


MENA oil exporters are less diversified than they should be, and fingers are
pointed at poor governance in general, and at corrupt practices in
particular, for mismanagement and dissipation of oil revenues. In oil-rich
MENA countries, many large infrastructure projects have been delivered
late and fell into the trap of going over budget mainly due to bad
governance and corruption.

As oil revenues fall and fossil fuel age fades, oil-rich MENA governments
could soon face severe social unrest (Arezki et al. 2018). These facts
ultimately sow the seeds of uncertainty about MENA oil exporters’
diversification capacity and question their ability to create more
employment opportunities and absorb the millions of young people
entering the labor force each year.



This paper thus aims to unearth very interesting and research-worthy

aspects of this intractable situation by testing, on the one hand, the impact

of oil rents on economic growth and the main symptoms of the resource

curse phenomenon in oil-abundant MENA countries, and, on the other

hand, by investigating the role of governance in avoiding the resource

curse and turning oil rents into a tool for economic diversification in 11

MENA oil exporters (Algeria, Bahrain, Iran, Iraq, Kuwait, Libya, Oman,

Qatar, Saudi Arabia, United Arab Emirates, and Yemen) over the period

1996-2018.
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Inverse Theil index, in real terms (1995 = 111)
Source: IMF, The Diversification Toolkit: Export Diversification and Quality Databases, 

https://www.imf.org/external/np/res/dfidimf/diversification.htm (accessed 28/10/2019).
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A. Data
The present paper aims, on the one hand, to test the impact of oil rents on

economic growth and examine the main symptoms of the resource curse
phenomenon in oil-abundant MENA countries, and on the other hand, to
investigate the role of governance in avoiding the resource curse and
turning oil rents into a tool for economic diversification in 11 MENA oil
exporters (Algeria, Bahrain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi
Arabia, United Arab Emirates, and Yemen). This paper aims also to
compare the diversification experience of Canada, Norway and Malaysia
to that of GCC countries over the period 1996-2018, this time period has
been chosen on the basis of data availability for the following variables:

GDP: GDP per capita growth (annual %) is used as a proxy for economic
growth, from the World Development Indicators database.

OILR: Oil rents (% of GDP) (they represent the difference between the value
of crude oil production at world prices and total costs of production), from
the World Development Indicators database.

AGR: Agriculture, value added (% of GDP), from the World Development
Indicators database.

IND: Industry, value added (% of GDP), from the World Development
Indicators database.



A. Data

SER: Services, etc., value added (% of GDP), from the World Development
Indicators database.

DIV: The export diversification index indicates whether the export structure of each
country or country grouping differs from the world patterns, this index takes
values between 0 (a high degree of diversification) and 1 (a low degree of
diversification), the data are from UNCTAD's database.

CONC: The export concentration index shows how exports of individual countries or
country groupings are concentrated on several products or otherwise distributed in
a more homogeneous manner among a series of products, this index takes values
between 0 (minimum concentration) and 1 (maximum concentration), the data are
from UNCTAD's database.

GI: presents the Governance Index which is constructed as a simple average of the
following World Bank’s Worldwide Governance Indicators: Voice and
Accountability (VA), Political Stability and Absence of Violence (PSAV),
Government Effectiveness (GE), Regulatory Quality (RQ), Rule of Law (RL),
Control of Corruption (CC), these indicators range from -2.5 (bad) to 2.5 (good),
the data are from the World Bank's Worldwide Governance Indicators (WGI)
database.

EF: Economic Freedom is used as a proxy for economic institutions, introduced by
Heritage Foundation and Wall Street Journal, this indicator is graded on a scale of
0 (repressed) to 100 (free).



B. Analysis of Empirical Results

Source: Author's Computation Using Eviews 8.0.



B. Analysis of Empirical Results

Source: Author's Computation Using Eviews 8.0.



B. Analysis of Empirical Results

Source: Author's Computation Using Eviews 8.0.



B. Analysis of Empirical Results

Source: Author's Computation Using Eviews 8.0.



The need to accelerate economic diversification in oil-exporting
MENA countries made deep and lasting economic reform more
urgent but also more difficult. This will not only shape
diversification priorities and policies, but will also profoundly
change MENA oil exporters' long-standing economic models.

Oil-rich MENA governments must hold to structural reforms by:
- Restoring macroeconomic stability and fundamentally strengthening

the regulatory framework for private sector development;
- Weeding out corruption and creating greater transparency in the

public procurement system;
- Improving the quality of education and offering high-quality training

in order to reduce the large skill gaps and mismatches hindering
economic diversification; and

- Eliminating or at least reducing trade barriers obstructing intra-
regional trade.



Oil-rich MENA governments need to improve the management of
their public finances by:

- pursuing proactive fiscal policies, improving the management of
public expenditures, reducing ballooning budget deficits, and
phasing out energy consumption subsidies,

- Improving the efficiency of public spending and raising non-oil
revenue,

- Using proper instruments for hedging and guarding against oil price
risk, and

- Investing the largest part of the money derived from oil exports in
sovereign wealth funds that have long investment horizons.
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