
THE BEGIN-SADAT CENTER FOR STRATEGIC STUDIES 

BAR-ILAN UNIVERSITY 

Mideast Security and Policy Studies No. 96 

 
 

 

 

 

 

 

 

 

 

India's Economic Relations with  

Israel and the Arabs 

 

 

 
Gil Feiler 

 

 

 

 

 

 

 

 
© The Begin-Sadat Center for Strategic Studies 

Bar-Ilan University, Ramat Gan 52900 Israel 

http://www.besacenter.org 

ISSN 0793-1042 

July 2012 



The Begin-Sadat (BESA) Center for Strategic Studies 

The BESA Center for Strategic Studies at Bar-Ilan University was founded by Dr. Thomas O. 

Hecht, a Canadian Jewish community leader. The Center is dedicated to the memory of 

Israeli Prime Minister Menachem Begin and Egyptian president Anwar Sadat, who 

concluded the first Arab-Israel peace agreement. The Center, a non-partisan and independent 

institute, seeks to contribute to the advancement of Middle East peace and security by 

conducting policy-relevant research on strategic subjects, particularly as they relate to the 

national security and foreign policy of Israel.  

 

Mideast Security and Policy Studies serve as a forum for publication or re-publication of 

research conducted by BESA associates. Publication of a work by BESA signifies that it is 

deemed worthy of public consideration but does not imply endorsement of the author's views 

or conclusions. BESA Colloquia on Strategy and Diplomacy summarizes the papers delivered 

at conferences and seminars held by the Center, for the academic, military, official and 

general publics. In sponsoring these discussions, the BESA Center aims to stimulate public 

debate on, and consideration of, contending approaches to problems of peace and war in the 

Middle East. The BESA Memorandum series consist of policy-oriented papers. The content 

of the publications reflects the views of the authors only. A list of recent BESA Center 

publications can be found at the end of this booklet. 

 

International Advisory Board 
Founder of the Center and Chairman of the Advisory Board: Dr. Thomas O. Hecht 

Vice Chairman: Mr. Saul Koschitzky 

Members: Prof. Moshe Arens, Ms. Judy Ann Hecht, Ms. Marion Hecht, Mr. Robert Hecht, 

Prof. Riva Heft-Hecht, Hon. Shlomo Hillel, Mr. Isi Leibler, Amb. Yitzhak Levanon, Sen. 

Joseph I. Lieberman, Mr. Robert K. Lifton, Maj. Gen. (res.) Daniel Matt, Rt. Hon. Brian 

Mulroney, Maj. Gen. (res.) Ori Orr, Mr. Seymour D. Reich, Amb. Meir Rosenne, Mr. Greg 

Rosshandler, Amb. Zalman Shoval, Amb. Norman Spector, Mr. Muzi Wertheim 

 

International Academic Advisory Board 
Desmond Ball Australian National University, Ian Beckett University of Kent, Eliot A. 

Cohen Johns Hopkins University, Irwin Cotler McGill University, Steven R. David Johns 

Hopkins University, Yehezkel Dror Hebrew University, Lawrence Freedman King's College, 

Patrick James University of Southern California, Efraim Karsh King's College, Robert J. 

Lieber Georgetown University, Barry Posen Massachusetts Institute of Technology, Jasjit 

Singh Centre for Strategic and International Studies 

 

Research Staff 
BESA Center Director: Prof. Efraim Inbar 

Research Associates: Dr. Efrat Aviv, Dr. Yaeli Bloch-Elkon, Prof. Stuart A. Cohen, Dr. Gil 

Feiler, Prof. Jonathan Fox, Prof. Hillel Frisch, Prof. Eytan Gilboa, Col. (res.) Aby Har-Even, 

Dr. Tsilla Hershco, Dr. Mordechai Kedar, Prof. Avi Kober, Dr. Yaakov Lifshitz, Prof. Ze'ev 

Maghen, Mr. Amir Rapaport, Dr. Jonathan Rynhold, Maj. Gen. (res.) Emanuel Sakal, Prof. 

Shmuel Sandler, Dr. Eitan Shamir, Dr. Dany Shoham, Dr. Shlomo Shpiro, Dr. Max Singer, 

Dr. Joshua Teitelbaum 

 

Director of Public Affairs: David M. Weinberg 

Program Coordinator: Hava Waxman Koen 

Publication Editor (English): Eitan Rapps 

Publication Editor (Hebrew): Alona Briner Rozenman 



 

India's Economic Relations with Israel and the Arabs 

 

Table of Contents 

 

 
INTRODUCTION .......................................................................................... 1 

BACKGROUND: THE DEVELOPMENT OF INDIA'S ECONOMY AND 

ITS IMPACT ON TRADE ............................................................................. 5 

    Transforming the Economy ........................................................................ 6 

    Politics and Trade ....................................................................................... 8 

KEY ASPECTS OF INDIAN-ISRAELI ECONOMIC RELATIONS .......... 9 

    Information Control .................................................................................. 10 

    Agriculture, Food Security, and Water Management ............................... 13 

    Defense Trade ........................................................................................... 15 

OLD FRIENDS AND NEW ALLIES: INDIA AND THE ARAB WORLD ......... 20 

    Worker Remittances ................................................................................. 26 

    Energy Security ........................................................................................ 31 

    Agriculture ................................................................................................ 34 

    Technology ............................................................................................... 35 

    Foreign Direct Investments ...................................................................... 37 

THE NEW REALITY: INDIA AND THE CHANGING MIDDLE EAST ........... 37 

 

 

 

 

 

 



This research paper was supported by the 

Greg Rosshandler Family 
 



India's Economic Relations with Israel and the Arabs 

 

Gil Feiler
*
 

 

 

 

INTRODUCTION 

 

January 29, 1992 marked the beginning of a new age in India’s 

relations with the State of Israel. After more than four decades of 

distant and often hostile relations between the two countries, India's 

foreign minister announced that full diplomatic ties had been made 

official. The door was now open to the development of economic, 

military and political cooperation between the Republic of India and 

Israel. 

 

India was not a newcomer to the Middle East. For decades India 

enjoyed very close political and economic relations with Israel's Arab 

neighbors as well as with the Islamic Republic of Iran. These 

relationships reflected India's economic and political interests in the 

region as well as India's internal political and social culture.  

 

At a time when Israel was still in the twilight between war and peace 

with the Arab world, normalizing relations with the Jewish state 

signaled as much of a shift in India's internal policies as it did in 

international relations. While Israel enthusiastically welcomed the 

new political reality and the economic opportunities that came with it, 

Indian national interest demanded maintenance of strong relations 

with the Arab world, which was still imposing an economic embargo 

on Israel and any country or company that traded with it. For India, it 

would have been inconceivable to jeopardize its relations with the 

Arabs in favor of Israel. However, three major events of 1991 made 

this shift possible. 

 

Three key events shook the political stage in 1991. In January, 

coalition forces opened an aerial bombardment of Iraqi forces which 
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had seized Kuwait during the previous August. A land invasion in 

February saw the battered Iraqi army defeated in a one-sided battle 

which would have long-range repercussions. By putting an end to 

Saddam Hussein’s excursion, the "Desert Storm" victory also put a 

final stop to the 1990 Oil Price Shock, which his invasion had 

occasioned. When Iraqi tanks first rolled into Kuwait the previous 

summer, they immediately put at risk the Iraqi and Kuwaiti oil 

production of 4.3 million barrels per day. The nearby Saudi oil fields 

were within striking range and were therefore at risk of being should 

the fighting have escalated. As a result, global oil prices rose from 

$17 per barrel in mid-July to $46 per barrel in mid-October. 

 

The doubling of the price of oil hit India at the worst possible 

moment, as it already had a strained balance of payments. India’s 

much-vaunted special relationship with the Arab countries could, 

perhaps, secure the promise of continued deliveries in the face of 

global uncertainty, but it could not provide oil at below market prices. 

India could not do without oil imports, and these had to be paid for 

with its scant foreign currency. In addition to steep oil prices, another 

economically damaging factor was the substantial curtailment of 

worker remittances being sent by expatriate Indian employees in the 

Gulf, as thousands lost their income or fled for safety as a result of the 

war. Loss of this vital source of foreign currency, combined with the 

dramatic spike in oil prices, prompted an Indian economic crisis 

unprecedented in its severity. 

 

With the threat of bankruptcy looming over his country, incoming 

Indian Prime Minister P. V. Narasimha Rao had no recourse but to 

undertake a series of unprecedented reforms which would liberalize 

the Indian. Rao's reforms took aim at the centrally-planned and 

bureaucracy-ridden sectors and launched two decades of explosive 

growth. Having suffered the trauma of the economic crisis and 

subsequent relief brought by rapid growth and prosperity, nearly all 

branches of India’s leadership have come to see economic 

liberalization and global participation as vital to their country’s 

strategic well-being.  

 

A second key event, a direct result of the Gulf War, was the Madrid 

Peace Conference in October 1991. This event brought Israelis, 
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Palestinians and most of the Arab countries (including Syria, 

Lebanon, and Jordan) to the same table, thereby essentially restarting 

the Palestinian-Israeli peace process. This tacit recognition of Israel 

by the Arab states allowed numerous countries to establish diplomatic 

relations with Israel, among them the People's Republic of China. The 

Madrid Conference also marked the demise of the Arab Boycott, 

which had prevented many countries from trading openly with Israel.
1
 

India could now initiate formal diplomatic and trade ties with Israel 

without fear of an Arab backlash, and without reneging on its long-

standing commitment to the Palestinian cause. Arch rival China’s 

move in this direction was an added incentive not to be left behind. 

 

The third and most colossal event of 1991 was the demise and 

dissolution of the Soviet Union in December of that year. In addition 

to the political, diplomatic and military ties between New Delhi and 

Moscow, the USSR was also India’s largest single trading partner. 

The Soviets were also India’s largest supplier of crude oil and her 

primary source for high-technology transfer. India was the largest 

recipient of Soviet development aid. Significantly for India's general 

economic development and its foreign exchange crisis of 1991, Indian 

trade with the USSR was conducted through arrangements that 

avoided the use of hard currency.
2
 

 

With its Soviet financial backer gone and suffering an endemic 

economic crisis, it made good sense for India to follow China and 

Russia in normalizing its relations with Israel. India also wanted to 

join the multilateral track initiated through the Madrid conference, 

participation in which Israel made conditional upon full diplomatic 

relations between the two nations.
3
 

 

In the years following the establishment of relations with Israel, India 

has transformed tremendously. The years 1992-2010 saw India 

undergo stunning economic growth. The country has now finally 

come to be seen, from within and from without, as a rising global 

superpower, not just in potential but in fact. India’s decision makers 

are highly aware that their newly prominent status on the world stage 

has been in direct correlation with their country’s economic 

development. This reality is given much weight in determining the 
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county’s foreign policy, as it has influenced India's self-perception on 

the international stage.  

 

In spite of great strides forward in the Indian economy and the new 

hi-tech industries that it has developed, the bulk of Indian trade with 

Israel still consists of the more traditional commodities. Around two-

thirds of the trade in monetary value (USD) consists of diamonds 

imported from Israel to India, with IT in second place at around 20%. 

However, defense trade and security co-operation have the potential 

to become the largest, and most politically controversial, of India's 

relations with Israel. 

  

This paper examines India's trade relations with Israel and the Arab 

countries of the Middle East. We shall examine the scope and depth 

of India's commerce with Middle Eastern economies, and we shall 

depict the balance India must find between these two sets of relations, 

with a special focus on how the breakdown of the Arab-Israeli peace 

process influences India's economic and political relations with Israel 

and its neighbors. 

 

A factor that must be kept in mind is India's growth as a global power 

and an economic titan. Whereas the non-aligned ideology and the 

practical need to secure energy imports from the Arab states was 

formerly a key factor in India’s regional foreign policy, and led it to 

align itself fully with the Arab states, India's dramatic economic 

transformation and massive development since the early 90's means 

that India's economic needs have changed dramatically as well. 

Today's India has a genuine interest in economic co-operation with 

Israel, the relationship is vital to the future development of key 

aspects of the Indian economy.  

 

Furthermore, India's newly impressive international stature makes it 

far less susceptible to outside political pressure. As a result, India’s 

economic relations with the Middle East are no longer the one-sided 

system of the past, and it must balance a complex set of relationships 

without allowing any one factor to trump the others.  
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BACKGROUND: THE DEVELOPMENT OF INDIA'S ECONOMY AND ITS 

IMPACT ON TRADE 

 

In order to better examine India's new role on the world stage and the 

Middle East we must first understand the extent of India's economic 

transformation and its political impact.  

 

From its inception in 1947, India's economic progress was dictated by 

the country’s adoption of socialist principles in localized form. The 

ruling ideology sought distributive justice, poverty eradication and the 

avoidance of wealth concentration as a social, political and economic 

policy. Modern India's founding fathers bequeathed a "mixed 

economy" of mostly state-directed projects and small privately owned 

businesses. Policy implementation was managed through five year 

plans by an immense and ponderous bureaucracy that would regulate 

every facet of the country's economic and political life. 

 

Indian economic development policies were characterized by an 

inward focus on the immense internal market, and the stated goal of 

economic self-sufficiency. Large state supported industrial projects 

and rural development were the main means to achieve these goals.  

 

Engaging in international trade would mean nationally produced 

goods would be exported and enjoyed abroad, while imported 

products would be employing foreign workers at the expense of 

native laborers. The realities of a globalized economy were deemed 

by Indian policy makers to run counter to their stated ideologies and 

priorities.
4
 In addition, India’s bureaucratic decision makers disliked 

the market fluctuations in international demand versus the stability 

offered by their internal five year plans. Also a factor was the stigma 

attached to international trade as an agent of "economic imperialism". 

To the leaders of the newly independent India, with its colonial legacy 

still fresh in their minds, it seemed that imperialism would return in 

the form of economic rather than military control. 

  

As a result, India's foreign trade was quite limited. High import tariffs 

(later import restrictions) on the one hand and complex and opaque 

export licensing requirements on the other, combined with byzantine 

state and local bureaucracies, all served as strong trade inhibitors for 
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the Indian economy. By design, India had little impact on the world's 

economy and strived to be even less affected by it.  

 

There were two key exceptions to this anti-trade bias. The first 

exception was with regards to the importation of goods needed to 

maintain India's economic and national security. This included 

strategic materials, such as oil, as well as military hardware and 

knowhow.  

 

The second exception was foreign trade conducted as a tool of politics 

and diplomacy. This saw India signing trade agreements motivated by 

ideological rather than economic considerations. For example, the 

Trade Expansion and Cooperation Agreement of 1953 between India, 

Egypt and Yugoslavia was signed in the context of the signatories' 

leadership role in what was becoming the Non-Aligned Movement (a 

phrase introduced that year at the United Nations by Indian diplomat 

V.K. Krishna Menon). A major attribute of many of these treaties was 

their avoidance of the use of currency, employing instead barter of 

goods and raw materials.  

 

Transforming the Economy 

 

In the late 1980s and early 90s, India experienced a severe economic 

crisis that forced the government to take unprecedented action. The 

combined effects of a drought in foreign currency reserves, collapse 

of the USSR and its generous coffers, loss of worker remittances and 

a sudden spike in the price of oil conspired to bring the country to its 

knees. At last forced to take drastic measures, in 1991 Prime Minister 

P. V. Narashima Rao initiated a series of reforms that would liberalize 

the Indian economy.  

 

The liberalization reforms took place in practically all spheres of the 

Indian economy, big and small. Government monopolies on large and 

medium sized industries that existed since 1947 were abolished in 

virtually all sectors. Deregulation also meant that the bureaucratic 

process was significantly shortened and that the figure of the 

almighty, pondering permit bureaucrat, the "License Raj," became, 

mostly, a thing of the past. 
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The manufacturing industry was now open to increased competition 

and foreign trade. To help integrate itself into the global economy, the 

stifling import/export regulations were changed. The import licenses 

were eliminated, and import duties were reduced from rates which 

had been the world’s highest
5
 to number 95 in the world.

6
  

 

Liberalization in the financial sector meant that the government 

lowered individual and corporate taxes, broadened the tax base, and 

simplified laws and procedures to close loopholes. Realizing that 

investments, both domestic and foreign, are crucial to development, 

the government abolished cumbersome approval requirements for 

financial transactions and liberalized capital markets. To help boost 

investments, a revolutionary 100% private ownership of firms was 

allowed in a large majority of industries (excluding the banking, 

insurance, telecommunications, and airline industries).  

 

India also took steps to create a more attractive environment for 

international business. Numerous laws were changed, such as 

improved recognition of international intellectual property rights, a 

crucial measure for the fledgling IT industry.  

 

The results were nothing short of a miracle. India's GDP rose from 

$317.467 billion in 1990 to $1.704 trillion in 2010 at an 8.5% average 

annual increase. But more importantly, the Indian economy began to 

diversify; IT and Telecommunications made India the world's back-

office. Millions of fresh Indian university graduates began to take 

their place as skilled and highly trained professionals, not just in India 

but around the world. Indian traditional heavy industry was not far 

behind, growing and adjusting to increased competition on the local 

and international markets. Indian corporations managed to expand, 

grow and flourish over the past two decades, fueling India's appetite 

for energy and raw material. 

 

There is still need for further reforms. Large and inefficient state-

owned companies abound, along with a vast plethora of distorting 

subsidies and tariffs, and an ongoing fiscal deficit at all levels of 

government. Powerful interest groups - the farmers, the bureaucracy, 

public sector trade unions, and the small-scale industry lobby - exert 

immense power over economic decision making.
7
 India continues to 
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face challenges. Nevertheless, India’s immense potential and destiny 

as a regional power have come to be recognized and embraced by 

Indians and foreigners alike. 

 

Politics and Trade 

 

After twenty years of reforms, we can now identify two major trends 

in the new India's economic and foreign policy.  

 

The first is a commitment to economic liberalization and 

globalization which seeks to encourage foreign trade and international 

partnerships and attract even more of the Foreign Direct Investment 

(FDI) which is responsible for so much the country’s growth. This 

stands in contrast to the previous Indian policies of exclusion and 

self-containment. 

 

The second trend, born of India’s new status as a global power, seeks 

to avoid the type of politically-motivated trade entanglements that in 

the past limited India's options on the international stage. India no 

longer thinks that it must belong to one camp or align itself with one 

country
8
 against another for ideological reasons. Nor does it see a 

policy of obsequiousness as a serious means of securing natural 

resources deliveries.  

 

In the Middle East, these two principals have led India to embrace 

relations with any and all parties. India is simultaneously striving for 

ever deeper diplomatic and trade relations with Iran, Israel and the 

various Arab countries. It is completely unwilling to accept the 

objections of any of these countries to its relations with the others. 

Unlike past policies, ideology and history gave way to newly found 

pragmatism and an India-centric foreign policy approach. Given the 

self-evident importance of India in the years to come, all of the 

feuding Middle Eastern countries have gradually acquiesced to its 

policies. 
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KEY ASPECTS OF INDIAN-ISRAELI ECONOMIC RELATIONS  

 

In 1991, right before full relations between the two countries were 

established, Indian-Israeli trade stood at 129 million USD. In 1995, 

the bi-lateral trade stood at 430 million USD, and by 2005 it had risen 

to 2.2 billion USD. In 2009, Indian-Israeli bilateral trade stood at 3.54 

billion USD, and in 2010 it rose to 3.8 billion USD. In the first six 

months of 2011,
9
 trade between the two nations had already passed 

the 3.7 billion USD mark - excluding defense trade.
10

 

 

Mark Sofer, the former Israeli ambassador to India, estimated that a 

planned Indian-Israeli Free Trade Agreement would triple bilateral 

trade, surpassing 12 billion USD within four years.
11

  

 

Israeli-Indian trade is relatively small as compared to India’s total 

trade with the Arab League countries (around 5%), but per country 

Israel is the third largest trade partner India has in the region.
12

 When 

oil exports are excluded, Israel is India's biggest and fastest growing 

trading partner in the Middle East. 

 

Trade relations with Israel are regarded in India as possessing a value 

far beyond their nominal size, even if this remains, in Indian eyes, a 

potential that is still frustratingly unfulfilled. This perception is due to 

Israel’s enhanced capabilities in specific key areas of development 

that are of the highest concern to India’s decision makers, and to 

Israel’s perceived political influence beyond its own borders, 

especially in the USA.  

  

For India, key economic considerations with regard to Israel are 

technology transfer, rural agricultural development, energy security, 

and defense. India also takes into consideration its political and 

economic relations with third parties, primarily China and the USA, 

when it considers Israel. With regard to China, India is constantly 

playing catch-up with Beijing’s aggressive international investments 

and foreign economic expansion. In the American arena, Israel’s 

storied political influence in Washington is a cause for seeking 

cooperation and cordiality with Jerusalem. 
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Figure I: Israel's trade with India (in USD Millions): 1991-2010 
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Information Technology 

 

India's National Association of Software and Service Companies 

(NASSCOM) estimated revenues of $73.1 billion in FY2010. Of this 

total, the IT software and services industry would account for $63.7 

billion of revenues and generate direct employment of nearly 2.3 

million and indirect work for over 10 million. Export revenues are 

estimated to gross $50.1 billion in FY2010.
13

  

 

India's Information Technology (IT) industry has enjoyed a 

Compound Annual Growth Rate (CAGR) of 26.9%.
14

 As a proportion 

of national GDP, revenues from IT have grown from 1.2% in FY1998 

to an estimated 6.1% in FY2010. Its share of total Indian exports 

(merchandise and services) increased from less than 4% in FY1998 to 

almost 26% in FY2010. Over the past decade, IT has accounted for 

10% of FDI in India.
15

 

 

A major share of technology work being done in India consists of the 

outsourcing (also known as offshoring) of Information Technology 

(IT) and Business Process Outsourcing (BPO) services. The lion’s 
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share goes to software and services exports, which are expected to 

account for over 99% of total IT exports in FY 2010.
16

 

 

The fundamentals of India’s outsourcing success are the lower wages 

and the large pool of qualified personnel it has to offer. While highly 

beneficial in the short term, this situation has an inherent limitation in 

the long term, as the success of India’s economy leads to higher 

wages for employees,
17

 which in turn makes India less attractive for 

outsourcing and offshoring to Western companies. 

 

Long aware of this future problem, Indian leaders were alarmed at the 

rapidity with which a new threat to the IT outsourcing sector appeared 

in the wake of the 2008 American economic crisis. President Obama 

described a policy designed to discourage outsourcing and to limit the 

use of U.S. work visas aimed at protecting American jobs. However, 

these measures also threatened Indian jobs, causing some alarm in the 

Indian IT industry
18

 and heightened the need for a post-outsourcing 

future.  

 

The key issue facing India’s IT industry is that it has very little 

capacity to support itself beyond outsourcing. This is due to the fact 

that outsourcing primarily involves lower-level production and 

support, which are often fragmented and repetitive, as opposed to 

research and development and full product life cycle management. 

This severely limits the overall capabilities of most, though not all, of 

the Indian companies who are active in the field. They lack the 

experience and the ability to develop, produce and support products 

from start to finish and to introduce home grown innovative 

technologies which will allow them to compete with foreign 

producers on the global market. Naturally, numerous Indian IT 

companies and IT managers are taking active measures to move into 

the full-life-cycle phase of IT product development, and several of 

these have gained success, but these are still far from representative of 

the overall Indian IT industry. 

 

For a number of reasons, Israel is perceived in India to have a 

significant potential contribution to the development of the local IT 

industry beyond the limitations of IT outsourcing. At base, there is the 

Israeli reputation for advanced technology and innovation and the 
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realization that Israel’s domestic market size limitations naturally 

encourage cooperation with overseas partners. Experience with Israeli 

technology in the closely related field of defense products has also 

been positive. 

 

On the practical level, Israeli IT firms have been outsourcing IT work 

to India for several years. In contrast to their American counterparts, 

Israelis seem more willing to trust their Indian partners with higher-

level development, involving innovation and core technologies. This 

has created a favorable opinion of their ability to aid the local IT 

industry’s growth.    

 

There is some divergence of views as to the long term prospects of 

Israeli-Indian IT ties, both operational and perceptual. Israelis strive 

for a lasting relationship in which Israel will take on the niche of 

R&D while India handles production and support, thereby leveraging 

what they see as each country’s perceived strengths. It is assumed that 

Israeli culture makes them more adept at technological innovation 

than other nations, including India, thus ensuring a long-term role for 

themselves in a stable multi-national economic relationship. 

 

By contrast, Indians are more interested in immediate transfer of 

technology and know-how and see Israel’s knowledge advantage as a 

temporary situation. They do not subscribe to any perceived 

limitations on their own ability to innovate
19

 or on long term Israeli 

superiority in that field. Nevertheless, Indian IT executives recognize 

that at this stage, Israel has a large measure of cutting edge 

technology that they would do well to transfer to their country. 

 

In addition to India’s export of IT outsourcing services to Israeli 

technology firms, India is also an importer of Israeli technology. 

Israel exports roughly $100 million per year in IT products and 

services to India, of which roughly half is in telecommunications 

equipment. In addition to telecommunications, a wide range of IT 

fields are represented among Israeli exports to India, including semi-

conductor and chip designs, and CRM and billing systems. 

 

The annual level of Israeli IT exports to India fluctuates widely, as 

these exports are mostly the outcome of winning specific tenders by 
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Indian corporations or government agencies for products and services. 

Israeli IT firms are still not very involved in India as a market for 

their products and services, and barriers of perception, culture, and 

logistics still impede growth. As a result, relatively few firms solicit 

business in India, and such efforts are usually focused on one specific 

tender at a time, typically of medium (tens of millions USD) scope. 

 

Agriculture, Food Security and Water Management 

 

Agriculture is still the employment mainstay for most Indians, 

employing up to 60% of the aggregate work force (and more 

importantly, 97% of workers in rural areas). Most of the farming in 

the country is conducted by small to very small family farmers with 

subsequent low productivity and lack of supporting resources.  

 

It is no surprise that agricultural development is of major interest to 

India, as it serves to address three key national needs.  

 

First, from a GDP point of view, India’s agricultural sector, which 

made up 17.5% of GDP in 2008,
20

 has not kept pace with the growth 

of the rest of the country's economy.  

 

Second, India’s agricultural sector is the mainstay of India’s rural 

population, so its growth is crucial to achieving the country’s rural 

development goals, a strategic concern to India’s leadership.  

 

Last but no less importantly, India strives for food security, which 

remains a constant worry considering its large population, the 

increasing strains placed upon food production by rapid urbanization, 

and an increasingly affluent population demanding richer foods, 

pollution, climatic conditions, etc.
21

 During the 2008 food price spike, 

India was the first Asian country to ban rice exports in order to avert 

the fear of food scarcity for its population. 

 

One of the major associations of Israel’s "brand name" in the world 

has been advanced agricultural technology. This potential was quickly 

recognized by India, and agricultural technology has been a fixture of 

the bilateral Indo-Israeli relations from the earliest days. Israel’s 

world-famous "Netafim" firm, a pioneer of drip irrigation, made 
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significant inroads in the sub-continent, bringing in a range of 

technology and project management expertise. 

 

Water-efficient drip irrigation, developed for Israel’s water-scarce 

conditions, is also finding favor in India due to local concerns about 

the ongoing availability of clean drinking water. Shortages being 

caused by drought, water pollution, and population growth, leave 

local infrastructure development struggling to catch up with the 

increased demands. Improving infrastructure is among the top 

priorities of the Indian government. 

 

India and Israel share numerous other projects of mutual agricultural 

development and technology transfer undertaken by commercial firms 

and government agencies.  

 

For example, in February 2008, India’s Jain Irrigation and Israel’s 

national water company, "Mekorot", signed a Memorandum of 

Understanding (MoU) for working together on water infrastructure-

related projects in India.
22

   

 

The economic potential of Israeli agricultural methods for India (and 

beyond) was further recognized when in 2007 the Indian Jain 

conglomerate bought half of Netafim’s main Israeli competitor, Naan-

Dan, to form NaanDanJain Irrigation. The new company is not 

focused exclusively on India, but rather has operations throughout the 

world showcasing the ambitions of India's corporations to become 

global firms.
23

      

 

Water management is a closely related field, and here too Israeli 

companies have been working successfully within India. IDE 

Technologies has set up a number of water desalination facilities, 

providing clean water to Indian refineries, power stations and 

industrial plants. Arad Technologies is supplying hundreds of 

thousands of its advanced water meters to the city of Mumbai. 

 

The scope of Israeli-Indian agricultural trade and cooperation is 

estimated at a cumulative $1 billion since 1992, and it is still trending 

upwards with considerable room for expansion in water management 

as well as in traditional agricultural fields. 
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Defense Trade 

 

India, like Israel, has faced continual security challenges with its 

neighbors. Border disputes with China and the ongoing bitter 

antagonism with Pakistan over Kashmir and other issues have erupted 

into full scale military action in the past. India and Pakistan had their 

last major war in 1974, but a low intensity conflict has been dragging 

on to this day, with occasional escalations to artillery exchanges or 

incursions in force across the border. 

 

In addition, India is facing an increased threat from terrorism, both 

home-grown and foreign-based. The 2008 Mumbai attack that left 

almost 200 dead was just one painful example. Even though terrorist 

attacks might not be as bloody as an all-out war, they still have the 

potential to disrupt and damage India's economy and to have major 

political consequences. 

 

A further consideration for India is the threat of embargo by foreign 

military suppliers. This very real possibility has been exercised 

against India numerous times over the past decades due to India’s 

nuclear weapons program. This has encouraged India to develop an 

indigenous arms industry, a move which is bolstered by the 

perception of a military industry as a catalyst for technology 

development. 

 

It is no surprise then that with its newly found economic strength, 

India has been rapidly re-arming, modernizing and expanding its 

military. India's military is estimated to be the world's third largest by 

size, and enjoyed an official budget in 2011 of 36.1 billion USD; the 

world's tenth largest in expenditure and growing at an average rate of 

3.5% a year. However, the unofficial budget of India's military 

spending is estimated to be around 100 billion USD.
24

 

    

In the decades following independence, India relied first on Great 

Britain and then on Russia as its single main supplier of military 

hardware. The relationship with the USSR was beneficial to the 

Soviets, as they were strengthening a country that would present a 

counterbalance to both, the anti-USSR Chinese and pro-western 

Pakistan. India, for its part, received weaponry which, while usually 
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not up to the latest Western standards, was no less sophisticated than 

the weapons fielded by its Chinese and Pakistani opponents. The 

equipment was designed with typical Russian ruggedness, which 

enabled it to withstand the harsh conditions, untrained conscripts, and 

decades-long service life which the Indian military had to contend 

with. No less importantly, due to the various barter trade and mutual 

cooperation agreements between the Indians and the Soviets, India 

did not have to part with its scarce foreign currency in order to pay for 

the Soviet arms it acquired.  

 

India has attempted in the past to develop an indigenous arms 

industry, chiefly by licensed production of foreign designs and 

through cooperation with other countries. A facet of its post-

independence arms relationship with the United Kingdom was the 

local production of British weapons, such as the De Havilland 

Vampire and Folland Gnat jet fighters by Hindustan Aeronautics 

Limited (HAL) in the 1950s.  

 

In the spirit of its non-aligned policies, India cooperated with Egypt 

on military aerospace projects throughout the 1960s. India also 

participated in Egypt’s Helwan HA-300 jet fighter program and sent 

various professionals from its aeronautics industry and the Indian Air 

Force on detached service to Egypt, where they joined the local 

aircraft project.  

 

India also participated, with contributions of money, experts and 

equipment, in Egypt’s attempt to produce an indigenous jet turbine 

engine, the Brandner E-300. Critically, India assured that this engine 

would have a viable market by pledging to power its own indigenous 

jet fighter, the HAL HF-24 "Marut," with the Egyptian engine. One 

Marut actually flew with the Egyptian engine as a high-speed test bed 

in March 1967, but the program later stalled. In the end, both the 

Egyptian jet fighter and Egyptian jet engine programs failed 

miserably, and India’s time and treasure were wasted.
25

 Additionally, 

India’s domestic weapons manufacturing, primarily the production of 

licensed copies of soviet designs, similarly failed to take-off. 

 

The end of the Cold War also ended India’s special relationship with 

Russia. Russian weapons were still available for sale but at full price 
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and in cash, thus limiting the numbers that could be acquired. 

Moreover, these expensive and scarce arms – such as the advanced 

Sukhoi Su-30 - were simultaneously being offered and sold to other 

countries, including China. Painfully, India had to continue its 

reliance on a large stock of outdated Soviet weapons, and these lacked 

the qualitative edge needed to deal with Pakistan's acquisition of 

advanced western technology or China's enormous qualitative and 

quantitative military buildup.  

     

Israel's extensive experience in war and counter-terrorism makes it 

one of the world's leaders in defense technology, and it is consistently 

ranked among the world's top ten weapons exporters.
26

 Israel is also 

one of the top developers of highly sophisticated weapons systems. 

Importantly, Israel was more than willing to trade with India.  

 

India’s considerable defense trade with Israel is beyond the scope of 

this document, so will be only briefly described. There are four key 

elements to these ties: The most noteworthy is the export of complete 

Israeli weapon systems. The first major military contract between the 

two countries was signed in 1997 involving the purchase of the 

BARAK-1, an air defense missile capable of intercepting the US 

made "Harpoon" missiles deployed by Pakistan.
27

 In the past decade 

Israel and India have signed a number of other significant defense 

contracts worth billions in USD, ranging from the $1 billion deal for 

the Israeli "SPIKE" anti-tank missiles to aerial reconnaissance drones.  

 

Slightly less noteworthy is the export of Israeli sub-systems and 

components, primarily electronics, such as radar systems to be 

installed in India’s MiG-29 fighters as part of an overall upgrade 

carried out by Russia.
28

  

 

The third element is in joint weapons programs. It should be 

understood that such programs involve the intimate sharing of each 

country’s most advanced military technology secrets; that the failure 

of one party to successfully deliver its expected R&D contribution to 

the program eliminates all of the investment and efforts of the other 

party; and that the economic viability of the weapon produced by the 

program relies on the military establishment of each partner fulfilling 

its acquisition commitments - acquisitions which take place several 
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years after the start of the program by purchasers who are entirely 

separate from the defense manufacturers who developed the product. 

Issues of trust and of non-performance have sunk numerous high-

profile joint weapons programs between countries, including 

programs between the USA and Germany or between France and 

Britain, to name but two examples. 

 

It is therefore clear that entry into joint weapons programs shows an 

inordinate degree of intimacy and trust between the two countries. 

Israel has become a premier partner in several joint Indian-Israeli 

military development programs, including the development of an 

advanced new generation of the Barak missile which saw the birth of 

the two countries defense ties. This seems to be the main thrust of the 

future defense ties between India and Israel. 

 

The fourth area of Israeli-Indian defense trade is the export of Indian 

military hardware and services to Israel – this has been mooted 

several times, yet has so far seemingly failed to take off. A deal to sell 

Indian Dhruv helicopters to Israel as a defense offset was announced 

in 2004 but never implemented (although IAI remains deeply 

involved in India’s Dhruv program).  

 

The lack of Indian sales to Israel is not a reflection of their quality - 

Israel, as a rule, purchases all of its arms from the United States as 

part of the multi-billion dollar foreign military support relationship 

that exists between the two countries. This rule even drives native 

Israeli arms manufacturers to license their products for manufacturing 

by American companies in order to sell them to their own military. 

Nonetheless, it should be understood that a key element of Israeli 

military exports to India has been the transfer of advanced 

technology, and for India this has been a crucial bounty which more 

than offsets the acquisition costs.  

 

There are also a few areas in defense technology where Israel could 

turn to India for services. An example of such is the 2008 launch of 

Israel's TecSAR (also known as Ofek-8) reconnaissance satellite atop 

an Indian PSLV rocket from the Satish Dhawan Space Centre in 

India. Israel had previously launched its satellites on its own rockets, 

but limitations of geography meant that these launches were far from 
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optimal. By turning to India, Israel gained an optimal launch window, 

and India’s Antrix Corporation rang up a sale estimated at $11 

million.
29

 

 

There are some political complications when it comes to trade in 

weapons and war-purpose technology with Israel. India's 140 million 

Muslims have strong anti-Israel sentiments, and the historic anti-

Israel bias still permeates many sectors of society. Occasional peaks 

in Israel's ongoing conflict with its Muslim neighbors, such as the 

2009 operation "Cast Lead" in Gaza or the 2010 Gaza Freedom 

Flotilla raid, have each seen strong public condemnation of Israel by 

swaths of Indian society, often expressed as an aversion to the 

purchase of Israeli weapons. India is also wary of spoiling relations 

with the oil producing countries in the Middle East and the possible 

repercussions that military deals with Israel might have. 

 

Additional factors complicating the arms trade include corruption 

among top Indian bureaucracy, which in some cases saw public 

allegations of bribery brought against Israeli companies. Foreign 

competition sometimes means that contracts with Israeli companies 

are declined simply because another country would like to purchase 

them. Additionally, US pressure (and US veto rights on Israeli 

military technology exports) has seen Israel pull out from bidding on 

a number of Indian defense acquisition competitions, such as in the 

recent withdrawal of Israeli Elta Systems radar from the SAAB 

Gripen fighter offered in the Indian air force's medium multirole 

combat aircraft (MMRCA) fighter competition.
30

 With the easing of 

US restrictions on defense exports to India, American competition to 

Israeli firms is expected to increase even more. 

  

These hindrances notwithstanding, Israel is now one of the top arms 

and technology suppliers to India. 

 

 

 

 

 

 



MIDEAST SECURITY AND POLICY STUDIES 

 

 

20 

OLD FRIENDS AND NEW ALLIES: INDIA AND THE ARAB WORLD  

 

With regard to the Arab world, India is an old player. Lasting political 

relations from the Cold War era meant that India did not have to seek 

new Arab ties to secure fresh markets and investments, as it had with 

Israel. For India, the key considerations in the region are secure 

energy supplies to fuel the countries rapid growth, foreign direct 

investment into the Indian economy, development of export markets, 

and expatriate remittances.  

 

Table: India’s Trade with the Middle East (in millions of USD) 

 

Trade 

Rank 
Country Export Import 

Combined 

Trade 

% of India’s 

Total Trade 

1 UAE 34,349.10 32,753.16 67,102.26 10.81% 

4 
Saudi 

Arabia  
5,227.19 20,385.28 25,612.46 4.13% 

13 Iran  2,742.46 10,928.21 13,670.67 2.20% 

17 Kuwait  1,959.48 10,313.64 12,273.13 1.98% 

20 Iraq  738.65 9,008.30 9,746.95 1.57% 

25 Qatar  381.77 6,819.87 7,201.64 1.16% 

31 Israel  3,029.75 2,253.51 5,283.25 0.85% 

33 Oman  1,151.70 4,002.07 5,153.77 0.83% 

38 Egypt 2,257.92 1,354.56 3,612.47 0.58% 

39 Turkey  2,757.75 821.06 3,578.80 0.58% 

41 Algeria  1,066.89 1,816.19 2,883.08 0.46% 

45 Yemen 514.37 1,743.90 2,258.27 0.36% 

54 Bahrain 912.18 641.25 1,553.43 0.25% 

59 Jordan  484.07 818.93 1,303.00 0.21% 

60 Morocco  339.38 839.64 1,179.02 0.19% 

63 Sudan  502.37 613.78 1,116.15 0.18% 

64 Libya  136.11 969.09 1,105.20 0.18% 

76 Tunisia  269.08 301.15 570.23 0.09% 
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78 Syria  523.03 35.61 558.64 0.09% 

105 Lebanon  172.5 18.31 190.8 0.03% 

 
India's 

Total Trade 
251,139 369,769 620,902  

 

 

Benchmarks: 

 

2 China 19,615.85 43,479.76 63,095.61 10.16% 

3 U.S.A  25,548.40 20,050.72 45,599.12 7.34% 

India's Total Trade 251,139 369,769 620,902  

 

Source: Indian Department of Commerce, data for fiscal year 2010-

11 

 

 

 

As can be seen from these figures, India’s overall trade with the Arab 

world accounted for some $143 billion in the last year, or 23% of 

India’s total trade.  

 

Trade with the six countries of the Gulf Cooperation Council totaled 

nearly $119 billion, which accounted for 83% of all trade with the 

Arabs and 19% of India’s total trade.  

 

The economic relations between India and the Arab world grew a 

great deal in the past twenty years, however on a scale much smaller 

than between India and Israel. 
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Table: India’s Import, Export and Total Trade with the GCC, 

1991-2010 

 

 
 

Source: Government of India data 

 

 

In its earliest days, India focused its attention on Egypt. Indian leaders 

saw Nasser in a favorable light and recognized him and his country as 

the leaders of the Arab world. India, still shaking off the remains of 

its colonial past, identified with the Arab anti-colonial, nationalist, 

socialist and anti-western agendas. As a result, India became one of 

the most passionate supporters of the Arab cause and of the Arab 

struggle against Israel. India remained attached to Egypt even after 

the transfer of power from Nasser to Anwar Sadat.  

 

While Egypt remained the main focus of India’s economic ties in the 

Middle East, other countries were not entirely excluded, especially 

the oil producing countries from which India imported ever larger 

quantities, as its oil demands far exceeded domestic supplies.  

 

However the trade between India and Egypt never rose to the 

expected levels. Egypt was supposed to export primarily cotton to 
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India in return for Indian goods, but in the early years Egypt preferred 

to export its cotton to international markets which would pay 

exclusively in hard currency. Later, India’s growing role as an 

exporter of cotton, further reduced the practicality of this trade 

arrangement.
31

 Following the disengagement of forces after the 1973 

war, Egypt regained possession of the Sinai oilfields, and 

subsequently began providing oil to India. Although only forming a 

miniscule proportion of India’s overall oil imports – ½ % in the first 

year, 3.4% ten years later
32

 - oil and gas were the key components of 

Egypt’s exports to India and remains so to this date, accounting for 

95% of Egypt’s exports in the 2000s.
33

 

 

India’s failed 1960s experiment at technological cooperation with 

Egypt has been previously mentioned. 

 

By the 1970s, after Sadat's distancing of Egypt from the Soviet Union 

and pursuit of a separate peace with Israel, India was increasingly 

striving to develop its relations with the other Arab states. India paid a 

political price in the Middle East for its almost exclusive focus on 

Egypt, which alienated other countries in the region, and thus 

effectively limited its trade opportunities.  

 

It was the oil imports to India which saw, in the mid-70s, the only 

seeming economic achievement of India’s long running ‘pro-Arab’ 

policies. When the Arab oil embargo was imposed following the 1973 

war, India’s Minister of Petroleum and Chemicals, D.K.Barooah, 

informed parliament that it was India’s West Asian policies which 

assured the current levels of oil imports from Arab states.
34

 During 

India’s war with Pakistan as well, Arab oil kept flowing. Despite this, 

India was not insulated from the much higher prices which the oil 

crisis introduced, and while oil was available, it was only to be sold to 

India at the going rate and for hard currency. 

 

The peak in oil prices was also a boon for India, however. As wealth 

poured in to the oil-producing countries of the Middle East, their 

appetite for expatriate workers, massive infrastructure projects and all 

manner of imports grew exponentially. 
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This potential was immediately comprehended in India. Among the 

conclusions of the 1974 report from the Committee on Engineering 

Exports we find, "There is very good response from the oil producing 

countries towards closer economic co-operation with us. Money is no 

constraint with these countries..."
35

 

  

Thus, a new economic relationship developed between India and the 

Gulf. The coming years saw the growing export of Indian expatriate 

workers to the Gulf countries, and by 1982 they were the largest 

group by nationality, after Arab expatriates.  

 

Export of engineering goods and services rose within a decade from 

$155 million in 1970-71 to $921 million in 1980-81. Indian 

construction firms undertook an increasing number of projects in the 

region from the 1970s. By 1987, Indian development projects in Iraq, 

Kuwait, Libya, Saudi Arabia, Syria and the United Arab Emirates had 

earned $15.4 billion.
36

 By 1979, the Middle East accounted for 

97.57% of all Indian overseas civil engineering and construction 

projects earnings, generating $1.997 billion of the total earnings of 

$2,047 billion. 

 

India was also the recipient of various low-interest loans made by the 

Gulf countries. In the oil boom years of 1974 to 1979, India received 

119,509,000 rupees in Middle Eastern loans (roughly $14 million at 

the time), amounting to 18.13% of total loans made to the country. 

This percentage later dropped markedly as India’s international 

borrowing grew and Middle East loans decreased, accounting for just 

1.32% of total loans by 1985-86.
37

 

 

Despite these figures, India’s various incomes from the oil producing 

countries never approached the sums which India outlaid for their oil, 

and India had to look elsewhere for hard currency to cover the 

shortfall.  

 

Moreover, India’s share of overall Arab spending dropped 

significantly from the pre-oil boom levels. With the sudden influx of 

foreign currency, Arabs could afford to purchase more expensive and 

up-scale products from Western producers instead of importing 

seemingly inferior products from India as they had done in the past. 
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Table: India’s Oil Imports from the Middle East (in thousands of 

barrels per day) 

 

Country 

200

1-

02 

200

2-

03 

200

3-

04 

200

4-

05 

200

5-

06 

200

6-

07 

200

7-

08 

200

8-

09 

200

9-

10 

201

0-

11 

Algeria 0 0 0 0 5 13 6 5 42 56 

Egypt 80 62 72 43 39 39 38 45 61 37 

Iraq 76 84 78 167 225 270 286 288 300 345 

Kuwait 240 185 218 227 211 229 206 296 237 231 

Libya 22 22 34 29 18 3 41 18 19 22 

Oman 18 8 5 3 7 0 10 6 108 109 

Qatar 11 4 14 24 9 35 50 59 109 113 

Saudi 

Arabia 
268 378 472 481 508 495 541 521 546 549 

Sudan 0 0 16 7 5 3 19 15 22 24 

Syria 0 0 0 0 0 0 0 2 5 0 

UAE 153 181 169 129 161 176 218 278 233 295 

Yemen 90 64 39 70 71 91 44 13 59 60 

Arab 

Total 
958 988 

111

7 

118

0 

125

9 

135

4 

145

9 

154

6 

174

1 

184

1 

Iran 170 149 173 193 229 295 390 438 426 372 

Turkey 0 0 0 0 0 0 8 0 3 0 

Middle 

East 

112

8 

113

7 

129

0 

137

3 

148

8 

164

9 

185

7 

198

4 

217

0 

221

3 

India 

Total 

158

1 

164

7 

181

1 

192

5 

199

6 

223

9 

243

7 

266

6 

319

8 

328

5 

 

Source: Indian Government data 
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Table: Arab and Middle East Oil as Percentage of Total Indian 

Oil Imports 
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* Middle East exports including Arab countries, Turkey, and Iran 

 

 

 

Worker Remittances 

 

Indian workers have been a fixture in the Gulf States since the 1970s. 

Mostly concentrating in low wage jobs, they occupied the lower tiers 

of the job market as their numbers steadily increased throughout the 

1970s and 80s. 

  

The 1991 Gulf War was one of the great events which trigged India's 

economic reforms. The peak in the price of oil and the loss of worker 

remittances from the Gulf following the invasion of Kuwait had been 

the catalysts for India’s domestic economic crisis.  

 

However, the end of the Gulf War presented Indian workers with new 

employment opportunities. Kuwait’s rulers, restored to power, turned 

to punish those who supported Saddam's occupation of their country - 

the Palestinians. On the eve of Iraq’s invasion, Palestinian expatriate 

workers amounted to about 30% of Kuwait’s population. Mindful of 

the overt support that the Palestinian national movement in general 

had shown for Saddam Hussein, Kuwait expelled them. By the 
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summer of 1992, 5,000 Palestinians remained from a pre-war 

community of 400,000.
38

 Other Gulf States similarly lost their 

appetite for Palestinian expatriates. The sudden dramatic shortage of 

employees that ensued created a new opportunity for Indian expatriate 

workers, who rushed to the Gulf and took over not just menial but 

also mid-management, governmental, and other white-collar positions 

vacated by the Palestinians. These positions had previously been 

denied to them by a "glass ceiling".  

 

Over the years, Indian expatriate workers, or Non-Resident Indians 

(NRI) as they are called in India, have been a major source of inflow 

of foreign currency and, increasingly, of foreign knowledge and 

expertise to their home country. One of the more significant NRI 

populations is located in the Arab Gulf states (NRI populations in 

other Arab countries are insignificant). 

 

 

Table: Indian Expats in Arab Countries 

 

Country Indian Expatriates % of local 

population 

Bahrain 350,000 44% 

Kuwait 579,058 19% 

Oman 556,000 20% 

Qatar 500,000 35% 

Saudi Arabia 1,789,000 7% 

United Arab 

Emirates 

1,700,000 37% 

 

Data from 2008. Sources: Government of India, Ministry of Overseas 

Indian Affairs
39

and United Nations, Department of Economic and 

Social Affairs, Population Division
40

 

 

The roughly 6 million Indian expatriates are responsible for an 

estimated 50 billion USD in worker remittances in 2010, making 

India the world's largest recipient of remittances.
41

 

 
An important aspect of NRI remittances with political consequences 

is that much of the money flows directly into poor rural economies in 
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underdeveloped Indian states, as the expatriate workers send money 

home to their families. These earnings from abroad initially serve to 

provide support for families that may otherwise sink into deep 

poverty and burden the state and later tend to bolster existing 

consumption (recent years have also seen reports of conspicuous 

consumption financed by NRI wages).
42

  

 

Later on, NRI savings serve to finance local business ventures, as 

returning workers use their savings from the Gulf in order to set up a 

local business for themselves or their family members. NRI savings 

from several years of work abroad can provide a disadvantaged rural 

Indian with the necessary start-up capital he needs in a way no 

governmental agency could hope to match. The creation of new 

businesses furthers India’s national and rural economic development, 

while the foreign source of capital causes no drain on government 

resources nor necessitates any bureaucracy.  

 

Most NRI workers in the Gulf countries come from the poorer 

Southern states of India, especially those unskilled workers who make 

up 70% of NRIs in the Gulf. More than half come from the state of 

Kerala, while the remainder hail from Andhra Pradesh, Goa, 

Karnataka, and Tamil Nadu
43

 - the states least effected by India's 

economic boom.  

 

The wages paid to these expatriates are low by international 

standards, yet they bolster their home states finances to a marked 

degree. Nowhere is this more evident than in the state of Kerala, 

which has some 2.1 million workers in the Middle East.
44

 

 

Kerala has abnormally high human development measures (health, 

education), despite a lack of economic development (including high 

unemployment). Variously known as the "Kerala Model" or the 

"Kerala Phenomenon", it is dependent on the inflow of overseas 

remittances, which accounted for 22% of Kerala's Net State Domestic 

Product (NSDP) in 2003. The importance of remittances to Kerala’s 

economy is evident from a few other indicators:  

 

"Remittances [in 2003] were 1.74 times the revenue receipts of the 

state, 7 times of the transfers to the state from the Central 



INDIA'S ECONOMIC RELATIONS WITH ISRAEL AND THE ARABS 

 

19 

Government and 1.8 times the annual expenditure of the Kerala 

Government. Remittances were sufficient to wipe out 60 per cent of 

the Kerala state's debt. The remittances in 2003 were 15 times of the 

export earnings from cashew and 18 times of those from marine 

products".
45

  

 

India's newly found political strength and national self-esteem 

signaled a change in attitudes towards the NRI. When, in 1999, the 

widespread abuse and exploitation of housemaids in Kuwait brought 

about political unrest and wide spread condemnation in India, the 

Indian government, hoping to appease the public, imposed a ban on 

domestic work in Kuwait. The disaffection was evident in Kerala,
46

 

but had to take second place to national pride. 

 

As the Indian economy continues to grow, in recent years there 

appear to be several strains in the remittance arrangement between 

India and the Gulf states. Constrains that in the long run might lead to 

a sharp decrease of Indian workers in the Gulf. These include rising 

wages, the Gulf States' economic crisis, local employment schemes, 

and worker abuse.  

 

One of the attractions of the Indian expatriate worker to the Gulf 

employer was his lower wage compared to those above him in the 

local social and pay scale: native employees and Western and Arab 

expatriates. However, the strong economic growth in India over the 

past years has created a gradual upward pressure on Indian wage 

levels, forcing Gulf employers to increase the salaries of Indian 

expatriates. According to Gulf Talent survey (2008), Asian 

expatriates, especially the highly qualified and technically skilled 

workers, the majority of whom are Indian expatriates, were recipients 

of the highest increase in salary during 2004-2008.
47

 In the longer 

term, the Indian government is aware that rising wage levels at home 

may price Indian expatriate workers out of the market, as happened to 

South Korea, which was a major source of workers in the early stages 

of expatriate recruitment until rising wages at home ended this 

market
48

 opportunity.  

 

The year 2008 saw the start of a major economic crisis in several Gulf 

Cooperation Council (GCC) countries centered on local real estate 
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bubbles. This has brought about immediate freezes or slowdowns in 

innumerable construction projects throughout the region, leading to a 

drop in new hires, an increase in wage non-payment for existing 

workers, and thousands of terminations. In July 2009, India’s minister 

for overseas Indian affairs, Vayalar Ravi, stated at parliament that as 

many as 150,000 workers employed in the Gulf had returned to 

India.
49

 Workers outside the construction industry have also been 

affected. There is some ground to believe that Gulf construction will 

not return to its previous peak levels in the coming years. 

 

In the GCC, the low level of participation by natives in their own 

country’s workforce has led to several government schemes, such as 

"Emiratisation" in the U.A.E. or "Saudization" in Saudi Arabia, aimed 

at changing this reality. While the low-level manual labor positions 

that form the bulk of Indian expatriate employment are still far from 

the thoughts of local workers and thus unaffected, positions in 

government, education and the financial industry have seen 

significant growth in local employment over the years, to the 

detriment of Indian expatriates. 

 

Expatriate workers in the Gulf countries must usually put up with 

appalling conditions, including long work hours in a harsh climate, 

poor safety, late or partial wages, abusive superiors, deficient 

housing, and a legal system that is openly aligned against them. While 

this has long been quietly tolerated by the NRIs, it is quite possible 

that the continued rise of India’s international stature, confidence and 

national pride may lead to confrontation, as already seen in the 

housemaid incident. Given their past record and known fear of 

internal disorder, a perception by the Gulf States of Indian workers as 

no longer docile will predictably lead to their eviction en masse and 

replacement by expatriates from other countries.  

 

In spite of these negative trends, NRI in the Gulf remain one of India's 

largest sources of foreign currency and are especially crucial to the 

development of the more rural states, those not enjoying Israeli hi-

tech or military hardware. The continual employment and care for the 

NRI in the Gulf are some of the main interests India has in the region 

- this being a source of both income and tensions. 
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Outside the Gulf, the occasional Middle East flare up continues to 

effect regional Indian expatriates, albeit on a smaller scale due to their 

much smaller numbers in these countries. Moreover, recent events 

have allowed India to flex its global reach and capabilities.  

 

When fighting broke out between Israel and Lebanon in the summer 

of 2006, the Indian Navy evacuated 2,500 people from the shores of 

Lebanon.  

 

In early 2011, a violent uprising against Muammar Gaddafi in Libya 

saw expatriate Indian workers threatened and occasionally killed in 

the fighting, whilst stranded in the country with no money and no 

means of escape. India sent a naval force to the Mediterranean that 

included its newly-commissioned amphibious assault ship INS 

Jalashwa with marines and aircraft, tasked to protect and evacuate 

18,000 NRI in Libya. The ships, in the event, played a minor role as 

an air-bridge using Air India airliners. A sealift using a chartered ferry 

went into operation before their arrival, and successfully evacuated 

most NRI (though not all – some 2,000 Indian workers who remained 

stranded near Benghazi were a source of intense public criticism of 

the government). India’s response to the Libya crisis showcased its 

rising prestige and increasing capabilities, as well as its weaknesses – 

the government was criticized for falling short of the more efficient 

evacuation carried out by China of its own citizens from Libya.
50

 

 

Energy Security 

 

The fixation of India’s decision makers since the 1960s on energy 

security, chiefly translated as access to sufficient quantities of oil, has 

not diminished over time. Rather, India’s growth has fuelled ever 

larger energy requirements.  

 

India's roaring economy has an ever growing demand for energy. It is 

not just India's industry that needs energy to function and grow; it is 

India's burgeoning middle class that drives up the demand. The 

"Indian Miracle" has produced a new class of consumers, hundreds of 

millions strong, whose demand for cars, air conditioners, homes and 

leisure enhances India's growing need for more and more energy. 
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India lacks sufficient natural resources, and so India's oil imports have 

more than doubled in the past twenty years.
51

 

  

India has taken internal action to limit the challenge of oil scarcity by 

moving towards increasing use of natural gas and planning for 

enhanced use of nuclear energy,
52

 while doing all in its power to 

increase domestic oil production. These efforts are enhanced by 

allowing the private sector to play a major role, from exploration 

both, on and off-shore, to retailing of oil and gas products. However, 

the fundamental challenge for the near future remains the necessary 

acquisition of oil. 

 

The main threat to India’s oil supplies is no longer purely political in 

nature. India today sees itself in competition with other nations, 

primarily China, for acquisition of the world’s limited and therefore 

scarce energy resources.  

   

As mentioned, India is no longer content to sit passively and entrust 

oil security to diplomatic means or political goodwill. One prime 

example of this is India's involvement in the naval anti-piracy task-

force, which has been battling the rampant Somali pirate gangs which 

attack shipping, and particularly oil tankers, throughout the Arabian 

Sea and Indian Ocean, reaching up to the shores of India itself.  

 

Another facet of India’s proactive efforts to secure energy resources 

are the world-wide investments by public and private sector 

corporations, which have been acquiring hydrocarbon assets and fuel 

production and supply chains throughout the world. An example is 

India’s 20% share in development of Iran’s biggest on-shore oilfield 

(of which India’s nemesis, China, holds 30%).  

 

In the Middle East, Indian energy investments are found in Yemen, 

Egypt, and the Gulf. Some examples include Oil India’s exploration 

and production sharing agreement with the National Oil Corp of 

Libya to acquire four blocks in Libya,
53

 and ONGC Videsh Ltd. 

(OVL), the overseas arm of ONGC, which has acquired oil assets in 

Syria (in 2004), Iran (in 2002), Iraq (in 2001), Libya (in 2003, 2005, 

2007) and Sudan (in 2003 and 2004).
54
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Mention should also be made of joint ventures with Arab partners in 

India’s oil infrastructure, such as Bharat Oman Refineries Ltd. 

(BORL), a Joint Venture (JV) company formed by BPCL and Oman 

Oil to establish a new refinery at Bina in Madhya Pradesh, and of the 

massive construction and oil-infrastructure projects that are awarded 

to Indian firms in the Gulf. 

 

More importantly, since India has increasingly come to see itself as a 

global player, it now realizes that ensuring a conflict-free Middle East 

is paramount to ensuring a reliable and affordable supply of oil, 

regardless of its source.  

 

Israel’s historic role in India’s hydrocarbon energy security was 

largely passive. In the past, India assumed that a non-relationship with 

Israel would ensure Arab goodwill and thereby Arab oil. Today, India 

has realized a more nuanced policy, in which relations with Israel – 

should they ever become a point of contention – serve as potential 

leverage on Arab countries. Moreover, Israel is now developing into a 

large producer of natural gas, and proposals have already been floated 

to sign gas export agreements with India.
55

  

 

Israel was also to play a role in the projected transport of Central 

Asian oil to India. Proposals envisaged utilizing Israel’s Eilat-

Ashkelon Pipeline Company (EAPC) as part of a network delivering 

oil from Russia, central Asian republics and the Caucasus over the 

Black Sea and the Baku-Tbilisi-Ceyhan pipeline to Turkey. From 

Turkey, the oil was to flow to Israel’s Mediterranean shore in tankers 

or in a new undersea pipeline, continue overland through the EAPC 

facilities to the Red Sea terminus near Eilat, and from there proceed 

in tankers to India and East Asia. However, the feasibility of this 

scheme has been put in doubt due to deteriorating relations between 

Turkey and Israel.
56

 

 

Looking ahead, India is eager to explore the possibilities of renewable 

energy. In this it is not alone. Arab countries, both those which have 

oil and those which don’t, are also increasingly interested in this 

field.
57

 Israel’s involvement with agricultural production of bio-fuel 

has been previously noted. Israel's technological edge and its 
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experience in renewable energy sources, especially solar power, make 

it a prime partner in the development of alternative energy in India.  

 

Last, but not least, India is also looking to nuclear power stations as a 

solution to some of its energy needs. In this context, Israel played an 

important role in India’s eyes through its influence in the U.S.A. In 

2008 the United States ended a three decades long embargo on 

nuclear trade with India. The U.S. - India Civil Nuclear Cooperation 

Initiative – Bilateral Agreement on Peaceful Nuclear Cooperation 

(123 Agreement) was several years in the making and Israel’s 

political support on Capitol Hill was much appreciated by the Indians. 

The agreement provides U.S. assistance to India's civilian nuclear 

energy program. 

 

Agriculture 

 

Agricultural and processed foods make a significant part of India’s 

export to the Arab world. Most Arab countries lack the capacity to 

produce enough produce for their needs and heavily rely on imports. 

Some, by design or by accident, have become re-exporters of Indian 

agricultural products.  

 

A long-term threat to Indian food exports to the Middle East has also 

arisen due to the food price crisis of 2007-2008, in the form of local 

efforts to attain self-sufficiency and reduce the reliance on imports. In 

some cases, such as Egypt, these efforts are straightforward 

investments in local agriculture. Other countries, primarily in the 

GCC, have taken to launching massive overseas agribusiness projects 

in Africa and elsewhere as a source of food security and maintaining 

direct ownership and control of their food production chain – 

potentially leaving India out.
58

 Conversely, this creates new 

opportunities for the large Indian agribusiness corporations to provide 

services to these new projects, or to set up similar joint ventures 

which tap into their homegrown and imported expertise.  

 

The overall demand for Indian food products, such as tea, dairy and 

meat products remains high in the Middle East. There is considerable 

export growth potential for processed foods from India in the region. 
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Mention should also be made of Arab exports to India. Among the 

more outstanding is fine cotton from Egypt (usually hard to produce 

in India). Jordan, Morocco and Tunisia, make good sources of rock 

phosphate, phosphoric acid and potash fertilizers, all vital for Indian 

agriculture, exported from Jordan, Morocco, and Tunisia. 

 

Technology 

 

To the Arab world, in contrast with Israel, India is not an importer of 

technology but rather an exporter, both of systems and of knowledge 

workers – as related in the discussion of Indian expatriates. Indian 

companies have conducted several large scale implementation 

projects for Arab companies over recent years, providing technology 

infrastructures for new e-government initiatives, new banking 

oversight requirements, and management systems for large Middle 

Eastern corporations.  

 

Looking ahead, Indian IT firms hope to capitalize on the large 

budgets in the region, especially in the GCC, in order to provide 

additional services. Local efforts to foster an Arab IT industry pose 

the potential for cooperation in technology transfers and joint 

ventures, which could grow in the long term into profitable 

investments, while serving in the interim as sources for additional 

offshore work orders. 

 

Perhaps symbolic of the future is Wipro of India, an IT services giant 

with over 100,000 employees. In 2007, a subsidiary "Wipro Infotech" 

announced a Joint Venture agreement with Dar Al Riyadh Group in 

Saudi Arabia in order to increase its presence in the kingdom – the 

traditional model. But a year later, Wipro opened the Wipro Egypt 

Development Center in Cairo and began outsourcing software and 

back-office projects to Egypt. In a May 2009 Economic Times article 

that noted Egypt had a large quantity of skilled personnel and 10-15 

% lower costs, Anand Sankaran, Wipro Senior VP and Business 

Head, India and Middle East Business, said "We believe that 20% of 

our work can be offshored to Egypt…We plan to hire 400 

professionals in Egypt within two years".
59
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Foreign Direct Investments 

 

A key component of India’s recent growth has been the attraction of 

Foreign Direct Investments (FDI) into India's economy. With all 

levels of government running at a deficit and in need of hundreds of 

billions of dollars for massive infrastructure and other developments, 

India is as anxious as ever to attract foreign capital for both, private 

and public sector projects. 

 

Moreover, large and independent Indian corporations which have 

risen in the past two decades are interested, for their own profitability, 

in finding lucrative investment opportunities overseas, thus depleting 

the country's foreign currency reserves and diverting capital from 

internal development.  

 

Within the Arab countries, India finds plenty of potential investment 

capital to attract, with Gulf sovereign wealth funds holding trillions of 

US dollars. On the other hand, the potential for attracting investment 

from Israel is much smaller, as it is characterized by smaller 

investments made by faster-moving firms. For India, the GCC is 

where to secure a billion dollars for railroad infrastructure 

investments and Israel is where to find tens of millions of dollars for 

building a commercial mall. Official figures are not published by any 

of the countries involved, but our estimates are that over the past two 

decades Arab countries have invested some $15 billion in India, while 

Israeli investors have poured in between $3-4 billion. 

 

An interesting exception to the rule is the role played by Israeli Eitan 

Wertheimer in bringing American billionaire-investor Warren Buffett 

to India for the first time. Buffett invested in the Wertheimer family’s 

Iscar Metalworking Company, the world's second largest producer 

and supplier of metal cutting tools which operates and has been 

thriving in India, prompting Buffett to schedule a highly anticipated 

trip to India with the Wertheimers in March 2011. During an annual 

shareholder's meeting in May 2010, Buffett said he had decided to go 

to India because Iscar "is doing very well there.
60

" 

 

Egypt is an example of Indian investment in the region. With a total 

investment of approximately $750 million in close to 40 projects, 
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India is the 12th largest foreign investor according to Egyptian 

sources. Among these investments are Alexandria Carbon Black 

(ACB), a successful joint venture partnership between Indian and 

Egyptian companies: Alexandria Fibre Co. set up with an initial 

investment of $60 million by the Aditya Birla Group; or the minority 

(10%) equity taken by India’s HDFC in setting up the Egyptian 

Housing Development Company (EHDC) in return for an investment 

and for providing technical and management assistance. Also, 

increasingly found are local subsidiaries as sales offices and support 

organizations for Indian conglomerates such as TATA.
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THE NEW REALITY: INDIA AND THE CHANGING MIDDLE EAST  

      

The geopolitical reality in the Middle East is constantly changing. 

The "Arab Spring" has toppled seemingly stable regimes, plunging 

the region into uncertainty and resurrecting the specter of an Arab-

Israeli conflict erupting yet again. Further complicating the situation, 

once stable Turkey seems to have gone from a policy of zero 

problems to multiple problems with its neighbors, and the impact on 

the region stemming from the global economic crisis, European 

fragmentation and US economic woes cannot yet be foreseen.  

  

India has many diverse and profound interests in the Middle East; it 

enjoys productive and mutually beneficial relations with both Israel 

and the Arab world, though as we have seen in diverse and crucially 

different fields. One thing has remained constant in the past two 

decades: Whilst supporting Arab aspirations, India has also 

consistently increased its co-operation with Israel.  

In the event of further deterioration in Arab-Israeli relations, and an in 

increase Arab pressure to boycott Israel, India will probably maintain 

its balancing act between the Arabs and the Israelis. 

 

Although in the past India felt that a course of action of complete 

conformity with Arab policies was required in order to assure supplies 

of Arab oil, its current interests in the Middle East are a far cry from 

what they were forty years ago. It enjoys prolific relations with both 

Israel and the Arabs and whilst oil remains India's main economic 
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focus it now has other interests in the region, such as technology and 

defense, which are necessary for its future development. 

 

India's strategic, economic and development needs, combined with its 

newly found stature as a global player, mean that India will not agree 

to a deal for less than what the other major international powers - the 

U.S., E.U., China and Russia - are getting: A deal that ensures full 

economic and political ties with both Israel and the Arabs, 

independent of their relationship with each other.    
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