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Executive Summary

Ripple effects through the 
global economy
The Middle East, North Africa, Afghanistan, and 
Pakistan (MENAAP) is mired in conflict, caus-
ing human suffering in the region and economic 
repercussions around the globe.

The Strait of Hormuz, a strategic choke point 
through which about a fifth of the world’s oil and 
gas flows, has been effectively closed since the 
beginning of the conflict. Recent satellite images 
show tankers queued on each side awaiting passage. 
The subsequent halt in production, compounded 
by strikes on energy infrastructure, resulted in a 
significant oil supply shock.

Oil markets entered this period with an oversupply, 
providing a potential buffer against price pressures. 
Still, as of March 27, the price of Brent crude oil 
stood at US$112 per barrel, close to 60  percent 
higher than before the start of the conflict. Oil 
futures indicate some optimism, and prices for 
end-of-year delivery are trading at around US$85 
per barrel. Similarly, European natural gas prices 
increased by almost 70 percent in the same time 
frame.

If oil, natural gas, and related energy prices remain 
elevated for a sustained period, the inflationary 
consequences will ripple outward through multi-
ple transmission channels. The pressure is already 
more pronounced in Europe and Asia than in the 
United States—the latter is now a net oil exporter 
and self-sufficient in natural gas, giving it some 
insulation. For oil importers, the higher import 
bill can widen current account deficits and feed 
into production costs, which often are passed on 
to consumers. In some countries, shortages already 
have emerged, prompting blackouts and rationing. 
Moreover, the prices of derivatives of oil and natu-
ral gas, such as some fertilizers, have risen. Higher 
fertilizer prices may compromise future crop yields 
and eventually lead to higher food prices. These 

inflationary pressures might compel central banks 
to keep interest rates higher for longer than mar-
kets previously expected.

The severity and persistence of these effects will 
depend critically on the duration and intensity 
of the conflict. But, if there is one certainty now, 
it is uncertainty itself. Geopolitical risk rapidly 
emerged as the prevailing concern among investors 
and policymakers alike, with the Geopolitical Risk 
Index reaching its highest daily level since 2003. 

Conflict brings destruction 
and exposes economic and 
social vulnerabilities in the 
region
The conflict weighs most heavily on the MENAAP 
region. This report assesses its economic repercus-
sions, which, by no means, capture the full toll of 
lives lost, livelihoods destroyed, and populations 
displaced. Whatever its course, the conflict will 
leave a lasting scar on the region and its people.

The nature and magnitude of the impacts vary  
considerably across countries, shaped primarily by 
their proximity to the conflict and exposure to the 
economic channels it has disrupted. At the epicenter 
are the Islamic Republic of Iran, Iraq, Lebanon, and 
the Gulf Cooperation Council (GCC) members— 
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and 
the United Arab Emirates. These economies are 
most impacted through geography, with maritime 
trade constrained by the closure of the Strait of 
Hormuz, and through damages to production and 
civilian infrastructure.

The economy of the Islamic Republic of Iran was 
already showing signs of vulnerability prior to the 
conflict. Sanctions had prompted social unrest, 
severe shortages, and soaring food prices. The 
conflict has brought the country’s economy to an 
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effective halt with widespread destruction. The 
United Nations High Commissioner for Refugees 
estimates that, in the first two weeks of March 
alone, up to 3.2 million people fled their homes. 
The conflict has also triggered a severe humani-
tarian emergency in Lebanon, with one-fifth of its 
population being displaced.

For GCC countries and Iraq, the most immediate 
economic impact stems from the effective closure 
of the Strait of Hormuz to shipping traffic, which 
blocked oil and gas exports. With storage capacity 
rapidly filling up, production facilities were forced 
offline—and many have been damaged. These 
compounding disruptions are driving a significant 
contraction in hydrocarbon output.

The current conflict is exposing fault lines. The 
Gulf economies and Iraq depend heavily on a 
single export route. Geography is part of the con-
straint—especially for Kuwait and Qatar—but so 
is inadequate infrastructure, as in Iraq. Even before 
the conflict, Iraq’s pipeline to Türkiye was able 
to handle only a fraction of its intended capacity 
due to disrepair and political disputes. By con-
trast, Oman, Saudi Arabia, and the United Arab 
Emirates can partially divert their oil output to 
ports outside the Gulf. 

Gulf countries’ exposure to the economic effects 
of the conflict depends not only on the concentra-
tion of their trade routes but also on how relatively 
undiversified their economies remain. Oil-related 
activity accounts for a large share of gross domestic 
product (GDP) across the Gulf, albeit with vary-
ing degrees of diversification. The United Arab 
Emirates, for example, has made significant strides 
in reorienting their economies toward financial 
services, tourism, and manufacturing. At the other 
end of the spectrum, the economies of Iraq and 
Kuwait remain heavily concentrated, making them 
acutely vulnerable to both production disruptions 
and prolonged uncertainty.

Further from the frontlines, economies such as the 
Arab Republic of Egypt, Jordan, and Pakistan face 
indirect but potentially significant negative spill-
overs, transmitted through elevated hydrocarbon 
prices, energy shortages, and a decline in remittances 

from the Gulf and tourism. In oil-importing coun-
tries, oil and gas prices may bring inflationary 
pressures or increase fiscal imbalances, especially 
if energy prices are stabilized via subsidies, as has 
been the case in Tunisia. Early signs of the impact 
on tourism are emerging with severe flight disrup-
tions, particularly in hubs close to areas of active 
hostilities. For many of these countries, the conflict 
arrives at a moment of pre-existing vulnerabilities— 
heavy dependence on workers’ remittances from 
the Gulf (as in the Republic of Yemen) or high lev-
els of sovereign debt paired with persistent fiscal 
deficits in an environment of heightened global risk 
aversion (as in Egypt).

The conflict’s consequences will outlast its imme-
diate disruptions. Costs associated with recovery 
could strain public finances and crowd out long-
term development priorities, while deteriorated 
investor confidence may take years to rebuild. 
Meanwhile, population displacement also car-
ries lasting costs through eroded human capital 
and persistent disruptions to labor and housing 
markets.

The current conflict in the Middle East is not the 
only source of instability in the region. Tensions 
between Afghanistan and Pakistan have been ris-
ing, the Republic of Yemen’s humanitarian crisis 
has further deteriorated with acute food insecu-
rity, and the fragile ceasefire in Gaza is increasingly 
strained. In the Syrian Arab Republic, after 14 
years of conflict, recent political transitions and the 
easing of sanctions opened opportunities for sta-
bilization, reconstruction, and recovery, although 
significant challenges remain.

An uneven macroeconomic 
outlook
Varying exposure to the conflict is reflected 
in diverging macroeconomic outlooks across 
MENAAP. Excluding the Islamic Republic of Iran, 
economic activity in the region grew 4.0 percent 
in 2025. GCC economies were seeing robust 
growth in both oil and non-oil sectors, and Egypt 
was ready for a strong rebound thanks to declining 
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inflation, rising private consumption and invest-
ment, and structural reforms. Pakistan’s economy 
gained momentum in the second half of 2025, sup-
ported by an industrial rebound and stronger con-
sumer and business confidence. In January 2026, 
the World Bank forecast an uptick in the regional 
growth rate to 4.2 percent, driven by anticipated 
expansion of oil production, recovering export 
growth, and strengthening private investment.

World Bank forecasts have since been revised, with 
2026 real GDP growth (excluding the Islamic 
Republic of Iran) now projected at 1.8 percent. For 
GCC countries, growth is now forecast at 1.3 per-
cent, down from 4.4 percent in January. The out-
look for Saudi Arabia—the largest economy in 
this group—has edged down, with a projection 
of 3.1 percent, whereas real GDP in Iraq, Kuwait, 
and Qatar is forecast to contract by 8.6, 6.4, and 
5.7 percent, respectively, following sizable down-
ward revisions. By contrast, growth expectations 
for oil importers remained relatively unchanged, 
while forecasts for oil exporters outside the Gulf—
such as Algeria and Libya—have edged upward, as 
a result of higher oil and gas prices.

Risks are firmly tilted to the downside. Uncertainty 
is pervasive, and the economic outlook could shift 
significantly if the conflict intensifies or protracts. 
The striking differences across projections made 
by public- and private-sector organizations since 
the conflict began speaks to just how difficult 
forecasting has become in this environment. As 
of March 27, the average gap between the highest 
and lowest 2026 growth forecasts for Gulf coun-
tries exceeds 12 percentage points—an extraordi-
nary spread that underscores just how fluid the 
situation remains.

Moving from today’s turmoil 
to tomorrow’s resilience
Addressing the short- and medium-term effects of 
the conflict is urgent and consequential. Yet these 
effects also underscore a deeper point. While the 
overall outlook was improving, the economies of 
MENAAP did not enter this period of extreme 

turbulence from a position of consistent and 
diversified growth. Rather, many economies were 
already suffering from long-standing structural 
weaknesses, including low productivity growth, 
limited private-sector dynamism, overdependence 
on oil and gas exports, and persistent labor market 
challenges.

While war compels policymakers to confront 
immediate macroeconomic and social pressures, 
sustained growth depends on building the insti-
tutions, capabilities, and competitive sectors that 
can strengthen and grow economies over time. In 
turn, prosperity will help reduce the likelihood of 
future conflicts and civil wars. 

The lure of industrial policy
This Economic Update turns to the question of 
industrial policy, defined as government actions 
expected to increase strategic business activity as 
a potential driver of economic growth. Under this 
framing, industrial policy includes a wide range 
of tools: tailored public inputs such as industrial 
parks, workforce training, quality standards, and 
market access support; market incentives such as 
subsidies, tariffs, quotas, and local content require-
ments; and specific macroeconomic interventions 
such as competitive exchange rate devaluations. 

Industrial policies have gained prominence in the 
global discourse and in MENAAP. Over the past 
decade, industrial policies, measured by the num-
ber of official announcements, have increased 
threefold in the region. A review of the 19 national 
development plans (NDPs) reveals a striking degree  
of common purpose. Unemployment is identified 
as a key challenge in 15 out of 19 plans, job creation 
appears as an objective in all 19, and human capital 
development appears in 18. In addition, economic 
diversification features prominently as well.

Yet the picture is far from homogeneous. High-income 
Gulf economies, middle-income oil importers, devel-
oping oil exporters, and fragile or conflict-affected 
states differ sharply in their fiscal space, institutional 
capacity, market size, and exposure to external shocks. 
These differences shape not only why governments 



xiv

executIve summARy

turn to industrial policy but also which tools they can 
realistically deploy and through which institutions 
those policies are carried out.

GCC economies rely more heavily on subsidies 
as tools of industrial policy, in line with other 
high-income countries. However, unlike their 
global counterparts, GCC economies also imple-
ment local-sourcing requirements for products and 
services. In contrast, developing countries in the 
region make greater use of import-related policies. 

Governments across the region also identify a wide 
range of strategic sectors in their NDPs—a major-
ity of the countries list at least five. The most fre-
quently targeted sectors are tourism (16 out of 19), 
agricultural production (14), chemicals (8), and 
heavy manufacturing (7). In practice, policy sup-
port is clustered around a narrower set of activities, 
often following a gradual “small steps” logic that 
favors sectors closer to existing capabilities. 

MENAAP is also distinctive in the way industrial 
policies are implemented. In the region, they often 
operate via indirect channels, not only through 
ministries and formal policy announcements but 
also through quasi-public institutions such as state-
owned enterprises and sovereign wealth funds. In 
the United Arab Emirates, sovereign wealth funds 
manage assets equivalent to roughly 460 percent of 
GDP, highlighting the scale of financial firepower 
available for state-led transformation.

The effectiveness of industrial policy depends less 
on ambition than on fit. Countries with stronger 
government bandwidth (technical competence 
and independence of their bureaucracy), more 
fiscal space, and larger effective markets can use 
a wider range of instruments, including more tar-
geted ones with fewer unintended consequences. 
Where those conditions are absent, governments 
are more likely to rely on second-choice tools, such 
as tariffs and broader market interventions. 

Importantly, industrial policy is not a substitute 
for sound macroeconomic management, stronger 
governance, or private-sector reform. Moreover, 
in settings marked by weak institutions or close 
ties between political and business interests, it can 

easily become captured, poorly targeted, or have 
unintended consequences.

The MENAAP region offers useful examples of 
industrial policy—from Morocco’s automotive 
industry, where output grew by about 14 percent 
per year between 2012 and 2024, to Dubai’s dig-
ital ecosystem, where information and commu-
nication technology activities account for about 
4.7 percent of GDP. Egypt trained nearly 43,000 
specialized workers in 2024 as the tourism indus-
try doubled its share of GDP in the last decade.

Overall, industrial policy can help MENAAP coun-
tries diversify, build capabilities, and support trans-
formation. It works best when it is selective and 
disciplined, embedded in credible public-private  
coordination, matched to country capabilities, and 
subject to clear objectives, monitoring, evaluation, 
and sunset mechanisms. In MENAAP, the central 
question is no longer whether industrial policy is 
being used. It increasingly already is. The key ques-
tion is whether it is being used in ways that are 
feasible, accountable, and aligned with countries’ 
constraints and development goals.

Peace and resilience for a 
better future
The current conflict in the Middle East is testing 
the resilience of MENAAP economies. The region 
has endured a sequence of global shocks, from the 
pandemic to the Russian Federation’s invasion of 
Ukraine, to regional ones, such as the conflict cen-
tered in Gaza and civil wars in many countries. 
Each shock has compounded the region’s long-
term vulnerabilities and narrowed the space for the 
structural reforms that could have strengthened 
resilience. These crises unfold against a backdrop 
of secular global trends such as climate change, 
increasing demographic imbalances, and rapid 
advances in artificial intelligence that are already 
reshaping the region’s ever-evolving economic and 
social landscape. 

Now more than ever is the time for reform. 
Despite the dark clouds of another conflict, the 
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governments in the region cannot afford to lose 
sight of a long-term vision of job-rich growth. 
Resilience requires building the productive foun-
dations that support durable growth and shared 
prosperity in the long run. Well-designed indus-
trial policy, tailored to overcome market failures 
and backed by macroeconomic fundamentals and 
capable institutions, can be instrumental to that 
effort. The region has offered examples of what is 
possible.

Yet all reforms depend on peace. Conflict is “devel-
opment in reverse”: It costs lives and can destroy 
in weeks what takes generations to build. The evi-
dence is stark: Seven years after the onset of a con-
flict, per capita incomes in affected countries in the 
region are about 45 percent lower than they would 
have been in the absence of conflict—equivalent to 
losing roughly 35 years of development. The peace 
dividend for MENAAP is substantial, forming a 
much-needed foundation for long-term prosperity.
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KEY MESSAGES

• On February 28, 2026, a new conflict broke out in the Middle East, centered around the Gulf. As of 
March 27, 2026, the conflict is still unfolding across the region, with the Islamic Republic of Iran, Iraq, 
Lebanon, and Gulf Cooperation Council (GCC) countries directly impacted, while others, notably the 
Arab Republic of Egypt, Jordan, and Pakistan, are increasingly exposed to its broader economic and social 
effects.

• Uncertainty has spiked worldwide, as the conflict sends ripples across the global economy. Oil and natural 
gas markets have been particularly impacted by a supply disruption stemming from the effective blockade 
of the Strait of Hormuz, through which approximately 20 percent of global oil consumption and lique-
fied natural gas trade flow. 

• The Islamic Republic of Iran and Lebanon were already in a state of economic vulnerability. Their pre-
existing fragility leaves both countries poorly placed to withstand the destruction and widespread eco-
nomic shocks caused by the conflict.

• For GCC and Iraq’s economies, a key concern is the disruption to their production, processing, and 
export of oil and natural gas. With the Strait of Hormuz effectively closed and storage facilities reaching 
capacity limits, production has declined. In addition, mounting damage to energy infrastructure can have 
longer-lasting impacts, weighing on exports and economic welfare in these countries even after shipping 
lanes reopen.

• There has been serious conflict-related damage to the production and civilian infrastructure in Lebanon. 
Several economies in close proximity, such as Egypt, Jordan, and Pakistan, are also affected through infla-
tionary pressures from spiking oil and gas prices and disruptions to tourism and remittances incomes, as 
well as deteriorating investor sentiment.

CHAPTER 1

Macroeconomic Outlook

Continued
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• The economic outlook of the region was evolving rapidly as this report was prepared. The com-
ing weeks will be critical in determining the intensity and duration of the conflict, with conse-
quences for the region’s economic prospects in the near and medium term. The wide dispersion 
in forecasts across public- and private-sector organizations highlights the exceptional uncertainty 
surrounding the outlook and the difficulty of making projections.

• The conflict hit MENAAP the hardest. Regional growth (excluding the Islamic Republic of Iran) 
is projected to decelerate from 4.0 percent in 2025 to 1.8 percent in 2026. This reflects a sharp 
slowdown in the GCC economies, where growth is expected to decline from 4.4 percent in 2025 
to 1.3 percent in 2026. By contrast, growth in the economies further away from the conflict is 
forecast to remain broadly steady.

• This latest conflict is only one of the sources of fragility for economies in MENAAP. Afghanistan, 
the West Bank and Gaza, and the Republic of Yemen all face a tenuous outlook as they grapple 
with their own crises and search for paths to recovery.

KEY MESSAGES (continued)

On February 28, 2026, a new conflict erupted in 
the Middle East, sending shockwaves across the 
region and the world. This chapter assesses its eco-
nomic repercussions—but in doing so, it necessar-
ily offers a partial account of the conflict’s true toll. 
The loss of life, mass displacement, and widespread 
destruction of homes and infrastructure represent 
a profound human cost that defies quantification 
and will continue to deepen depending on the 
trajectory, scale, and duration of hostilities. The 
negative economic impacts may fall heaviest on 
the most vulnerable populations who have limited 
buffers to absorb income disruptions and recover 
from the shocks. This dynamic is more troubling in 
the MENAAP region, where poverty has halted its 
decline since 2017, diverging from global poverty 
reduction trends.

Global effects of the conflict 
in the Middle East
The outbreak of the conflict in the Middle East 
has tested the resilience of the global economy. As 
hostilities began, geopolitical risk rapidly emerged 
as the prevailing concern among investors and pol-
icymakers alike. Up until now, the Trade Policy 

Uncertainty Index had been the dominant source 
of market anxiety, reaching a record high in April of 
2025 (figure 1.1, panel A). Since the beginning of 
the conflict, the Geopolitical Risk Index has spiked, 
reaching its highest daily reading since 2003 (fig-
ure 1.1, panel B). Historically, elevated readings on 
either index have foreshadowed weaker investment 
and employment, particularly among firms and 
industries most exposed to external shocks, as well 
as greater downside risks to gross domestic product 
(GDP) growth (Caldara et al. 2020; Caldara and 
Iacoviello 2022).

The conflict continues to unfold across the 
MENAAP region as of March 27, 2026, with 
the Islamic Republic of Iran, Iraq, Lebanon, and 
GCC countries directly impacted by the hostilities. 
Beyond the devastating human toll, the conflict has 
caused widespread damage to critical infrastructure, 
concentrated in, but not limited to, the Islamic 
Republic of Iran and Lebanon. The effective closure 
of the Strait of Hormuz is of particular consequence 
for the global economy and the region. Since hostil-
ities began, several oil tankers have been struck and 
damaged near the strait, bringing maritime traffic 
to a near-standstill. Between March 2 and March 
22, an average of just five ships per day crossed the 
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FIGURE 1.1 Global developments
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A. Global Trade Policy Uncertainty Index B. Global Geopolitical Risk Index

Sources: world bank calculations based on caldara and Iacoviello (2022) and caldara et al. (2020).

Note: For both panels, the last observation corresponds to march 23, 2026. the red line denotes a rolling 7-day average, and the blue area denotes the range (maximum 
and minimum daily values) on a 7-day rolling basis. 

FIGURE 1.2 Number of ships traversing the Strait of Hormuz
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strait, compared to 96 over the same period a year 
prior—a 95 percent decline (figure 1.2).

The most immediate transmission channel of the 
conflict’s economic impact on the global economy 
has been through oil and gas markets. As one of the 

world’s most consequential maritime choke points, 
the Strait of Hormuz handles roughly 20 percent 
of global oil consumption, drawing exports pri-
marily from Bahrain, the Islamic Republic of Iran, 
Iraq, Kuwait, Saudi Arabia, and the United Arab 
Emirates. It is also the principal route for liquefied 

https://portwatch.imf.org
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natural gas (LNG) from Qatar, accounting for about 
20 percent of total global LNG trade. With few via-
ble alternative routes, the closure has effectively sev-
ered a major artery of global energy supply.1 While 
damages to oil infrastructure and precautionary 
halts to oil production may have longer-term impli-
cations, as long as the Strait of Hormuz is closed, 
disruption to shipping will remain the most imme-
diate constraint on global oil supply.

The resulting supply shock has sent oil and gas 
prices soaring. Brent crude, the international bench-
mark, closed at US$72.5 per barrel on February 
27—already elevated relative to the US$60–63 per 
barrel range that prevailed in December 2025 as 
tensions in the Gulf mounted. Following the out-
break of conflict, prices climbed almost 40 percent 
within a week and surpassed US$112 per barrel by 
March 27 for the first time since 2022. European 
natural gas prices, which are heavily influenced 
by LNG spot rates, surged from around US$11/
million British thermal units (MMbtu) before the 
conflict to over US$18/MMbtu by March 27, an 
almost 70 percent increase. 

Futures’ trends offer a telling signal about how 
markets are estimating the conflict’s likely dura-
tion. Short-term oil futures contracts for May 2026 
delivery rose by about 58 percent over the first 
month of hostilities, while longer-dated futures 
contracts for December delivery climbed to approx-
imately US$84 per barrel—a more modest increase 
of about 25 percent. This suggests that markets 
expect some normalization over the medium term, 
even as near-term disruption remains severe (fig-
ure 1.3). A similar pattern is visible in European 
natural gas futures, where short-term contracts 
rose by about 70 percent while longer-term con-
tracts rose by comparatively less. To make matters 
worse, shipping costs have also risen, not only 
because fuel prices are higher but also due to ris-
ing insurance premia. In the month following the 
start of the conflict, Baltic Dirty and Clean Tanker 

1The Saudi Arabia east‒west pipeline can handle 7 mb/d—equivalent 
to about 70 percent of the kingdom’s preconflict oil production—and 
the Abu Dhabi crude oil pipeline could funnel less than half the United 
Arab Emirates’ preconflict output. The Iraq‒Türkiye pipeline is in 
disrepair and has recently handled only 0.2 mb/d—less than 5 percent 
of the output of February 2026.

Indices—which measure the cost of shipping dif-
ferent types of oil—have roughly doubled.

Historical precedents underscore the significance 
of the current shock. When roughly 2.5 million 
barrels per day of Russian Federation oil exports—
approximately 30 percent of its exports and 3 per-
cent of global supply (IEA 2022)—were cut off 
from world markets following the 2022 invasion 
of Ukraine, Brent crude surged more than 30 per-
cent within 2 months and remained elevated for 
another 4 months. The Gulf War of 1990 removed 
approximately 4 million barrels per day from the 
global supply, around 6–7 percent of the total at 
the time (IMF 2013), causing prices to more than 
double within 3 months. The current disruption 
is larger in scale, affecting an estimated 20 million 
barrels per day (mb/d), or 20 percent of the world 
supply.

The macroeconomic consequences of a sustained 
oil price shock are well understood. Higher energy 
costs raise input prices across energy-intensive 
industries, and over time, these firms tend to pass 
these costs to their consumers, pushing up core 
inflation and eroding real incomes. The resulting 
drag on household purchasing power and business 
investment translates into slower growth. As a crit-
ical example, fertilizer prices exhibit this dynamic. 
Moreover, the supply of urea from major exporters 
in the Gulf is constrained. Agricultural yields will 
be at risk if elevated fertilizer prices persist into the 
planting season, with knock-on effects on global 
food supply. As in past episodes of commodity- 
driven food price spikes, the burden falls dispro-
portionately on poor and vulnerable populations 
(Gatti et al. 2023). Should the conflict prove pro-
tracted and global inflation prove persistent, cen-
tral banks may be compelled to tighten monetary 
policy to anchor expectations—adding a further 
headwind to global growth at a moment of already 
elevated uncertainty.

The extent to which these global risks material-
ize depends critically on how the conflict evolves 
and how long it lasts. In the MENAAP region, 
economic impacts are already being felt—most 
acutely in countries directly involved and in those 
in close geographical proximity to the conflict. The 
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FIGURE 1.3 Spillovers of the conflict through oil and gas prices, January 2024 to July 2027 
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following section examines these regional effects  
in detail.

Regional effects of the 
conflict in the Middle East
The most severe and immediate economic con-
sequences of the conflict will be felt within the 
MENAAP region itself. The nature and magnitude 
of the impacts vary considerably across countries 
and sectors, shaped by two principal factors: (1) 
proximity to the conflict and (2) exposure to the 
economic channels it has disrupted. 

At the epicenter of the conflict are the Islamic 
Republic of Iran, Iraq, Lebanon, and the GCC 
members—Bahrain, Kuwait, Qatar, Oman, Saudi 
Arabia, and the United Arab Emirates. These econ-
omies are most impacted through geography—
their maritime trade is constrained by the closure of 
the Strait of Hormuz—and through severe damage 
to productive and civilian infrastructure.

Further from the front lines, a broader set of econ-
omies face indirect but potentially significant 
spillovers. Oil-importing economies will face sim-
ilar balance-of-payment and inflationary pressures 
from elevated hydrocarbon prices as do oil import-
ers elsewhere in the world. These challenges are 
compounded, however, by their proximity to the 
conflict and closer economic ties with the countries 
directly involved—exposing them to additional 
shocks through declining tourism and remittances 
incomes and weakened investor confidence. The 
conflict arrives at a moment of pre-existing vulner-
ability, marked by dependence on workers’ remit-
tances from the Persian Gulf, especially in fragile 
economies, or by fiscal positions ill-suited to sustain 
elevated public debt in an environment of height-
ened risk aversion.

Scarring can outlast the conflict itself. In directly 
affected economies, damages to infrastructure, the 
erosion of human capital, lower investor confidence, 
and negative touristic perception can be slow to 
recover, compromising future growth.

menAAP economies at the epicenter of 
the conflict are the most affected

Widespread destruction compounds  
pre-existing economic vulnerabilities

The Islamic Republic of Iran and Lebanon have 
already experienced mounting loss of life, mass dis-
placement, destruction of infrastructure, and severe 
economic disruptions—immediate human and 
physical capital costs that risk leaving lasting scars. 
Both countries entered the conflict from positions 
of significant economic fragility. 

Hit by sanctions, social unrest, acute water short-
ages, and electricity and gas outages, the Islamic 
Republic of Iran’s economy was already severely 
weakened heading into the current conflict. In 2025, 
the country was in recession, with GDP shrinking 
by 0.7 percent in the first half of the Iranian fiscal 
year (April‒September 2025). Inflation accelerated, 
with food prices rising at a record 99 percent for 
the year ending in February 2026. The current con-
flict compounds these pre-existing vulnerabilities: 
Ruptures in trade routes and infrastructure destruc-
tion are layering new pressures onto an already- 
fragile economic base. The Islamic Republic of Iran’s 
dependence on oil—which accounted for nearly 
half of all exports and close to 10 percent of GDP 
over the past decade—leaves the economy acutely 
exposed to the trade and shipping disruptions. 

Since the sovereign default in 2020, Lebanon’s 
economy has been devastated by what has been 
described as one of the worst banking, currency, 
and sovereign-debt crises since the mid-19th cen-
tury (World Bank 2021). Economic conditions 
have been marked by high inflation, deep economic 
contraction, a paralyzed banking sector, and rising 
poverty. In 2025, signs of recovery emerged, with 
growth estimated at 3.5 percent alongside falling 
inflation, a stabilizing exchange rate, and notable 
step toward banking sector reform—though these 
gains remained fragile. The ongoing conflict threat-
ens to severely set back this incipient recovery. With 
limited fiscal buffers, no access to international 
capital markets, and weak productive capacity, the 
economy is poorly positioned to absorb the addi-
tional strains of widespread asset destruction and 
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mass displacement that the conflict brings—espe-
cially when potential buffers, such as remittances 
from the Gulf, are at risk.

Oil and gas production and exports have been 
heavily impacted by the Strait of Hormuz closure

Other countries at the epicenter of hostilities—
Bahrain, the Islamic Republic of Iran, Iraq, Kuwait, 
Oman, Qatar, Saudi Arabia, and the United Arab 
Emirates—share two structural characteristics that 
define their exposure to the conflict’s economic fall-
out. First, their economies depend heavily, albeit to 
varying degrees, on hydrocarbon exports. Second, 
the effective closure of the Strait of Hormuz dis-
rupts the primary export route through which their 
oil and gas reach world markets.

The scale of the Strait’s importance to regional 
energy flows cannot be overstated. More than 
half of the volume of crude oil produced by Gulf 
countries transited the choke point, representing 
approximately 20 percent of global crude oil and 
condensate supply (figure 1.4, panel A). The degree 
of exposure, and thus risk, from having exports con-
centrated in a single export route varies by country. 
Notably, a vast majority of the total oil exports of 
Bahrain, Iraq, and Kuwait traverse the Strait of 
Hormuz (figure 1.4, panel B). Qatar is also exposed: 
Over 90 percent of its LNG production—equiv-
alent to approximately 20 percent of global LNG 
exports—passes through the strait. Some countries 
have partial alternatives: Oman, Saudi Arabia, and 
the United Arab Emirates can divert a portion of 
their exports through pipelines and ports outside 
the Gulf. For Bahrain, Iraq, Kuwait, and Qatar, no 
such alternatives exist at a meaningful scale. Storage 
capacity provides some buffer, allowing production 
to continue and inventories to accumulate while 
the strait is closed, partially mitigating the immedi-
ate impact on output.

Compounding the disruption to export routes, 
oil fields, refineries, and other productive infra-
structure have ceased operations across the Gulf 
as a result of physical damage, precautionary shut-
downs, or storage facilities that have reached capac-
ity with no viable export outlet. In Saudi Arabia, 
the Safaniya and Zuluf offshore fields, with a 

combined capacity exceeding 2 mbpd—equivalent 
to approximately 20 percent of the kingdom’s out-
put in February 2026—have been shut down. Iraq’s 
Rumaila and West Qurna-2 fields, which together 
account for approximately 2 mbpd, or over 40 per-
cent of the country’s February 2026 output, have 
also been shut down. Qatar has halted LNG pro-
duction entirely following military strikes on facili-
ties at Ras Laffan Industrial City, where virtually all 
of the country’s LNG exports originate. 

The International Energy Agency projects imme-
diate and substantial reductions in Gulf crude 
output for March 2026 (figure 1.4, panel C). 
The steepest declines are in Iraq and Qatar—with 
month-over-month production falling by 67 per-
cent and 79 percent, respectively, from February 
levels—reflecting their near-total dependence on 
the Strait of Hormuz. Saudi Arabia and the United 
Arab Emirates, benefiting from partial rerout-
ing capacity, face comparatively smaller but still- 
sizeable contractions of 23 percent and 25 percent, 
respectively.

How much these production cuts translate into 
broader and longer-term economic slowdowns 
depends on each country’s structural reliance on 
the oil and gas sector. Hydrocarbon-related activity 
accounts for a large share of GDP across all Gulf 
economies, but the degree of diversification var-
ies considerably. In past decades, Bahrain and the 
United Arab Emirates have made the most signifi-
cant strides in reorienting their economies toward 
financial services, tourism, and manufacturing, 
with oil and gas rents amounting to approximately 
16 percent to 18 percent of GDP by 2021—leav-
ing them comparatively less exposed to a hydrocar-
bon shock (figure 1.4, panel D).2 At the other end 
of the spectrum, Iraq and Kuwait remain heavily 
concentrated in oil and gas, whose rents add up 
to over 40 percent of GDP, making them acutely 
vulnerable to both the production disruptions and 
the prolonged uncertainty that the conflict has 
introduced.

2Oil and gas rents are the difference between the value of oil and gas 
output at regional prices and total costs of production.
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FIGURE 1.4 Direct effects of the conflict through oil and gas exports
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The medium- and long-term picture is highly 
uncertain. A short-lived conflict that inflicts lim-
ited damage to infrastructure could allow output to 
recover quickly once trade flows resume. Sustained 
damage to production infrastructure—wells, pro-
cessing and storage facilities, and pipelines—could 
impair the ability to restore normal operations long 
after hostilities cease, with scarring repercussions 
that outlast the conflict itself.3 If the conflict were 
to protract, deteriorating perceptions about the 
region could become entrenched and have long-
term impacts on growth through multiple chan-
nels—for example, through lower tourism or lower 
foreign investment—in addition to extending the 
trade disruptions and potentially bringing about 
more damage to infrastructure.

The costs of damage to infrastructure are 
difficult to assess at this stage

The conflict has caused direct damage to produc-
tive and civilian infrastructure across the countries 
at its epicenter. As of this writing, the full extent of 
that damage remains difficult to assess, as hostilities 
continue and destruction accumulates.

Productive capacity has been directly threatened 
by strikes on energy infrastructure. Oil and gas 
fields, refineries, and other facilities, as well as 
ports, have been targeted across the region. The 
severity of the consequences has varied consider-
ably. Saudi Aramco’s Ras Tanura refinery—one of 
the world’s largest oil-processing facilities—was 
temporarily shut down on March 2, 2026, follow-
ing strikes, but reopened 11 days later. Qatar’s Ras 
Laffan Industrial City—the world’s largest LNG 
export hub—suffered greater disruption after the 
March 18–19 strikes that QatarEnergy reported 
has affected around 17 percent of Qatar’s LNG 
exports.

Civilian infrastructure has not been spared. Airports 
and electricity and desalination facilities have also 
been targeted. In the arid Middle East, populations 

3Note that shutting in oil wells carries risks to future production rates, 
which worsens as restarting production is delayed. This is an indirect 
form of damage that stems from the induced halt in oil activity due to 
the closure of the Strait of Hormuz.

are heavily dependent on desalination to meet their 
freshwater needs, accounting for 40 percent or 
more in Bahrain, Kuwait, Qatar, and the United 
Arab Emirates in 2018 (Jägerskog and Barghouti 
2022). Similarly, the Islamic Republic of Iran was 
already facing acute water shortages before the con-
flict began. 

The broader fiscal implications are significant. 
Governments face rising spending pressures on 
multiple fronts: repairing damaged infrastructure 
and sustaining military defense systems. Recovery 
costs will ultimately depend on the duration, 
intensity, and geographic scope of the conflict. 
Compounding these pressures are foregone reve-
nues from reduced economic activity—the result 
of security concerns, the effective blockade of the 
Strait of Hormuz, and direct damage to productive  
infrastructure.

Fiscal resilience varies sharply across the region. 
Countries such as Qatar, Saudi Arabia, and the 
United Arab Emirates have sufficient fiscal space to 
absorb temporary spending pressures and recover 
relatively quickly from a short conflict. Others 
face far more constrained circumstances. Lebanon, 
still operating under severe fiscal stress following 
its 2020 sovereign default, has limited financing 
options. Bahrain was already carrying a sizeable 
fiscal deficit—10.8 percent of GDP in 2025—and 
elevated public debt. Fiscal space may tighten fur-
ther as conflict disrupts the oil sector, which is still 
a principal source of revenue for Bahrain. 

menAAP economies in the periphery 
of the conflict stand to be significantly 
affected

The immediate effects of the conflict are primarily 
felt in the directly involved countries. Yet, the con-
flict’s economic impact reverberates in the region 
through various channels. These include height-
ened oil prices, declines in tourism activity, higher 
financial outflows, lower remittance inflows, and 
displacement of people from conflict-affected areas. 
As was the case for the direct effects, the relative 
importance that each indirect effect may have on 
a given economy in the region will depend on its 
exposure and structural vulnerabilities.
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Increasing energy and fertilizer prices pose 
risks to balance of payments and food security

The increase in oil and gas prices translates to a 
negative terms-of-trade shock across MENAAP 
oil importers, as average prices of imports become 
more expensive relative to exports. For oil import-
ers, persistently high oil and gas prices reduce the 
purchasing power of the economy, depressing pri-
vate consumption and investment and hindering 
economic growth. Moreover, higher import bills 
can deepen existing trade imbalances. These pres-
sures compound long-standing patterns of low eco-
nomic growth and persistent trade deficits among 
oil importers in the region.

MENAAP oil importers vary in their degree of 
exposure to negative terms-of-trade shocks. For a 
given increase in oil and gas prices, countries whose 
oil and gas imports account for a larger share of 
imports will be more impacted. This is the case for 
Lebanon, Pakistan, and the Republic of Yemen, 
where oil and gas imports averaged approximately 
25 percent of the total merchandise import bill 
between 2015 and 2024 (figure 1.5). These coun-
tries are among the world’s most oil- and gas- 
dependent importers. In Egypt, Jordan, and Tunisia, 
oil and gas imports account for a smaller share, 

close to 15 percent during the same period,  but 
still substantially higher than the global average of 
5 percent in 2024.

Trade disruptions extend well beyond oil and gas 
prices and export quantities. In 2024, the region 
accounted for approximately 35 percent of global 
exports of urea nitrogen, a key input for inorganic 
fertilizers. Between February 27 and March 27, urea 
prices surged by approximately 50 percent, driven by 
a sharp contraction in exports as shipping through 
the Strait of Hormuz became severely constrained. 
Moreover, a sustained rise in energy prices would 
feed directly into higher fertilizer costs globally.

Farmers facing elevated input costs may reduce fer-
tilizer application or forgo it altogether, leading to 
lower crop yields. As output declines, food prices 
would rise—though these effects are likely to mate-
rialize with a lag, contingent on the timing of the 
growing season. The resulting food price pressures 
may extend well into the medium term.

MENAAP countries are highly exposed to food price 
shocks, reflecting high cereal import dependence, 
fertilizer-intensive cereal production, and the prom-
inence of food in household budgets, as evident 
in its high Consumer Price Index weight. Cereal 
import dependency exceeds 80 percent across much 
of the region, reaching near-total dependence in 
Djibouti, Jordan, and several Gulf economies, with 
ratios approaching 100 percent in Kuwait, Qatar, 
and the United Arab Emirates (figure 1.6).4 The 
impact of higher international prices—particularly 
for energy and food—can manifest through higher 
prices passed on to consumers or through increased 
fiscal costs when governments intervene to keep 
prices artificially low via subsidies or price controls.

Higher import prices put pressure on countries’ 
exchange rates, which can compound the burden of 
rising international prices. A weaker local currency 
raises the domestic price of all imported goods, 
amplifying the effect of already-elevated interna-
tional commodity prices. For food and oil import-
ers in particular, the combination of high global 

4Note that the United Arab Emirates maintains a food and water 
reserve that can mitigate near-term transmission risk.

FIGURE 1.5 Share of oil and gas in total imports, 
MENAAP net oil importers, 2015–24 average
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prices and a depreciating currency can be especially 
damaging.

A clear illustration of this dynamic emerged follow-
ing the Russian Federation’s invasion of Ukraine. 
Inflation—food inflation in particular—hit devel-
oping economies in the region that experienced 
currency depreciation the hardest. Analysis suggests 
that, had their currencies remained stable, infla-
tion in these countries would have been signifi-
cantly more contained (Belhaj et al. 2022; Gatti 
et al. 2023). Economies operating under pegged 
exchange rate regimes were largely shielded from 
this compounding effect.

Furthermore, governments across the region engage 
in product market interventions such as price con-
trols and consumption subsidies to hold down 
prices of specific goods or services. However, this 
is difficult for countries with high levels of debt 
and limited fiscal space, as is the case of some oil- 
importing economies in the region. In contrast, 
GCC economies with substantial fiscal space could 
contain inflation along with fuel subsidies and other 
product market interventions. Thus, while conflict 
in the Middle East exposes them to acute supply- 
chain risks—more than 70 percent of their food 
imports transit the Strait of Hormuz, and sustained 
instability drives up freight rates, war-risk insurance 
premia, fuel prices, and fertilizer costs—the fiscal 
resources available to many of the GCC economies 
can buffer against some of these challenges.

High food prices, combined with heavy food 
import dependency, can be particularly burden-
some for poorer countries and, within countries, 
for low-income households, who spend a larger 
share of their budgets on food than their wealthier 
counterparts. Across developing MENAAP coun-
tries, household budget surveys show that the bot-
tom consumption quintile devotes 35–50 percent 
of total spending to food, against 15–35 percent for 
the top quintile, with the shares reaching 85 and 
59 percent, respectively, in Djibouti. Although the 
overall weight of food in the consumption basket 
is significantly lower in GCC economies, similar 
distributional patterns emerge. In Oman, transfer- 
dependent households allocate nearly 40 percent 
of income to food, more than double the share of 

wage-employed households (18 percent) and well 
above the national average (19 percent); in Saudi 
Arabia, food’s share of household budgets rises 
markedly in less affluent regions with lower median 
per capita expenditure.

Across these varied contexts, the evidence consist-  
ently points to the same conclusion: Food price 
shocks fall heaviest on the most vulnerable—transfer- 
dependent households, residents of poorer regions, 
and migrant workers with limited income buffers.

FIGURE 1.6 Dependence on cereal imports and share of 
household expenditures on food

Cereal import dependency ratio (percent, 3-year average)
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https://datatopics.worldbank.org/consumption/country/morocco
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Conflict will affect tourism-dependent 
countries in the region

The ongoing conflict has severely disrupted the 
regional airspace, with direct consequences for tour-
ism—a major income source across the region. The 
magnitude of economic impact varies across coun-
tries, as the degree of airspace disruption and the 
economy’s dependence on tourism revenues vary.

During the first weeks of the conflict, flight dis-
ruptions were most pronounced at airports closest 
to active conflict, including those in the Gulf, the 
Islamic Republic of Iran, Jordan, and Lebanon. 
Arrivals to Tehran have halted, while average arrivals 
to Amman declined by half and to Beirut by two-
thirds by March 25, 2026, relative to the last week 
of February. Arrivals to some of the region’s major 
aviation hubs—Abu Dhabi, Doha, and Dubai— 
fell by more than 70 percent over the same period 
(figure 1.7). Arrivals dropped by approximately 
20 percent in Cairo and Karachi, while Algiers 

and Casablanca, the farthest from the conflict, saw 
declines of less than 10 percent. 

Economic consequences are most acute where 
flight disruptions coincide with high international 
tourism dependence. Jordan and Lebanon are par-
ticularly exposed—international tourism receipts 
reached 28 percent of GDP in Lebanon and 17 per-
cent in Jordan in 2023, and both experienced flight 
arrival declines of more than 60 percent in the 
first week of the conflict. Bahrain, Qatar, and the 
United Arab Emirates, where tourism accounts for 
between 8 and 11 percent of GDP, also face signif-
icant risk. For these economies, the combination 
of airspace disruption and structural reliance on 
tourism suggests potentially substantial near-term 
tourism income losses.

Even as airway traffic normalizes, the initial decline 
in tourism could be followed by lasting effects due 
to traveler aversion affecting countries close to a 
conflict. In the 12 months after October 2023, 
tourist arrivals were lower by 12.6 percent in 
Lebanon and 2.7 percent in Jordan, the two coun-
tries closest to the active conflict (figure 1.8), rela-
tive to the 12 months earlier. By the second year, as 
the conflict continued, arrivals in Jordan had recov-
ered to 1.1 percent higher than preconflict arriv-
als, but declines continued in Lebanon. Arrivals 
between October 2024 and September 2025 were 
18.3 percent lower than the year before the con-
flict. In January 2025, 15 months after the start of 
the conflict, Jordan for the first time achieved two 
consecutive months of year-over-year growth in 
arrivals. Lebanon achieved the same 3 months later 
in April 2025. Tourist arrivals in countries farther 
away from the conflict continued to grow, although 
at a slowing pace after a large rebound coming out 
of the pandemic in 2020. 

Displacement is increasing

Intensifying conflict in the Islamic Republic of Iran 
could trigger a major refugee crisis across a region, 
which is already one of the world’s most heavily 
affected from displacement. Conflict in the Syrian 
Arab Republic displaced more than half of its pre-war 
population, including more than 6 million refugees 

FIGURE 1.7 International tourism receipts and decline in 
flight arrivals since the beginning of the conflict
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in neighboring countries—Jordan, Lebanon, and 
Türkiye. Afghanistan also looms large in the regional 
displacement picture: 2.9 million Afghans returned 
in 2025, primarily from the Islamic Republic of 
Iran (around 1.9 million) and Pakistan (around 
1 million). Pakistan is still hosting about 1.6 mil-
lion Afghan refugees and asylum-seekers, while Iran 
hosts roughly 750,000 registered Afghan refugees 
on top of much larger populations of other Afghans 
with different legal statuses in both countries.5 

As of March 27, 2026, the United Nations High 
Commission for Refugees (UNHCR) estimates 
that up to 3.2 million internally displaced Iranians 
fled their homes during the first two weeks of the 
conflict, based on data from the government of the 
Islamic Republic of Iran. At the time of writing, 
this remains the most recent estimate on internal 
displacement in the Islamic Republic of Iran, yet 
given the fluidity of the situation, the number of 
internally displaced persons in the country could 
shift. Most Iranian households are reported to be 
temporarily fleeing from Tehran and other major 
urban centers toward the north of the country and 
rural areas to seek safety (UNHCR 2026a). On the 
cross-border front, UNHCR has also reported that 
60,600 Iranian nationals have crossed into Türkiye.

Escalating hostilities have also triggered a human-
itarian crisis in Lebanon. Heavy displacement has 
been reported across southern Lebanon, the Bekaa 
Valley, and the southern suburbs of Beirut following 
Israeli evacuation warnings. As of March 27, 2026, 
according to Lebanon’s Ministry of Social Affairs, 
more than 1.2 million people, nearly one-fifth of 
the population, have been displaced in Lebanon 
since March 2, including over 350,000 children.6 

Cross-border movements have also intensified, 
with 28,633 Lebanese nationals crossing into Syria 
according to the Syrian government, as of March 
27, 2026.7

5https://data.unhcr.org/en/situations/afghanistan.
6https://reliefweb.int/report/lebanon/one-five-children-lebanon-forced-
their-homes-one-month. 
7https://data.unhcr.org/en/situations/middle_eastern.

At the same time, the conflict in the Middle East 
has prompted an increase in return movements 
among displaced Syrians. Since the onset of the 
conflict, 175,134 Syrians have returned to Syria as 
of March 27, 2026 (UNHCR 2026b). The current 
conflict could further intensify returns via increased 
fragility and declining safety, tightened migration 
enforcement, and increased deportations, as well as 
a rapidly declining economy. 

The greatest risk is a large-scale outflow from the 
Islamic Republic of Iran, a country with a popula-
tion of more than 90 million people. This would not 
be an isolated humanitarian emergency but poten-
tially a massive shock to a region whose host com-
munities, public services, and aid systems are already 
strained by some of the worst refugee crises in recent 
history. Whether such an outflow materializes will 
depend in part on the extent of the conflict’s regional 
spillovers, while whether displacement remains tem-
porary or becomes protracted will hinge on its dura-
tion and intensity. If cross-border movements occur 
on a large scale, the consequences for host countries 
could be profound, including added pressure on 
labor markets, public services, and housing, along-
side the immediate humanitarian toll on the welfare 
and well-being of displaced populations themselves.

FIGURE 1.8 Annual tourist arrivals before and after the 
conflict centered in Gaza
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Spillover risk to financial markets in 
MENAAP 

Assessing the full toll of the conflict on foreign 
direct investment (FDI), balance of payments, 
and fiscal positions of the MENAAP economies 
remains difficult at this stage. These statistics are 
reported at quarterly or annual frequency and will 
take months to appear in official sources. Certain 
high-frequency data from financial markets offer a 
more immediate window into investor sentiment, 
sovereign risk, and capital flows—though they 
require careful interpretation. Financial markets 
aggregate information and expectations, but during 
periods of heightened uncertainty, they can be 
prone to speculative behavior rather than faithfully 
reflecting economic fundamentals (De Long et al. 
1990; Shiller 1981). With that caveat in mind, the 
signals they are sending are discussed below.

Equity markets reacted sharply to the outbreak of 
conflict, with stocks falling across the region in 
the first days of the conflict (figure 1.9, panel A). 
Following Iranian drone strikes on the United Arab 
Emirates, exchanges in Abu Dhabi and Dubai sus-
pended trading for two days—March 2–3, 2026—
to protect the financial system and prevent panic 
selling. After reopening, both exchanges continued 
on a downward trajectory. By March 27, the main 
market indices for Abu Dhabi and Dubai were 
down by 8 and 15 percent, respectively, relative 
to February 26. The fallout extended well beyond 
the Gulf. Stock markets in Egypt and Morocco—
geographically removed from active hostilities—fell 
by 12 and 9 percent, respectively, within a week of 
the conflict’s onset. Pakistan’s stock exchange was 
also affected, where the primary benchmark, the 
Karachi Stock Exchange-100 index, experienced its 
largest-ever single-day drop on March 2, plunging 
by nearly 10 percent. This triggered a marketwide 
circuit breaker that halts trading temporarily 
to curb panic-selling during periods of extreme 
volatility.

Large market swings during conflict periods can be 
transient, and some of the initial declines have since 
partially reversed. But the directional moves matter 
less than what underlies them: sustained volatility 

and instability. In Morocco, for instance, stock 
market volatility—measured by the weekly devi-
ation of the benchmark Morgan Stanley Capital 
Index (MSCI)—reached its highest level since 
2021. When asset prices fluctuate sharply, firms 
tend to defer capital expenditure, banks tighten 
lending standards, and foreign investors may exit 
the market altogether. This dynamic was already 
visible in Egypt and the United Arab Emirates 
in the days leading to the start of the hostilities: 
Foreign investors had taken a sustained net selling 
position in equities during the military buildup, a 
trend that intensified after the conflict erupted (fig-
ure 1.9, panels B and C). Reflecting these capital 
market reactions, the Egyptian pound weakened 
by approximately 10 percent by March 27—even 
as the spread between official and parallel market 
rates remained stable.

Sovereign bond market reactions expose underlying 
fiscal vulnerabilities. Risk premia—the additional 
return investors demand for bearing uncertainty—
have risen since the conflict began, as evidenced by 
widening sovereign bond spreads across the region, 
particularly in more indebted economies such 
as Bahrain, Egypt, Iraq, and Pakistan (figure 1.9, 
panel D). Increases in credit default swap (CDS) 
yields—which function as insurance against sov-
ereign default—further underscore the elevated 
vulnerability of Bahrain and Egypt (figure 1.9, 
panel E). Countries that entered the conflict with 
limited fiscal buffers have little room to absorb the 
conflict’s knock-on effects, including rising energy 
and food import bills. Higher bond yields for those 
same countries translate into higher borrowing 
costs—making it more expensive to service exist-
ing debt, roll over maturing obligations, and access 
new financing—further narrowing the ability to 
respond to the shocks.

Rising volatility and credit risk premia also threaten 
to dampen foreign direct investment (FDI), which 
has grown increasingly important as a source of 
long-term financing in MENAAP, particularly in 
the GCC (figure 1.10). Prior to the conflict, GCC 
countries had made progress in positioning them-
selves as global destinations for private equity, ven-
ture capital, and digital infrastructure investment. 
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FIGURE 1.9 Spillover effects of the conflict through financial channels
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Panel c: shows daily net foreign equity purchases in the united Arab emirates, us$, millions. Panel shows data as of march 27, 2026.
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Panel e: credit default swaps are in basis points, on February 27, 2026, and the latest date available (march 27, 2026). countries are ordered in ascending 2024 gdP per capita (constant 2021 $PPP).
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The conflict—including targeted attacks on dig-
ital infrastructure—puts these gains at risk. Even 
after a ceasefire, a sustained shift in risk perceptions 
could slow the return of investment flows, and the 
timeline for recovery will depend heavily on how 
quickly and credibly regional stability is restored. 
Given that FDI data from national accounts are 
updated less frequently, these effects would be 
reflected in the data with a lag.

Remittances represent one of the most consequen-
tial financial flows for the region’s most vulnerable 
economies—and the one for which real-time data 
are rather limited. The Gulf has historically been 
the primary source of remittance flows to neigh-
boring countries and South Asia. Egypt, Jordan, 
Pakistan, and the Republic of Yemen all rely signifi-
cantly on the incomes of expatriate workers based 
in GCC countries (figure 1.11). Although remit-
tance flows by source country are not available for 
the Republic of Yemen, the Gulf countries host 
more than 80 percent of Yemeni migrants. In the 
case of Lebanon, the majority of remittances come 
from outside the region. 

Under normal circumstances, historical correla-
tions suggest rising oil prices would strengthen 

remittance flows, as higher revenues in host econ-
omies support expat employment and earnings. 
The current context, however, is not typical. 
Recent oil price increases are accompanied by pro-
duction disruptions, damaged infrastructure, and 
blocked export routes—supply-side constraints 
that may offset much of the revenue windfall. A 
slowdown in economic activity across GCC econ-
omies could weaken labor markets for migrant 
workers, reducing employment levels and wages, 
particularly in construction—a sector that has his-
torically absorbed large numbers of low-income 
migrants.

The potential reduction in remittances would 
disproportionately affect households that depend 
on them. The Arab Barometer data show that, in 
countries across the region, 2–19 percent of house-
holds received remittances in the 2021–24 period, 
with the highest shares in Lebanon. Remittances 
play a key role in maintaining consistent levels of 
consumption, particularly for lower- and middle- 
income households with limited access to formal 
safety nets. Even modest declines could carry wel-
fare and poverty impacts, particularly where con-
strained fiscal space limits countercyclical social 
spending.

FIGURE 1.10 Foreign direct investment, net inflows

Percent of GDP

A. Net FDI inflows, by country group B. 2024 FDI net inflows, by country
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scarring and the risks of prolonged 
conflict

Some of the economic impacts of the current con-
flict are immediate and could fade when hostilities 
cease. Some may outlast the conflict itself with 
medium- to long-term consequences. Many dis-
ruptions filter through economic channels with a 
lag. For example, rising fertilizer prices today could 
reduce crop yields and increase food prices next 
year, while elevated oil and gas prices will gradu-
ally raise production costs through supply linkages. 
Infrastructure damage may take years to repair and 
restore to full capacity. For example, damage to 
Qatar’s Ras Laffan Industrial City on March 18–19 
responsible for around 17 percent of Qatar’s LNG 
exports is expected to take up to 5 years to repair.8 
Policy responses compound these effects: Monetary 
tightening to curb inflationary expectations, fiscal 
pressures from rising spending and falling revenues, 
and diversion of resources toward reconstruction 
could slow broader economic development agendas 

8https://www.qatarenergy.qa/en/MediaCenter/Pages/newsdetails.
aspx?ItemId=3897. 

and leave governments with limited resources to 
manage ongoing pressures.

These effects could prolong a hit to investor confi-
dence, delaying the resumption of portfolio flows 
and FDI. Lingering security concerns may also sup-
press tourism even after airways reopen, as seen in 
Jordan, where tourist arrivals took 15 months to 
return to positive growth following the start of the 
conflict centered in Gaza. Together, these lagged 
economic and confidence effects indicate how the 
consequences of the conflict may outlast the hostil-
ities themselves.

The economic toll of the conflict scales with its 
duration and intensity. A prolonged conflict would 
inflict greater damage on human and physical capi-
tal, leaving lasting scars on long-term growth, while 
sustained disruptions to oil and gas markets would 
generate broader knock-on effects for global inflation 
and economic activity. Extended instability could also 
entrench risk perceptions of the region, potentially 
raising financing costs and prompting a recalibration 
of trade relationships. That said, adaptability among 
affected economies could help offset some of the ero-
sion in confidence and mitigate economic impacts.

FIGURE 1.11 Remittances in MENAAP
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Macroeconomic outlook
conflict exposure drives diverging 
economic outlooks across menAAP

The April 2026 World Bank’s Macro Poverty 
Outlook forecasts that the region’s aggregate (exclud-
ing the Islamic Republic of Iran) GDP growth 
will decelerate to 1.8 percent in 2026, down from 
4.0 percent estimated for 2025 (see table 1.1). The 
2026 forecast has been downgraded by 2.4 percent-
age points since the January projections, reflecting 
the adverse effects of the ongoing conflict. 

Growth in the GCC is projected to slow to 1.3 per-
cent in 2026, a significant downgrade of 3.1 per-
centage points since the January projections for 
2026. The downward revision for 2026 is driven 
primarily by lower projected hydrocarbon revenues 
due to disruptions caused by the conflict. Qatar’s 
economy is forecast to contract by 5.7 percent 
in 2026 following the halt in LNG production, 
while prospects of medium-term recovery hinge 
on whether LNG sector projects—such as North 
Field East—can resume progress toward expanding 
production capacity. Kuwait is forecast to contract 
by 6.4 percent, driven by oil sector disruptions. As 
storage capacity is expected to be exhausted within 
weeks from the Strait’s closure, oil production faces 
potential delays or curtailments. Deceleration in 
Saudi Arabia is less pronounced, reflecting steady 
expansion of non-oil sectors and the possibility to 
divert exports away from the Strait of Hormuz.

Prolonged disruption to hydrocarbon exports, 
declining investor confidence, and reduced services 
activities, including tourism, aviation, and mari-
time transit services, remain common risks to the 
GCC outlook, while the conflict adds to pre-exist-
ing fiscal pressures in Bahrain, Kuwait, and Saudi 
Arabia. 

The outlook for the Islamic Republic of Iran is 
subject to exceptionally high uncertainty, to the 
point where the World Bank is not publishing 
forecasts beyond the 2025/26 fiscal year. Real 
GDP is estimated to contract by 2.7 percent in the 
2025/26 fiscal year ending on March 20, 2026, a 

1.6 percentage point downgrade from the projec-
tion made in January, reflecting the economic toll 
of the conflict’s escalation in the final month of the 
fiscal year, as well as widespread protests and inter-
net shutdown in late December to early January. 

The GDP of the other three developing oil- 
exporting countries—Algeria, Iraq, and Libya—
is forecast to contract by 1.0 percent in 2026. 
The 2026 forecast has been downgraded sharply 
for Iraq since January, reflecting contracting oil 
GDP and non-oil activity due to the combina-
tion of a sharp drop in oil exports and limited 
storage capacity, while the previous-year’s fiscal 
stimulus wanes. Algeria and Libya’s growth projec-
tions have edged up, reflecting potential positive 
spillovers from surging oil prices. Despite a mod-
est upgrade, Algeria’s GDP growth is forecast to 
decelerate in 2026 with the implementation of the 
medium-term fiscal consolidation plan, including 
slowing wage growth and decreasing investment 
expenditures. Libya’s outlook is supported by 
investments to expand oil production capacity to 
2 mbpd by 2030, along with robust non-oil sector 
growth and consumption.

Growth in developing oil importers is expected to 
decelerate moderately, from an estimated 3.8 per-
cent in 2025 to a forecast of 3.7 percent in 2026, 
driven by growth projections in Egypt and Pakistan, 
the group’s two largest economies. In Egypt, the 
2026 forecast is driven by robust growth in the 
first half of the fiscal year, resilient private con-
sumption, and growing private investment, offset 
by slower moderation of inflation due to the con-
flict. Sustained agricultural recovery in Morocco 
and Tunisia is expected to support growth in 2026, 
while growth is projected to soften in Djibouti, 
reflecting the impact of the conflict in the Middle 
East on freight costs and the resulting trade disrup-
tions along the country’s main trade corridors.

However, significant downside risks dominate the out-
look of developing oil importers due to the conflict. 
Rising energy and commodities prices exert pressures 
on current and fiscal accounts, while rising spend-
ing needs pose headwinds for fiscal consolidation in 
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TABLE 1.1 Real GDP growth forecasts

Real GDP growth (percent)

April 2026 forecasts Changes since January 2026 Changes since October 2025

2024 2025e 2026f 2025e 2026f 2025e 2026f

MENAAP (excl. the Islamic 
Republic of Iran)

2.4 4.0 1.8 0.3 −2.4 0.5 −2.4

  MENA (excl. the Islamic 
Republic of Iran)

2.3 4.2 1.6 0.3 −2.7 0.5 −2.8

  Gulf Cooperation Council 2.7 4.4 1.3 0.6 −3.1 0.9 −3.1

  Qatar 3.0 3.2 −5.7 0.4 −11.0 0.4 −11.0

  united Arab emirates 4.0 5.6 2.4 0.8 −2.7 0.8 −2.6

  saudi Arabia 2.6 4.5 3.1 0.7 −1.2 1.3 −1.2

  bahrain 3.1 3.2 1.3 −0.3 −1.8 −0.3 −1.8

  kuwait −1.5 2.6 −6.4 −0.1 −9.0 0.3 −9.2

  oman 1.7 2.6 2.4 −0.5 −1.2 −0.5 −1.1

  Developing oil exporters 
(excl. the Islamic Republic 
of Iran)

1.3 3.1 −1.0 0.1 −5.7 0.1 −5.8

  Algeria 3.7 3.8 3.7 0.0 0.2 0.0 0.1

  Iraq −1.5 −0.7 −8.6 0.2 −15.1 0.2 −15.3

  Libya 1.9 13.4 4.5 0.1 1.0 0.0 1.0

 Developing oil importers 2.3 3.8 3.7 0.0 0.0 0.1 0.1

  Arab Republic of egypt 2.4 4.4 4.3 0.0 0.0 −0.1 –0.1

  tunisia 1.6 2.5 2.5 −0.1 0.0 −0.1 0.0

  Jordan 2.6 2.8 2.7 0.1 −0.1 0.2 0.0

  morocco 3.8 4.7 4.2 −0.3 –0.2 0.2 0.0

  djibouti 7.0 6.5 5.9 0.5 −0.2 0.5 −0.2

  Pakistan 2.6 3.1 3.0 0.1 0.0 0.4 0.4

  west bank and gaza −22.9 4.1 4.5 0.2 −0.6 0.3 −0.6

  Afghanistan 1.9 4.8 4.0 0.5 0.2 0.6 0.2

 Economies not included in aggregates

  Islamic Republic of Iran 3.7 −2.7 n/A −1.6 n/A −0.9 n/A

  Lebanon −7.1 3.5 n/A 0.0 n/A 0.0 n/A

  syrian Arab Republic 0.9 2.0−4.0 n/A 1.0–3.0 n/A 1.0–3.0 n/A

  Republic of yemen −1.5 −1.5 −0.5 0.0 −0.5 0.0 −0.5

Source: world bank’s macro Poverty outlook, April 2026.

Note: changes are relative to the world bank’s Global Economic Prospects (January 2026) and macro Poverty outlook (october 2025), respectively. countries are listed in descending order 
based on 2023 gdP per capita (constant 2021 PPP$) within each category. data are rounded up to a single digit. data for Islamic Republic of Iran and Afghanistan are for fiscal years beginning 
march 21–22 and ending on march 20–21. data for the Arab Republic of egypt and Pakistan are for fiscal years beginning July 1 and ending June 30. Regional and subregional weighted averages 
are calculated using previous year’s real gdP as weights. Islamic Republic of Iran, Lebanon, the syrian Arab Republic, and the Republic of yemen are not included in regional and subregional 
averages due to uncertain values. the real gdP values for Iraq and Pakistan are based on constant factor prices. Figures for syria are provisional, may be subject to revision, and may diverge 
from official projections. e = estimate; f = forecast; n/A = not available; PPP = purchasing power parity.
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Morocco and Pakistan. Other risks of the conflict 
include softer remittances from the Gulf for Jordan 
and Pakistan, slower tourism in Jordan, potential 
disruptions in the Red Sea for Djibouti, and slower 
European market growth for Morocco. 

The conflict is expected to severely stress Lebanon’s 
fragile economic recovery in 2025. Tourism is set 
to stall amid flight disruptions and displacement, 
while heightened uncertainty will weigh on con-
sumption and investment. Rising oil prices could 
widen the current account deficit and fuel inflation, 
given Lebanon’s dependence on energy imports. 
These pressures are likely to strain the 2026 budget 
and increase external financing needs.

MeNaap’s outlook is highly uncertain, 
with widely diverging forecasts for the 
region

The economic outlook for the MENAAP region is 
clouded by uncertainty. Gauging critical determinants 
of future economic activity—the duration and inten-
sity of the conflict—is exceptionally difficult in the 
current environment.

One manifestation of this uncertainty is the degree 
of disagreement across projections made by differ-
ent forecasters. Within weeks of the conflict’s out-
break, public- and private-sector institutions revised 

downward—without exception—their growth fore-
casts for economies at the epicenter. More striking 
than the direction of revisions is the widening dis-
persion across them. Prior to the conflict, the aver-
age range between the highest and lowest growth 
projection for 2026 across forecasters for these coun-
tries stood at 2.7 percentage points (figure 1.12). 
In the weeks following the onset of hostilities, that 
range has expanded to an average of 12.7 percent-
age points—exceeding 15 percentage points for Iraq 
and Qatar. To put these figures in context: In the 
first year of the COVID-19 pandemic—a period of 
exceptionally high global uncertainty when forecast 
dispersion reached its widest on record—the aver-
age range for this group of countries reached its 
maximum at 5.7 percentage points.

The World Bank’s Macro Poverty Outlook (MPO) 
forecasts for the Gulf economies sit at the upper end 
of the ranges of private-sector forecasts, with the 
exception of Iraq, Kuwait, and Qatar. The wide dis-
persion across forecasts reflects differences in under-
lying assumptions—most importantly, how long 
economic activity will remain disrupted, which in 
turn drives projections for global oil and gas prices 
and output levels among the major exporters in the 
Persian Gulf. The baseline assumption of the World 
Bank’s current forecasts are that disruptions to the 
Strait of Hormuz will last about three months and 
will dissipate by the end of 2026. They also assume 
that—for some countries—energy production 
infrastructure could face medium-term operational 
constraints. From this baseline, risks are tilted to the 
downside.

Downside risks are not only present in the forecasts 
of Gulf oil exporters. The conflict can affect a wider 
range of countries in the region through indirect 
economic channels, even without any direct disrup-
tion to oil exports (as is the case in GCC countries 
and Iraq) or close physical proximity (as in Egypt 
and Jordan). Heightened uncertainty can slow trade 
by raising shipping, insurance, and transport costs, 
forcing firms to reroute cargo and making imported 
food and manufactured goods more expensive 
even in countries thousands of miles away. At the 
same time, higher global oil and gas prices matter, 
especially for importing economies like Morocco, 
Pakistan, and Tunisia: They worsen trade balances, 

FIGURE 1.12 Dispersion of public- and private-sector 
forecasts
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increase inflation, strain foreign exchange reserves, 
and force governments and firms to absorb much 
higher fuel and input costs. Financial spillovers can 
amplify these pressures further, as weaker investor 
confidence leads markets to demand higher risk 
premia from all developing economies, pushing 
up sovereign spreads, borrowing costs, and cur-
rency pressures, particularly in countries with exist-
ing fiscal or external vulnerabilities. The conflict’s 
economic effects can spread well beyond the Gulf 
region through a combination of higher trade costs, 
more expensive imports, and tighter financial con-
ditions that weigh on growth and stability across 
more distant trading partners.

existing fragilities and tenuous path to 
recovery

West Bank and Gaza

The ceasefire in October 2025 created an import-
ant window for stabilization. It eased humanitarian 
access in Gaza, reaching about 1.6 million people 
through food assistance and 332,000 through digital  
cash transfers, even though social protection systems 
remain limited. The forthcoming Rapid Damage 
and Needs Assessment by the World Bank, United 
Nations, and European Union estimates total recov-
ery and reconstruction needs in Gaza at approximately 
US$71.5 billion, highlighting the unprecedented 
scale of destruction, reversal of decades of devel-
opment, and recovery needs. The prospects for 
reconstruction depend largely on logistical access, 
financing, and durable institutional arrangements.

Despite nascent normalization under the cease-
fire, persistent volatility and destruction have left 
most productive sectors paralyzed, with only min-
imal activity in subsistence trade and a narrow set 
of public services. In Gaza, real GDP rose an esti-
mated 30 percent in 2025, driven by a low base 
effect following the historic 83 percent contraction 
in 2024 rather than a meaningful economic recov-
ery. By late 2025, Gaza’s real per capita income 
had plummeted to US$200, and unemployment 
reached 78 percent.

In the West Bank, workers’ limited access to Israel 
and suspension of clearance revenue transfers have 
severely curtailed primary income streams for 

households and the Palestinian Authority (PA). 
Insufficient aid and declining domestic revenues 
pushed the PA to resort to domestic bank bor-
rowing to manage fiscal deficit. An incremental 
resumption of worker access and resulting gains in 
income drove the 3.2 percent growth in the West 
Bank economy in 2025.

The Palestinian economy is projected to grow by 
4.5 percent in 2026, assuming a continued ceasefire 
in Gaza and stability in the West Bank. These pros-
pects are subject to high uncertainty, compounded 
by the escalation of the conflict in the Middle East. 
Rising global energy prices and import costs fuel 
inflationary pressures and severely strain the PA’s 
already-constrained fiscal space. In Gaza, logistical 
disruptions risk reversing recent gains in food avail-
ability and basic services observed since the cease-
fire. Reduced tourism activity in Israel could affect 
small-scale seasonal employment in the West Bank. 
While direct linkages remain limited, combined 
pressures could add to existing risks and delay eco-
nomic stabilization across the West Bank and Gaza.

The Syrian Arab Republic

Syria showed signs of steady but fragile economic 
recovery in 2025, 1 year after the fall of the Assad 
regime. Real GDP growth in 2025 is estimated to 
range between 2–4 percent, reflecting easing sanc-
tions, resumption of trade, higher public-sector 
wages, and refugee returns. By March 19, 2026, 
UNHCR estimates 1.5 million Syrians had returned 
from neighboring countries since December 2024, 
while 1.7 million internally displaced people had 
returned home by February 5, 2026. Syria also 
advanced a broad reform agenda aimed at modern-
izing institutions, supporting economic stabiliza-
tion, and reconstruction. Reflecting these gains, the 
Syrian pound strengthened since December 2024, as 
inflation is estimated to have eased to 11.5 percent 
in 2025. However, the World Food Programme’s 
Minimum Expenditure Basket remained far above 
the minimum wage, leaving nearly 90 percent of 
households facing difficulty in meeting basic needs. 
External funding fell short of needs, with Syria’s 2025 
humanitarian plan being only 35 percent funded.

Subject to high uncertainty, economic activity 
in Syria is projected to continue its momentum 
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and strengthen modestly. However, the outlook is 
fraught with risks due to evolving security dynamics, 
institutional arrangements, and disruptions to nat-
ural gas supplies and electricity generation since the 
onset of the most recent conflict. In a highly uncer-
tain regional context, investment pledges may be 
reprioritized, affecting prospects for external financ-
ing and reconstruction support. Return movements 
are expected to raise short-term pressures on public 
services and humanitarian assistance, though they 
may support medium-term growth.

Afghanistan

Afghanistan’s economy was marked by a series of 
significant external shocks in 2025—sharp reduc-
tions in foreign aid, prolonged border closures with 
Pakistan, drought, earthquakes, and large-scale ref-
ugee returns from the Islamic Republic of Iran and 
Pakistan. These shocks have led to an estimated 
11 percent population increase in FY2025, largely 
driven by net migration.9

Afghanistan’s economy remained fragile in 2025, 
still recovering modestly from the sharp contrac-
tions of 2021–22. Aggregate GDP grew by an esti-
mated 4.8 percent in 2025, driven mainly by private 
consumption and a rebound in nonagricultural 
activity—both partly attributable to the influx of 
returnees boosting domestic demand. However, per 
capita GDP contracted by 5.6 percent, as population 
growth outpaced economic expansion and inflation 
rose, reflecting demand recovery and higher trade 
and transport costs linked to border closures.

Afghanistan’s economy is projected to grow by 
4.0 percent in 2026, supported by strengthening 
demand, higher private investment, and improved 
absorption of returnees into the labor market. 
However, the ongoing conflict in the Middle East 
poses a major risk, through disruptions to trade 
and accelerated migration flows. With around 60 
percent of total trade routed through the Islamic 
Republic of Iran, closure of the corridor could 
reduce annual GDP growth and raise inflation, 
although trade rerouting could partially offset the 
impact. A large and sudden inflow of returnees 

9Afghanistan’s 2025 fiscal year runs from March 21, 2025, to March 
20, 2026.

could further intensify downward pressure on per 
capita incomes in the short term, as the domestic 
economy struggles to productively absorb addi-
tional workers.

The Republic of Yemen

The Republic of Yemen’s economy remains in deep 
crisis after a decade of conflict and fragmentation, 
with real GDP per capita down by nearly 60 per-
cent since 2015 and the economy contracting for 
a third consecutive year in 2025. The continued 
blockade of oil exports, weak business environment, 
and tight liquidity constrain economic activity. 
Food insecurity reached a record high in 2025, with 
nearly two-thirds of households facing inadequate 
food consumption as of December, despite some 
improvement from a peak of 70 percent in July. 

Exchange rate stability in Aden and reform commit-
ments by the Internationally Recognized Govern-
ment in early 2026 offer a window of opportunity 
for economic recovery, but the ongoing conflict in 
the Middle East poses acute downside risks. The eco-
nomic outlook remains subdued, with a projected 
0.5 percent contraction in real GDP in 2026 amid 
the ongoing blockage of oil exports, institutional 
fragmentation, and spillovers from the conflict in 
the Middle East. With high import dependence, 
the Republic of Yemen is highly vulnerable to rising 
energy and food prices. Prolonged conflict could 
further disrupt remittances and aid flows.

Conflict sets back the 
long-run development 
trajectory
The human and economic costs of conflict are 
immediate, visible, and often severe. But the larger 
cost may lie in the lasting damage conflict inflicts on 
development. Across the region, conflict has repeat-
edly left deep and lasting scars on living standards, 
productivity, and growth. Counterfactual estimates 
suggest that, in the absence of major conflict epi-
sodes, income per capita in affected countries could 
have been about 45 percent higher on average after 
7 years—roughly equivalent to 35 years’ worth of 
progress in the region. 
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Evidence from major conflicts in Algeria, the West 
Bank and Gaza, Iraq, the Republic of Yemen, and 
Syria shows a strikingly consistent pattern of eco-
nomic deterioration.10 In the year immediately 
following the onset of conflict, income per capita 
declined by an average of 12 percent relative to 
preconflict levels. Critically, these losses are not 
transitory: Seven years after the start of the con-
flict, income per capita remains 24 percent below 
its preconflict level (figure 1.13). The country-level 
estimates reveal the scale of individual economies’ 
losses. In Syria, per capita income would have 
been nearly twice its actual level 7 years after the 
onset of the civil war in 2011 had the conflict 
never occurred. The picture is even more striking 
in the Republic of Yemen: By the end of the anal-
ysis period, per capita income could have reached 
three times its actual level, had the Yemeni crisis 
not started in 2011. In short, these are not tempo-
rary setbacks but persistent losses that weaken insti-
tutions, deter investment, disrupt human capital 
accumulation, and narrow the space for long-term 
development (Gatti et al. 2024).

The current conflict has reinforced these pressures. 
Its immediate effects are visible in disrupted trade 
and investment, heightened uncertainty and finan-
cial volatility, food insecurity, pressure on fiscal and 
external balances, and severe strains on energy mar-
kets. Yet these shocks have struck a region already 
grappling with deep structural weaknesses: low pro-
ductivity growth, weak private-sector dynamism, 
persistent labor market challenges, and, in many 
countries, heavy dependence on hydrocarbons. The 
present turmoil is not only a short-term crisis to be 
managed. It is also a reminder of the region’s unfin-
ished long-term development agenda.

10The conflict episodes are the Algerian civil conflict in January 1992; 
the West Bank and Gaza Second Intifada in September 2001; the Iraq 
war in March 2003; the beginning of the Yemeni Uprising in January 
2011; and the Syrian civil war in March 2011. These conflict episodes 
are identified based on the severity of the conflict in those years. For 
each country–year pair, the conflict generated battle-related deaths, as 
share of population, above the 75th percentile of the world population 
(33 deaths per million inhabitants). Algeria is the only exception, as 
it was treated at the 50th percentile of the world distribution in 1992 
(used as the beginning of the conflict) and reached the 75th percentile 
of the world distribution in 1994. In the Republic of Yemen, the 
uprising started in January 2011, which set the stage for the escalation 
into civil war in 2014.

This broader agenda motivates the next chapter. 
While the first part of this report examines how 
conflict is reshaping economic conditions in the 
short run, the second turns to what can shape 
growth trajectories in the long run. In particular, 
the second chapter considers the role of industrial 
policy in fostering structural transformation, sup-
porting diversification, and building more produc-
tive private sectors. The shift in focus is intentional. 
While conflict forces policymakers to respond to 
immediate macroeconomic and social pressures, 
lasting prosperity depends on whether countries 
can build the institutions, capabilities, and compet-
itive sectors needed for sustained growth. Moving 
from conflict to growth, therefore, is not a depar-
ture from the central theme of the MENAAP 
Economic Updates but a continuation of it: In a 
region marked by recurrent shocks, the central 
challenge is not only to withstand crises but also to 
create the foundations for stronger, more resilient, 
and more inclusive development.

FIGURE 1.13 Counterfactual estimates of 
income per capita for MENA countries in 
conflict
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Sources: International monetary Fund, Investment and capital stock dataset 
(Penn world table 10.01); uppsala conflict data Program georeferenced event 
dataset (ucdP); and world bank calculations and world development Indicators.

Note: PPP = purchasing power parity. Income per capita is relative to the frontier, 
united states (us = 1).to determine what the standard of living in a country in 
conflict would be were there no conflict, economists construct a group of countries 
that were so similar to the conflict country before the crisis that, taken together, 
their standards of living could reasonably proxy what would have happened in the 
conflict country. menA is the average of the impact of conflict on selected countries 
(Algeria, Iraq, the syrian Arab Republic, the west bank and gaza, and the 
Republic of yemen), while counterfactual menA is the average of each country’s 
counterfactual in the absence of conflict. Aggregate gdP for each country is 
obtained by applying growth rates from national accounts to the level of gdP in PPP 
in 2017. more precisely, the growth rate of real gdP at constant 2017 national prices 
is applied to the expenditure-side real gdP level at chained PPPs in 2017. Income 
per capita is then obtained by dividing aggregate gdP by population. the conflict 
variable is a dummy variable taking values equal to 1 when a country exceeds the 
75th percentile of fatalities per million people (33), in the world distribution (best 
in ucdP). In the figure, 0 represents the start of the conflict. weights assigned to 
countries in the control group are used to create the counterfactuals. 
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ANNEX 1A Macro Poverty Outlook

TABLE 1A.1 Real GDP per capita growth, inflation, current account balance, and fiscal account balance 
estimates and forecasts, 2025–26 

Real GDP per capita 
growth (percent)

Inflation (percent)
Current account 

balance  
(percent of GDP)

Fiscal account 
balance  

(percent of GDP)

2025e 2026f 2025e 2026f 2025e 2026f 2025e 2026f

MENAAP (excl. the Islamic Republic 
of Iran)

1.8 0.1 1.8 3.0 1.8 3.3 −4.0 −2.9

  MENA (excl. the Islamic Republic 
of Iran)

2.6 0.1 1.4 2.9 2.1 4.0 −3.8 −2.8

 Gulf Cooperation Council 2.3 −0.5 1.1 3.4 5.2 7.5 −2.4 −1.4

  Qatar 1.0 −7.4 0.5 2.7 15.4 8.8 −1.0 −3.7

  united Arab emirates 3.2 0.6 1.3 2.5 13.8 13.6 4.7 4.4

  saudi Arabia 2.7 1.4 2.0 2.8 −2.7 3.3 −6.0 −3.0

  bahrain 1.1 −0.6 0.3 4.7 3.5 2.4 −10.8 −10.2

  kuwait 0.9 −7.7 2.4 4.0 26.8 22.4 −2.5 −6.6

  oman −1.4 −0.8 0.9 4.1 −1.0 3.4 0.7 3.1

  Developing oil exporters (excl. the 
Islamic Republic of Iran)

1.4 −2.6 1.4 3.0 −3.4 0.0 −7.2 −4.3

  Algeria 2.5 2.4 1.4 2.8 −5.9 −2.4 −13.0 −7.4

  Iraq −2.8 −10.4 0.3 3.0 −1.3 −2.1 −2.1 −2.6

  Libya 12.2 3.4 2.1 3.2 0.2 23.6 0.0 5.3

 Developing oil importers 1.5 2.0 4.2 3.9 −2.8 −3.7 −5.6 −5.5

  Arab Republic of egypt 3.1 2.4 20.9 13.6 −4.2 −4.2 −7.1 −7.6

  tunisia 1.9 2.0 5.7 5.5 −2.4 −3.7 −5.2 −6.1

  Jordan 1.8 2.0 1.8 2.9 −5.2 −6.0 −5.2 −5.3

  morocco 3.7 3.3 0.8 2.4 −2.1 −3.3 −3.6 −3.8

  djibouti 4.6 4.0 0.0 2.0 16.8 19.2 0.9 −0.6

  Pakistan 1.5 1.4 4.5 7.4 0.5 −1.2 −5.4 −4.3

  west bank and gaza 1.7 3.2 10.5 −7.0 −17.6 −15.5 −7.7 −8.7

  Afghanistan −5.6 0.5 4.0 5.0 −36.1 −38.5 −0.2 −0.3

 Economies not included in aggregates

  Islamic Republic of Iran −3.4 n/A 49.1 n/A 0.2 n/A −4.4 n/A

  Lebanon 2.7 n/A 14.8 n/A −15.8 n/A 0.0 n/A

  syrian Arab Republic −1.8 n/A 11.5 n/A 0.1 n/A 1.4 n/A

  Republic of yemen −4.3 −3.3 20.0 10.6 −14.7 −16.5 −0.5 −0.7

Source: world bank’s macro Poverty outlook, April 2026.

Note: countries are listed in descending order based on 2023 gdP per capita (constant 2021 PPP$) within each category. data are rounded up to a single digit. data for Islamic Republic of Iran 
and Afghanistan are for fiscal years beginning march 21–22 and ending on march 20–21. data for the Arab Republic of egypt and Pakistan are for fiscal years beginning July 1 and ending June 
30. Regional and subregional real gdP per capita growth rates are calculated as the growth rate of the sum of real gdP divided by the sum of population of the group. current account balance 
and fiscal balance regional and subregional averages are calculated using current year nominal gdP levels as weights. Islamic Republic of Iran, Lebanon, the syrian Arab Republic, and the 
Republic of yemen are excluded from regional and subregional averages due to uncertain values. Real gdP per capita growth for Iraq and Pakistan are based on real gdP at constant factor 
prices. current account balance and fiscal account balance values for Iraq are expressed as share of gdP at factor prices. Figures for syria are provisional, may be subject to revision, and may 
diverge from official projections. e = estimate; f = forecast; n/A = not available; PPP = purchasing power parity.
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KEY MESSAGES

• Over the past decade, the number of active industrial policies—government action expected to increase 
strategic business activity—has increased more than threefold in high-income and middle-income 
MENAAP (Middle East, North Africa, Afghanistan, and Pakistan) economies. 

• Industrial policy often operates through indirect and less visible channels in the region, not only through 
ministries and formal policy announcements but also through state-owned enterprises, sovereign wealth 
funds, and other quasi-public institutions.

• Differences in fiscal space, government bandwidth, market size, and exposure to conflict mean that Gulf 
Cooperation Council (GCC) economies, developing oil exporters, oil importers, and fragile states face 
very different industrial policy options and constraints.

• GCC countries, given their larger resources, make more use of subsidies and localization measures, while 
developing oil exporters and oil importers depend more on import-related measures, reflecting more 
limited fiscal and institutional capacity.

• Industrial policy in MENAAP follows a “stepping stone” approach. Across the region, policymakers aim 
to move toward higher complexity industries that are close to existing capabilities while creating future 
growth opportunities.

CHAPTER 2

Industrial Policy in the 
MENAAP Region

Continued
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KEY MESSAGES (continued)

• Four case studies across the region in Dubai, the Arab Republic of Egypt, Morocco, and Pakistan highlight 
the heterogeneity in industrial policy experiences. From these experiences, two main elements emerge: 
an effective institutional setup for public-private dialogue and a public workforce with the expertise to 
engage in that dialogue.

• Industrial policy can help, but it cannot substitute for broader reform. Industrial policy is most likely to 
succeed when it addresses genuine market failures and is backed by capable institutions, clear objectives, 
discipline, and extensive data collection and rigorous evaluation. Where weak governance, macroeconomic 
instability, or political capture are the deeper constraints, industrial policy is unlikely to deliver lasting results.

Introduction
Industrial policy has returned to the center of eco-
nomic policy debates worldwide, but its role in the 
MENAAP region is shaped by a set of character-
istics that make the region unique. In addition to 
increased fragility, MENAAP economies face a par-
ticularly difficult combination of challenges: weak 
private-sector productivity, chronically underper-
forming labor markets, limited job creation for rap-
idly growing populations, and, in many countries, 
a heavy dependence on hydrocarbons or other nar-
row sources of growth. At the same time, the region 
is highly heterogeneous. High-income Gulf econo-
mies, middle-income oil importers, developing oil 
exporters, and conflict-affected states differ sharply 
in their fiscal space, institutional capacity, market 
size, and exposure to external shocks. These differ-
ences matter because they shape not only why gov-
ernments turn to industrial policy but also which 
tools they can realistically deploy and through 
which institutions those policies are carried out.

There are many definitions of industrial policy. The 
working definition employed throughout this chap-
ter is the one offered by Fernandes and Reed (2026): 
Industrial policy is a government action expected to 
increase strategic business activities. Based on this 
definition, this chapter shows that industrial policy 
in MENAAP is both more widespread and more 
distinctive than standard measures often suggest. In 
line with global trends, official announcements—an 
accepted measure of industrial policy—have risen 
sharply over the past decade, faster than among com-
parable countries elsewhere. Furthermore, industrial 

policy in MENAAP often operates through less evi-
dent channels, including state-owned enterprises 
(SOEs) and sovereign wealth funds (SWFs), mean-
ing that counts based on official announcements 
may understate its true prevalence. 

The mix of industrial policy tools also differs across 
country groups. GCC economies make more use 
of subsidies and local sourcing requirements, while 
developing oil exporters and oil importers rely more 
on import-related policies. Across the region, govern-
ments tend to target sectors already viewed as stra-
tegic in national development plans (NDPs)—the 
strategic blueprints that outline a country’s economic 
and social goals—such as tourism and chemicals. 
However, actual policy support is often clustered 
around a narrower set of activities, following a gradual 
“small steps” logic that favors sectors closer to existing 
capabilities while seeking entry into more complex 
products with higher long-term opportunity gain.

The chapter argues, however, that the effectiveness 
of industrial policy in MENAAP depends less on 
ambition than on fit. Countries with greater govern-
ment bandwidth, more fiscal space, and larger effec-
tive markets can deploy a broader set of instruments, 
including more targeted ones with fewer unintended 
consequences. Where those conditions are absent, 
governments are more likely to rely on second-choice 
tools such as tariffs or broad market incentives. This 
prioritization is also recommended by Fernandes 
and Reed (2026). However, industrial policy is 
not a substitute for sound macroeconomic man-
agement, stronger governance, or broader private- 
sector reform. Moreover, in environments marked  
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by weak institutions or close ties between political 
and business interests, industrial policy can be cap-
tured, poorly targeted, or used in ways that reinforce 
existing distortions.

The main conclusion is, therefore, an optimistically 
cautious one. Industrial policy can help MENAAP 
countries diversify, build capabilities, and support 
structural transformation, and the region offers 
important examples of partial success—from Moroc-
co’s automotive industry to Dubai’s digital ecosystem. 
But industrial policy works best when it is selective 
and disciplined, embedded in credible public-private 
coordination, matched to country capabilities, and 
subject to clear objectives. Rigorous data collection 
and monitoring and evaluation must be part of the 
industrial policy design from the initial stage. Finally, 
policies should be governed by a sunset mechanism, 
with a clearly defined end date that is strictly adhered 
to unless a transparent review justifies extension. In 
conclusion, the question is not whether industrial 
policy should be used in MENAAP. It increasingly 
is. The relevant question is whether it is being used 
in ways that are feasible, accountable, and aligned 
with the region’s deeper economic constraints and 
long-term development objectives. 

The road map for the chapter is as follows. It begins 
by defining industrial policy and showing why, in 
the MENAAP context, the concept extends beyond 
formal policy announcements to include the role of 
SOEs, SWFs, and other quasi-public institutions. It 
then examines why governments in the region turn 
to industrial policy, focusing on key challenges: 
weak productivity, limited job creation, and slow 
diversification. Next, the chapter documents the 
increase in industrial policy use across MENAAP 
and shows how the mix of instruments differs 
across GCC economies, developing oil exporters, 
oil importers, and fragile states according to dif-
ferences in fiscal space, government bandwidth, 
and market size. It then explores which sectors are 
being targeted and argues that industrial policy 
often follows a stepping-stone logic in the region, 
favoring activities close to existing capabilities while 
also seeking future gains in complexity. Finally, it 
assesses the institutional vehicles through which 
industrial policy is implemented and argues that, 
while industrial policy can support diversification 

and structural transformation, its success depends 
on strong institutions, clear objectives, and disci-
plined implementation and is based on comple-
mentary reforms in governance, competition, and 
macroeconomic management.

Industrial policy: An elusive 
concept
Industrial policy “means different things to different 
people.”1 The late economist Paul Geroski opined 
in 1989 that a “random collection of six economists 
is sure to produce at least a dozen different opinions 
on the subject” of industrial policy. The definition 
used in this chapter—industrial policy is a govern-
ment action expected to increase strategic business 
activities—is broader than generally used in aca-
demic literature. It focuses on the expected impact 
of the implemented policies in terms of increasing 
certain types of economic activity in a certain sector 
rather than any other objectives stated when poli-
cies were announced. 

This definition has three elements: The first is 
“government,” which includes the institutions that  
design and implement industrial policy. Govern-
ment comprises official entities, ministries, and 
agencies but also less common ones like national 
development banks (NDBs), SOEs, and SWFs 
when it comes to implementation of industrial pol-
icy. The second element is “actions”—the policies 
themselves, the tools that are deployed. The third 
element is “strategic business activities,” which pres-
ent the notion that an industrial policy is expected 
to affect some activities and not others. 

element 1: government

Government institutions charged with undertak-
ing industrial policy should have the best manage-
rial talent with the right academic and professional 

1This is a sentiment voiced by the OECD’s competition committee in 
their Series Roundtable on Competition Policy No. 96, “Competition 
Policy, Industrial Policy and National Champions” and echoed in 
Evenett (2003) in “Study on Issues Related to a Possible Multilateral 
Framework on Competition Policy”; Vyshnevsky and Dementiev (2011) 
in “Industrial Policy for Ukraine: Theoretical Aspects”; and Pack and 
Saggi (2006) in “Is There a Case for Industrial Policy? A Critical Survey.”
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credentials. These technocrats should be shielded 
from politics—which can be difficult to achieve in the 
MENAAP region because political power and busi-
ness interests are closely intertwined. In addition to 
formal government institutions, such as ministries, a 
number of other entities can play roles in industrial 
policy: (1) NDBs, (2) SOEs, (3) SWFs, (4) cluster  
initia tives, (5) public-private dialogue and coordi-
nation agencies, (6) innovation and research and 
develop ment (R&D) agencies, (7) investment pro-
motion agencies, and (8) export promotion agen-
cies. This chapter examines the roles played in 
carrying out industrial policy by SOEs, because they 
are so ubiquitous in the region, and SWFs, because 
of their importance in GCC economies.

element 2: Policy tools

Industrial policy tools cover three broad categories: 
(1) tailored public inputs, (2) market incentives, 
and (3) macroeconomic interventions. 

Tailored public inputs

In general, public inputs, such as skills develop-
ment programs or industrial parks, can affect all 
industries. But when they are designed for a specific 
industry, they become an industrial policy tool. They 
are often referred to as “soft” industrial policy and 
encompass skills development programs, industrial 
parks, quality standards, and market access assis-
tance. MENAAP countries regularly use tailored 
public inputs as part of their industrial policies. 

Skills development

In Morocco, with a wide range of industrial policies 
targeting the auto industry, professional training 
centers were created to offer apprenticeships and 
firm-specific training for the automotive workforce. 
These programs are closely aligned with industry 
needs; the centers operate under a public-private 
partnership model in which training programs are 
developed in collaboration with the companies. 

In the Arab Republic of Egypt, personnel train-
ing is one of the core activities of tourism-sector 
development. State-led workforce training, public- 
private joint initiatives, and multisectoral partner-
ships enhance service quality and strengthen human 

capital in Egypt’s accommodation and hospitality 
sector. For instance, in 2024, nearly 43,000 tourism 
workers were trained across various fields, includ-
ing hospitality, food safety, and sustainable tourism. 
Moreover, public-private training collaborations are 
helping expand workforce capacity. For example, 
joint initiatives among the Ministry of Tourism and 
Antiquities (MoTA), industry associations, and pri-
vate companies trained hundreds of hospitality pro-
fessionals in such important destinations as Cairo, 
Sharm el-Sheikh, and Hurghada on the Red Sea. 

Industrial parks

Dubai Internet City was created as a specialized 
“ecosystem” to host the information and commu-
nications technology (ICT) sector. It provided such 
tailored inputs as solid telecommunication con-
nections with much lower faults rates and offered 
technology companies access to digital networks at 
a price other advanced economies could (or would) 
not match. In so doing, the government created an 
environment specifically optimized for the opera-
tional and connectivity needs of global technology 
firms as part of Dubai’s desire to become a digital 
hub. 

Industrial clusters were at the heart of Morocco’s 
effort to grow an auto industry. Six industrial parks 
host auto suppliers in the country. Around Tangier, 
the Tanger-Med Industrial Platform connects local 
free zones with the Tanger-Med port. These free 
zones combine features of industrial parks—such 
as the infrastructure needed for production and 
distribution—and the features of special economic 
zones, which include tax and customs benefits, 
efficient customs procedures, and access to capital 
flows. The areas near special economic zones have 
seen an increase in economic activity, as proxied by 
nighttime light intensity (box 2.1).

Quality standards

In 1999, Tunisia enacted national organic regula-
tions, delineating requirements in production, pro-
cessing, handling, and marketing of organic food. In 
setting standards, Tunisia referenced international 
standards, such as the European Union’s organic 
regulation, which facilitated the European Union’s 
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BOX 2.1 Special economic zones drive growth in surrounding areas: Evidence from nighttime lights’ 
intensity

Evidence suggests that special economic zones (SEZs) 
are linked to higher economic activity in nearby areas, as 
measured by growth in nighttime lights (figure B2.1.1). 
The analysis covers 132 SEZs in MENAAP countries 
and 1,821 SEZs in 22 other countries from a sample 
created by the European Bank for Reconstruction and 
Development (EBRD) for which the year of estab-
lishment—or, if unavailable, the year of announce-
ment—is known. It combines SEZ location data with 
a harmonized global data set on nighttime lights cover-
ing 1992–2021 (Li et al. 2020).

To see how effects vary with distance, the analysis 
looks at a set of rings around each SEZ. It starts with 

the area within 2 kilometers of the zone, then moves 
outward in bands of 2–4 km, 4–6 km, 6–8 km, and so 
on, using the outer 70–100 km band as a benchmark. 
It then compares the change in nighttime light inten-
sity in each band between the year before the SEZ was 
established or announced and three years later.

Figure B2.1.1 shows that the economic effects of SEZs 
are strongest close to the zone and fade with distance. 
In MENAAP countries, these effects appear stronger 
than in the European countries in the comparison 
group. As in the rest of the EBRD sample, the largest 
growth spillovers in MENAAP are found within about 
40 km of the SEZ.

FIGURE B2.1.1 Association between the establishment of SEZs and the growth in nighttime 
lights

0

5

10

15

20

2 4 6 8 10 15 20 30 40 50 70
Distance from SEZ (km)

Rest of world SEZs
MENAAP SEZs

Increase in NTL density (percent) vs. 100 km baseline

Sources: ebRd (2024) data set on seZs, Li et al. (2020), and world bank calculations.

Note: to estimate the spatial spillover effects of seZs, we use a harmonized global ntL data set (1992–2021) as a proxy for localized economic growth, restricting our analytic 
sample to seZs established between 1993 and 2018. For each seZ, we construct concentric, donut-shaped distance bands at 0–2, 2–4, 4–6, 6–8, 8–10, 10–15, 15–20, 20–30, 
30–40, 40–50, 50–70, and 70–100 km, calculating the log difference in mean ntL density for each ring between the year prior to establishment (t–1) and three years’ post-
establishment (t+3). we estimate a two-way fixed effects regression—controlling for seZ-level and establishment year fixed effects to isolate macroeconomic and temporal 
shocks—using the outermost 70–100 km ring as the baseline counterfactual to capture standard background growth. using conditional marginal effects, the resulting plot 
displays the relative distance band estimates alongside their 95 percent confidence intervals separately for the menAAP region and the rest of the world. the ebRd sample 
consists of select countries in the menAAP region and ecA region. ecA = europe and central Asia; km = kilometers; ntL = nighttime lights; seZs = special economic zones.

endorsement of Tunisia’s regulations. In addition to 
setting standards, Tunisia gave a 30 percent subsidy 
of the cost of equipment used in organic agriculture 
and subsidized 70 percent of certification fees—
which helped farmers absorb the costs of transi-
tioning from traditional to organic production 
(ISOFAR 2016). In 20 years, by 2019, Tunisia had 
become the world’s largest exporter of organic olive 

oil—accounting for 65 percent of global exports 
(CBI 2024). Tunisian organic dates have also had a 
significant growth in exports. 

Market access assistance

In Egypt’s tourism sector, MoTA has also expanded 
market access through sector-specific promotional 
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campaigns and strategic partnerships to promote 
its diverse tourism offerings. It also enacted such 
regulatory reforms as streamlined visa procedures to 
lower entry barriers for foreign visitors and reduce 
transaction costs associated with travel to Egypt. 
These measures constitute indirect market access 
assistance by lowering regulatory and informational 
barriers for foreign consumers to enhance interna-
tional demand for Egypt’s tourism services.

Market incentives

Market incentives are policies that encourage activ-
ities in one specific industry over another by chang-
ing the relative price of inputs or outputs. These 
include subsidies—on production, R&D, exports, 
or consumption of a product or service. Commodity 
export bans, tariffs and quotas on imports, and local 
content requirements are also considered market 
incentives. Technology transfer quid pro quos—
which require foreign investors to form joint ventures 
with local businesses and share knowledge—are also 
in this category. The region abounds with examples 
of industrial policy market incentives.

Public procurement

The government of Dubai boosted demand for 
digital services through its 2000 e-Government ini-
tiative, which aimed to digitalize the government. 
This policy generated guaranteed contracts for pri-
vate tech firms, effectively guaranteeing a market 
for their services. 

Production subsidies

Egypt took several steps to support local fertilizer 
production. The price of natural gas, the principal 
input in fertilizer, is controlled and heavily subsi-
dized. Fertilizer makers must sell a portion of their 
production to the Egyptian government, which 
sells it to Egyptian farmers at below-market rates 
(Kurdi et al. 2020). Any additional production can 
be sold on the international market. As a result, 
foreign sales of the heavily subsidized output have 
made Egypt the world’s eighth-largest exporter of 
fertilizer (OEC 2024).

In the early 1960s, Pakistan subsidized production 
for the soccer ball manufacturing cluster in the 

city of Sialkot. The government implemented an 
export rebate scheme that enabled manufacturers 
to reclaim customs duties, sales tax, and excise paid 
on imported inputs used to make exported prod-
ucts, which improved cash flow and international 
competitiveness.

Production subsidies include subsidies for capital 
investments. Morocco supported funding for the 
automotive firms that invested in projects such 
as buildings and capital equipment. Similarly, in 
2024, the Central Bank of Egypt, funded by the 
Ministry of Finance, launched a credit facility offer-
ing EGP 50 billion in loans at a preferential interest 
rate to companies that built new hotel capacity. The 
program supports hotel construction, renovation, 
and the reopening of nonoperational properties. By 
reducing financing costs in a high-interest environ-
ment, the scheme operates as a targeted financial 
subsidy to accelerate accommodation expansion 
and strengthen sector capacity.

Macroeconomic interventions

Macroeconomic interventions do not target specific 
industries but change the relative prices of certain 
activities. This industrial policy includes strategic 
exchange rate devaluations and R&D tax credits, 
which are used more prominently in advanced 
economies.

element 3: being strategic 

The desire to affect some activities and not oth-
ers is at the heart of industrial policies. They can, 
and often are, aimed at more than manufacturing. 
Governments may identify agriculture, mining, 
or services sectors as “strategic” to achieving some 
objective. For example, a government with chronic 
foreign exchange shortages might make tourism 
strategically important because of its potential to 
bring in foreign currency.

Industrial policies have a differential effect on some 
sectors and not others. General education policies—
such as those affecting primary or secondary school 
policy—are not typically considered industrial, but 
specialized vocational training programs—say for 
welding in shipbuilding—could be an industrial 
policy favoring sectors that employ welders.
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Why undertake industrial 
policy in MENAAP?
Industrial policy is often understood differently by 
economists and policymakers, but these perspec-
tives are more complementary than contradictory. 
Economists typically justify industrial policy as a 
response to market failures, where private markets 
underprovide activities with high social returns. 
Policymakers, by contrast, tend to frame industrial 
policy in terms of the concrete challenges confront-
ing their economies: weak job creation, low pro-
ductivity, limited diversification, skills mismatches, 
or environmental vulnerability. 

A useful way to think about this distinction is 
through the image of an iceberg (figure 2.1). 
Above the waterline are the problems policymakers 
observe directly: high unemployment, insufficient 
private-sector dynamism, overreliance on hydro-
carbons, or gaps between workforce skills and firms’ 
needs. Below the surface lie the underlying causes. 

Some are consequences of market failures—such as 
coordination failures, lack of knowledge spillovers, 
or underinvestment in worker training—while 
others reflect deeper institutional weaknesses, reg-
ulatory distortions, or governance failures. This 
distinction between the perspectives of economists 
and policymakers is critical, because industrial pol-
icy is most effective in addressing visible symptoms 
when the underlying causes relate to market fail-
ures. In cases where weak governance, macroeco-
nomic instability, or political capture are the deeper 
constraints, industrial policy is unlikely to deliver  
lasting results.

Consider skills mismatches. Policymakers may 
observe firms struggling to find workers with the 
capabilities they need. From an economist’s per-
spective, one explanation is that firms underinvest 
in training because they cannot fully appropriate 
its benefits: Trained workers may leave for competi-
tors, even though the whole economy benefits from 
a more skilled labor force. This is a textbook exter-
nality and, therefore, a legitimate rationale for inter-
vention (Brunello and De Paola 2004). At the same 
time, skills gaps may also reflect weak education 
systems or poor-quality regulation (such as teacher 
certification). Industrial policy can help in the first 
case, but it is less likely to succeed if the underlying 
problem lies elsewhere, such as weak education or 
poor regulation systems.

Industrial policy as a response 
to market failures

The standard economic justification for industrial 
policy is the correction of market failures (Rodrik 
2008). One prominent example is coordination 
failure. Firms may benefit from physically locat-
ing near one another or investing simultaneously 
in related activities, yet no individual firm may be 
willing to move first unless others do the same. 
Governments can help overcome this problem 
through place-based interventions such as indus-
trial parks, export zones, or enabling infrastructure. 
The same logic applies to emerging technologies. 
Consumers may be reluctant to adopt electric vehi-
cles in the absence of charging networks, while 
firms may hesitate to build charging infrastructure 
until demand for electric vehicles has materialized. 

FIGURE 2.1 Iceberg model of industrial 
policies

Source: AI-created figure for this publication. claude sonnet 3.5 was prompted on 
January 23, 2026, to generate a sketch of an iceberg, label the three parts of the 
iceberg as indicated in the figure, insert the examples provided in each part, and 
color the parts accordingly.
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In such cases, public action can help shift the econ-
omy toward a higher-level equilibrium.

Another justification lies in learning-by-doing and 
support for infant industries. New sectors often 
require experimentation, capability building, and 
the gradual accumulation of know-how before 
they can become competitive. Firms may be reluc-
tant to enter such activities because the costs are 
immediate, while some of the benefits—especially 
knowledge spillovers—accrue to other firms. When 
private incentives to invest in new activities fall 
short of their broader social returns, temporary 
public support may be warranted.

Industrial policy may also be justified where it helps 
generate agglomeration economies and productivity 
spillovers. Clustering firms in related activities can 
create a deeper labor pool, specialized suppliers, and 
opportunities for knowledge diffusion that reduce 
costs and raise productivity across the sector. Dubai 
Internet City illustrates this dynamic. Concentration 
of a large number of technology firms and workers in 
one location helped create specialized labor markets, 
foster supplier ecosystems, and support the faster cir-
culation of ideas and capabilities.

Industrial policy as a response to 
structural transformation

In practice, however, governments rarely design 
industrial policy around explicit diagnoses of mar-
ket failure. They are more likely to use it as a tool to  
address pressing structural challenges. In the 
MENAAP region, these challenges include insufficient 

job creation, weak productivity, slow diversification, 
and rising environmental stress. NDPs provide a use-
ful window into how governments themselves frame 
these priorities.

A review of 19 NDPs—including Saudi Arabia’s 
Vision 2030, Egypt’s National Agenda for Sustain-
able Development, and Iraq’s National Develop-
ment Plan—reveals a high degree of convergence 
across countries with otherwise diverse income levels 
and economic structures. Figure 2.2 is a word cloud 
derived from these 19 documents, mapping the 
region’s policy landscape into widely identified chal-
lenges and objectives, where each term represents a 
recurring topic. Despite their differences, govern-
ments across the region consistently identify a simi-
lar set of concerns: inadequate job creation, sluggish 
economic growth, weak private-sector develop ment, 
and insufficient diversification. 

Industrial policy for jobs

Employment generation stands out as the 
most immediate and widely shared priority. 
Unemployment is identified as a key challenge in 
15 of the 19 plans, while job creation appears as an 
objective in all 19. In some cases, the scale of labor 
market distress is severe. Djibouti reports an overall 
unemployment rate of 47 percent and 70 percent 
among those under age 30. Even in higher-income 
economies, labor market pressures persist in the 
form of youth joblessness. In Kuwait, for instance, 
overall unemployment is relatively low, yet one in 
four Kuwaitis ages 15–24 who want work cannot 
find a job.

FIGURE 2.2 Challenges and objectives identified in national development plans

B. Objectives A. Challenges

Sources: national development plans from Afghanistan; Algeria; bahrain; djibouti; egypt, Arab Rep.; Iraq; Jordan; kuwait; Libya; morocco; oman; Pakistan; Qatar; saudi 
Arabia; syrian Arab Republic; tunisia; united Arab emirates; the west bank and gaza; and yemen, Rep. 

Note: google gemini AI (notebookLm) was used first to build a list of keywords for challenges and for objectives, then to count how many documents each word appeared 
in. A human and a Perplexity cross-check was conducted to produce the final statistics.
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A closely related concern is the mismatch between 
labor supply and labor demand. Human capital 
development is a stated goal in 18 of the 19 NDPs. 
Pakistan emphasizes shortages of skilled labor, while 
Saudi Arabia notes the gap between education out-
comes and market needs. These challenges are often 
intensified by persistent emigration of skilled work-
ers from some countries, which weakens domestic 
capabilities and complicates the transition toward 
higher-value, knowledge-intensive activities.

Weak growth and low productivity are also pervasive 
concerns. Seventeen of the 19 plans identify slow 
or stagnant growth as a major challenge. Although 
many of these plans were prepared in the early 
2020s, during or just after the COVID-19 shock, 
the diagnosis is more fundamental: The region has 
long faced weak productivity growth and insuffi-
cient private-sector dynamism. It is, therefore, not 
surprising that all 19 plans place strong emphasis on 
empowering the private sector (Gatti et al. 2025a).

Firm-level evidence reinforces this picture. World Bank 
Enterprise Surveys suggest that sales-per-worker 
growth and employment growth in MENAAP coun-

tries have generally lagged those of income peers 
(Gatti et al. 2025b). At the same time, productivity 
dispersion (as measured by the interquartile range 
of sales per worker) within sectors appears relatively 
high, pointing to possible misallocation, weak com-
petition, or other distortions (figure 2.3). When 
similar firms within the same industry perform very 
differently, governments may view industrial policy 
as a means of raising efficiency, easing bottlenecks, 
and supporting structural upgrading.

Industrial policy for diversification and 
resilience

For many countries in the region, industrial policy 
is also a response to the limits of hydrocarbon-led 
growth. Reliance on oil and gas revenues exposes 
economies to commodity price volatility while gen-
erating too few jobs, given the capital-intensive nature 
of the sector. Iraq illustrates the scale of this vulnera-
bility: In recent years, oil revenues have accounted for 
more than 90 percent of federal revenues, leaving pub-
lic finances highly exposed to swings in global prices.

Against this backdrop, economic diversification has 
become a central policy objective across the region, 

FIGURE 2.3 Dispersion of sales per worker in specific industries
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Note: Panels show the interquartile range (75 percentile minus 25 percentile) of firm-level log labor productivity, measured as firms’ average sales growth per full-time worker between the last 
fiscal year and two years prior based on recall variables. AFg = Afghanistan; bhR = bahrain; dJI = djibouti; egy = egypt, Arab Rep.; IRQ = Iraq; JoR = Jordan; kwt = kuwait; Lbn = Lebanon; 
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for there has been measurable progress. Hydrocarbon 
income as a share of GDP have fallen substantially 
across the Gulf since 1980, including large declines 
in Bahrain and Qatar. Yet the underlying challenge 
remains unresolved. The region still faces the task 
of building more diversified, employment-intensive, 
and productivity-enhancing growth models.

As is the case globally, MENAAP countries are 
confronting mounting environmental and climate- 
related pressures. More than two-thirds of the 
NDPs identify environmental vulnerability and 
water scarcity as major challenges, while all 19 rec-
ognize food security as a strategic objective. Coun-
tries such as Iraq and Jordan face chronic water 
stress, while Pakistan remains highly exposed to 
both flooding and increasing water stress. In 2022, 
floods reduced Pakistan’s GDP by an estimated  
2.2 percent.2 Djibouti, by contrast, has experienced 
repeated droughts that have weakened domes-
tic agriculture and increased dependence on food 
imports. These pressures help explain why environ-
mental sustainability and green growth now feature 
prominently in national development strategies 
across the region.

That said, the region is not homogeneous. High-
income GCC countries face a different set of con-
straints than lower-income or conflict-affected 
economies. Food insecurity, informality, and post-
conflict recovery are more central in some develop-
ing economies than in the Gulf. This heterogeneity 
underscores the importance of tailoring industrial 
policy to country-specific conditions rather than 
applying a uniform template across the region.

Industrial policy is not a substitute for 
broader reform

A visible economic challenge does not, by itself, 
mean that industrial policy is the right response. 
Some problems reflect market failures, but oth-
ers stem from weak institutions, poor regulation, 
low-quality education systems, or deeper political 
economy constraints. Liaqat and Nugent (2015), 
for example, argue that low private investment 
in training in the Middle East and North Africa 

2Estimates of the direct impact of the floods from Pakistan Floods 2022 
Post-Disaster Needs Assessment (World Bank 2022a).

reflects not only firm-level incentives but also short-
comings in labor regulation and basic education.

This distinction matters because industrial policy 
is most effective when it is directed at the right 
problem. When it is used to address challenges 
rooted instead in weak institutions, poor regu-
lation, or broader governance failures, it may be 
ineffective or even counterproductive. This risk 
is especially acute in the MENAAP region, where 
political and business interests are often closely 
intertwined. In such settings, targeted support 
can be captured by politically connected firms 
or sectors, turning industrial policy into a vehi-
cle for rent-seeking rather than structural trans-
formation and reinforcing, instead of correcting, 
existing distortions. Before 2011, Tunisia offers an 
example: Politically connected firms at that time 
accounted for a disproportionate share of employ-
ment, output, and profits, especially in sectors 
subject to restrictions on foreign direct investment 
(Rijkers, Freund, and Nucifora 2014). Although 
causality is difficult to establish conclusively, the 
evidence suggests that these politically connected 
firms were able to use regulation for private gain. 
Because industrial policy, by definition, grants 
preferential support to selected sectors, indus-
tries, or groups of firms for strategic reasons, the 
absence of transparency, discipline, and account-
ability creates significant scope for such support 
to be steered toward private interests rather than 
broader development objectives.

That is why the institutional setting matters so 
much. Rodrik (2008) argues that institutions sup-
porting industrial policy should possess three core 
qualities: embeddedness, discipline, and account-
ability. Embeddedness means structured and credi-
ble engagement between government and business, 
allowing policymakers to understand private-sector 
constraints without becoming captured by them. 
Discipline requires both “carrots and sticks”: incen-
tives to encourage investment in new activities but 
also credible mechanisms to withdraw support from 
firms or projects that fail to perform. Accountability 
requires agencies to be answerable both to other 
parts of government and to the public through clear 
mandates, measurable targets, transparency, and 
regular reporting. Ideally, the institutions involved 
in industrial policy should operate as a meritocratic 
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technocracy. Fernandes and Reed (2026) similarly 
call for “a body of skilled civil servants with broad 
authority over industrial policy tools, insulated from 
political and interest-group pressures.”

Industrial policy is, therefore, not a substitute for the 
basic foundations of a healthy economy. It cannot 
compensate for weak governance, macroeconomic 

instability, poor contract enforcement, burdensome 
regulation, or an uneven competitive playing field. 
Its effectiveness depends heavily on the broader 
policy environment in which it operates (Fernandes 
and Reed 2026).

This point is particularly relevant in MENAAP, 
where deeper structural constraints remain binding 

FIGURE 2.4 Major constraints cited by MENAAP firms
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Source: world bank calculations based on world enterprise surveys.

Note: AFg = Afghanistan; dJI = djibouti; egy = egypt, Arab Rep.; IRQ = Iraq; JoR = Jordan; Lbn = Lebanon; mAR = morocco; sAu = saudi Arabia; tun = tunisia; yem = 
yemen, Rep. PPP = purchasing power parity. All four panels are based on the latest survey available per country after the year 2009. the surveys included are (survey year in 
parentheses): AFg (2014), bhR (2024), dJI (2013), egy (2020), IRQ (2022), JoR (2024), kwt (2025), Lbn (2019), mAR (2023), PAk (2022), sAu (2022), and tun (2024). 

Panel A shows the share of firms that consider corruption a major/severe constraint. 

Panel b shows the share of firms that consider political instability a major/severe constraint. 

Panel c shows the share of firms that consider business licensing and permits a major/severe constraint. 

Panel d shows the share of firms that consider inadequately educated workforce as a major/severe constraint. Income group averages (excl. menAAP) are across non-
menAAP countries in the corresponding income groups. the income group averages are based on historical world bank income group classification for the year of the 
survey and excludes menAAP countries. countries are ordered in ascending 2024 gdP per capita (2021 $PPP) within income categorizations.
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in many countries. On measures such as economic 
freedom, rule of law, and control of corruption, 
the region often underperforms relative to income 
peers. World Bank Enterprise Surveys point in the 
same direction: Formal firms in low- and mid-
dle-income MENAAP countries are more likely 
than firms in comparable economies to cite cor-
ruption, political instability, burdensome licensing, 
and an inadequately educated workforce as major 
obstacles to doing business (figure 2.4).

In conclusion, industrial policy can be a useful 
instrument when it addresses genuine market fail-
ures or supports economies through major struc-
tural transitions. In MENAAP, governments are 
pursuing it in response to a set of visible and press-
ing challenges: weak job creation, low productivity, 
limited diversification, and growing environmental 
vulnerability. These concerns are real, and, in many 
cases, they reflect deeper coordination failures, 
spillovers, and capability gaps that justify public 
intervention.

But industrial policy is not a silver bullet. Its suc-
cess depends on careful diagnosis, sound design, 
and strong implementation capacity. Above all, 
it requires distinguishing between problems that 
industrial policy can help solve and those that 
instead demand broader institutional, regulatory, 

or governance reform. Where that distinction is 
made clearly, industrial policy can support diversifi-
cation, productivity growth, and resilience. Where 
it is not, it risks becoming costly, poorly targeted, or 
captured by private interests.

Industrial policy trends 
in MENAAP
menAAP countries increasingly turn 
to industrial policy tools

Over the past decade, the number of newly announ-
ced industrial policies in the MENAAP region has 
tripled. According to the Global Trade Alert (GTA) 
database, since 2016, the average number of new 
industrial policy measures has increased across 
income groups worldwide, but the rise has been 
especially pronounced among high-income and 
middle-income MENAAP countries relative to their 
income peers (figure 2.5). This pattern is consistent 
with broader global trends of renewed interest in 
industrial policy, as highlighted in earlier editions of 
this economic update (Gatti et al. 2025a).

tools of preference in menAAP

The GTA data set makes it possible to classify newly 
announced industrial policies by the policy tools 
they use. Between 2016 and 2024, GCC econo-
mies relied primarily on subsidies (figure  2.6), 
broadly mirroring the pattern observed in other 
high-income economies. However, while high- 
income economies made greater use of import pro-
tection measures, GCC countries more frequently 
imposed local sourcing requirements for goods 
and services—an instrument rarely used by other 
high-income peers. By contrast, developing oil 
exporters and oil importers in the MENAAP region 
tended to rely more heavily on import-related pol-
icy measures.

country characteristics determine 
the tools

The case for industrial policy rests on its poten-
tial to address market failures. The most effective 

FIGURE 2.5 Indexed cumulative count of countries’ trade 
measures, by income group (averages)
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Note: menAAP countries include Afghanistan; Algeria; bahrain; djibouti; egypt, Arab Rep.; Iran, Islamic 
Rep.; Iraq; Jordan; kuwait; Lebanon; Libya; morocco; oman; Pakistan; Qatar; saudi Arabia; syrian Arab 
Republic; tunisia; the united Arab emirates; the west bank and gaza; and yemen, Rep. time series in 
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measures are those implemented and not yet removed during the given year. when no removal date is 
provided, a trade measure is counted as active if its status in the gtA data set is indicated as “in force.” 
trade measures without implementation date are not considered. countries with zero active measures 
in the base year (2016) are excluded from the sample. 
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instruments are “first-choice” policies that address 
the source of the failure directly—such as the 
underprovision of critical inputs—while minimiz-
ing unintended costs (Fernandes and Reed 2026). 
When such direct approaches are not feasible, gov-
ernments often turn to broader marketwide inter-
ventions. These “second-choice” policies are less 
precise, may correct the underlying failure only 
imperfectly, and can impose additional costs by dis-
torting incentives more broadly than necessary. In 
general, the public provision of tailored inputs falls 
into the first-choice category, whereas interventions 
such as tariffs and local content requirements are 
second-choice tools; macroeconomic interventions 
are also typically second-choice.

Implementing first-choice policies, however, 
requires a high degree of precision, not only in diag-
nosing the constraint but also in tailoring support 
to the specific needs of firms and sectors. This is 
where government bandwidth becomes critical: the 
state’s capacity to engage effectively with multiple 
industries and firms at once. Fernandes and Reed 
(2026) argue that, with the exception of industrial 
parks, all first-choice industrial policy tools require 
high government bandwidth (table 2.1). Beyond 

administrative capacity, they also highlight fiscal 
space and country size as key determinants of which 
industrial policy tools are feasible in practice. The 
next section evaluates MENAAP countries along 
these three dimensions—government bandwidth, 
domestic market size, and fiscal space—to assess the 
scope each country has to deploy industrial policy.

Government bandwidth reflects the strength of a 
country’s institutional capacity: the effectiveness of 
its public administration, the quality of its technical 
staff, the degree of interagency coordination, and 
the intensity of its engagement with investors and 
private firms. Market access policies, for example, 
often depend on export promotion agencies and, 
therefore, require an efficient bureaucracy with 
the technical capability and organizational reach 
to work closely with private-sector actors. In the 
United Arab Emirates, the Ministry of Economy 
and Tourism’s export development program has set 
a national strategy for nonoil export growth, iden-
tifying 14 priority sectors and more than 180 tar-
get markets. Local agencies such as the Abu Dhabi 
Exports Office (ADEX) and Dubai Exports sup-
port this strategy through trade missions, financing 
partnerships, guarantees, and business-matching 
services, including ADEX-backed exports of United 
Arab Emirates’ firefighting vehicles to Tanzania and 
power infrastructure to Angola. Fernandes and 
Reed (2026) argue that government effectiveness, 
as measured by the World Bank, provides a useful 
proxy for government bandwidth.

Local market size captures the extent to which indus-
trial policy can be sustained by domestic demand. 
Proxied here by GDP, it reflects whether an econ-
omy is large enough to attract investment and sup-
port economies of scale at home.3 Some industrial 
policy instruments are viable only in sufficiently 
large markets. Import tariffs and demand-side sub-
sidies, for example, are more likely to be effective 
when there is a sizable domestic market that firms 
can profitably serve.

Finally, fiscal space—the government’s ability to 
raise spending or cut taxes without jeopardizing 

3The size of preferential markets can also be added to the market size.

FIGURE 2.6 Share of policy tools in 
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fiscal sustainability—shapes whether some indus-
trial policy tools are simply too costly to deploy at 
scale. It can be approximated using indicators such 
as the tax-to-GDP ratio and the debt-to-GDP 
ratio. In GCC economies, however, a low tax-to-
GDP ratio does not necessarily imply limited fiscal 
space, since governments rely heavily on nontax 
revenues, including hydrocarbon-related income 
and transfers from national oil companies. Fiscal 
space matters especially for costly instruments such 
as production and innovation subsidies, whereas 
tools like import tariffs can be used even where 
budget room is limited, because they actually gen-
erate revenue. Thus, wealthy oil exporters such as 
Saudi Arabia may be well placed to deploy gen-
erous production and innovation subsidies, while 
economies such as Egypt and Pakistan, facing 

tighter fiscal constraints, may find import tariffs 
more feasible.

Using bandwidth, fiscal space, and local market size 
as criteria, MENAAP countries can be sorted by 
which types of industrial policy are more feasible 
(figure 2.7). The rich, oil-exporting GCC econo-
mies have substantial fiscal space but, in some cases, 
smaller market size and some degree of bandwidth. 
Developing oil-exporting economies have more 
limited fiscal space, low government bandwidth, 
and small local markets. Certain oil-importing 
economies such as Egypt and Pakistan have large 
local markets but limited fiscal space and govern-
ment bandwidth. Other developing oil importers 
have small markets, have little fiscal space, and 
vary with respect to government bandwidth. For 

TABLE 2.1 Feasible industrial policy tools, by country characteristics

Minimum country requirments

No. Industrial policy tool Rank Government 
bandwidth

Local market size Fiscal space

Public inputs tailored to the needs of the activity

1 Industrial parks 1st choice

2 skills development 1st choice Large

3 market access assistance 1st choice Large

4 Quality infrastructure 1st choice Large

Market incentives

5 Production subsidies 1st choice Large Large

6 specific innovation subsidies 1st choice Large Large

7 commodity export bans 2nd choice

8 Public procurement 2nd choice Large Large Large

9 Import tariffs or quotas 2nd choice Large

10 export subsidies 2nd choice Large

11 technology transfer quid pro quo 2nd choice Large

12 Local content requirements 2nd choice Large

13 consumer demand subsidies 2nd choice Large Large

Macroeconomic interventions incentivizing a broad activity

14 competitive exchange rate devalution 2nd choice

15 R&d tax credit 2nd choice Large

Source: Fernandes and Reed (2026).

Note: R&d = research and development. 1st-choice policies in bold address market failures head-on by subsidizing the activities that are underprovided. 2nd-choice policies shape industry 
outcomes indirectly when 1st-choice policy tools are not feasible.
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countries in the region in fragile and conflict sit-
uations—Afghanistan, the Syrian Arab Republic, 
and the Republic of Yemen—most industrial policy 
tools are out of reach. 

Morocco illustrates how a country with moderate 
fiscal space, moderate government bandwidth, and 
an effectively medium-to-large market can deploy 
a broad range of industrial policy tools. Although 
its domestic market is not especially large, its prox-
imity to Europe gave firms access to a much larger 

external market, enabling the government to pursue 
an export-oriented strategy to build the automo-
tive industry. To support the sector’s development, 
Morocco relied on local content requirements rather 
than export bans, while also making skills devel-
opment a central pillar of its strategy. That effort 
demanded substantial government bandwidth, 
which Morocco strengthened through public-private  
partnerships in professional training centers that 
helped align workforce development with indus-
try needs. Its combination of moderate fiscal space 

FIGURE 2.7 Country characteristics
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and administrative capacity also made targeted 
investment subsidies feasible. Morocco used these 
subsidies—rather than export subsidies—to attract 
foreign original equipment manufacturers and sup-
pliers into specific automotive ecosystems.

targeted sectors in menAAP

An NDP often singles out specific sectors or indus-
tries as being of strategic importance. NDPs in all 
MENAAP economies (except Kuwait) mention at 
least one target sector, and most list at least five 
(figure 2.8, panel A). The most frequently targeted 
sectors are tourism (nine out of 10 MENAAP 
countries) and agricultural commodities (four of 
every five), followed by chemicals (one out of every 
two) and heavy manufacturing (two of every five) 
(figure 2.8, panel B).

Although MENAAP countries, like economies 
elsewhere, often identify a wide range of strategic 
sectors, they have not necessarily acted with equal 

intensity across all of them. A count of official 
policy announcements shows that three sectors—
food and textiles, chemicals and materials, and 
metals and machinery—received the largest num-
ber of policy measures across all country groups 
in the region (figure 2.9), broadly mirroring pat-
terns among income peers outside MENAAP. 
Within this overall pattern, however, important 
differences emerge. GCC countries have directed 
relatively greater policy attention toward business 
services, trade and transport, and community ser-
vices—including tourism-related activities—than 
other high-income economies. By contrast, devel-
oping oil importers and developing oil exporters 
in MENAAP have concentrated more heavily on 
food and textiles and on chemicals and materi-
als, and less on metals and machinery, than other  
middle-income peers. This distinction matters: 
While NDPs indicate which sectors governments 
consider strategic, the tally of policy announce-
ments reveals where governments have actually 
taken action.

FIGURE 2.8 Sector targeting in national development plans in MENAAP
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Product complexity is an important consideration 
for industrial policy because it is associated with 
higher productivity and faster development (Felipe 
et al. 2012).4 But structural transformation rarely 
occurs in a single leap: Countries cannot move 
directly from producing olives to manufacturing 
microchips. Instead, policymakers often proceed 
through “stepping-stone” sectors5—industries that 
are close to existing capabilities while also being 
more proximate to sophisticated activities in the 
product space. In this way, developing intermediate- 
complexity sectors can create pathways into more 
advanced industries over time. A classic example is 
textiles, which have often served as a bridge from 

4The Product Complexity Index captures the sophistication, in 
relation to the productive know-how required to produce a product. It 
takes into consideration how commonly these products are produces 
around the world and the economic complexity of the countries that 
do. The most complex products include sophisticated machinery, 
electronics, and chemicals. The least complex products are those 
produced more widely around the world including raw materials 
and simple agricultural products (Growth Lab at Harvard University 
2026).
5Hausmann and Klinger (2007) show that an economy’s ability 
to develop competitiveness in a new industry (measured by 
revealed comparative advantage) depends heavily on whether that 
industry is closely related to products the country already produces 
competitively.

low-complexity, labor-intensive production to light 
manufacturing. The concept of “opportunity gain” 
captures this idea by measuring how entry into one 
product can expand future possibilities in more 
complex sectors.

The pattern of industrial policy announcements in 
MENAAP broadly reflects this logic. In GCC coun-
tries and developing oil exporters, policy makers 
appear to favor sectors that are closer to existing 
capabilities, consistent with a gradual, “small steps” 
approach (figure 2.10). Developing oil importers, 
by contrast, tend to target sectors that are less closely 
related to their current export baskets. At the same 
time, across GCC countries, developing oil export-
ers, and developing oil importers alike, industrial 
policy tends to favor more complex products with 
higher opportunity gain.

FIGURE 2.9 Share of sectors in policy 
announcements
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FIGURE 2.10 DOI and GCC countries target product 
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how intensely is industrial policy being 
pursued?

Industrial policies are not deployed with equal 
intensity. Three small tariffs introduced under 
one policy may have far less economic effect than 
a single large subsidy under another. Measuring 
intensity is, therefore, inherently difficult, not least  
because different policy tools require different 
metrics: Subsidy intensity is better captured by 
the amount of public resources committed, while 
trade protection is more meaningfully measured 
by tariff rates. Because these instruments operate 
through different channels and are measured in 
different units, combining them into a single sum-
mary indicator of industrial policy intensity may 
be misleading. A more informative approach is to 
assess the intensity of business subsidies and tariffs 
separately.

business subsidies

Business subsidies include both direct support—
such as cash grants—and tax expenditures, that is, 
revenue forgone through special tax provisions and 
exemptions. They do not, however, include indi-
rect forms of support such as subsidized inputs or 
energy. In Egypt, business subsidies amounted to 
about 3.6 percent of GDP in 2023, slightly above 
the 2009–24 average for middle-income econo-
mies worldwide. By contrast, Morocco (2024) and 
Jordan (2022) devoted smaller shares of GDP to 
business subsidies than the middle-income average. 
In all three countries, direct subsidies accounted 
for roughly 70 percent of total business support, 
outweighing tax expenditures (figure 2.11). This 
contrasts with the pattern in other middle-income 
economies, where tax expenditures make up a 
larger share—approximately 60 percent—of total 
business subsidies.

tariffs

Tariffs are taxes on imports and can be an important 
industrial policy tool when used to protect domes-
tic producers. On average, MENAAP countries 
impose tariff rates similar to those of their income 
peers (figure 2.12). As elsewhere in the world, tariff 

rates in the region tend to decline with income: 
They average about 13 percent in low-income coun-
tries, 10 percent in lower-middle-income countries, 
7 percent in upper-middle-income countries, and 
5 percent in high-income economies. Djibouti and 
the Islamic Republic of Iran stand out, with aver-
age tariff rates above 20 percent. For lower-income 
countries, tariffs are often a more accessible policy 
instrument because they require less fiscal space 
than subsidies or other forms of direct support.

The dispersion of tariff rates across products within 
a country provides a useful indication of how selec-
tively tariffs are being used to protect or promote 
particular industries. The greater the dispersion, the 
more targeted the tariff structure; if the same tariff 
were applied uniformly across sectors, dispersion 
would be low. Among middle-income MENAAP 
eonomies, average tariff dispersion is higher than 
among their income peers. Egypt stands out in par-
ticular, with relatively high dispersion also observed 
in the Islamic Republic of Iran, Morocco, and the 
West Bank and Gaza. In these economies, tariffs are 
applied unevenly across products, suggesting that 
policymakers are using them strategically rather 
than uniformly.

FIGURE 2.11 Business subsidies in MENAAP
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menAAP countries may be using 
industrial policies more than they 
announce

The April 2025 edition of this economic update 
showed that counts of industrial policy interven-
tions in MENAAP, based on the GTA database, 
may underestimate the prevalence of industrial pol-
icy in the region. 

Fernandes and Reed (2026) note that lower-income 
economies are likely to be underrepresented in the 
GTA because they report less regularly. This under-
reporting may be more pronounced in MENAAP 
than in other regions. An assessment found that 
the number of industrial policies in place in Egypt, 
Morocco, Saudi Arabia, and the United Arab 
Emirates were substantially higher than data from 
the GTA database suggested (Gatti et al. 2025a).

One factor in the underreporting may be how indus-
trial policy is conducted or announced in the region. 
Sometimes industrial policies in the MENAAP 
region are executed by an entity other than the gov-
ernment—such as an SWF or an SOE—that does 
not officially announce industrial policy initiatives. 
For example, in 2018, Saudi Arabia’s SWF created 
the Jada Fund of Funds to “accelerate economic 
diversification, create sustainable value, and shape 

the future of Saudi Arabia’s investment landscape.”6 
While clearly a vehicle for industrial policy imple-
mentation, the Jada initiative is not captured in the 
GTA database. Because there are many SOEs in the 
region—and in high-income countries, SWFs that 
manage the most domestic assets (as a percentage of 
GDP) in the world—the undercount in MENAAP 
may be bigger than in other regions. 

The subtle vehicles of 
industrial policy in MENAAP
Institutions in industrial policy

Industrial policy is not implemented only through 
the most visible government institutions—such as 
ministries, export promotion agencies, special eco-
nomic zone administrators, or large subsidy pro-
grams. It is also carried out through a broader and 
often subtler institutional ecosystem that includes 
SOEs, SWFs, regulatory bodies, standards agen-
cies, investment authorities, and public-private 
partnerships. Many of these institutions do not 
appear overtly “industrial” in form, yet they shape 
firm incentives, channel capital, build productive 
capabilities, and influence which sectors expand. 

6https://www.jada.com.sa/; https://www.pif.gov.sa/en/our-investments/
our-portfolio/jada/. 

FIGURE 2.12 Import tariffs in MENAAP
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Among these various vehicles, this section focuses 
primarily on SOEs because of their pervasive role in 
the MENAAP region, as well as on SWFs because 
they have become an important and often more 
indirect instrument of industrial policy, especially 
in GCC economies.

state-owned enterprises

SOEs can directly implement industrial policy by, 
among other things, providing public inputs and 
subsidies for production, innovation, and exports. 
Many SOEs have explicit mandates to coordinate 
and link various sectors. Others specifically tar-
get emerging industries that private businesses are 
reluctant to enter. But weak governance can make 
them less-than-ideal vehicles for industrial policy. 

SOEs in MENAAP tend to have a larger footprint 
in the region’s economies than they do in other 
middle- and high-income economies (Gatti et al. 
2025a). According to official reports, Djibouti had 
84 SOEs in 2020; Egypt had 381; Morocco had 
269 public enterprise and 44 limited liability com-
panies (LLCs); Oman had 170 entities; and Tunisia 
had 110 entities (Colvin and Ladegaard 2024). 
The Organisation for Economic Co-operation 
and Development (OECD) reported in 2012 that 
SOEs accounted for 30 percent of total employ-
ment in the MENA7 region, compared with the 
global average of 5 percent (OECD 2012). Others 
report that SOEs in MENA account for at least 20 
percent of GDP (Ramirez Rigo et al. 2021), signifi-
cantly more than the 15 percent they account for 
in the OECD and some African economies, and 
8 percent in Latin America. Data from the World 
Bank’s Business of the State show that revenues of 
firms with state participation were 47.3 percent of 
GDP in Egypt, 39 percent in Jordan, and 36 per-
cent in Tunisia—compared to the world average of 
17 percent of GDP in 2019 (Colvin and Ladegaard 
2024; World Bank 2023a). Colvin and Ladegaard 
(2024) estimate that more than 50 percent of firms 
with state participation in Tunisia, 30 percent in 

7MENA (the Middle East and North Africa) refers to all countries in 
MENAAP except Afghanistan and Pakistan, which were added to the 
region in July 2025.

Egypt and Jordan, and 20 percent in Morocco were 
unprofitable.

The large presence of SOEs undermines market 
contestability, the ease with which firms can enter, 
grow, and exit a market, and, in doing so, weak-
ens competitiveness. In most countries, the share of 
sectors with at least one SOE is higher in MENA 
than in high-income economies. More impor-
tantly, SOEs in MENA operate in sectors that, in 
other economies, are typically served by the pri-
vate sector. For example, Egypt, Jordan, Kuwait, 
Morocco, Saudi Arabia, Tunisia, and the United 
Arab Emirates all have one major SOE operating 
in construction, whereas fewer than 30 percent of 
high-income countries do. In many economies, line 
ministries simultaneously hold ownership stakes in 
state enterprises and fulfill policy and regulatory 
functions—an institutional arrangement that can 
give rise to tensions and potential conflicts of inter-
est, particularly where the boundaries between these 
roles are not clearly delineated. The same ministries 
may appoint the SOE’s chief executive officer, pre-
pare and approve its budget and strategy, and set the 
tariffs and regulations under which it operates. SOEs 
also benefit from easier access to finance because of 
implicit government guarantees. State-owned banks 
may, in turn, lend disproportionately to SOEs for 
strategic rather than commercial reasons, contrib-
uting to higher levels of nonperforming loans while 
restricting credit to the private sector (Cardarelli, 
Vera Martin, and Lall 2022).

There are many examples of SOEs serving as vehicles 
of industrial policy in MENAAP. In the United Arab 
Emirates, the state-owned TECOM Group man-
ages a portfolio of industrial parks, including Dubai 
Internet City, which serves to position Dubai as a 
digital hub. In Morocco, SOMACA was established 
to support the growth of what was then the coun-
try’s infant auto industry. Saudi Aramco, the Saudi 
national oil company, launched the In-Kingdom  
Total Value Added (iktva) program, a form of local 
content requirement in procurement. The iktva 
program “helps attract, establish, and promote 
domestic energy-related industries that are globally 
competitive” and has “the goal to retain 70 percent 
of Aramco’s procurement spend in-Kingdom.” More 
broadly, GCC countries have adopted economic 
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strategies that use SOEs to expand into new high-
tech sectors such as aviation, semiconductors, and 
green energy (Cardarelli et al. 2022).

Good governance, supported by clear mandates 
and targets, independent oversight, and effec-
tive accountability, is essential to the success of 
any institution that implements industrial policy. 
However, SOE governance is weak across much of 
MENAAP. Decision-making within SOEs is often 
subject to political influence that goes beyond the 
legitimate administration of policy, and systems for 
monitoring performance are frequently inadequate. 
Although specific examples from the region show 
that SOEs can serve as vehicles for industrial policy, 
policymakers should proceed with caution, partic-
ularly where these governance criteria are not met.

sovereign wealth funds

SWFs are a primary tool for transforming natural 
resource income into diversified financial assets 
(Gatti et al., forthcoming). Successful SWFs are mul-
tipurpose investment vehicles that typically serve as 
(1) stabilization funds that accumulate assets during 
periods of high commodity prices and release these 
assets during commodity-price downturns; (2) inter-
generational wealth funds that convert finite resource 
revenues into permanent financial assets for future 
generations; and (3) strategic development funds that 
invest domestically as well as internationally to sup-
port innovation, infrastructure, or industrial devel-
opment and the creation of national capabilities 
more broadly, which is the function most germane 
to industrial policy. As with SOEs, SWFs can be 
vulnerable to political patronage, misallocated capi-
tal, and corruption. Successful SWFs maintain strict 
commercial principles, publish audited accounts, 
and recruit professional investment managers.

SWFs—nearly all of them in the high-income GCC 
countries—are being used increasingly to support 
domestic diversification, including by financing 
sectors such as tourism and green energy (Gatti 
et al., forthcoming). SWFs in the high-income 
MENAAP economies are among the largest in the 
world relative to GDP, manage the highest levels of 
domestic assets relative to GDP, and are investing 
domestically in ways that are increasingly consistent 

with industrial policy. For example, in the United 
Arab Emirates (figure 2.13), SWFs manage assets 
equivalent to 460 percent of GDP, of which 30 per-
cent are domestic assets. The United Arab Emirates 
ranks fourth globally in total assets under manage-
ment as a share of GDP and first in domestic assets 
under management as a share of GDP.

SWFs in the region have become more important 
in recent years, especially after the spike in oil prices 
in 2022. Assets under management of the Saudi 
Arabia Public Investment Fund (PIF) roughly dou-
bled between 2020 and 2024 (figure 2.14). More-

FIGURE 2.13 Sovereign wealth funds, assets under 
management
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FIGURE 2.14 PIF assets under management by 
investment pools
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over, the share of local investment pools in the total 
increased from 47 percent in 2020 to 79 percent 
in 2024. Investments seem to be shifting inward, 
reflecting a domestic focus that underscores the 
prominence of industrial policy in the PIF. 

Dubai offers a clear example: Emirates is part of The 
Emirates Group, whose owner is the Investment 
Corporation of Dubai (ICD), the principal invest-
ment arm of the Government of Dubai, and ICD 
describes aviation as a sector of key importance to 
Dubai’s economy. In this sense, a state-owned airline 
is not only a commercial firm; it can also anchor a 
wider ecosystem in tourism, logistics, airport services, 
maintenance, and related business activities. Saudi 
Arabia’s Public Investment Fund plays a similar role on 
a broader scale. PIF describes itself as a driver of Vision 
2030 and economic transformation, and its portfolio 
includes companies and projects such as Riyadh Air, 
NEOM, ACWA Power, Diriyah Company, Qiddiya, 
Alat, and Elm. Together, these examples show 
how SWFs in the region are used to direct long- 
horizon capital toward sectors the state wants to 
build, expand, or localize—making them important, 
and often less visible, vehicles for industrial policy. 

Yet, the quality of governance of MENAAP SWFs  
gets a mixed review. On the Governance, Sustain-
ability, and Resilience scorecard from SWF Global, 
three of the 14 SWFs in the GCC countries were 
in the top quartile of 100 SWFs from around the 
world in 2025. The Saudi PIF was one of four 
SWFs that received the maximum score of 100 per-
cent.8 But four SWFs from GCC countries scored 
in the bottom quartile. 

Bridging theory and evidence
Four case studies illustrate how industrial policy has 
been carried out in the region and examine how 
the principles of conducting industrial policy are 

8The GSR Scoreboard is comprised of 25 binary questions that 
are answered based on publicly available information only. Each 
element receives equal weight, covering aspects related to governance, 
sustainability, and resilience. For example, under the governance 
umbrella, elements assess whether details of the investment portfolio 
are publicly available, whether annual returns figures are public, and 
whether assets under management figures are publicly available.

reflected in real situations. These examples were 
chosen to represent the wide spectrum of coun-
tries in the region, of income levels and economic 
structures, and the range of industries, including 
the manufacturing and services sectors. This sec-
tion briefly describes each case study and draws 
lessons from the practice of industrial policy in the 
MENAAP context. Each of these industrial policy 
efforts is explored in annex 2A. Box 2.2 provides a 
summary of each case study.

comprehensive industrial policy 
framework requires high government 
capacity

What can be learned from these diverse experiences 
in MENAAP? The main elements of government 
bandwidth are an effective institutional setup for 
public-private dialogue and a public workforce with 
the expertise to engage in that dialogue (Fernandes 
and Reed 2026). Industrial policies in Dubai, 
Egypt, Morocco, and Pakistan illustrate how these 
elements of bandwidth can either function well or 
fall short.

Beginning in the early 2000s, Morocco embarked 
on an active industrial policy that placed the auto-
motive sector at its center. The policy combination, 
including investment subsidies, industrial parks, 
special economic zones, and workforce training, 
required substantial expertise within the relevant 
agencies, as well as high-quality interagency coor-
dination. Equally important, private firms played 
an active role in policy design and implementa-
tion through the business association AMICA (the 
Moroccan Association for Automotive Industry 
and Construction).

Morocco’s Industrial Acceleration Plan prioritized 
the development of industrial ecosystems, includ-
ing such subsectors as wiring, interiors and seats, 
metal pressing, batteries, heavy vehicles and indus-
trial bodywork, and motors and transmission. 
Policies were tailored to the specific needs of each 
subsector, providing targeted support accordingly. 
This institutional setup, with its strong emphasis 
on coordination with the private sector, helped 
complement the government’s capacity to respond 
to the granular needs of the automotive industry. 



47mIddLe eAst,  noRth AFRIcA,  AFghAnIstAn &  PAkIstAn economIc uPdAte |  APRIL  2026  chAPteR 2

BOX 2.2 Industrial policies in action in MENAAP

morocco starts to make cars

Morocco’s automotive industry illustrates how well- 
designed industrial policy can support sectoral growth. 
Between 2012 and 2024, automotive output expanded 
rapidly in the North African country, growing at an 
annual rate of about 14 percent. By 2024, Morocco 
had nearly caught up with South Africa as the con-
tinent’s largest vehicle producer, while sector value 
added more than doubled between 2019 and 2022.
Strengthening integration and building capabilities of 
local companies remain key priorities for advancing the 
sector further.

A proactive and comprehensive industrial policy—
centered on attracting investment from multinational 
original equipment manufacturers (OEMs)—helped 
underpin the sector’s growth. The automotive industry 
was first prioritized under Morocco’s Plan Emergence 
(2009–15) and later under the Industrial Acceleration 
Plan (2014–20). The government deployed policy 
instruments that Fernandes and Reed (2026) classify 
as “first-choice” tools, including the development of 
industrial parks alongside special economic zones, 
workforce training support, and investment subsidies. 
Private companies were also actively involved in policy 
design and implementation through institutionalized 
channels such as the business association AMICA (the 
Moroccan Association for Automotive Industry and 
Construction).

dubai seeks to be a digital and artificial 
intelligence hub 

Ranked number one in artificial intelligence (AI) 
adoption by Microsoft in 2026, Dubai has trans-
formed from a logistics hub half a century ago into a 
regional center of the digital economy. This transfor-
mation began with state-led infrastructure investment. 
Dubai achieved 100 percent digital switching a decade 
ahead of the United States and the United Kingdom, 
creating the conditions for the 1999 launch of Dubai 
Internet City—an industrial park for foreign-owned 
companies that is tax-free and has attracted global 
technology firms to meet demand for digital services 
supported by e-government mandates. Industrial pol-

icy instruments included public infrastructure invest-
ment, skills development, and innovation subsidies. 
Specialized institutions, including the Executive Office 
of Dubai and TECOM, were established to strengthen 
coordination capacity and translate strategic priorities 
into implementation.

Dubai has since expanded its ambitions to include 
innovations that would position it as a global hub for 
AI. It has leveraged its world-leading fiber networks and 
attracted investments such as the partnership between 
Microsoft and Emirates Integrated Telecommunications 
Company to build sovereign data centers and secure 
advanced computing capacity. These industrial policy 
initiatives coincided with, and may have contributed 
to, a broader economywide shift in composition. By 
the 2010s, the nonhydrocarbon sector accounted for 
about 98 percent of Dubai’s GDP, up from less than 
50 percent in the early 1980s (Al Faris and Soto 2016). 
As of 2025, information and communications technol-
ogy activities alone accounted for about 4.7 percent of 
GDP.a

the Arab Republic of egypt wants to attract 
more tourists 

Tourism has long been a cornerstone of Egypt’s econ-
omy, generating foreign exchange, supporting millions 
of jobs, and driving infrastructure investment. Egypt 
aims to significantly increase annual tourist arrivals—
with targets of up to 30 million visitors a year by 2031, 
double the number recorded in 2023—and to improve 
the quality and sustainability of its tourism ecosystem.

Egypt’s tourism strategy has focused investment on 
priority zones through four main channels: (1) provid-
ing land that is immediately available for construction 
(serviced land); (2) investing in enabling infrastruc-
ture, such as roads and airports; (3) supporting sec-
tor-specific workforce development; and (4) offering 
targeted incentives. The government has introduced 
a National Accommodation Master Plan to identify 
regional investment priorities and market gaps, along-
side financing initiatives for hotel renovation, expan-
sion, and new construction. The Red Sea coast is a 

Continued
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prominent example of how these four policy actions 
have been combined to expand capacity and improve 
connectivity. First, serviced land and coordinated site 
development were advanced through state-backed public- 
private projects that clustered investment in priority 
coastal zones and expanded hotel capacity. Second, 
enabling infrastructure was expanded to better con-
nect the Red Sea to domestic and international markets 
through airport capacity upgrades, improved roads, and 
aviation route incentives. Third, sector-specific work-
force development is led by the Ministry of Tourism 
and Antiquities, which aims to train nearly 43,000 
workers in hospitality, food safety, and sustainable 
tourism, supported by public-private training initia-
tives and multisector partnerships. Fourth, Egypt intro-
duced targeted incentives and market-access measures, 
including streamlined e-visas and visas on arrival, pro-
motional campaigns, and tourism-focused credit pro-
grams such as the 2024 facility funded by the Ministry 
of Finance and implemented through the Central Bank 
of Egypt to help finance the expansion of accommo-
dation capacity. According to data from the Ministry 
of Planning and Economic Development, accommo-
dation and food service activities accounted for about  
4 percent of GDP in 2024. This share has been increas-
ing since 2020, partly reflecting a post-COVID-19 
recovery. Still, although Egypt’s tourism sector has 
generated strong growth and job creation dividends, 
international comparisons suggest that it could become 
more inclusive and sustainable. Moreover, only 3 per-
cent of jobs per US$1 million invested are in sectors 
linked to tourism. Egypt’s indirect employment mul-
tiplier—0.6 indirect jobs per US$1 million invested—
lags behind peers, which average 1.6 indirect jobs per 
US$1 million invested. Strengthening local supply 
chains in food, crafts, maintenance and repair, boats, 

and digital services would enhance the sector’s overall 
performance (World Bank 2023b).

Pakistan stiches more soccer balls

The cluster of soccer ball manufacturers in the Pakistani 
city of Sialkot provides an example of industrial pol-
icy with deep historical roots. Between 1955 and its 
peak in 1997–98, soccer ball exports grew at an average 
annual rate of 10 percent. At that peak in the late 1990s,  
47 percent of US soccer ball imports came from 
Pakistan. In recent years, however, Pakistan’s market 
dominance has diminished as competition from China 
has increased. By 2024, only 16 percent of United States 
soccer ball imports originated from Pakistan. Even so, 
the country continues to dominate the production of 
high-quality, hand-stitched balls, including those used 
in the World Cup and at the Summer Olympics.

The cluster in Sialkot generated important benefits for 
the private sector: A deep labor pool, strong knowledge 
spillovers, and ready access to specialized inputs all con-
tributed to the development of the soccer ball industry. 
Two industrial policies materially supported the forma-
tion of the Sialkot cluster. First, the government estab-
lished a dedicated industrial estate in Sialkot, offering 
plots at about 50 percent of market value to encourage 
firm entry and expansion. Second, to improve firms’ 
cash flow and international competitiveness, an export 
rebate scheme allowed manufacturers to reclaim customs 
duties, sales taxes, and excise taxes paid on imported 
inputs used to produce balls for export. Suggestive evi-
dence indicates that this rebate scheme may have been 
effective. By 2010, more than half of the 181 Sialkot 
enterprises that identified soccer balls as their primary 
product had been founded in the 1980s and 1990s, 
when the export rebate program was active.

aDigital Dubai: https://www.digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth.

BOX 2.2 Industrial policies in action in MENAAP (continued)

https://www.digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth
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Within government, the Ministry of Industry and 
Trade led industrial policy; the investment and 
export promotion agency (Moroccan Investment 
and Export Development Agency, or AMDIE) 
played an important role in attracting foreign 
investment; and Maroc PME, the national agency 
for the promotion of small and medium-sized 
enterprises, provided targeted incentives for firms 
seeking to supply the industry. AMICA led sec-
toral coordination and contributed to policy design 
by suggesting sectoral targets and identifying key 
industry needs. It also played a central role in 
workforce development. Professional training cen-
ters for the auto industry operated under public- 
private partnerships, three of which are managed by 
AMICA and one by Renault.

The Executive Office of Dubai is an example of a 
government institution capable of engaging with 
the private sector at a granular level as the emirate 
worked to become a digital and artificial intelligence 
(AI) hub. The office functions as a model “delivery 
unit,” reporting directly to government leadership 
to analyze specific constraints—such as Dubai’s 
small domestic market—and strengths—such as 
its relatively large fiscal space—and to design tar-
geted strategies without becoming bogged down in 
implementation. This high-level oversight allowed 
Dubai to move beyond generic incentives and tai-
lor its policies to the emirate’s specific context. For 
example, the government established TECOM 
to launch, among other business districts, Dubai 
Internet City—a specialized cluster offering dedi-
cated infrastructure and regulatory exemptions. At 
the same time, to address the “small-market” bot-
tleneck, the government stimulated demand in the 
sector through an e-government mandate, effec-
tively becoming the primary client for the private 
technology firms it had attracted.

While TECOM managed physical clusters, the 
Smart Dubai Office was created to serve as a central 
coordinating agency, driving regulatory innovations 
such as the 2015 Dubai Data Law and the 2017 
Paperless Strategy to accelerate digital adoption 
across all departments. As the sector matured, the 
government expanded its use of skills and financial 
instruments. The “One Million Arab Coders” ini-
tiative aimed to build the necessary skill base, while 

the Dubai Future District Fund addressed financ-
ing needs for high-risk startups. These tailored 
measures—from infrastructure to regulation and 
from skills development to fiscal support—were 
critical in helping propel the United Arab Emirates 
to first place globally in AI adoption by 2025.

Conversely, Egypt’s industrial policies between 
2004 and 2011 show how weak coordination 
across government institutions can lead to indus-
trial policy failure. In 2006, Egypt introduced the 
Egypt Industrial Development Strategy, which tar-
geted eight traditional sectors and six additional 
ones identified as “target niches” through a broad 
set of industrial policy tools, including on-the-job 
training, land provision, funds for “modernization 
efforts,” and export subsidies (Loewe 2013). Yet 
even though Egypt’s post-2004 industrial policies 
boosted investment and exports and improved  
the business environment—by expanding access 
to finance, simplifying taxes, and reducing red 
tape—they did little to promote structural trans-
formation: Export technology content, firm 
sophistication, technology absorption, and applied 
research and innovation changed very little. 
Between 2004 and 2011, Egypt’s industrial policy 
suffered from coordination failures, as three sep-
arate strategies were implemented in parallel by 
different ministries. The result was overlapping 
bureaucracies, weak coordination, and unclear 
accountability (Loewe 2013). There were also no 
independent mechanisms to assess the effective-
ness of policy instruments. Some measures may 
even have hindered structural transformation: 
Generous transfers helped exporters compete glob-
ally but reduced their incentives to innovate and 
strengthen competitiveness.

The soccer ball cluster initiative in Sialkot, Pakistan, 
illustrates how industrial policy can foster engage-
ment between government and the private sec-
tor through a partnership designed to strengthen 
productivity in a specific location. Public-private 
partnerships of this kind tend to be “embed-
ded”—that is, in the sense defined by Fernandes 
and Reed (2026), they constitute an institutional 
arrangement that encourages two-way exchange 
and coordination between government and the pri-
vate sector. Subsidized land and export rebates were 
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the main industrial policy tools used. Beyond that, 
however, the private sector remained largely in con-
trol of the cluster initiative, even building the first 
private airport in Pakistan.

objective setting and evaluation

Industrial policy, like most policy ventures, carries 
significant risks. It is, therefore, essential to recog-
nize when a policy no longer serves its purpose and 
should be withdrawn. Policymakers need to be will-
ing to course-correct, learn from failure, and con-
tinue experimenting with alternative approaches. 
This “learning” mindset should guide the entire 
industrial policy process—from design, to imple-
mentation, to sunset, when policies are phased out.

At the design stage, policymakers should set mea-
surable objectives that clarify what the policy is 
intended to achieve. These objectives should be 
realistic, so they provide a clear sense of the expected 
benefits and allow costs to be weighed against those 
benefits from the outset. Sunset clauses should also 
be established at the start, defining both the period 
during which the policy will remain in force and the 
explicit criteria under which it may be extended.

The Moroccan Ministry of Industry and Trade 
committed to supporting the automotive industry 
through a range of initiatives—including land con-
cessions, training programs, local integration pro-
grams, and investment subsidies—and, together 
with the automotive industry association AMICA, 
set targets for job creation, revenues, exports, and 
gains in local integration (IFC 2019).

Including sunset clauses in industrial policies from 
the outset and making credible commitments to 
uphold them can create incentives for firms to act 
quickly, accelerating investment before support 
expires (Fernandes and Reed 2026). In some cases, 
however, when market failures are permanent in 
nature, there may be little justification for making 
interventions temporary. For example, permanently 
higher taxes may be warranted to address the neg-
ative externalities associated with pollution. More 
often, however, industrial policies are intended to 
“kickstart” an industry until it reaches a stage at 
which support is no longer needed. As a general 

rule, industrial policies should, therefore, be intro-
duced with end dates, or sunset clauses, as standard 
practice.

Globally, there has been a shift over the past decade 
toward greater use of sunset clauses. The share 
of industrial policies introduced with an explic-
itly announced end date rose from an average of 
17 percent in 2010–13 to 27 percent in 2019–
22, suggesting growing global recognition of the 
importance of time-bound assistance rather than 
permanent support for industries.

In the early 2010s, many MENAAP countries did 
not attach end dates to their industrial policies 
(figure 2.15, panel A). This was true not only in 
countries with relatively few industrial policies, 
such as Iraq, but also in countries where such pol-
icies were more widespread, such as Saudi Arabia. 
Of the 144 industrial policies deployed by Saudi 
Arabia between 2010 and 2013, none included 
an end date. In contrast, during the same period 
in Pakistan, one-third of the 44 industrial policies 
introduced during that period included sunset 
clauses, while in Egypt, 5 of 13 industrial policies 
were capped with end dates.

By the end of the decade, sunset clauses were being 
incorporated much more extensively (figure 2.15, 
panel B). Even so, some economies remained reli-
ant on open-ended policy tools: In Jordan and 
Tunisia, no sunset clauses were introduced. In con-
trast, by the end of the decade, 52 of the 134 indus-
trial policies in the Pakistan sample specified end 
dates. Between 2019 and 2022, more than one-
third of the industrial policies introduced in Egypt 
and Morocco included end dates. Saudi Arabia also 
added sunset clauses to 8 of its 96 industrial policies 
introduced between 2019 and 2022.

Even when industrial policies include sunset pro-
visions, they should not automatically continue 
until their end date. When evidence shows that 
a policy is not having its intended effect, govern-
ments should be prepared to terminate it. Setting 
intermediate objectives and monitoring progress 
throughout implementation allow governments to 
make that judgment. Having the right data is essen-
tial for tracking progress accurately and in a timely 
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manner. It is equally important to shield decisions 
about continuation or termination from political 
influence and private interests. Corruption can 
enter industrial policy at any stage if governance  
is weak.

Timely monitoring during implementation also 
allows policymakers to adjust policies as they go. 
Initiatives with built-in capacity to course correct 
are likely to navigate challenges more effectively 
and durably than fixed policies (Venugopalan and 
Misra 2025). 

The ability to design and implement industrial pol-
icy with a learning mindset depends on both the 
state’s technical capacity (expertise) and its statis-
tical capacity (data). Technical capacity requires 
adequately staffed government agencies. Statistical 
capacity enables governments to track progress 
and evaluate policy outcomes. Policies should 
be extended beyond their termination dates only 

when there is clear evidence of productivity gains 
that justifies continued support.

Industrial policy places considerable demands 
on statistical capacity, which MENAAP econo-
mies often lack. For example, 8 of 21 economies 
have not fielded a labor force survey since 2021. 
Business surveys conducted by national statisti-
cal offices are rare. Gatti et al. (2025a) found that 
only six economies in the Middle East and North 
Africa have adequate firm-level administrative data 
to evaluate firm dynamics. Yet the ability to assess 
the effects of industrial policy on employment and 
private-sector performance is essential for sound 
decision-making.

But data alone are not enough. Metrics that track 
the effects of policies—including the creation of 
high-quality jobs and new businesses—are essen-
tial, but evaluations must go beyond aggregate  
statistics to ensure that observed effects can actually 

FIGURE 2.15 Industrial policies and end dates
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be attributed to the policy. For example, although 
the case studies report several positive outcomes, 
important questions remain about how those out-
comes should be interpreted. Were they the result of 
a specific industrial policy or part of the industry’s 
natural evolution? Would outcomes have improved 
even without industrial policy? Were there unin-
tended consequences? Did a given policy generate 
negative spillovers or divert resources from other sec-
tors? And, ultimately, was the policy cost-effective— 
did its benefits justify its cost?

Evaluations are rare in the region, but a hand-
ful of cases illustrate what they can look like. The 
Tasdir+ program in Tunisia aimed to lower the cost 
of accessing foreign markets by awarding grants to 
business plans that required support for exporting 
or for establishing an affiliate abroad. Export sup-
port included visits to trade fairs, market research 
and marketing expenditures, online marketing, 
certification, and spending on regulatory com-
pliance for products. Eligible expenses for setting 
up a foreign affiliate included technical assistance, 
the costs of operating and monitoring a foreign 
office, and expenditures on trademark registration 
in a foreign country. Program evaluators found a 
positive, statistically and economically significant 
increase in exports, with estimates ranging from 
27 to 48 percent growth in foreign sales. However, 
there were no significant effects on the extensive 
margin of exporting—that is, on the variety of 
products exported or the number of destinations 
served—and there is little evidence that these would 
have differed whether or not a firm received assis-
tance. In other words, Tasdir+ increased the scale of 
exports but not the range of destinations or prod-
ucts exported. Another example from Tunisia is the 
Export Market Access Fund (FAMEX), a matching- 
grants program that combined market access sup-
port with technological upgrading. FAMEX firms 
experienced faster growth and greater diversification 
than firms outside the program, but these effects 
disappeared after three years, possibly because prod-
uct quality did not improve (Cadot et al. 2015).

Another Tunisian example is the evaluation of 
wage subsidies for the country’s high-tech indus-
tries. Tunisia’s Start-Up Act aims to foster inno-
vative firms through a bundle of incentives  

(Ali, Cali, and Rijkers 2025), including tax incentives 
in the form of social security contribution coverage 
and profit tax exemptions, eased foreign currency 
restrictions, and simplified customs procedures. 
For firms less than a year old, the program may also 
provide a stipend to support up to three founders 
who have no other employment. Evaluations show 
that firms in the Start-Up program were 18 per-
centage points more likely to survive than non- 
participants through the end of the sample period in 
2022, employed two more workers, and had a wage 
bill that was 69,000 Tunisian dinars (US$23,000) 
higher. The program did not have a detectable effect  
on profits.

Policies in Pakistan have also been evaluated for two 
large export-finance support operations (Defever, 
Riaño, and Varela 2025). The Export Finance 
Scheme (EFS) and the Long-Term Finance Facility 
for Plant & Machinery (LTFF) provide loans at 
subsidized interest rates to help Pakistani export-
ers finance working capital and the purchase of 
machinery and equipment, respectively. Both sub-
sidy programs had large and positive effects on the 
export performance of recipient firms. The growth 
rate of export sales for firms using EFS to finance 
working capital was 11.5 to 20.1 percentage points 
higher than it would have been without the sub-
sidy. LTFF, which subsidizes investment in phys-
ical capital, increased export sales growth by 7.9 
to 31.1 percentage points above what would have 
occurred in the absence of the scheme. The results 
also show that both subsidies had a significant, 
though smaller, positive effect on growth along the 
extensive margin.

In the case of Sialkot, although the soccer ball 
cluster succeeded in several respects—including 
increased exports and a larger number of firms in 
the industry—some elements of the industrial pol-
icy would have still benefited from evaluation. For 
example, the technology used by most firms in the 
cluster changed little over a 30-year period (Raza 
2016). A study by Atkin et al. (2017b) showed how 
misaligned incentives within firms led employees to 
resist new technology. Moreover, independent ini-
tiatives by private firms make it harder to determine 
how central industrial policies were to the cluster’s 
success. Only when evaluation is built into the design 
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of industrial policy can outcomes be attributed with 
confidence to specific policies rather than to private- 
sector initiatives.

Industrial policies often do not work, and when they 
do not, course correction is essential. For example, 
industrial policies that sought to protect Pakistan’s 
sugarcane industry from competition have been 
found to create an inefficient industry (World Bank 
2022a). The government is now taking steps to 
shift the sector from extensive state intervention 
toward a market-based framework, with pricing, 
trade, and investment decisions guided by market 
signals. Minimum price supports will be abolished, 
and farmers will have full discretion over sugar-
cane cultivation, including the choice of varieties 
and planting zones. The reform would also lift 
long-standing prohibitions on sugar imports and 
exports, eliminate subsidies for sugar exports and 
mill-specific export quotas, and remove the ban on 
establishing new sugar mills.

Jobs as an objective or as a welcome 
by-product of industrial policy

Jobs are an important consideration when it comes 
to industrial policy in the region. All 19 NDPs cite 
the need to create job opportunities as a key objec-
tive. The NDPs identify low employment, and edu-
cation and skills mismatches as key challenges and 
concerns. MENAAP countries, like those around 
the globe, focus on labor-intensive sectors such as 
tourism and agricultural commodities.

Jobs were one of the key targets in the Moroccan 
auto sector. In 2014, the government and AMICA 
set overall job targets for 2020 and specific job objec-
tives for each subsector. The private sector commit-
ted to generate 66,500 total jobs (Malouche and 
Partow 2019). By 2017, wire harness and batteries 
subsectors had exceeded their targets, and both the 
interior and the seating and metal stamping sub-
sectors had more than twice as many workers as they 
did in 2014. Furthermore, Moroccan automotive- 
sector industrial policies balanced skills-training 
and capital investment subsidies.

The quality of the workforce matters, too. Enterprise 
surveys show that an inadequately educated work - 

force is a key hindrance for firms. In six of 13 
MENAAP economies, more than 20 percent of 
surveyed firms report an inadequately educated 
workforce is a severe or major constraint to opera-
tions. Some industrial policy tools directly address 
a skills gap. For example, the United Arab Emirates 
built a regional pipeline of digital talent by offer-
ing courses and upskilling STEM graduates (those 
who studied science, technology, engineering, and 
mathematics) to become AI talent.

In the tourism sector, Egypt’s multipronged indus-
trial policy strategy aims to enhance competitiveness 
and attract investment. Job creation is an important 
by-product of this policy approach. Although no 
study directly evaluates the causal impact of indus-
trial policy instruments on job creation and job 
quality within the tourism sector, available evidence 
indicates that tourism generates substantial growth 
dividends for Egypt. In particular, the sector exhib-
its higher value-added and employment multipliers 
than in peer countries. Still, international compar-
isons indicate that Egypt’s tourism sector has room 
to improve in terms of sustainability and, especially, 
inclusiveness, reflecting persistent gender gaps and 
limited female participation in the labor market 
(World Bank 2023b).

Indirect job creation in the tourism sector in Egypt 
also is limited, indicating that there are many 
opportunities for the tourism sector to strengthen 
links with such other industries as food, mainte-
nance, marine services, crafts, and digital solutions. 
(World Bank 2023b).

Employment growth in the four sectors most often 
targeted in NDPs—tourism, chemicals, heavy man-
ufacturing and agriculture—has more often than 
not been lower than total employment growth (fig-
ure 2.16). Tourism, the sector most often targeted, 
grew in all four countries analyzed, although from a 
low base coming out of the COVID-19 pandemic. 
In Egypt and the United Arab Emirates, employ-
ment growth in the tourism sector outpaced overall 
employment growth.

But agriculture employment grew slower than the 
aggregate in Egypt and Pakistan. Low employment 
growth in agriculture might be one of the reasons 
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why the sector has drawn the attention of policy-
makers, while the impacts of industrial policy have 
not yet materialized.

Jobs are not merely by-products of industrial policy; 
they can be deliberate objectives. Policymakers can 
target sectors with higher employment multipli-
ers to maximize job creation. Consistent with this 
view, many NDPs in MENAAP explicitly identify 
job creation as a core objective of industrial policy.

However, it is unclear whether industrial policies 
in MENAAP and elsewhere are effectively target-
ing the sectors that are most likely to create more 
jobs and boost employment. Figure 2.17 examines 
the association between lagged sectoral employ-
ment (2015–17) and subsequent sector-specific 
industrial policy announcements over the follow-
ing eight years. Taken as a whole, the association 
between lagged sectoral employment and industrial 
policy targeting is positive—meaning that sectors 
with higher employment growth are targeted more 
frequently—in MENAAP countries and similar in 

magnitude to that of other emerging market and 
development economies (EMDEs; figure 2.17). 
Disaggregating into pre- and post-COVID subpe-
riods, however, reveals a more nuanced picture. In 
the pre-COVID period, there is a negative associ-
ation between lagged sectoral employment and the 
share of industrial policies directed at a given sector. 
In the post-COVID period, by contrast, industrial 
policy targeting in MENAAP countries is more 
strongly associated with baseline sectoral employ-
ment than in other EMDEs. A 1 percentage point 
increase in lagged sectoral employment is associated 
with approximately a 0.4 percentage point increase 
in the share of industrial policies targeting that sec-
tor—equivalent to a 2 percent increase relative to 
the mean. Strikingly, the estimated coefficient for 
MENAAP countries in the post-COVID period is 
nearly three times that of other EMDEs.

FIGURE 2.17 Association between sectoral 
employment and share of sector-specific 
industrial policies in MENAAP countries 
versus other EMDEs
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FIGURE 2.16 Annual employment growth in 
targeted sectors
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Conclusion
Over the past two decades, the MENAAP region has 
experienced persistently weak growth and under-  
performing labor markets—with low participation 
and high unemployment, especially among youth 
and women—driven in part by a low-productivity 
private sector. Many economies also face a struc-
tural diversification challenge: Oil and gas dominate 
exports across both GCC high-income countries 
and developing oil exporters.

In response, governments have increasingly turned 
to industrial policy, often channeled through SWFs 
and SOEs. While such policies can address market 
failures, they are less effective when deeper con-
straints—macroeconomic weaknesses, governance 
gaps, and ineffective institutions—are binding.

Moreover, many first-choice industrial policy tools 
are bandwidth-intensive, a mismatch in countries 
with limited administrative capacity, particularly 
middle- and low-income economies in the region. 
Effective strategies require a tailored, capacity-aware 
approach, with clear objectives and rigorous evalu-
ation to support a “learning state”: knowing when 
to exit, when to taper, and when to extend support. 
Although industrial policies can create jobs in spe-
cific instances, they should be pursued with caution 
when job creation is the primary objective.

Annex 2A Case studies
case study 1: becoming a digital dubai

Dubai, intent upon diversifying its economy, made 
becoming a major hub in the global digital econ-
omy a centerpiece of its development strategy. The 
high-income emirate decided to leverage its stra-
tegic location and advanced infrastructure to cap-
ture the opportunities presented by the global shift 
toward a knowledge economy. 

UAE Vision 2021, the NDP put in place in 2010, 
reinforced this ambition by identifying digital infra-
structure as a national priority and setting out the 
goal of “a competitive economy driven by knowl-
edge and innovation” (UAE Government 2010).

Dubai has deployed a series of industrial policy 
instruments over the past decades to foster the 
development of a digital economy. Its progress 
toward digitalization is clear. By 2022, the digital 
economy accounted for 9.7 percent of the emir-
ate’s GDP, and the government’s target is to reach  
19.4 percent by 2031 (UAE Government 2022). 
ICT activities alone contributed about 4.7 percent 
of Dubai’s GDP.9

In regard to the three factors that Fernandes and 
Reed (2026) indicate as necessary for a government 
to feasibly deploy industrial policy tools—band-
width, country market size, and fiscal space—
Dubai features quite well. 

Dubai has a large government bandwidth. It built 
the Executive Office of Dubai in 2003 as a central 
strategic “think tank” to monitor and coordinate 
industrial policy. Governments that have sizeable 
bandwidth can deploy so-called first-choice indus-
trial policy tools—those which use public inputs 
to fill in missing development components. Dubai 
used a full range of these targeted public inputs: 
It created industrial parks to concentrate tech-
nology firms and their suppliers; it built quality 
infrastructure to make it easier to do business; it 
helped create training centers and other programs 
to upgrade worker skills; and it extended market 
access assistance.

Dubai has a small domestic market of approximately 
10 million people, which makes trade-related instru-  
ments such as import tariffs or local-content require- 
ments largely ineffective in fostering a new industry, 

But Dubai commands large fiscal space, under-
pinned by SWFs and SOEs. That budget flexibility 
enables the government to make sustained public 
investment and direct subsidies where needed. 

9Government of Dubai: “This sector recorded growth of 4.8 percent 
during the first nine months of 2025, reaching a value of AED 
16.6 billion and contributing 4.7 percent to GDP.” https://www.
digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-
billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth.

https://www.digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth
https://www.digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth
https://www.digitaldubai.ae/newsroom/news/dubai-s-economy-records-aed355-billion-gdp-in-first-nine-months-of-2025-posting-4.7-growth
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Industrial policy initiatives in support 
of the digital sector

Creating industrial parks

One of Dubai’s most important policy instru-
ments is its network of purposefully built digital 
free zones. The flagship project, Dubai Internet 
City, was established in 1999 and offered high-ca-
pacity fiber connectivity, permitted 100 percent 
foreign ownership, and gave firms a corporate tax 
exemption for 50 years from the start of the busi-
ness. These benefits attracted Microsoft, Oracle, 
Cisco, Google, and IBM as early anchor tenants, 
which generated the clustering effects and special-
ized labor pools that pull in successive waves of 
investment. This cluster model was extended to 
neighboring industrial parks: Dubai Silicon Oasis 
for hardware and R&D; Dubai Design District 
for creative and digital media; and the Dubai AI 
& Web3 Campus for frontier AI and distributed- 
ledger applications. Each park extended the clus-
ter logic of Dubai Internet City into adjacent 
techno logy domains and deepened the overall  
ecosystem.

Investment in digital quality infrastructure

Industrial parks require world-class connectivity to 
function as solid regional hubs, and the government 
has invested in successive infrastructure layers as 
technology demands evolved. Starting in the 1980s, 
the state telecom operator Etisalat began to deploy 
a nationwide fiber-optic backbone (the infrastruc-
ture that is the foundation of the internet). Dubai 
achieved 100 percent digital switching by 1989, 
ahead of the United Kingdom (1997) and the United 
States (2000s), which gave the emirate an early and 
durable connectivity advantage. More recently, 
Moro Hub’s solar-powered data centers (2018) pro-
vided green computing capacity for regional work-
loads, and a US$545 million partnership between 
the Emirates Integrated Telecommunications Com-
pany (better known as “du”) and Microsoft (2026) 
is preparing a cloud infrastructure that is built spe-
cifically for AI workloads. These investments are 
meant to ensure that the physical and digital infra-
structure underpinning Dubai’s free zones meets the 
operational requirements of the globally integrated 
firms they are designed to attract.

Skills development and global talent attraction

Attracting high-value headquarters of technology 
firms requires a supply of specialized talent, such 
as data scientists and engineers. The One Million 
Arab Coders initiative Dubai started in 2017 pro-
vided free coding and software training to a million 
young people across the region, which built a broad 
regional talent pool. So-called Golden Visas were 
extended to foreign software engineers and data sci-
entists, providing them with the security of a long-
term residency. 

The results are measurable. The computer program-
ming share of total employment in the United Arab 
Emirates was 0.2 percent in 2017; by 2023, it had 
risen to 1.6 percent (figure 2A.1). In absolute terms, 
15,000 of 7.2 million total jobs in 2017 were in 
computer programming. By 2023, there were about 
135,000 computer programming jobs of a total of 
8.2 million. That surge in programmers provided a 
critical talent pool for the digital economy.

Market access assistance and foreign direct investment

Dubai aimed to attract foreign direct investment 
(FDI) to its hubs, the NextGenFDI initiative 
(2022) offered globally operating technology com-
panies fast-tracked licensing, visa facilitation, and 
concierge setup support, hoping to persuade 300 
firms to move their regional headquarters to Dubai 
in the first year. Dubai Global (2022) matched 
international startups with local corporate partners 

FIGURE 2A.1 Jobs in computer programming 
(percent of total employment)
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and procurement opportunities. The Expand North 
Star summit (2023) generated deal flow and sup-
ported Dubai’s profile as an entry point for technol-
ogy investors and founders across the Middle East, 
Africa, and South Asia. The 2025 edition of the 
summit attracted 2,000 startups and 1,200 inves-
tors. Complementing these promotion programs, 
Comprehensive Economic Partnership Agreements 
have connected Dubai with 11 countries since 2022,  
helping reduce market access barriers for digital 
services trade and embedding Dubai within global 
technology supply chains (IMF 2023).

Government procurement as demand creation

By committing to digitalize all public services, Dubai 
government effectively became a primary buyer, cre-
ating guaranteed demand for enterprise software, 
systems integration, and digital services from the 
private technology firms it had attracted to Dubai. 

The E-Government Mandate (2000) required all 
public departments to digitalize services, immedi-
ately generating demand for enterprise software and 
systems integration for tenants in Dubai Internet 
City. The action boosted the United Arab Emirates’ 
score on the UN E-Government Development 
Index so much that it surpassed the United States. 
The Dubai Data Law (2015) built on this foun-
dation by mandating data publication and sharing 
across government entities. The Paperless Strategy 
(2017) eliminated physical documents from all 
government transactions by 2021, forcing a large-
scale information technology upgrade that, as a by- 
product, produced data sets that companies could 
use to train their AI models.

Production and innovation subsidies

Alongside procurement-driven demand, the gov-
ernment has deployed financial instruments to 
stimulate innovation at the firm level. The Dubai 
Future District Fund (DFDF 2021) co-invests with 
private capital in deep-technology startups, filling 
a gap in early-stage financing that typically deters 
private investors from high-uncertainty innovation. 
Cloud credits available to certain startups reduce 
the cost of computationally intensive experimenta-
tion, which lowers the barrier to entry for resource- 
constrained firms at the frontier of AI development.

The government has also sought to generate innova-
tion demand from within its own institutions. The 
Dubai 10X program (2017) tasked each govern-
ment entity with launching “moonshot” initiatives 
to place Dubai 10 years ahead of comparable global 
cities. Forty-two projects were initiated across a 
wide range of domains, including Police Without 
Policemen, an AI-powered predictive policing ini-
tiative; Digital DEWA, an automated utility grid 
management system; and Dubai REST, a platform 
for fully digital real estate transactions.

Tax and ownership incentives—such as permit-
ting 100 percent foreign ownership and exempt-
ing businesses in Dubai Internet City from taxes 
for 50 years—help remove the two barriers most 
commonly cited by technology multinationals 
when they evaluate potential locations for regional 
headquarters.

Beyond the free zones, regulatory modernization 
can also reduce the legal uncertainty that often 
deters firm entry in fast-moving technology sectors. 
The Virtual Assets Regulatory Authority (VARA 
2022) created a dedicated licensing framework 
for digital assets, and Web3 provided the regula-
tory clarity for an initial cohort of global crypto 
and blockchain firms. The Dubai International 
Financial Centre performs the equivalent function 
for fintech by allowing live product testing under 
regulatory supervision before full licensing.

Digital economy outcome

The United Arab Emirates ranks first globally in 
AI adoption; 64 percent of its working-age popu-
lation was using generative AI tools by late 2025, 
compared with 60.9 percent in Singapore and 28.3 
percent in the United States (Microsoft 2026). 
According to Dubai’s Ministry of Economy, its total 
digital services trade, which includes both exports 
and imports, reached AEDirham 345 billion, one-
third of all United Arab Emirates’ services trade.10 

Nevertheless, there are issues to still address in 
order to realize the United Arab Emirates’ goals in 

10Dubai Ministry of Economy: https://www.wam.ae/en/article/
bj9uwlt-uae-foreign-trade-reaches-aed523-trillion-2024.

https://www.wam.ae/en/article/bj9uwlt-uae-foreign-trade-reaches-aed523-trillion-2024
https://www.wam.ae/en/article/bj9uwlt-uae-foreign-trade-reaches-aed523-trillion-2024
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leading digital development and AI innovations at 
a global level. 

The United Arab Emirates remains, still, among 
high-income countries, an expensive location for 
data transmission. The telecom duopoly (e& and 
du) keeps data transmission costs high, which is a 
critical input cost constraint on the computation-
ally intensive AI services. Availability of a critical 
mass of specialists with advanced digital skills, AI 
skills, and deep experience in people and project 
management is also a core constraint that can be 
solved over time through migrant talent attrac-
tion, investments,  and strengthening the United 
Arab Emirates as a global destination for quality 
tertiary education. Currently, the technology firms 
attracted to Dubai are tilted more toward regional 
sales, using code that was written elsewhere, which 
raises concerns that the large data centers being 
built in the region do not generate knowledge spill-
overs but serve only as warehouses for computation.

Dubai’s industrial policy for the digital economy 
has demonstrated a well-designed sequence of pol-
icy tools and contributed significantly to the eco-
nomic diversification with a highly competitive 
digital infrastructure and meaningful technology 
services presence. But data costs and limited inno-
vation capacity can still retard Dubai’s plans. The 
emirate must generate durable domestic spillovers 
for local firms, locally trained workers, and locally 
developed technologies.

case study 2: tourism and industrial 
policy in the Arab Republic of egypt 

Tourism has long been a cornerstone of Egypt’s 
economy, providing foreign exchange, support-
ing millions of jobs, and driving infrastructure 
investment. In recent years, the government has 
actively shaped this sector through industrial pol-
icy interventions, including public investment 
in infrastructure expansion, regulatory reforms,  
destination-specific development strategies, and 
sustainability-focused initiatives. 

As part of its National Tourism Strategy, Egypt aims 
to increase annual tourist arrivals significantly—
with targets as high as 30 million visitors per year 

by 2031, from over 13 million in 2019—and ele-
vate the quality and sustainability of its tourism 
ecosystem.11 

Industrial policy covers the services sector in addi-
tion to manufacturing. This case study focuses 
on tourism along the Red Sea. Unlike traditional 
industrial sectors, tourism is highly place-based, 
service-oriented, and dependent on the quality of 
ecosystems such as heritage assets, cities, connec-
tivity, and local services. Egypt’s multipronged 
tourism industrial policy has four key levers that 
work together to expand capacity and improve 
connectivity:

• First, serviced land (which has all the infra-
structure—such as water, sewers, and electric-
ity—needed for immediate construction) and 
coordinated site development are advanced 
through state-backed public-private projects 
that concentrate investment in priority coastal 
zones and expand hotel capacity.

• Second, enabling infrastructure—airport capac-
ity upgrades and improved road corridors—is 
expanded to link the Red Sea to domestic and 
international markets complemented by the 
Aviation Incentive Program to attract new mar-
kets and strengthen connectivity.

• Third, sector-specific workforce development, 
led by the Ministry of Tourism and Antiquities 
(MoTA), which has trained about 43,000 
workers in hospitality, food safety, and sustain-
able tourism, through public-private training 
initiatives and multisector partnerships. 

• Fourth, targeted incentives and market-access 
measures, such as streamlined e-visas and visas on  
arrival, promotional campaigns, and tourism- 
targeted, government credit programs to sup-
port building additional accommodations.

The Red Sea resorts are emblematic of Egypt’s 
coastal tourism revival. Coastal tourism is esti-
mated to account for about half of Egypt’s tourism, 

11https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-
the-gem/.

https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-the-gem/
https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-the-gem/
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which attracts a total of 13.6 million visitors and 
contributing about 12 percent to Egypt’s GDP in 
2019 (World Bank 2022b).

A multipronged industrial policy approach for 
tourism

Egypt’s tourism industrial policy adopts a multi-
pronged approach to boost competitiveness and 
attract investment. In terms of institutional land-
scape, in addition to MoTA, key entities play a 
significant role in shaping Egypt’s tourism devel-
opment, including the Tourism Development 
Authority, the New Urban Communities Authority, 
and other ministries involved in heritage, urban 
development, and infrastructure.

Serviced land and coordinated site development

One of the main levers to expand tourism along the 
Red Sea coast is the provision of land that is ready 
to build on and the government’s involvement in 
site development. The Monte Galala Towers and 
Marina project exemplifies serviced land and coor-
dinated site development through a state-backed 
public-private partnership aimed at expanding 
hotel capacity, upgrading transportation networks, 
and developing new tourism attractions. Set to 
begin in the second half of 2026 and take seven 
years to complete, the project involves a 10-tower 
development on 470,000 square meters along the 
Gulf of Suez. Developed by the private company 
Tatweer Misr in partnership with the Ministry of 
Housing and other state bodies, the initiative has a 
projected cost of about 50 billion Egyptian pounds 
(US$1.07 billion).12 The project reflects Egypt’s 
strategy to diversify tourism hubs and extend high-
end offerings beyond traditional sites, such as Luxor 
and Cairo.

Investment in enabling infrastructure

Because more than 95 percent of tourists arrive by 
air, Egypt aims to strengthen international air con-
nectivity and improve domestic transport links.13

12https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-
marina-hotel-development-2026-02-09/.
13https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-
the-gem/.

Aviation incentives and route expansion. MoTA 
launched an Aviation Incentive Program in late 
2024 to attract airlines from priority source mar-
kets and stimulate charter operations. The program 
offers targeted incentive packages to promote travel 
to specific destinations and during low-demand 
periods, such as summer routes to Luxor and Aswan. 
Initially planned to run through April 2025, it was 
extended for the May–October 2025 season, with 
adjustments to sustain growth in passenger volumes 
and seat capacity.14

A number of international carriers have expanded 
service to Egypt under this framework—including 
14 weekly direct flights from multiple UK cities to 
Sharm El-Sheikh and Hurghada that added about 
169,000 seats in the first year. Other airlines added 
Egyptian destinations such as Marsa Alam and 
Marsa Matrouh. 

Airport infrastructure and public-private partnership 
reform. In March 2025, the International Finance 
Corporation (IFC) signed an advisory agreement 
with the Government of Egypt to support pub-
lic-private partnerships (PPPs) in the airport sector. 
The project includes transaction advisory services 
for a PPP at Hurghada International Airport, about 
400 km southeast of Cairo, and a strategic assess-
ment of private-sector participation models for 10 
additional airports. Hurghada was selected because 
it is a primary gateway to the Red Sea and is Egypt’s 
second-busiest airport after Cairo International 
Airport.

Domestic connectivity and multidestination travel. 
Enhanced road construction complements the avi-
ation investments. An upgraded desert corridor 
between Luxor and Hurghada strengthens links 
between coastal and cultural tourism hubs, facilitat-
ing itineraries that combine Red Sea beach tourism 
with Nile Valley heritage destinations. Hurghada is 
now connected to 86 destinations across 25 coun-
tries via nonstop flights operated by 36 airlines.

14Earlier charter incentive programs existed in 2014 and 2015. See, for 
instance: https://topaviation.com/pages/ArticleDetails.aspx?aid=c2c22d7f- 
7af0-461b-8071-ca6bd4092093#:~:text=For%20direct%20
incentives%20on%20occupied,be%20submitted%20by%20the%20
companies.

links.1312https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-marina-hotel-development-2026-02-09/the-gem
links.1312https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-marina-hotel-development-2026-02-09/the-gem
https://topaviation.com/pages/ArticleDetails.aspx?aid=c2c22d7f-7af0-461b-8071-ca6bd4092093#:~:text=For%20direct%20incentives%20on%20occupied,be%20submitted%20by%20the%20companies
https://topaviation.com/pages/ArticleDetails.aspx?aid=c2c22d7f-7af0-461b-8071-ca6bd4092093#:~:text=For%20direct%20incentives%20on%20occupied,be%20submitted%20by%20the%20companies
https://topaviation.com/pages/ArticleDetails.aspx?aid=c2c22d7f-7af0-461b-8071-ca6bd4092093#:~:text=For%20direct%20incentives%20on%20occupied,be%20submitted%20by%20the%20companies
https://topaviation.com/pages/ArticleDetails.aspx?aid=c2c22d7f-7af0-461b-8071-ca6bd4092093#:~:text=For%20direct%20incentives%20on%20occupied,be%20submitted%20by%20the%20companies
https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-marina-hotel-development-2026-02-09/
https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-marina-hotel-development-2026-02-09/the-gem
https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-the-gem/
https://sis.gov.eg/en/media-center/files/2025-yearender-the-year-of-the-gem/
https://www.reuters.com/world/africa/egypt-plans-1-billion-red-sea-marina-hotel-development-2026-02-09/
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Climate resilience and green infrastructure. Because 
of the tourism sector’s exposure to coastal and 
marine climate risks, environmental resilience has 
become a core component of enabling infrastruc-
ture. Under the NDP Egypt Vision 2030, climate 
adaptation and environmental standards are inte-
grated into tourism planning, particularly along the 
Red Sea, where Egypt’s tourism climate risk index 
reached 0.56 in 2023 (above the national average 
of 0.52). Rising temperatures, coral bleaching, and 
coastal erosion threaten the region’s core assets, 
making adaptation in siting, building codes, reef 
management, and visitor regulation central to sec-
tor policy (World Bank 2024a).

Government-led “greening” initiatives include reg-
ulatory measures such as bans on single-use plas-
tics and strengthened protected-area management. 
Complementary certification and standards pro-
grams, including internationally recognized certifi-
cations such as Green Star for hotels and Green Fins 
for marine tourism—alongside digital tools such as 
the Egyptian Sustainable Tourism Portal—support 
energy efficiency, waste management, and biodiver-
sity protection (Yoshijima et al. 2024; World Bank 
2024b).

Sector-specific workforce development

MoTA has made personnel training a core element 
of tourism-sector development—along with regula-
tory reform and infrastructure upgrades. Thousands 
of tourism workers get professional training each 
year. In 2024, about 43,000 workers were trained 
in such fields as hospitality, food safety, and sustain-
able tourism.15

In addition to state-led training programs, public- 
private collaborations help expand workforce 
capacity. For example, joint initiatives with indus-
try associations and private companies—such as 
the Al Ahram Beverages Company (ABC) Hospi-
tality Academy and Rhythm Hospitality Training 
Consultancy—aim to train hundreds of hospital-
ity professionals in guest experience, operations, 
and service excellence for such key destinations as 

15https://sis.gov.eg/en/media-center/news/fitch-egypt-to-welcome-1776m-
tourists-by-end-of-2025-1856m-in-2026/.

Cairo, Sharm elSheikh, and Hurghada. The train-
ing includes two specialized training tracks, includ-
ing an internationally recognized certification from 
the UK Institute of Hospitality. Since 2022, ABC 
has trained more than 4,000 food and beverage 
professionals across Egypt.16

Moreover, multisectoral partnerships supported by 
international organizations—such as the European 
Bank for Reconstruction and Development (EBRD) 
working with the MoTA and the Egyptian Tourism 
Federation—seek to establish sector skills councils 
and frameworks to strengthen market-relevant skills 
and align training with evolving industry needs.17 

Market access measures and targeted incentives

With physical goods, market access policies are 
about taking firms to their clients; when it comes 
to tourism, they are about bringing prospective 
visitors to destinations and services on offer. With 
support from the Central Bank of Egypt, these 
initiatives were paired with financial incentives to 
develop and upgrade hospitality infrastructure. 

Promotional partnerships and demand stimulation. 
MoTA has deployed coordinated promotional 
campaigns with international airlines and digital 
travel platforms to position Egypt across beach, cul-
tural, religious, and sports tourism segments. They 
include targeted media campaigns in priority mar-
kets, documentary and destination-branding films, 
and expanded digital marketing through a newly 
contracted international firm managing tourism 
websites and social media channels.18

Regulatory facilitation: Visa liberalization. Visa 
reforms—including expanded e-visa systems and 
visas on arrival for selected nationalities—reduce 
entry barriers and transaction costs for travelers. 
As indirect industrial policy tools, these regula-
tory measures stimulate demand without requiring  

16https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-
company-launches-abc-hospitality-academy-initiative-to-support-
egypts-tourism-experience/.
17https://moic.gov.eg/news/372.
18https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/
tourism/.

https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-company-launches-abc-hospitality-academy-initiative-to-support-egypts-tourism-experience/18https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism
https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-company-launches-abc-hospitality-academy-initiative-to-support-egypts-tourism-experience/18https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors
https://sis.gov.eg/en/media-center/news/fitch-egypt-to-welcome-1776m-tourists-by-end-of-2025-1856m-in-2026
https://sis.gov.eg/en/media-center/news/fitch-egypt-to-welcome-1776m-tourists-by-end-of-2025-1856m-in-2026
https://moic.gov.eg/news/372
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism/
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism/
https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-company-launches-abc-hospitality-academy-initiative-to-support-egypts-tourism-experience/
https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-company-launches-abc-hospitality-academy-initiative-to-support-egypts-tourism-experience/
https://www.dailynewsegypt.com/2025/09/27/al-ahram-beverages-company-launches-abc-hospitality-academy-initiative-to-support-egypts-tourism-experience/
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direct fiscal outlays, improving Egypt’s competitive-
ness by lowering uncertainty and simplifying travel 
planning.19

Financial incentives for capacity expansion. In 2024, 
the Central Bank of Egypt, funded by the Ministry 
of Finance, launched a tourism credit facility offer-
ing EGP 50 billion in favorably priced loans to 
support hotel construction, renovation, and the 
reopening of nonoperational properties. By reduc-
ing financing costs in a high-interest environment, 
the scheme operates as a targeted financial sub-
sidy to accelerate accommodation expansion and 
strengthen sector capacity.20

Tourism-sector performance

This case study does not assess the impact of the 
various policy instruments on the sector’s perfor-
mance. Rigorous impact evaluation would need to 
be carried out to evaluate the effectiveness of the 
various tools implemented. In addition to sector- 
specific characteristics, the evaluation of industrial 
policy in the context of the tourism sector would 
need to take into account additional consider-
ations such as spatial integration, inclusion, and 
environmental sustainability. Egypt has become 
the second-largest destination in Africa by several 
metrics—behind Morocco in visitor volume and 
behind South Africa in international leisure visi-
tor arrivals and spending. The sector is particularly 
exposed to volatility, given its sensitivity to domes-
tic, regional, and external developments. Although 
Egypt still faces the economic effects and geopolit-
ical risks of regional conflicts, inbound tourism in 
late 2025 was more resilient than in the years before 
the COVID pandemic in 2020.

In 2024, according to data from the Ministry of 
Planning and Economic Development, accom-
modation and food service activities accounted 
for about 4 percent of GDP. This share has been 
increasing since 2020, partly reflecting a post-
COVID-19 recovery.

19https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/
tourism/.
20https://www.cbe.org.eg/en/news-publications/news/2024/ 
10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism.

But if the tourism sector has progressed toward 
its growth goals, it still has some distance to go in 
other areas.

In 2024, the Egypt Travel and Tourism Devel-
opment Index gave the industry a 4 of 7, citing 
needed improvement in environmental sustain-
ability, infrastructure for mobility within (rather 
than between) destinations, and the quality of 
tourism services (World Bank 2024b). 

Moreover, Egypt’s tourism sector—hotels, restau-
rants, and recreation—is less sustainable and inclusive 
than those in other countries. While larger or inter-
nationally exposed players in Egypt have invested 
in sustainability systems and accreditation, overall 
adoption remains limited. The industry is a mixture 
of newer and long-standing operations, and many 
smaller and older hotels struggle to meet new expen-
sive sustainability grading criteria. Programs like the 
Green Star Hotel certification (over 180 hotels) and 
IFC’s partnerships in El Gouna show progress, yet 
overall investor awareness and understanding of sus-
tainability’s business benefits remain low. 

But when it comes to inclusion, Egypt ranks much 
lower than most countries (World Bank 2023b). 
In 2023, 47 percent of tourism-sector workers in 
Egypt were employed in rural areas (ILO 2026). 
This is more than the global average of 30 percent  
in 2023. In both cases, tourism employment in  
rural areas has been gaining relevance since 2016. 
On the contrary, tourism in Egypt is not creating 
inclusive opportunities for women. In 2023, just  
3 percent of sector employment consisted of female 
employees. This percentage has been decreasing 
since 2016—most likely influenced by the COVID-
19 downturn—and is much lower than the global 
average of 46 percent women employment and 
also lower than some regional peers such as the 
Islamic Republic of Iran (7 percent tourism women 
employment in 2022), Lebanon (12 percent tour-
ism women employment in 2019), or the United 
Arab Emirates (19 percent tourism women employ-
ment in 2023), indicating room for improvement.

In sum, Egypt’s tourism sector demonstrates strong 
growth dividends—high value-added and job  mul-
tipliers and a relatively higher share of high-skilled 

https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism/10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism/
https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism/10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism/
19https://sis.gov.eg/en/egypt/economy/egyptian-economy-sectors/tourism/10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism
https://www.cbe.org.eg/en/news-publications/news/2024/10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism
https://www.cbe.org.eg/en/news-publications/news/2024/10/20/19/09/the-launch-of-a-new-initiative-to-support-the-tourism
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jobs than peers. Yet it creates fewer indirect jobs 
than tourism sectors in its peers. Strengthening local 
supply chains (food, crafts, maintenance/repair, 
boats, and digital services) would increase the sec-
tor’s performance (World Bank 2023b). Moreover, 
horizontal reforms are essential complements to 
any sector-specific intervention, addressing mac-
ro-level constraints (foreign exchange distortions, 
high inflation, and limited private-sector credit) 
alongside microeconomic fundamentals, the role 
of the state, the business environment, and human 
capital.

case study 3: the making of a 
moroccan auto industry

Around 1960, Morocco began to pursue import 
substitution industrialization—producing goods 
locally instead of importing them and relying on 
such industrial policy tools as import bans and local 
component requirement to nurture infant indus-
tries (WTO 1996).21 A SOE, SOMACA (Société 
marocaine de la constructions automobiles) was 
founded in 1959 to assemble vehicles for the local 
market (Hahn and Vidican-Auktor 2017).

But Morocco’s protected manufacturers, including 
SOMACA, never thrived. 

In the early 2000s, the Moroccan government 
pivoted from an import substitution model to a 
comprehensive industrial strategy that embraced 
competitive industries. The country’s new indus-
trial policy targeted six industries and, like the old 
one, one of them was the automotive industry. 

It became a centerpiece of a succession of NDPs—
beginning in 2005 with the Plan Emergence 
and followed by the National Pact for Industrial 
Development (PNEI) for 2009–15, and the 
Industrial Acceleration Plan (PAI) for 2014–20. 
The PAI prioritized building industrial ecosys-
tems—that is, select subsectors that surround a 
lead enterprise.22 Policies were tailored to each 

21https://docs.wto.org/dol2fe/Pages/SS/directdoc.aspx?filename=Q:/
WT/PRESS/TPRB23.pdf&Open=True.
22Eight ecosystems were set up in the auto industry: Renault, Stellantis, 
wiring, interior and seats, metal pressing, batteries, heavy vehicles and 

ecosystem to provide targeted support and to 
encourage industrial integration. 

Morocco also signed free trade agreements with var-
ious partners, most importantly with the European 
Union in 2000, which liberalized trade in industrial 
products and would open up a large new market 
for Moroccan-made cars. By the end of 2023, the 
country had 10 regional trade agreements and 53 
bilateral investment agreements in place (WTO 
2024).

French automaker Renault responded to the 
Moroccan pivot in industrial strategy, vastly 
expanding its investments in Morocco and becom-
ing the majority shareholder of SOMACA in 2005. 
That decision was a turning point for the auto-
maker, which started to export Dacia Logan mod-
els in 2007. In 2012, Renault invested 600 million 
euros in a production site near Tangier that could 
make 400,000 vehicles annually—quadrupling its 
then-existing capacity. Production took off. Vehicle 
output grew 14.1 percent per year during 2012–
22, up from 7.3 percent in 2000–10. Automotive-
sector production value increased by more than 
30 percent, and value added more than doubled 
between 2019 and 2022 (figure 2A.2).

Renault’s investment attracted multinational com-
ponent suppliers and another major OEM, PSA 
Peugeot Citroën (now Stellantis). According to 
AMDIE, Morocco now hosts more than 270 auto-
motive suppliers, compared with 35 in 2000. In 
2022, the auto industry accounted for 2.6 per-
cent of GDP in value added and 8.7 percent of 
GDP in total production. Autos accounted for  
19.4 percent of total exports. More recently, 
Morocco is developing the capability to produce 
electric vehicles—including a complete value chain 
for battery production and chips for electric cars. 
The modest level of electric vehicle production in 
Morocco is expected to rise significantly (Mendez 
Parra et al. 2025).

industrial bodywork, and motor and transmission (Ministry of Investment, 
https://www.mcinet.gov.ma/en/content/industry-0/automotive-0).

https://docs.wto.org/dol2fe/Pages/SS/directdoc.aspx?filename=Q:/WT/PRESS/TPRB23.pdf&Open=True.22Eight
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https://www.mcinet.gov.ma/en/content/industry-0/automotive-0
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Industry-informed policy measures supported 
sector growth

Industrial policy instruments in the NDPs were 
crucial to the growth in the automotive sector. The 
measures included investment subsidies, indus-
trial parks, special economic zones, and workforce 
training support. Companies themselves played an 
active role in policy design and implementation 
through the business association, AMICA.

Investment subsidies

Investment promotion through capital investment 
subsidies began in 2000s and remained a key feature 
under the PNEI and PAI frameworks. The Hassan II 
Fund for Economic and Social Development gives 
financial assistance to companies making industrial 
investments in the country (Achy 2013). The auto-
motive sector is eligible for grants from the fund, 
which finances 30 percent of the cost of buildings 
and 10 percent of capital equipment expenditures 
(WTO 2009). The Renault plant benefited from 
substantial public subsidies, including a 200- 
million-euro grant from the Hassan II Fund and 
an additional 105-million-euro financing line from 
three Moroccan banks (Hahn and Vidican-Auktor 
2017). Investments to develop industrial ecosys-
tems were funded by the Industrial Development 
Fund under the PAI development plan and then by 
the Industrial and Investment Development Fund 
under the recent Industrial Recovery Plan (PRI, 
which covered 2021–23). Automotive suppliers 
and specialized manufacturers receive support for 

up to 10 percent of an investment in a site located 
within a free zone.

Industrial parks and economic zones

Establishing industrial clusters was a critical com-
ponent of both the PNEI and PAI framework. 
Clusters offer both the concentrated infrastructure 
needed for production and distribution operations 
(features of industrial parks), and tax and customs 
benefits, efficient customs procedures, and uncon-
strained capital flows (features of special economic 
zones).

Industrial zones were established in Tangier, 
Kenitra, Casablanca, Rabat, and Oudja. Around 
Tangier, the zones are located within the Tanger-
Med Industrial Platform, a network of free zones, 
and the Tanger-Med port, which ranked fifth glob-
ally in the Container Port Performance Index in 
2024 (World Bank 2025). The platform hosts a 
variety of export-oriented manufacturing sectors, 
offering advanced logistics, engineering, and utility 
services. If an investor in a free zone exports at least 
70 percent of its production, it can benefit from 
more flexible procedures and fiscal aids—including 
(1) corporate tax exemption for the first 5 years, fol-
lowed by a low tax rate of 8.75 percent for the next 
20 years, (2) professional and urban tax exemptions 
for 15 years, (3) value-add tax exemptions, (4) free 
repatriation of capital and profits, and (5) simpli-
fied customs procedures (Malouche and Partow 
2019).

FIGURE 2A.2 Automotive production and value added

0

0.5

1.0

1.5

Vehicles produced (millions)

2000 2005 2010 2015 2020 2025

Morocco

South Africa

Czechia

Türkiye

A. Number of vehicles produced in Morocco and select
countries, 1999–2024

B. Production and value added in the Moroccan automotive 
sector, 2019–2022

30

0

60

90

120

2019 2020 2021 2022

Billions of dirhams
Production Value added

Sources: world bank calculations based on data from the International organization of motor vehicle manufacturers and the haut-commissariat au Plan.



64 chAPteR 2  mIddLe eAst,  noRth AFRIcA,  AFghAnIstAn &  PAkIstAn economIc uPdAte |  APRIL  2026

Training and skills development

A pillar of Morocco’s automotive-sector indus-
trial policy is the specialized training programs it 
offers to create the types of skilled workers the auto 
industry needs. Four specialized professional train-
ing centers operate under public-private partner-
ship model—three managed by AMICA and one 
by Renault. The centers provide practical training 
through apprenticeships and company-specific 
training. The programs are developed in coopera-
tion with the industry to ensure they teach the skills 
required by the sector. Workforce training through 
the centers is subsidized by the state—up to 6,000 
euros per person for the first year of employment, 
and a smaller subsidy is available for years 2 and 3 
through the Hassan II Fund. Financial support can 
also be found through other programs, but the pro-
cess to get it is bureaucratically cumbersome (Hahn 
and Vidican-Auktor 2017).

This model has produced a skilled workforce that 
adds to Morocco’s attractiveness as a manufacturing 
destination. One qualitative study found that com-
panies, especially international ones, cited the qual-
ity of the workforce as one of the top three reasons 
for choosing Morocco, and no company reported 
having difficulties finding qualified employees. 
Companies in the study said that between 90 and 
100 percent of employees were Moroccan (Hahn 
and Vidican-Auktor 2017).

Active private-sector involvement

The private sector is heavily involved in automo-
tive industrial policy. The Ministry of Industry and 
Trade—the government entity responsible for the 
development and execution of industrial policy—
works closely with private stakeholders through 
industry association, AMICA. AMICA commits 
the industry to the government’s industrial strat-
egy, including the creation of ecosystems specified 
in the PAI. AMICA, in turn, provides inputs for 
government policy, such as setting sectoral targets 
and identifying key needs for the development of 
the industry and for attracting international com-
panies. AMICA also plays a central role in work-
force training.

Industrial policy has fallen short in value 
chains and technology 

The industrial policy in the automotive sector 
was built around attracting foreign direct invest-
ment, including multinational OEMs and suppli-
ers (Hahn and Vidican-Auktor 2017). Freund and 
Moran (2017) argue that this is an effective strategy 
for growing new sectors—finding a single or hand-
ful of large, first-mover investors that attract clusters 
of follower firms—thus transforming an industry 
and the export profile of a country. Indeed, a signif-
icant shift in Morocco’s export composition toward 
automobiles is reflected in measures of revealed 
comparative advantage, which placed Morocco 
fifth in the world in 2024 after major car manufac-
turers such as Georgia, the Slovak Republic, Japan, 
and Czechia. 

But the extent to which the country’s industrial 
policy was responsible for attracting such invest-
ments is difficult to quantify. In a survey of mul-
tinational enterprises in the Moroccan automotive 
sector, firms said proximity to Europe and the qual-
ifications and cost of the workforce were the two 
main factors in their decision to locate in the coun-
try (Alfaro-Moreno, Rivera-Galicia, and Bakkali 
2024). Such industrial policy measures as sectoral 
strategies, free zones, quality of infrastructure, and 
tax incentives were also reported to have positive 
influence but were of less significance than geog-
raphy and workforce quality. This suggests that, 
although industrial policies may have supported 
the country in leveraging its natural advantages, 
separating out the specific effects of these policies 
from other drivers of outcomes, such as proximity 
to key markets, is difficult. Moreover, data on the 
costs of policies, such as subsidies and infrastruc-
ture investments, are not available, which makes it 
hard to conduct a credible cost-benefit analysis.

Challenges remain in reaching all of Morocco’s 
industrial policy goals. The level of local integration 
remains limited. The industry had to import about 
40 percent of the materials needed to assemble a 
vehicle in 2019 (Najib and Haddad 2024). A few 
studies, although dated given the continuous devel-
opments in the industry, show limited integration of 
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local companies into auto value chains. OEMs get 
parts and components either through direct imports 
or from tier 1 suppliers located in Morocco. But 
many tier 1 suppliers—those that directly supply 
OEMs—are local subsidiaries of international sup-
pliers that import 80 to 100 percent of the inputs they 
supply auto assemblers (Hahn and Vidican-Auktor 
2017). Value chains between these tier 1 suppliers 
and local tier 2 and 3 suppliers remain incomplete 
or weak.23 Local firms continue to face constraints 
such as restricted access to finance, capacity to meet 
quality standards, lack of scale and productivity to 
achieve international cost levels, and the general lack 
of capacity that can afflict firms starting in a new 
market (Malouche and Partow 2019).

Moreover, trade-in-value-added data from the Organ-
isation for Economic Co-operation and Develop- 
ment shows that about 60 percent of the value of an 
auto exported from Morocco was created outside of 
the country in 2022 (figure 2A.3). Although this 
reflects Morocco’s downstream position in global 
value chains—similar to manufacturers in Czechia 
and the Slovak Republic—it also suggests limited 
integration with domestic suppliers. By contrast, 
about 60 percent of South Africa’s automotive 
export value is created domestically—over half 
of which originates in nonautomotive industries, 
which suggests that South African automakers are 
more integrated with adjacent domestic sectors than 
are manufacturers in Morocco.

Low value added has been noted as a weak point of 
the Moroccan automotive industry because much 
of what it does involves labor-intensive activities 
such as vehicle assembly and wiring (Malouche and 
Partow 2019). Najib and Haddad (2024) find that 
growth in value added between 2014 and 2019 
was primarily driven by increased final demand 
rather than improvements in the value-added 
margin. However, value added per unit of output 
did show some increase over this period, suggest-
ing a shift toward higher value-added activities 
in the Moroccan auto sector. Data from Haut-
Commissariat au Plan show that value-added mar-
gin increased from 20 percent in 2019 to 30 percent 
in 2022.

23Tier 2 suppliers serve tier 1, while tier 3 suppliers serve tier 2.

Technological upgrading and transfer of knowl-
edge to local firms is critical for the integration 
of local firms into the value chain and for a shift 
toward technology-based manufacturing. However, 
the Moroccan policy focus on technology acqui-
sition through licensing or joint ventures appears 
to be limited (Hahn and Vidican-Auktor 2017). 
There is some evidence that points to technolog-
ical upgrading and transfer of knowledge to local 
firms, but more is needed. Renault played a pivotal 
role in transferring knowledge and learning within 
the sector. In addition to its active role in train-
ing, the manufacturer monitors and offers assis-
tance, as suppliers acquire standard certifications, 
and enforces high internal standards on products, 
which apparently have forced process changes in 
a supplier company. However, quality issues keep 
Moroccan firms from reaching a higher level in the 
automotive value chain. 

case study 4: Pakistan manufactures 
soccer balls

They had been stitching soccer balls in Sialkot, 
Pakistan, for seven decades when the government 
took steps to the encourage the growth of an 
already-active industry. First around 1960, then 

FIGURE 2A.3 Domestic and foreign value added in gross 
exports in select automotive-exporting countries, 2022
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again two decades later, authorities implemented 
tools that today would be recognized as part of an 
industrial policy that appeared to contribute to a 
golden age for Sialkot soccer ball makers.

In 1960, the government created a dedicated soccer 
ball manufacturing area and began to offer cheap 
land to encourage new firms to enter the business 
and established ones to expand. From the late 
1970s to the mid-1990s Pakistan operated a tax- 
rebate program to stimulate manufacturing exports 
(aimed at nontraditional exports). The soccer ball 
industry benefited, and it grew further—both in 
terms of sales and the number of firms.

Yet, it was an industry that by nearly all metrics 
should never have emerged in the late 19th century 
in what was then India. In Sialkot, like the rest of 
the subcontinent at the time, there was little inter-
est in soccer. But if local demand was lacking, there 
were many occupying British soldiers garrisoned 
around Sialkot who played the sport. And one of 
them planted the seed of the industry by asking a 
local saddle maker to repair a soccer ball. The entre-
preneurial saddler fixed the ball, then figured out 
how to use his leather-making skills to produce new 
ones. Soon he was making them for local British 
soldiers sick of waiting 8 months for deliveries from 
England. 

Demand spread from soldiers in the Sialkot region  
to British troops across the subcontinent. Over-
whelmed by demand, the saddler eventually engaged 
apprentices, who in turn founded their own busi-
nesses. After World War I disrupted English facto-
ries, the soccer ball makers that were clustered in 
Sialkot—in what is now the northeast of part of 
Punjab province of Pakistan—began to export to 
other British colonies.

Subsidized land and tax rebates encouraged 
growth

In 1960, authorities took steps to encourage the 
growth of soccer ball manufacturing—which was 
an anchor of what had become a broader sports-
goods manufacturing presence in Sialkot. The clus-
ter in Sialkot contained the essential ingredients of 
a healthy industry—a deep labor pool and strong 
knowledge spillover, both of which had their roots 
in the saddler’s apprentices and ready access to 
specialized inputs. Indeed, in a survey conducted 
by Atkin et al. (2017a) more than a half-century 
later, five soccer ball manufacturers asserted that 
those three elements remained the most important 
undergirds of the Sialkot cluster (figure 2A.4).

After the government began to offer land at below 
market prices to new firms and those willing to 
expand operations in 1960, the number of manu-
facturers grew markedly. A total of 22 manufacturers 
had set up shops by the of the 1950s (including the 
saddle maker). In the ensuing two decades, another 
41 firms started operations (Atkin et al. 2017a).24

The addition of the tax rebates on exports that per-
mitted manufacturers to reclaim customs duties, 
sales tax, and excise paid on imported inputs used 
in export production appeared not only to increase 
the attractiveness of the industry but also stimulated 
foreign sales (Atkin et al. 2017a). Among firms still 
operating in 2010, more than half were founded 
in the 1980s and 1990s, the decades in which the 
export rebate program was active (32 manufactur-
ers entered the business in the 1980s, and 66 did so 

24Atkin et al. (2017a) provide data on the number of firms established 
that identify soccer balls as their primary product. Data on firms going 
out of business or consolidating are not available. 

FIGURE 2A.4 Dominant drivers of Sialkot’s soccer ball 
sector
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in the 1990s). There was a pronounced acceleration 
of sporting good exports, of which soccer balls are 
an important component, that coincided with the 
tax rebate program (figure 2A.5).

Between 1955 and its peak in 1997–98, compound 
annual growth in soccer ball exports averaged 
10 percent. At its peak in the late 1990s, 47 per-
cent the of the soccer balls imported by the United 
States originated from Pakistan.25 In recent years, 
this market dominance has diminished, especially 
as competition from China has increased; in 2024, 
16 percent of United States soccer ball imports and 
15 percent of global inflatable-ball net exports orig-
inated from Pakistan. This is largely because the 
hand-stitched segment has been losing market share 
to machine-stitched balls, which tend to be lower- 
quality and are typically manufactured in China. 
But Pakistan continues to dominate the high-quality  
hand-stitched product category, including those 
used in such prestigious global sporting events as the 
World Cup and the Summer Olympics. The clus-
ter continues to employ thousands of workers. By 
November 2011, Sialkot’s soccer ball cluster com-
prised approximately 135 manufacturing firms that 
employed about 12,000 workers. Another 24,000 
stitchers made soccer balls at stitching centers or 
home-based outsourcing (Akin et al. 2017b).

Who takes the credit? Industrial policy, 
private-sector efforts, or both?

Despite the long-run success of the Sialkot soc-
cer industry, how much of a role industrial policy 
played is uncertain. In the taxonomy of industrial 
policy devised by Fernandes and Reed (2026), 
Pakistan clearly engaged in industrial policy mak-
ing—taking actions aimed at influencing activ-
ity in a specific industry. Creation of a dedicated 

25The United States is the largest importer of soccer balls and is one 
of the few with data that disaggregate inflatable sports balls by type.

manufacturing area is among the tools Fernandes 
and Reed classify as a “tailored public input,” and 
the tax rebate scheme is a “market incentives.” 
Positive changes in the soccer ball manufacturing 
industry coincided with the implementation of 
both tools. 

But coincidence is not causality. It is possible that it 
was not so much government intervention but inde-
pendent initiatives by the business sector that pro-
pelled some of the success. For example, the Sialkot 
International Airport is the only private airport in 
Pakistan, and it was built by the local business com-
munity without government help. Disentangling 
the effects of firms’ clustering, industrial policy, and 
independent initiatives is only possible if evalua-
tion is built into the design of an industrial policy, 
which, as is very often the case for industrial poli-
cies worldwide, was not the case for either example 
in Pakistan.

FIGURE 2A.5 Pakistan’s exports of sporting goods
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