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ABSTRACT

The Middle East and North Africa (MENA) region consists of a heterogeneous group 
of countries ranging from high-income countries in the Arabian Gulf to middle-in-
come and least developed countries. A dominant concern in the MENA region is the 
high dependence on oil and gas among high-income countries and on traditional 
agriculture among the least developed ones. The region is characterized by volatile 
economic growth owing to the changes in international commodity prices. This ne-
cessitates the adoption of economic diversification policies outside resource-based 
sectors. G20 policymakers should support MENA countries to leverage the global val-
ue chain in technology sectors in order to facilitate access to foreign markets. Poli-
cymakers should also provide technical developmental support for the region’s en-
trepreneurship ecosystem and improve the business competitiveness indicators of 
MENA countries.

ــف منطقــة الشــرق الأوســط وشــمال أفريقيــا مــن مجموعــة غيــر متجانســة مــن البلــدان. فمنهــا بلــدان ذات  تتألَّ
ا. ومــن الشــواغل الرئيســة  دخــل مرتفــع فــي الخليــج العربــي، وبلــدان متوســطة الدخــل، وبلــدان أخــرى أقــل نمــوًّ
ــر علــى النفــط والغــاز فــي البلــدان ذات الدخــل  ــا اعتمادهــا الكبي فــي منطقــة الشــرق الأوســط وشــمال أفريقي

ا.  المرتفــع، واعتمادهــا علــى الزراعــة التقليديــة فــي البلــدان الأقــل نمــوًّ
ــب فــي المنطقــة بســبب التغيّــرات فــي أســعار الســلع الدوليــة، اعتمــادَ سياســاتِ  ويحتِّــم النمــو الاقتصــادي المتقلِّ
التنويــع الاقتصــادي خــارج القطاعــات القائمــة علــى المــوارد. فينبغــي لصانعي السياســات في مجموعة العشــرين 
دعــم بلــدان منطقــة الشــرق الأوســط وشــمال أفريقيــا لاســتفادة مــن سلســلة القيمــة العالميــة )GVC( فــي 
قطاعــات التكنولوجيــا لتســهيل الوصــول إلــى الأســواق الأجنبيــة. كمــا ينبغــي لهــم تقديــم الدعــم الفنــي لتطويــر 
بيئــة ريــادة الأعمــال فــي المنطقــة. إضافــة إلــى ذلــك، ينبغــي أن تتنــاول السياســات تحســين مؤشــرات القــدرة 

التنافســية للشــركات فــي دول منطقــة الشــرق الأوســط وشــمال أفريقيــا. 
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CHALLENGE

The Middle East and North Africa (MENA) region is characterized by an excessive reli-
ance on raw materials exports for foreign exchange earnings as well as a dependence 
on foreign markets as a source of industrial and food produce. These dependencies 
have given rise to two main challenges: growth volatility and high unemployment lev-
els, especially among the youth. The economic and social effects of recent crises sig-
nify the magnitude of the challenges facing the region and the need to diversify away 
from commodity-based sectors, and thereby promote private sector development.

Economic diversification is the pursuit to transform an economy that relies on a sin-
gle commodity as its main source of income into one with multiple sources of income 
across primary, secondary, and tertiary sectors. It seeks to accelerate productivity and 
create employment opportunities. The main objective here is to achieve sustainable 
economic growth by building resilience to the fluctuations in economic conditions, 
given the volatility of commodity prices in the international market. Therefore, it is im-
perative for both developed and developing countries to design policies that induce 
greater economic diversification.

To diversify their economies, MENA countries must promote the development of the 
non-resource sector; this entails producing a larger variety of goods with higher value 
added and better integration within the global value chains (GVCs). It also involves 
more complex forms of production. Providing the foundations for structural transfor-
mation is essential, should MENA countries seek greater resilience and sustainability. 
However, structural transformation is a double-edge sword—while it sets the foun-
dation for sustained economic growth, it also weakens environmental quality, unless 
deliberate actions are taken to ensure environmental sustainability during the trans-
formation process (United Nations Conference on Trade and Development [UNCTAD], 
2012).

The dominance of a single-energy system unavoidably leads to extreme environmen-
tal burden and, therefore, risk (Li 2005). Successful sustainable development in the 
MENA region may be achieved through the diversification of energy systems—such 
as by adopting renewable energy—if the adverse effect of each energy system is ade-
quately small and well within the tolerance limits of the environment.
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The route to economic diversification would depend not only on comparative advan-
tages, but also on economic reforms, the availability of human resources, sound in-
stitutions, and macroeconomic stability. In this regard, internal and external drivers, 
including export competitiveness, productivity of employees, market structure, trade 
liberalization policies, and the dynamics of the global market, would be key determi-
nants of successful economic diversification.

Given its strategic position as a bridge between the global north and south, and as 
a substantial source of the world’s energy, the MENA region plays a significant role 
in the global economy. If the G20 supports economic diversification in the region, it 
would not only improve regional resilience to external shocks, but also bring global 
economic benefits. Better integration with the global economy, through exports of 
higher quality and diversity of products, would accelerate diversification, create more 
jobs for the region’s youth, and achieve political stability.

CHALLENGE
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PROPOSAL

MENA Economic Structure and Trade
The MENA region's gross domestic product (GDP) is approximately $3.6 trillion, mea-
sured at purchasing power parity exchange rates, and represents 4.3% of the global 
GDP. Its share of global trade increased from 3.5% in 1990 to 4.8% in 2017, and has re-
mained stable since. In 2017, the MENA region’s total trade in goods as a percentage 
of GDP, which is an indicator of openness, was 75.9%, indicating a relatively open re-
gional economy compared with 48% for developing countries and 60% for advanced 
economies (Saidi and Prasad 2018). The region also represents approximately 7% of 
the world's population; it has 60% of the world's oil reserves1 and 45% of the world's 
natural gas reserves.

The oil-rich countries within the MENA region have long enjoyed petroleum revenues, 
and continue to depend on oil to generate economic growth as well as to finance 
the growth of their social and physical infrastructure. Non-oil-rich MENA countries, 
however, rely on agriculture and tourism, and face numerous challenges to economic 
growth (World Bank 2019).

Dadush et al. (2016) establish five areas that represent key obstacles to the region’s 
economic progress: deficiency in diversification efforts, dominance of public enter-
prises, insufficient entrepreneurship, gap in human capital innovation, dysfunctional 
job market, and imperfect financial development. Further, the ratio of domestic pri-
vate sector bank credit to GDP in MENA countries is low—about 44% in 2014—com-
pared with East and Pacific Asia (122%) and Europe and Central Asia (99%).

Role of Trade in Accelerating Structural Transformation
Despite the numerous challenges to trade, Teignier (2018) contends that trade did 
help accelerate the transition out of the agricultural sector in Britain and the struc-
tural transformation in South Korea. The author confirms that international trade in 
the agricultural sector is beneficial to the economy, while a protectionist policy reduc-
es overall welfare and de-accelerates real income growth. Fajgelbaum and Redding 
(2018) provide another example of Argentina in the late nineteenth century, where 
structural transformation from agricultural to non-agricultural development was 
central to Argentina’s rapid export-led economic development.

1. See https://www.investopedia.com/terms/o/oil-reserves.asp/.
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The reduction in internal transportation costs is important in enabling interior regions 
to expand trade and in the process of structural transformation. In the Belt and Road 
Forum for International Cooperation 2017, the Chinese President Xi Jinping highlight-
ed different promising areas of interaction among countries; these include political 
coordination, interconnection of infrastructure, free trade and free movement of cap-
ital, and strengthening of ties among peoples. The aim of the Belt and Road Initiative 
is to facilitate access to foreign markets and therefore, increase the trade turnover 
between China, Europe, and Africa, with goods transported through Central Asia and 
neighboring regions (Silin et al. 2018).

It is established that balanced trade liberalization can accelerate economic growth 
and benefit all trading partners. In the past two decades, MENA countries have imple-
mented some structural reform to improve macroeconomic performance. However, 
there has been no real success in tackling deep-rooted structural problems; issues of 
governance and institutional reform have not been addressed either. Thus, there is a 
need for more action, including a reassessment of the role of the state in the econo-
my and the creation of an efficient regulatory environment, reforming financial and 
labor markets, and improving transparency.

It is not conflicting interests but mutual interests that could be enhanced once coun-
tries realize the benefits of trade to their economies. The Gulf Cooperation Council 
(GCC), together with active trading MENA countries, can accelerate trade and invest-
ment opportunities through G20 support. This would lead to structural transforma-
tion in each economy. In light of the forces that are currently re-shaping international 
business, MENA countries must intensify their efforts to scale the value chain and 
diversify toward medium and high technology sectors as well as digital services.

Trade Agreements and Global Value Chain Integration
Giovannetti and Marvasi (2019) examine the GVC relationships among MENA coun-
tries and between MENA countries and other regions. They also explore trade op-
portunities in intermediate goods and services in global trade networks. They argue 
that there exists significant regional heterogeneity, where some countries operate 
as inward hubs, while others operate as outward hubs. Thus, myriad benefits exist 
in accelerating trade in the region; greater GVC integration is also needed for more 
potential opportunities.

The MENA–OECD initiative in governance and competitiveness for development was 
established at the request of MENA countries in 2005. This initiative aims to facilitate 

PROPOSAL
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co-operation between the two regions and thus, promote the policies of sustainable 
and inclusive growth. The Gravity Model predicts countries’ trade flows as a function 
of their economic size and distance; Ferragina, Giovannetti, and Pascore (2005) show 
that the trade volume between MENA countries and the EU could be 3.5 to 4 times 
higher than the current volume. Under the two major preferential agreements cur-
rently in force—“Pan-Arab Free Trade Area” and “Agadir Agreement”—most tariffs in 
the region have been eliminated. Nevertheless, their implementation is lacking ow-
ing to poor logistics, lack of transparency, and complicated customs clearance.

Although the MENA region has witnessed some progress in diversification over the 
last decade, agriculture continues to remain underexplored. Most countries in the re-
gion are experiencing a decline in the percentage of agricultural value added in their 
total GDP, while the shares of the industry and the services sectors have been increas-
ing. For example, the share of agricultural value added in the total GDP of developing 
MENA countries was 9.3% in 2017, according to the World Bank development indica-
tors. In addition, manufacturing plays a meager role in GCC countries, accounting for 
less than 14% of the GDP (UNCTAD 2018). This clearly indicates that manufacturing 
opportunities in the MENA region remain under-exploited, which is impeding struc-
tural transformation.

Despite globalization-led trade in value added, transitioning to high-income levels for 
most developing countries, including those in the MENA region, has been hindered 
by the middle-income trap. The increasing share of medium- and high-tech manu-
facturing value added in the total manufacturing value added in GCC countries has 
not yet translated into higher export quality. However, in Morocco and Tunisia, prog-
ress in structural transformation between 1990 and 2016 has improved the quality of 
exports, indicating better integration into global trade. Thus, GVC participation may 
have differentiated implications for structural change in manufacturing in different 
countries.

Meanwhile, MENA countries have not shown significant integration into the GVC, 
which would deepen technological and overall productivity. While the COVID-19 pan-
demic and its dramatic disruption of supply chains are likely to enhance the momen-
tum for inward-looking policies, the key role of productivity and competitiveness in 
determining the location of firms’ activity and patterns of global trade would remain 
prominent. To reap the full potential of GVCs in the MENA region, a number of bot-
tlenecks in logistics, human resources development, and information infrastructure 
must be addressed.

PROPOSAL
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PROPOSAL

Human Development, Technology Transfer, and Digital Technologies
Demographics have become a critical challenge for productivity growth in many 
advanced economies; thus, MENA countries should take greater advantage of their 
youth by improving the education system, providing appropriate incentives for skills 
development and innovation, and developing the information infrastructure. Efforts 
to open economic potential should further be supported by the G20 through actions 
such as reducing barriers to knowledge and technology transfers in trade and in-
vestment policies and regulations, encouraging cooperation at the institutional level 
for capacity building, and allocating resources for technology and innovation-related 
projects.

It is essential to expand the scope of destination activities through foreign direct in-
vestment (FDI), beyond the limited subset of oil and gas and petrochemical sectors, 
to high value-added products and services in electronics and electrical equipment, 
green energy, pharmaceuticals, and banking and insurance services. FDI will facilitate 
the participation of the MENA region in GVCs, providing the economies with access to 
knowledge and skills essential for building innovation capacities and high value-add-
ed manufacturing.

Digital technologies, driven by the so-called “Fourth Industrial Revolution,” will aug-
ment the capacity of an economy to absorb knowledge, acquire skills, transfer tech-
nology, and diffuse innovation. In particular, the MENA region must target high val-
ue-added technology transfers, which would help in knowledge dissemination and 
innovation diffusion in emerging non-energy sectors. Sustaining growth requires de-
veloping such new sectors that can steer the economy and provide alternative sourc-
es of revenues as oil and gas industry revenues dwindle.

Thus, various legal measures ought to be enacted to increase the propensity of mul-
tinational enterprises (MNEs) to commit to FDI. The key propositions cited by MNEs 
contemplating entry in targeted economic activities in the non-oil sector include (1) 
suspending the nationalization of the labor force for a stipulated and long period, 
(2) permitting arbitration of all FDI disputes to be resolved through (a) foreign arbi-
tral tribunals, (b) with the “choice of law” in terms of the commercial and intellectual 
property law that prevails in the country in which the arbitral tribunal is situated, and 
(3) rather than having a “negative list” that delimits spheres of economic activity to 
foreign investors, the countries should institute a “positive list,” excising as much bu-
reaucratic red tape as feasible in a deregulated business environment characterized 
by transparency (Standard-Trade Markets 2017).
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Role of Start-Ups’ Financial and Regulatory Support in Economic Transformation 
in the MENA Region
Over the last four decades, the MENA region has suffered from tunnel vision, where 
it has focused on conventional economic objectives such as crude oil production, tra-
ditional agriculture, and heavy industry production. The governments in the region 
should better realize the power of start-ups and their notable role in economic trans-
formation. Any entrepreneur establishing a business or launching a new product or 
service into the market is forced to deal with challenging business environments; this 
includes regulatory and funding issues. MENA region entrepreneurs are no exception; 
most start-ups fail in the region because of difficult business environment and weak 
regional business maturity.

Some of the challenges include, but are not limited to, inflexible and outdated leg-
islations, time-consuming and bureaucratic registration processes, unavailability of 
specialized funds, and an extremely cautious banking industry. Absence of mentor-
ship to help scale start-ups and effectively employ skills and talents is another chal-
lenge. Overall, these challenges force many regional talents to migrate to more busi-
ness-mature regions, such as Europe and the US.

To support the region’s entrepreneurship ecosystem, which especially struggles to 
access capital, governments must reform their regulatory environments and financial 
systems. This would promote investments in start-ups, and eventually, help build a 
foundation for sustainable transformation of the region’s economy. A comprehensive 
understanding of start-ups, especially the technology and knowledge-based ones, is 
required from each government in the MENA region.

We propose the establishment of a business-oriented and politically independent 
regional body—“MENA Start-ups Evolution Council”—in one of the MENA countries. 
This council should be supported by all MENA countries and partially financed by the 
regional governments through foreign direct investors. The council’s main responsi-
bilities and activities shall include, but would not be limited to, promoting a start-up 
culture within the MENA region, reducing or removing national and cross-border reg-
ulations, securing regional start-ups funds, evaluating start-ups’ business ideas and 
plans, and providing financial support to select start-ups that have passed the evalu-
ation and selection criteria.

PROPOSAL
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A healthy entrepreneurial ecosystem within the MENA region can not only motivate 
people to start businesses, resulting in the creation of jobs, but also encourage eq-
uity investors to finance small and medium-sized entrepreneurship. Such an envi-
ronment will also enable regional venture capital firms to extend their services to 
entrepreneurs, covering structuring costs, and even supporting initial public offering 
whenever applicable. It would spur significant economic activities to compensate for 
the shrinking of traditional economic sectors as well as help the region meet unex-
pected global challenges and volatility in commodity prices.

Input–Output Framework to Help Design and Evaluate Diversification Paths
Many of the highlighted issues can be addressed within the input–output framework, 
along with enhanced GVC integration, introduction of new technologies, boosting 
the share of the private sector, upscaling the traditional sectors to higher value-added 
production, and the support of the service sector for sustainable growth. These ad-
justments are structural, and the application of new modeling approaches can help 
identify the most efficient transformation paths. A suitable diversification path would 
deliver substantial support to economic growth and job creation, and would also mit-
igate environmental impacts.

A significant advantage of the input–output framework is its ability to provide high 
sectoral granularity. The adjustments to economic structure, final demand, or gov-
ernment policies can be measured and analyzed with respect to individual sectors by 
considering the major differences in overall economic impacts. Policymakers may be 
interested in the effects of various policies on industrial value added, household in-
come, jobs created, and environmental costs owing to the envisaged changes in the 
economic structure. This would, in turn, help them shift their attention to the most 
promising adjustments and channel funds for sectoral changes with the highest im-
pact.

The input–output table (IOT) represents a basic structure of the economy; it provides 
a useful quantification of linkages and interdependencies across sectors. It enables 
flexible analysis of policy decisions and assessment of public expenditure effects. At 
the same time, a set of well-documented approaches are available for projecting an 
IOT over a given time horizon to incorporate long-term structural changes (Havrlant 
2020). Having such a model for any MENA economy would facilitate viable transfor-
mation plans and allow for the assessment of progress along the transformation path.

PROPOSAL
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The typical reasons that underlie structural adjustments in the economy, which can 
be well-addressed through an IOT, correspond to pressing MENA issues. These issues 
include (1) technological changes, including the introduction of more efficient meth-
ods of production and improvements in human capital, (2) significant increases in 
demand for particular types of goods or services, implying a rise in supply that en-
courages economies of scale and changing input–output proportions, and (3) adjust-
ments in the use of imported and domestically produced inputs, goods, and services 
that can precipitate the emergence or disappearance of entire industries.

These changes are part of any diversification path in the MENA region. Employing 
quantitative input–output analyses supports more informed decision-making by 
policymakers. The IOT-based simulation can provide an overview of the forward and 
backward linkages, and thus, estimate the targets for economic diversification. This 
includes increasing the contribution of the private sector to the GDP and assessing 
the subsidies impact on the economy. Overall, the input–output approach constitutes 
a useful framework for designing a suitable economic diversification path and assess-
ing the progress made toward a more diverse and sustainable economy.

Policy Recommendations

•  Together, G20 and MENA policymakers must enhance trade cooperation and 
GVC integration in technology sectors that are currently re-shaping international 
business. They must create new transport paths to facilitate access to foreign 
markets. This would ultimately enhance global economic growth.

•  MENA policymakers should focus their efforts on how to effectively execute bilateral 
and regional trade agreements; they must engage in economic and legal reforms 
to improve business competitiveness indicators in the MENA region, thereby 
expanding trade and attracting FDI.

•  MENA policymakers must improve their own educational systems to provide 
information technology labor force for the future and thus, target high valued-
added technology transfer in order to stimulate innovation in emergent non-
commodity-based sectors.

•  MENA countries must improve regional business climates by transforming the 
cross-border clearance ecosystem through transparent, efficient, digital, and 
innovative procedures, supported by state-of-art logistics infrastructure, airports, 
seaports, and railroad systems.

PROPOSAL
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•  The G20 should reaffirm its commitment to achieve inclusive growth by providing 
technical support in establishing a MENA Start-ups Evolution Council in order to 
create an enabling entrepreneurship ecosystem within the region. This initiative 
would accelerate structural transformation in MENA countries, and eventually 
expand trade and investment potential with the G20 economies.

•  MENA countries may explore the use of the input–output framework to identify 
diversification strategies that are most suited to each country in delivering 
substantial economic growth and job creation.

PROPOSAL

Disclaimer
This policy brief was developed and written by the authors and has undergone a peer 
review process. The views and opinions expressed in this policy brief are those of the 
authors and do not necessarily reflect the official policy or position of the authors’ or-
ganizations or the T20 Secretariat.
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