volume and investments with the GCC countries. This growing
economic relationship between Tiirkiye and the GCC countries has become
increasingly significant for regional economic development, particularly since
the early 2000s.
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To reduce their dependency This paper argues that the relationship

. between Tiirkiye and the GCC coun-
on oil, the GCC states have tries is characterized by interdepen-

implemented strategies to dence rather than being one-sided. To
diversify their economies, support this argument, the paper pro-

. . vides a descriptive discussion based on
such as attracting financial secondary data and conducts an Au-

investments to spur economic toregressive Distributed Lag (ARDL)

. cointegration analysis to determine
grOWth and fOSterlng trade the long-run economic relationship

partnerships with other between Tiirkiye and the GCC coun-

countries tries, focusing on the period from

1994 to 2020. The main question of

this study is to determine the nature

of the long-term economic relationship between Tiirkiye and the GCC, spe-

cifically whether this relationship is characterized by interdependence or is
unilateral.

This paper aims to fill the gap in the literature by exclusively focusing on
the economic relations between Tiirkiye and the GCC, an area that has been
largely underexplored in existing studies. Additionally, the assertion for the
advancement of economic relations is supported by empirical analysis using
the cointegration technique, adding a significant contribution to the existing
literature.

Literature Review

The discovery of oil in the early 20* century transformed the economic and
social structures of the GCC countries, leading to significant changes. This pe-
riod marked a shift toward rentierism in the region’s political economy, where
the newfound oil wealth was used to distribute benefits to the population, en-
suring the traditional monarchies’ legitimacy."" The oil boom also led to the
expansion of wealth into the financial and investment sectors, propelling the
GCC region to a prominent global position, particularly noticeable since the
1990s."? To reduce their dependency on oil, the GCC states have implemented
strategies to diversify their economies, such as attracting financial investments
to spur economic growth and fostering trade partnerships with other countries.

The GCC countries’ reliance on imports beyond natural resources has driven
them to seek new trade partners and enhance economic relations with exist-
ing ones, drawing the attention of global economies, especially regional coun-
tries.”® Tiirkiye has been one of these countries, particularly during the AK
Party period. This unique aspect of the GCC countries has enriched the lit-
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erature on the Gulf’s political economy. Despite the expanding literature on
the growing trade between the GCC countries and Asian countries in recent
years, there has been limited research directly related to Tiirkiye’s economy,
with most studies conducted in the 2010s. Another period of focus on Tiirki-
ye-GCC relations emerged during the 2017 Gulf crisis, highlighting Tiirkiye’s
swift response to Qatar’s urgent needs."

In terms of the limited studies conducted, the literature can be divided into
two categories for this study. The first category consists of studies focused on
Tiirkiye," while the second category comprises empirical studies'® that sup-
port the analysis of this study. Among these studies, Rutledge and Polyzos'
analyzed the economic relations of GCC countries with East Asian countries
using cointegration techniques. Their study suggests that the GCC countries’
longstanding relations with the EU and the U.S. are now shifting toward Asian
countries. Supported by long-term econometric analysis, they argue that the
GCC countries have altered their economic and political dependencies from
the U.S. to Asian countries to establish new strategic partnerships. In another
empirical study with similar findings, Insel and Tekge'® examined both in-
tra-Gulf region trade of GCC countries and the trade of this region with other
economies between 1997-2002 and 2003-2007 using panel data analysis. Their
study revealed that the top five trade partners shifted from the EU and the
U.S. to Asian countries after 2003. Akkas and Altiparmak'® put forward similar
arguments theoretically, claiming that the historical interdependence between
GCC countries and the U.S. has recently turned into unilateral dependence

Turkish President
Erdogan attends
the 44 Gulf

Cooperation
Council Summit

in Doha, Qatar on
December 5, 2023.
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There has been a steady and that GCC countries are direct-
presence of diplomatic and ing their natural resources to Asian
countries.
cultural interactions between
Turklye and Gulf countries Saddam and Kari® studied the trade
. patterns of GCC countries, focus-
throughout history. There has, ing on the notable trade intensity of

however, been a noticeable Saudi Arabia and the UAE within the
strenathenina of economic region. Using a basic gravity model

g g analysis that included Tiirkiye among
and poIiticaI ties since the other countries, they found that in-
ear|y 2000s, due to mutual creasing transportation costs did not

. . . significantly impact Saudi Arabia’s
interests in trade, investment, foreign trade. This finding suggests

and regional Stability that Saudi Arabia, functioning as a
hub economy, prioritizes trade with

countries like Tiirkiye, the UK, and Brazil over its closer neighbors Oman and
Qatar. Additionally, the study highlighted the GCC countries’ unified eco-
nomic policy’s failure to stimulate non-oil industries. Furthermore, transpor-
tation costs were found to have an insignificant role in the trade dynamics of
these countries. In another empirical study, Alam and Ahmed*' examined the
trade relations between India and the GCC countries from 2001 to 2014. Their
analysis revealed that India’s trade with the GCC countries was notably more
intense than its trade with the rest of the world during the same period. They
also suggested that fostering bilateral trade relations could lead to a mutually
beneficial outcome for both India and the GCC countries.

In reviewing the literature on Tirkiye’s relations with the Gulf region, it be-
comes apparent that most studies focus primarily on the political and security
aspects.” In the early 2000s, Aras” conducted a study on the historical polit-
ical and economic relations between Tiirkiye and the GCC countries. Despite
existing foreign policy differences at the time, Aras emphasized the impor-
tance of developing economic relations. He stated that there would be a grad-
ual increase in both political and economic ties between Tiirkiye and the GCC
countries.

In another study examining the relations between Tiirkiye and GCC countries,
Foley** claimed that Tiirkiye developed their relations as regional strategic part-
nerships to create an alternative for the EU and the GCC for the U.S., but these
bilateral relations are limited compared to the EU influence in Tiirkiye and the
U.S. influence in the GCC. In another study examining relations with Tiirkiye
and GCC countries in the early 2010s, Hiirsoy* states that although political
and security relations are at the forefront, the economy is among the main
targets of these developing relations. The study claims that bilateral relations
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need to go beyond trade partnerships and address a number of fundamental
political challenges. In another study, Cetinoglu®® examined the relationship
between Tiirkiye and GCC countries and claimed that Tiirkiye’s dialogue with
the region has evolved into a relationship in the direction of Qatar.

Overview of the Contemporary Economic Relationship between the
GCC and Tiirkiye

There has been a steady presence of diplomatic and cultural interactions be-
tween Tiirkiye and Gulf countries throughout history. There has, however, been
a noticeable strengthening of economic and political ties since the early 2000s,
due to mutual interests in trade, investment, and regional stability. Deepening
relationships reflect a strategic shift toward greater collaboration and partner-
ship. While these relations remained at high levels in Saudi Arabia, the UAE,
and Qatar, they remained at low levels in Kuwait, Oman, and Bahrain. With
the embargo imposed on Qatar by its neighboring countries and some other
countries on June 5, 2017, Tiirkiye maintained a Gulf relationship centered
on Qatar for a while and developed a policy that supported Qatar militarily,
politically, and economically in this process.”® However, as a result of Qatar
reaching an agreement with other neighboring countries on January 5, 2021,%
Tiirkiye preferred a balanced relationship with the Gulf countries, especially
Saudi Arabia and the UAE. This fluctuating and fractured relationship also
manifested itself directly in commercial relations.

Figure 1: Total Exports among Tiirkiye and the GCC (2004-2022, $ billion)*°
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As shown in Figure 1, the total exports from GCC countries to Tiirkiye in 2004
amounted to $0.2 billion. While it reached $8.7 billion in 2013, the real leap
forward occurred in 2021 with the end of the Gulf crisis, and the exports to
Tiirkiye in 2022 reached approximately $15 billion. Considering Tiirkiye’s ex-
ports to the region, while it was approximately $2.3 billion in 2004, it reached
its first peak in 2008, reaching approximately $12.3 billion. It experienced a
sudden decline with the 2008 global financial crisis and started to rise again
in 2009. It reached its historical peak of approximately $13.5 billion in 2017.
At this peak in 2017, the impact of urgent exports to Qatar can be seen. As of
2020, GCC countries’ exports exceeded Tiirkiye’s exports to the region, and as
0f 2022, GCC countries’ exports to Tiirkiye reached approximately $15 billion,
while Tiirkiye’s exports to GCC reached approximately $9.4 billion.

Table 1: The List of Top Trade Countries of Turkiye in 2022 (Million $)

List Exporters Total Value List Importers Total Value
1 Russia 58,853 1 Germany 21,144
2 China 41,353 2 U.s. 16,882
3 Germany 24,032 3 Iraq 13,750
4 Switzerland 15,342 4 UK 13,010
5 U.s. 15,228 5 Ttaly 12,353
16 UAE 4,470 13 UAE 5,417
21 Saudi Arabia 4,152 41 Qatar 1,504
41 Oman 1,582 50 Saudi Arabia 1,071
59 Qatar 716 69 Kuwait 672

60 Bahrain 669 78 Oman 465

75 Kuwait 283 105 Bahrain 214

Source: International Trade Center>

Table 1 shows the top five countries with which Tiirkiye trades the most, in the
context of bilateral economic relations. The countries from which Tiirkiye im-
ports the most are Russia, China, and Germany, while the countries to which it
exports are Germany, the U.S., and Iraq. As of 2022, the UAE ranks 16" among
Tirkiye’s import partners with $4.5 billion, and 13™ among export partners
with approximately $5.4 billion. Table 1 shows the ranking of Tiirkiye’s top
five trading partners as well as other GCC countries. According to this rank-
ing, Saudi Arabia ranks 21* in the list of import partners, while the last GCC
country is Kuwait, which ranks 75". Among the export partners, Qatar ranked
41¢, while the last GCC country was Bahrain, ranked 105®. Based on Tiirkiye’s
trade partners’ rankings, the UAE stands out as a GCC country among both
import and export partners. Here, the fact that the UAE has been the country
that has diversified its non-oil economy the most in recent times and has im-
portant port trade has an impact. When Tiirkiye’s trade partners are examined,
the UAE is prominent among the GCC countries in both imports and exports.
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This is largely because the UAE has recently diversified its non-oil economy
significantly and has become a key player in port trade.

Table 2: The List of Top Trade Countries of the GCC in 2022 (Million $)

List Exporters Total Value List Importers Total Value
1 China 124,326 1 China 98,823
2 U.s. 48,838 2 India 86,100
3 India 46,017 3 Japan 56,263
4 UAE 29,218 4 South Korea 54,078
5 Japan 23,192 5 U.s. 40,843
11 Tirkiye 13,453 15 Tirkiye 14,810

Source: International Trade Center™

Table 2 shows the top five countries with which the Gulf region trades the
most. As a region, GCC countries import the most from China, the U.S., and
India, while the countries from which they export are China, India, and Japan.
In this ranking, Tiirkiye ranks 11" in terms of import partners with $13.5 bil-
lion, while it ranks 15" among export partners with approximately $15 billion.
Looking at this table, it can be seen that Tiirkiye’s exports to GCC countries
can be increased further.

Figure 2: Turkiye's Exports to the GCCin 2022
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mechanical
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Source: International Trade Center™*

Figure 2 shows the product categories that Tiirkiye exports to GCC countries.
In the first place, with approximately $2.4 billion, are precious metals and
gemstones such as natural pearls, diamonds, rubies, emeralds, gold, silver, and
platinum, and products such as jewelry, coins, and ornaments made or plated
from them. In the second place are products such as nuclear reactors, steam
boilers, industrial machinery, engines, pumps, fans, and lifting and transport

2024 SPRING 171



LUAN(AR ERHAN AKKAS

equipment, worth approximately $588 million. In the third place are products
such as furniture, bedding mattresses, mattress supports, cushions, and similar
stuffed furnishings, with approximately $448 million. Based on other export
products, it is seen that Tiirkiye’s export products to the GCC are in a very wide
range and diverse showing that Tiirkiye has a diversified economy.

Figure 3: GCC Export to Tiirkiye in 2022
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Figure 3 shows the export products of GCC countries to Tiirkiye. In the first
place, with approximately $6.2 billion, are precious metals and gemstones such
as natural pearls, diamonds, rubies, emeralds, gold, silver, and platinum, and
products such as jewelry, coins, and ornaments made or plated from them.
In the second place are products such as plastic sheets, rods, tubes, films, and
adhesives, with approximately $2.8 billion. In the third place, with approxi-
mately $1.6 billion, are products containing mineral fuels such as petroleum,
natural gas, coal, mineral oils, and their distillation products. Following these
products are products containing aluminum and organic chemicals. Taking a
look at the export products of GCC countries, it shows that most of them are
products related to natural resources. Despite the UAE’s success in diversifying
its economy in recent years, Figure 3 shows that the economies of these coun-
tries are still dependent on natural resources.

Figure 4 presents the trade between Tiirkiye and GCC countries between 2016
and 2022 utilizing a stacked band plot graph for each GCC country. The period
2016-2022 was selected to show how bilateral trade relations were affected before
and after the Gulf crisis, supporting the argument that political uncertainties
affect economic relations. Tiirkiye’s exports to the UAE and the UAE’s exports to
Tiirkiye decreased in 2017 and subsequently entered a fluctuating period. How-
ever, with the end of the Gulf crisis, there has been an increase in mutual trade.
Similar fluctuations in bilateral trade are also seen in Saudi Arabia. Tiirkiye’s
trade with both countries started to decline with the Gulf crisis that started in
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2017 and then fluctuated and started to rise again in 2021 when the crisis ended.
Tirkiyes exports to Qatar increased suddenly in 2017, from $438 million in 2016
to over $1 billion in 2018. With the end of the Gulf crisis, this increase acceler-
ated and reached $1.5 billion in 2022. Trade with Oman, Kuwait, and Bahrain
remained at lower levels compared to other GCC countries. There was a trade
contraction in Bahrain, one of the blockading countries, with the Gulf crisis, but
a steady increase, although at low levels, has been observed in Kuwait and Oman.

Figure 4: Turkiye and GCC Countries Trade in 2016-2022

| Tiirkiye’s Exports to the GCC ~ GCC Countries’ Exports to Tiirkiye |
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Source: International Trade Center®

Figure 5: Total Value of FDI Stock of the GCC in Tirkiye (2000-2023, Million $)
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Figure 5 shows the FDI investments of GCC countries in Tiirkiye. In 2005, the
UAE’s FDI in Tiirkiye peaked at $1.6 billion. This high investment continued
in 2006 but experienced a serious decline in 2007. The FDI increased again
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in 2021 and in 2023, it was expected to be around $584 million. Saudi Arabia
reached its peak in 2008, reaching $1.3 billion, but there was a serious decline
after this peak. Qatar, on the other hand, has had a fluctuating FDI graph since
2013. It made the highest FDI investment in 2019 with $570 million and then
decreased and hit the bottom in 2022, but with $400 million in 2023, it ranked
second after the UAE in the ranking of GCC countries’ FDI in Tiirkiye. Ku-
wait’s FDI investments have also followed a fluctuating trend in every period,
but there is a higher level of investment relations compared to the trade rela-
tions with Tiirkiye. Kuwaits highest FDI investment was in 2008 with $330
million. FDI investments of other Gulf countries in Tiirkiye are at very low lev-
els. From this perspective, the amount of these investments will likely increase
with the development of bilateral commercial relations.

Supporting this increasing trade relationship, the “Gulf Cooperation Council
Free Trade Agreement Joint Declaration” signed between Tiirkiye and GCC
countries on March 21, 2024, is expected to further boost bilateral trade,
which has been increasing since 2021 as presented in the previous figures in
this paper. Tiirkiye’s Minister of Trade, Omer Bolat, announced the resump-
tion of Tiirkiye-GCC Free Trade Agreement (FTA) negotiations, which started
in 2005 but halted in 2010. He highlighted that completing these negotiations
would improve commercial and economic ties between the countries, offering
a more defined framework for diversification.*® Jasem Mohamed Albudaiwi,
Secretary General of the GCC, also highlighted the GCC countries’ active par-
ticipation in free trade with other nations to expand trade opportunities, en-
hance regional and global economic cooperation, and establish robust markets
for goods and services from GCC countries. He stressed the significance of this
cooperation with Tiirkiye, emphasizing ongoing negotiations between the two
parties.” Both comments indicate a positive outlook for mutual commercial
relations, benefiting both Tiirkiye and the Gulf countries. This reciprocal rela-
tionship is evident in historical data and the recent joint declaration, reflecting
a mutually beneficial framework.

Empirical Analysis

In this study, the ARDL cointegration was used to determine the short- and
long-term relationship between variables such as those devised by Engle and
Granger® and Johansen,* requiring that each variable have a distinct order of
integration. The ARDL model can also produce consistent results even when
working with a small dataset.*> From this point of view, in this paper, the analy-
sis included examining the interactions of trade between the sample countries
over time and analyzing the short- and long-term effects of these interactions.
The aim is to understand the long-term effects of trade policies and economic
variables of Tiirkiye and GCC countries.
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Research Methodology and Data

The econometric analysis investigates whether Tiirkiye’s exports to the GCC and
the GCC'’s exports to Tiirkiye signal a long-run relationship that supports histor-
ical trade trends. Therefore, an equation using the following parameters has been
developed and employed for testing the validity of the hypothesis of growing
bilateral economic relations between Tiirkiye and the GCC countries, as follows:

EXe = Bo+BiIMP + Up oo (1
IMP, = By + BiEX 4 Up wooeeoeeeieeeeeeeeeee . )

In Equation 1, EX is the exports of the GCC countries to Tiirkiye between 1994
and 2020. IMP displays the imports of GCC countries from Tiirkiye. The data
was collected from the Direction of Trade Statistics (DOTS) database of the
International Monetary Fund.” Based on the hypothesis, coefficients for each
model are expected to be positive, which means GCC exports to Tiirkiye affect
Tiirkiye’s exports to the GCC positively. It is also suggested by this hypothesis
that the bilateral economic relationship between Tiirkiye and the GCC is grow-
ing. GCC countries” exports to Tiirkiye are represented by EX in these models,
and GCC countries’ imports from Tiirkiye are represented by IMP, which also
refers to Tiirkiye’s exports to the GCC.

ARDL Cointegration Method

The long-run relationships between the time series can be investigated us-
ing cointegration techniques.* Therefore, initially, Augmented Dickey-Fuller
(ADF) and Phillips-Perron (PP) unit root tests were used to assess the sta-
tionarity of the variables.* Accordingly, all variables had unit roots in their
constant, and constant and trend forms but became stationary at their first
difference. In the following step, ARDL bounds tests were used to investigate
possible long-run relationships among the variables. The F-test was conducted
prior to running the ARDL bounds since there was only one variable in the
model, and it showed that there was cointegration between them.

The equation for an ARDL model can be expressed as follows:

AEX, = Bo+ XV AAEXt,  + 2] 8,0IMP_; + @1EXo—i + @3 IMPr_; + Up..oo.. (3)
AIMP, = Bo+ X0 A AIMPt,_; + XL 8,AEX i + @ IMP_; + @3 EXooj Uy + Up.... (4)

Where:

EX, (3) and IMP,(4) are the exchange rate at time t.

AEX, (3) and i AIMP; (4) are the first difference in the exchange rate.

IMP, ;(3) and EX,;(4) are the lagged value of imports and exports, respectively.
u, is the error term.

The short- and long-run coeflicients were estimated after determining cointe-
gration between the variables. It was found that there were short-run positive
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and significant relationships. In the long-run, positive and statistically signifi-
cant relationships were also found between the variables.

Empirical Results

To maintain the validity of the analysis, it is necessary to perform a unit root
test and some diagnostic tests before conducting the cointegration test. This
was accomplished by performing ADF and PP tests.* The unit root test for the
data can be found in Table 3.

Table 3: Unit Root Test - Augmented Dickey-Fuller

LEVEL t-statistic p-value
ADF Test Statistic -0.719782 0.8246
1% level -3.711457
Test Critical Values 5% level -2.981038
Int . 10% level -2.629906
nter
ereep FIRST DIFFERENCE t-statistic p-value
ADF Test Statistic -5.066729 0.0004%**
Test Critical Values 1% level -3.724070
5% level -2.986225
EX 10% level -2.632604
LEVEL t-statistic p-value
ADF Test Statistic 2.695033 0.2463
1% level -4.356068
Test Critical Values 5% level -3.595026
Trend and 10% level -3.233456
Intercept FIRST DIFFERENCE t-statistic p-value
ADF Test Statistic -4.957132 0.0028*
1% level -4.374307
Test Critical Values 5% level -3.603202
10% level -3.238054
LEVEL t-statistic p-value
ADF Test Statistic -1.090607 0.7039
Test Critical Values 1% level -3.711457
5% level -2.981038
Intercent 10% level -2.629906
P FIRST DIFFERENCE t-statistic p-value
ADF Test Statistic -5.990224 0.0000%%**
Test Critical Values 1% level -3.724070
5% level -2.986225
MP 10% level -2.632604
LEVEL t-statistic p-value
ADF Test Statistic -1.747109 0.7007
Test Critical Values 1% level -4.356068
5% level -3.595026
Trend and 10% level -3.233456
Intercept FIRST DIFFERENCE t-statistic p-value
ADF Test Statistic -3.804224 0.0350*
Test Critical Values 1% level -4.416345
5% level -3.622033
10% level -3.248592

Note 1: *** significant at 1% level, ** significant at 5% level, * significant at 10% level.
Note 2: Phillips-Perron test results for all the models can be made available upon request, as only results of the ADF
are presented in Table X due to the length.
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For the model with the dependent  Economic ties between Tiirkiye

variable exchange rate (EX), the ini- .
tial analysis indicates non-stationar- and the GCC countries have

ity in the series at the level test due been steadily deepening,

to the test stati§tic exceeding critical parti cul arIy marked by
values, suggesting the presence of a

unit root. However, the first differ- ianeaSing trade and

ence is deemed stationary as the test  jnvestments in recent years
statistic is greater than the critical

values. Similarly, in the ADF test for trend and intercept, the series is consid-
ered stationary because the test statistic for the level is less than the critical
values, indicating no unit root. This result is consistent with the first differ-
ence, confirming its stationarity.

In contrast, for the model with the dependent variable IMP, the initial ADF
test for the level suggests non-stationarity as the test statistic exceeds the crit-
ical values, implying the presence of a unit root. Consequently, the series is
considered non-stationary. However, for the first difference, the test statistic
is greater than the critical values, indicating stationarity. In the ADF test for
trend and intercept, the series is stationary since the test statistic is greater
than the critical values for the level, with the same result for the first difference,
confirming its stationarity.

Following identifying the non-stationary component of the data, relationships
between variables are examined in both the short- and long-run.

Table 4: F-Bound Test for Cointegration Result (Dependent Variable: EX)

F-Bounds Test Null Hypothesis: No level relationship

Test Statistic Value Signif. 1(0) 1(1)

F-statistic 5.673822 10% 3.02 3.51

k 1 5% 3.62 4.16
2.5% 4.18 4.79
1% 4.94 5.58

Table 4 presents the results of the F-Bound Test for Cointegration, which is
used to determine if a variable is stationary. The test statistic (F-statistic) is
5.673822, indicating a high probability of stationarity. At the 10 percent signif-
icance level, the critical values range from 3.02 to 3.51, suggesting significance
relative to these values. For a lag length of 1, the critical values at the 5 percent
significance level range from 3.62 to 4.16. Thus, the F-statistic rejects the null
hypothesis, indicating that there is a cointegration relationship. These results
support the existence of cointegration for the EX variable, suggesting long-
term trade relations between Tiirkiye and GCC countries.
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Table 5: ARDL Estimation Results (Dependent Variable: EX)

Short-Run Results

Variable Coefficient Std. Error t-Statistic Prob.
D(IMP) 0.430825 0.113171 3.806855 0.0009%**
CointEq(-1) -0.545518 0.142640 -3.824426 0.0009***
Long-Run Results

Variable Coefficient Std. Error t-Statistic Prob.

IMP 0.789755 0.091092 8.669863 0.0000%***
C 4.681389 1.990320 2.352078 0.0276*

Note 1: *** significant at 1% level, ** significant at 5% level, * significant at 10% level.

Note 2: In the Jarque—-Bera test, the heteroskedasticity test, the Ramsey Regression Equation Specification Error Test
(Ramsey RESET), the Cumulative Sum (CUSUM) and CUSUM of squares tests have been conducted for this model.
The diagnostic test results support the validity of the analysis. Due to their length, they are not included in the text.
These results can be made available upon request.

The CointEq(-1) coeflicient in Table 5 represents the cointegration balance
in the model. This coefficient signifies the long-term equilibrium and indi-
cates a connection based on past values of stationary variables in the model. A
CointEq(-1) coeflicient of -0.545518 means that deviations from the long-term
balance in the previous period are negatively related to deviations from the
current balance. This suggests that short-term shocks will diminish over time,
leading to a return to the long-term equilibrium in the model. Table 5 also
shows there is a positive relationship between IMP and EXP in both the short-
and long-run. In the short-run, a 1 percent increase in IMP is associated with
approximately a 0.43 percent increase in EXP. The negative and statistically
significant error correction term indicates a long-run relationship between
the variables. In the long-run, a 1 percent rise in IMP leads to a 0.79 percent
increase in EXP. According to Model 1, in the short-run trade relationship, a
1 percent increase in GCC countries’ imports from Tiirkiye corresponds to a
0.43 percent increase in GCC countries’ exports to Tiirkiye. This suggests that
Tiirkiye has an export advantage over GCC countries in the short-run. In the
long-run, a 1 percent increase in GCC countries’ imports from Tiirkiye leads
toa 0.79 percent increase in GCC countries’ exports to Tiirkiye. Tiirkiye main-
tains its trade superiority in the long-run, but the growth in GCC countries’
trade surpasses that of the short-run. These results highlight the impact of the
rapid increase in Tiirkiye’s exports to Qatar following the blockade imposed by
Qatar’s neighboring countries in 2017. Overall, both groups benefit positively
from the short- and long-run trade relationship, with GCC countries gaining
a relative advantage as the duration extends.

Table 6 presents the results of the F-Bound Test for Cointegration with the
dependent variable being imports (IMP). This test is used to assess whether
a variable is stationary. The test statistic (F-statistic) is 3.805041, indicating
significance at the 10 percent level, with critical values between 3.02 and 3.51.
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This suggests a high probability of stationarity. For a lag length of 1, critical
values range from 3.62 to 4.16 at the 5 percent significance level, indicating
cointegration with a lag length of one. The results support the existence of
cointegration for the import variable, implying long-term trade relations be-
tween Tiirkiye and GCC countries.

Table 6: F-Bound Test for Cointegration Result (Dependent Variable: IMP)

F-Bounds Test Null Hypothesis: No Level Relationship

Test Statistic Value Signif. 1(0) 1(1)

F-statistic 3.805041 10% 3.02 3.51

K 1 5% 3.62 4.16
2.5% 4.18 4.79
1% 4.94 5.58

Table 7: ARDL Estimation Results (Dependent Variable: IMP)

Short-Run Results

Variable Coefficient Std. Error t-Statistic Prob.
D(EX) 0.554042 0.192505 2.878069 0.0085%*
CointEq(-1) -0.478419 0.152592 -3.135283 0.0046**
Long-Run Results

Variable Coefficient Std. Error t-Statistic Prob.

EX 1.158068 0.152645 7.586672 0.0000%**
C -3.401891 3.349671 -1.015590 0.3204

Note 1: *** significant at 1% level, ** significant at 5% level, * significant at 10% level.

Note 2: Jarque—-Bera test, heteroskedasticity test, Ramsey Regression Equation Specification Error Test (Ramsey RE-
SET), and Cumulative Sum (CUSUM) and CUSUM of squares tests have been conducted for this model. The diagnos-
tic tests results support the validity of the analysis. Due to their length, they are not included in the text. These results
can be made available upon request.

In Table 7, the CointEq coefficient represents the long-term equilibrium and
shows a connection based on past values of stationary variables in the model.
The coefficient of -0.47 indicates that deviations from the long-term balance
in the previous period are negatively related to deviations from the current
balance. This suggests that deviations resulting from short-term shocks will
diminish over time, indicating a tendency for a return to the long-term equi-
librium in the model. Table 7 also shows that there is a positive and significant
relationship between EX and IMP in the short-run. Specifically, a 1 percent
increase in EX is associated with approximately a 0.55 percent increase in
IMP. The negative and statistically significant error correction term indicates
a long-run relationship between the variables. In the long-run, there is a pos-
itive connection between EX and IMP, with a 1 percent rise in IMP leading to
a 1.15 percent increase in EX. According to Model 2, in the short-run trade
relationship, a 1 percent increase in GCC countries’ exports to Tiirkiye results
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For the GCC countries, in a 0.55 percent increase in imports
d lopi lati ith from Tirkiye to GCC countries. This
eveloping relations wi indicates that in the short-run, the

Turklye align with their exports of GCC countries tend to

economic diversification goals increase more. However, compared
to the previous model, Tiirkiye’s ex-

pOSt-Oil, as it can increase their ports increased by 0.12 percent more

market shares and diversify than those of GCC countries. In the
their economies by Ieveraging long-run effect, a 1 percent increase

in GCC countries’ exports to Tiir-
Tijrkiye’s demog raphic size kiye leads to a 1.15 percent increase
and diversified economy in imports from Tiirkiye to GCC

countries. Tiirkiye’s trade superiority

is evident in the long-run, as GCC
countries’” exports to Tiirkiye increase, and their imports from Tiirkiye increase
even more. This difference arises from the fact that GCC countries export final
goods from Tiirkiye. Overall, both groups benefit positively from the short-
and long-run commercial relationship. In the long-run, Tiirkiye’s exports to
GCC countries increase more than GCC countries’ exports to Tiirkiye.

Discussion and Conclusion

Economic ties between Tiirkiye and the GCC countries have been steadily
deepening, particularly marked by increasing trade and investments in recent
years. The period of AK Party rule has seen a significant expansion in trade,
reflecting the maturation of these relations. However, these ties have not been
immune to regional political uncertainties, leading to fluctuations over time.
Differences in foreign policy can directly affect economic relations and may
even lead to unofficial boycotts. For instance, during the Gulf crisis, Saudi
citizens boycotted Turkish products. However, after a similar shift in foreign
relations post-crisis, this unofficial boycott was lifted.*” Such disputes can sig-
nificantly impact trade between countries, leading to negative consequences
for both parties. Therefore, it can be concluded that the 2017 Gulf crisis had
a direct impact on Tiirkiye-GCC economic relations, resulting in sudden de-
clines in trade volume. Yet, the resolution of the Gulf crisis has ushered in a
period of rapid growth in trade volume. The initiation of FTA negotiations fol-
lowing this upsurge in relations indicates a commitment to further strength-
ening these ties. Empirical analyses demonstrate a long-term cointegration in
Tiirkiye-GCC economic relations, with bilateral trade positively affected in the
long-term. Therefore, to sustain a mutually beneficial economic relationship
for both parties, economic relations should not be affected by political tur-
moil. The analyses also indicate that as GCC countries’ exports to Tiirkiye in-
crease, Tiirkiye’s exports to the GCC increase even more over the long-term.
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This dynamic suggests that Tiirkiye’s trade is significantly influenced by GCC
countries” trade, highlighting the interdependence of these economies. Tiir-
kiye exports end-use products and has a wider product range. The main reason
for this is that Tiirkiye can process the products it imports from GCC countries
and turn them into end-use products to be exported back to GCC countries.
In contrast, the products imported from Tiirkiye by GCC countries are largely
end-use consumption products.

The descriptive data and empirical results suggest a mutual dependence between
the economies of both sides for regional development. The theory of complex
interdependence emphasizes the importance of economic relations in fostering
positive outcomes and cooperation.*® Empirical results in this paper confirm
a mutual economic relationship between Tiirkiye and the GCC countries, il-
lustrating this concept. As these countries deepen their economic ties through
trade and investment, they create interdependencies that enhance political co-
operation.” This relationship reduces the likelihood of conflict and encourages
stability. The mutual benefit of economic complementarities such as Tiirkiye’s
industrial capabilities and the GCC’s financial resources and energy supplies
drives their commitment to stronger ties. This dynamic shows how complex
interdependence can promote regional peace, stability, and prosperity.”® The
results in this study are supported by interdependence theory, and vice versa.

From Tiirkiyes perspective, its recent economic challenges and the desire to
close the budget deficit can positively impact the country’s economy by in-
creasing exports to the Gulf countries and attracting FDI investments from
them. For the GCC countries, developing relations with Tiirkiye align with
their economic diversification goals post-oil, as it can increase their market
shares and diversify their economies by leveraging Tiirkiye’s demographic size
and diversified economy. Considering that these bilateral economic relations
can also positively affect political relations, it is likely that they will have posi-
tive effects on regional stability. As a result of the mutual benefits derived from
long-term economic relations, both parties must prioritize the development
of strong diplomatic ties. This will ensure that their economic cooperation re-
mains largely unaffected by regional political uncertainties and the divergent
foreign policies pursued by each party. @
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