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• Regional Developments: Growing Divergences  

• Policy Responses: Short-term palliatives but 

Long-term vulnerabilities?  

• Actions to mitigate risks 

• Transition Management & Road Ahead 

Agenda 
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Recent MENA Regional Developments 

• MENA Growth is expected at 4.0% in 2011 compared to 4.4% in 2010 but with 

wide disparity in prospects between oil exporters & oil importers. 

• Recent developments in the region highlight the need to ensure that economic 

growth is both inclusive and has a trickle-down impact.  

• There is a need to reduce chronically high unemployment and wide income 

inequality within countries and across countries of the region. 

• Job creation is a priority and this needs to come from the private sector for 

sustainable growth, innovation, economic diversification.  

• While reinforcing the government sector has been the initial step, one should 

ensure it does not lead to a „crowding out‟ of the private sector.  

• Populist measures + hand outs = low productivity; begs the question: what when 

support is phased out?  

• Need to focus on: structural reforms and developmental policies (incl. 

infrastructure) that encourage private sector participation, tackle job creation, 

lower income inequality, greater inclusiveness, lift economies to higher growth 

trajectories over the LT through institutional reform & improved governance 
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Increased Divergence Continues 

Divergence b/n oil exporters,  oil importers & labor exporters 

• GCC growth - boosted by high oil output & prices; Bahrain‟s protests will impact growth in 

2011 while in KSA, growth will be boosted by the populist fiscal measures.  

• With private investment continuing to lag, government-supported consumption will 

remain the primary growth driver across the region.  

• Downside risk remains that private sector activity will be subdued/crowded out. 

 

Source: IMF database, Sep 2011/ REO, Oct 2011 4 



Policy Responses to Turmoil: Costs 

Source: DB Research, June 2011, DIFC Economics 

• Measures were geared towards appeasing short-term concerns as opposed to finding 

medium/ long-term solutions to chronic structural problems 

• Countries of the region need to move away from populist support towards goals of 

economic diversification, increased private sector participation, labour market flexibility 

among others.   
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Social Policy Measures Implemented during 2011 
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Social Policy Measures Implemented during 2011 
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Mitigating Risks & Vulnerabilities 

Risks / Vulnerabilities   

1. Contagion from Europe: i.e. losses  of  

income/ wealth/ portfolios; also via 

trade, tourism, remittances 

 

2. Fiscal vulnerabilities; Price of Oil/ 

Dependence on oil 

 

3. Promised funds fail to materialize 

 

 

4. Government Spending/ Job Creation 

 

 

5. Insufficient Reforms/ Election delays 

 

 

 

Policies 

1. Develop Local Currency Debt 

Markets; Diversifying trade patterns 

towards EMEs; Greater Regional 

Integration/ GCC Common Market 

2. Greater Economic & Revenue 

diversification; Spending on 

infrastructure 

3. Creation of a MENA Plan to disburse 

promised funds; potential for creation 

of a MENA BRD 

4. Greater role for the private sector/ 

SMEs; Education Reforms; Greater 

Female Participation; inclusiveness  

5. Governance & Capacity Building 

Institutions  
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Countries with Successful Transitions 
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Characteristics of Successful Transitions  

 

Average growth & investment performance during a successful transition 

• On average growth declines by around 3% during transition, but rebounds to or 

above its pre-transition rate within one to two years.  

• The average investment rate declines with a delay, by less than 2%, but takes at 

least 5 years to recover.  

• Private investment bottoms out more quickly than public investment and leads the 

recovery. 

Source: MENA Economic Development Prospects, 

World Bank, Sep 2011 
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Transition Management  

Source: Cervellati  et.al (2011):“Violence, democratisation and civil liberties: The 

new Arab awakening in light of the experiences from the “third wave” of 

democratisation”, voxeu.org, March. 

 

Violent and peaceful transitions to democracy • Regime transitions have taken 

different paths in different 

countries.  

• In some cases mass movements 

have succeeded in opening up 

the possibility for a rapid and 

peaceful regime change; 

• In others, the path towards 

democracy is faced with stronger 

resistance by parts of the ruling 

elites - appears longer and more 

uncertain 

• Results indicate peaceful 

transitions to democracy lead 

to democracies with better 

average protection of property 

rights and civil liberties 

compared to democracies that 

emerge after violent conflicts. 
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Democratisation: Lessons from Transition countries 

• Determinants of democratisation scenario: evidence suggests that higher 

inequality before the transition is associated with a significantly larger 

likelihood of violent civil conflicts during the regime change.  

• Evidence documents significant interactions between inequality and political 

freedom for the quality of democracies. 

• Evidence from democratisation transitions during 1970-2003 suggests that 

countries that rely less on natural resources and have lower inequality are 

more likely to experience nonviolent democratic transitions.  

• Lessons for Arab world: 

- Regime shifts will follow different transition paths in different countries.   

- Level of violence which characterises the regime transition may persistently 

affect the future prospects of democracy  

Source: Cervellati  et.al (2011):“Violence, democratisation and civil liberties: The new Arab 

awakening in light of the experiences from the “third wave” of democratisation”, voxeu.org, March, 

2011 
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Deauville Partnership: Bright Promises but Dismal Results? 
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• Not a “Berlin Wall” Moment but Arab countries will need to ‘own’ their 

transformations and be “able to clean up their own backyard” 

• Period of Transformation for MENA: Transitions & their Management will affect 

final outcomes; path dependence 

• Issue of macroeconomic stability (deterioration implies inflation, greater 

unemployment) vs. trying to manage transition 

• Forecasts too optimistic for oil importers; quick recovery not seen on the 

ground 

• Geostrategic implications will include change in global strategic alliances with 

new players like China, Turkey and others gaining importance. 

• Financing requirements are accumulating for countries in turbulence 

• Deauville partnership & its promises => necessity to build capacity through 

institution building for long term engagement 

• Reconstruct & Develop countries destroyed by war & violence + Address Arab 

Firestorm (through disbursement of pledged funds) = Creation of a MENA Bank 

for Reconstruction & Development + Greater Role for Arab League/ AMF 

 

What to Expect of the Arab Transitions? 
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Thank You! 


