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The global pandemic has resulted in some lasting scars for many 
Emerging Market Economies, but it has also prompted a re-examination 
of existing development strategies for growth and development. The 
countries of the Southern and Eastern Mediterranean (SEMCs) have 
seen their development trajectories dimmed, and in order to provide 
for more sustainable and equitable income generation for their 
populations, a reset of growth strategies is essential.

The aim of this report is to provide some new ideas and policy directions 
for SEMCs and to do so in light of changes in the global economy that 
were already well underway but that have been made more prominent 
by the recent events. The main message is that there is no time to 
waste in resetting public policy for the coming few years.

The urgency that drives this policy reset is the fact that growth prospects 
for many have been seriously affected, meaning that it will take a 
�Õ�LiÀ��v�Þi>ÀÃ�Ì��Ài}>���«iÀ�V>«�Ì>���V��i��iÛi�Ã�Ì�>Ì�iÝ�ÃÌi`����Óä£�°�
Fiscal space has shrunk, export supply chains have been disrupted, 
new technologies and ways of doing business electronically have been 
accelerated, and debt levels have risen. At the same time, pre-existing 
challenges related to inadequate employment, an overbearing role of 
the state, and limits in private sector development have become more 
acute. It is therefore fair to say that the structural reform agenda is now 
of paramount importance and that status quo sets of policies will be 
inadequate given the challenges facing SEMCs.

This report examines the current situation of SEMCs, highlighting where 
the greatest shortfalls of policy exist using the concept of heatmaps 
that compare countries in various dimensions. To this has been added 
a thorough review of what diagnostics already exist, and there is no 
dearth of them, indicating some lapses of past policy as seen by 
outside agencies, institutions, and academics. The aim of this report 
is to not repeat the same diagnostics once again, but rather to use 
them as building-blocks for the presentation of some new views and 
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�`i�Ì�wV>Ì�����v��iÜ��««�ÀÌÕ��Ì�iÃ°�/��Ã�iÝiÀV�Ãi��>Ã�Lii��`ii«i�i`�
and enriched by policy consultations with key thought-leaders and ex-
policymakers in three SEMCs, namely, Egypt, Morocco, and Tunisia. 
The basic conclusions of the report are as follows. There are numerous 
areas where changes in current policy would yield high dividends, none 
more important than the role of the state. In many countries, the role of 
the state needs to change to allow for the private sector to emerge and 
y�ÕÀ�Ã�°�/�i�ÃÌ>Ìi��>Ã�Ì����>�Þ�>`Û>�Ì>}iÃ]�VÀ�Ü`Ã��ÕÌ�V��«iÌ�Ì����>�`�
garners credit. In some countries, this challenge is compounded by the 
À��i��v�`����>�Ì�wÀ�Ã]�Ü��V��>Ài�>L�i�Ì��ÃÌ�yi��iÜ�i�ÌÀ>�ÌÃ]�>�`Þ�>��V�
that limits gains in productivity, employment, and export potential. The 
role of SMEs is crucial in this regard as is the necessity of improving the 
level of digitalization in economies. Whereas most countries have a 
handle on the basics of macroeconomic management, there are areas 
�v���ivwV�i�VÞ�Ì�>Ì�«ÀiVi`i`�
�Û�`�£��Ì�>Ì�>Ài���Ü�ÕÀ}i�Ì�Ì��>``ÀiÃÃ°

��ÃÌ� -
�
Ã� >Ài� ��ÃÕvwV�i�Ì�Þ� V���iVÌi`� Ì��}��L>�� ÌÀ>`i°�7���i� �Ì� �Ã�
undoubtedly true that there are major shifts in global chains occurring, 
the lack of connectivity to higher-value added exports of goods, and 
increasingly services, cannot go unattended. Whether the response is 
more intra-regional trade, or higher quality foreign direct investment 
or new links to the AfCFTA, governments can take away lessons from 
other regions where it has proven to be the case that international 
competitiveness is not likely when domestic markets lack vibrant 
competition. An export focus is all the more necessary inasmuch as 
many countries have borrowed extensively and will need to generate 
export earnings to repay; others have suffered temporary losses from 
tourism or remittances. New trade arrangements and more strategic 
approaches to FDI are areas where governments are well placed to act. 
These points are discussed in the report and policy suggestions are 
offered, particularly for the countries of intensive focus.

An aspect of development that is critical for success in attracting better 
quality FDI, in promoting the acquisition and use of new technologies, 
and in helping new segments of the economy to innovate is the area 
of education and skills. Moreover, skills are the key to improving 
productivity and the earnings capacity of burgeoning populations. The 
keys to new job creation, an indispensable outcome to maintain social 
cohesion, includes both the supply side, where reforms are needed, as 
well as the demand side, where new private sector jobs need to emerge. 
Public sector employment limits what economies can do and limits the 
needed investment that governments are required to undertake in 
important areas of infrastructure and logistics, health and education, 
and new areas of sustainability, water and food security. (Many of these 
latter issues are addressed in a separate Technical Paper on Water and 
Food Security accompanying the main Report).

Sustainability is of course one of the key determinants of longer-term 
growth. Managing the effects of climate change on agriculture, on the 
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energy mix for countries, and on livelihoods is a major new challenge 
v�À� }�ÛiÀ��i�ÌÃ°� 
Ài>Ì��}� Ì�i� �iViÃÃ>ÀÞ� wÃV>�� Ã«>Vi� Ì�� Õ�`iÀÌ>�i�
Ì�iÃi�ivv�ÀÌÃ�`iÀ�ÛiÃ�vÀ���Ì�i�}Ài>ÌiÀ�ivwV�i�VÞ��v�«ÕL��V�Ã«i�`��}�>�`�
the retreat of the public sector from unviable SOEs and unproductive 
employment. Countries will have new demands placed on them to 
handle domestic debt service since indebtedness has risen due to the 
«>�`i��V°��i�Vi�Ì�i�vÕÌÕÀi�V��«iÌ�Ì����v�À�«ÕL��V�vÕ�`Ã�Ü����Li�wiÀVi°�
Reforms in water pricing, land use, and energy generation will be more 
important than ever for most SEMCs.

The social compact in societies that allows for greater cooperation 
between the private and public sectors as well as the discussion 
surrounding appropriate development models and strategies, as seen 
in the Moroccan Special Commission, can be crucial. Without gains in 
}�ÛiÀ�>�Vi]�V�Õ�ÌÀ�iÃ�ÃÕV��>Ã�/Õ��Ã�>�Ü����w�`��Ì�`�vwVÕ�Ì�Ì��Õ�`iÀÌ>�i�
the reform agenda. In the absence of a shrinking state presence, Egypt 
Ü����w�`��Ì�`�vwVÕ�Ì�Ì��VÀi>Ìi��iÜ�wÀ�Ã]��iÜ���LÃ]�>�`��iÜ�ÌÀ>`i�����Ã°

Governance indicators that are reported show that there hasn’t been 
ÃÕvwV�i�Ì�«À�}ÀiÃÃ]�>�`�Ì�>Ì�ÃÌ>}�>Ì�����v��Ì�iÀ��i>ÃÕÀiÃ��v�ivwV�i�VÞ]�
innovation, digitalization, and attractiveness to business are stumbling 
blocks to progress. In each of the countries reviewed in this Report, an 
attempt is made to identify binding constraints to growth and more 
equitable development.

The Table of Contents will provide a clear roadmap of what is being 
covered in this Report. The audience for the Report is primarily the 
governments themselves, although European partners interested 
in enhanced forms of cooperation may also see avenues for further 
engagement. There are in our view opportunities in renewable energy, 
in educational twinning and skills acquisition, in further connection 
between FDI and the local economies, and in technology transfer, 
where more is achievable. Of course, strategic partnerships require a 
clear vision on the part of SEMCs as to where they ae headed and 
what reforms governments are willing and able to undertake to remove 
bottlenecks to effective cooperation.

/�i�w�>���iÃÃ>}i� �Ã� Ì�>Ì� Ì�i�«�ÃÌ�«>�`i��V��ÕÌ����� �Ã� >��Õ�ViÀÌ>���
one in which nimble governments will fare better. In order to undertake 
new initiatives and new investments to help propel new drivers of 
growth, governments will need to exit areas where they are not needed 
and focus on those where they are indispensable. To facilitate progress 
towards a more digital economy, the public sector can enable the 
private sector. It can also help develop a knowledge-based economy 
through policies that empower and attract new economic actors. 
Improvements in governance, including a strong societal consensus, 
are indispensable, and that consensus is aided by a sense of fairness, 
opportunity, and hope that we wish to see embedded in the futures of 
SEMCs. 14 15
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Introduction

/�i�
"6���£��«>�`i��V��>Ã�iÝ«�Ãi`�«Ài�iÝ�ÃÌ��}�wÃÃÕÀiÃ����Ì�i�}��L>��
iV����Þ�Ì�>Ì��>Ûi�Lii��«ÀiÃi�Ì�Ã��Vi�Ì�i��Ài>Ì�,iViÃÃ�����v�Óään�
2009. These can be seen in the areas of international trade, including 
Ì�i� y�Ü� �v� }��`Ã� >�`� ÃiÀÛ�ViÃ� Û�>� }��L>�� Û>�Õi� V�>��Ã� ­�6
Ã®� Ì�>Ì�
represent about half of total international trade. Overall, growth in world 
trade has suffered since 2009 as compared with the period before the 
}��L>��w�>�V�>��VÀ�Ã�Ã°�7�iÀi>Ã�>ÌÌi�Ì�����>Ã���À�>��Þ�Lii��v�VÕÃi`����
Ì�i��>VÀ�iV�����V�V��ÃiµÕi�ViÃ]� Ì�i�`iV>`i�«ÀiVi`��}�
"6���£��
forced governments to deal with microeconomic implications, as 
income became more highly concentrated and new digital platforms 
made regulatory practices obsolete. The pandemic has had two 
���i`�>Ìi�ivviVÌÃ����Ì�i�}��L>��iV����Þ�>�`��ÌÃ��>�>}i�i�Ì\�wÀÃÌ]��Ì�
has exacerbated some of the previous trends that were damaging the 
global system of cooperation and fostering a sense of nationalism that 
can be antithetical to globalization; and second, it has reinforced the 
importance of government as the only economic actor that could act 
counter-cyclically in the pandemic world and also provide safety nets to 
the many whose livelihoods and incomes were damaged. 

In the context of the post-pandemic world, we are also witnessing 
some fundamental shifts that can affect Emerging Market Economies 
(EMEs), both directly and indirectly. The most obvious implication of the 
�>ÃÃ�Ûi�ÃÌ��Õ�ÕÃ�«>V�>}iÃ�Ì�>Ì��>Ûi�Lii��«ÕÌ����«�>Vi��Ã�Ì�>Ì�1-f£{�
trillion of additional debt has been placed on the books and these 
debts will need to be paid off in advanced and emerging economies 
>���i°���ÜiÛiÀ]� v�À� Ì�i� �>ÌÌiÀ]� Ì�i�>``�Ì���>��wÃV>��LÕÀ`i���>Ã�Ã��vÌi`�
to external debt markets as a new round of borrowing has emerged 
Ì���i�«�w�>�Vi�L�Ì��`��iÃÌ�V�>�`�L>�>�Vi��v�«>Þ�i�ÌÃ� ��L>�>�ViÃ°�
Indirectly, we can anticipate that further debt issuance in rich countries 
will eventually raise interest rates and foster a repatriation of capital 
Ì�>Ì�V>��vÕÀÌ�iÀ�Ài`ÕVi�>VViÃÃ�Ì��>�`É�À�V�ÃÌÃ��v�
�
�w�>�V��}°

The Current Global Outlook

Whether one looks at the IMF’s World Economic Outlook or similar 
projections from the World Bank, the Economic Intelligence Unit, or 
private forecasters, it is clear that the global collapse of GDP in 2020 
Ü���� ���Þ� Ã��Ü�Þ� Ài}>��� �ÌÃ� «>ÃÌ� ÌÀ>�iVÌ�ÀÞ� ��� ÓäÓ£]� LÕÌ� Ì�>Ì� v�À��>�Þ�

�
Ã��Ì�Ü����Ì>�i�Þi>ÀÃ�Ì��Ài}>���Ì�i�À�Óä£���iÛi�Ã��v�«iÀ�V>«�Ì>���V��i°�
Moreover, there is great uncertainty and variability across countries. 
The level of uncertainty on a number of indices, such as the subjective 
Economic Policy Uncertainty Index or the more objective CBOE VIX, 
places the current economic environment on a razor’s edge. No 
v�ÀiV>ÃÌ� �Ã� ���Õ�i�vÀ���vÕÀÌ�iÀ�
"6���£��Ài�>Ìi`�Ã«��iÃ�>�`�Ì�i� v>Ì�
tail of negative outcomes is large. What this implies is that countries 
need to seek all measures to improve their resilience and need to use 
policy instruments wisely.
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��Ü� �Ã� Ì��Ã� ÌÞ«i� �v� >`����Ì���� `�vviÀi�Ì� vÀ��� ��À�>�¶� ��� Ì�i� wÀÃÌ�
instance, never before have we witnessed the IMF preaching additional 
public spending without any discernible limits. The advice “to spend 
but keep receipts,” offered by the Managing Director of the IMF, is 
clearly intended to tell governments that with all other sources of 
aggregate demand in shock, namely consumption, private investment, 
and exports, it is only public spending that can sustain output or limit its 
decline. This position is mirrored in the views of the World Bank, whose 

��iv�
V�����ÃÌ�>�`�ÀiV�}��âi`�w�>�V�>��VÀ�Ã�Ã�iÝ«iÀÌ��>Ã���Ìi`�Ì�>Ì�
Þ�Õ�ºwÀÃÌ�w}�Ì�Ì�i�Ü>À�>�`�Ì�i��Ü�ÀÀÞ�>L�ÕÌ�«>Þ��}�v�À��Ì°»�/��Ã�Ãii�i`�
Ì���«i��Ì�i�`��À�v�À�iÝ«>�Ã�Ûi�V�Õ�ÌiÀ�VÞV��V>��wÃV>��«���VÞ]�Ü��V��Ü>Ã�
of course paired with extraordinary levels of liquidity by central banks 
worldwide. This very expansionary monetary policy has kept interest 
rates very low, a situation that cannot last.

We will return to the issue of public spending; however, the clear 
position of the IFIs is that the downside risks are enormous; that 
employment and incomes needed protection, particularly for the most 
vulnerable, and that poverty levels can be expected to surge due to 
the global downturn. This situation is likely to persist at least through 
ÓäÓÎ� >�`� Ü���� Li� `�vwVÕ�Ì� Ã��Vi� �>�Þ� 
�
Ã� ÜiÀi� >�Ài>`Þ� v>V��}� >�
bulge in external debt service and repayments on debt contracted 
in previous years at low interest rates (Kharas and Dooley 2020). 
These repayments will come at a time when exports are depressed, 
Ài��ÌÌ>�ViÃ� >Ài� ��Ü]� >�`� V>«�Ì>�� �Ã� iÝVi«Ì���>��Þ� wV��i� >�`� ÃÕL�iVÌ�
to reversals as advanced economy debt rises and costs rise. To this 
needs to be added the recent additional borrowing by many EMEs, 
Ü��V��ÜiÀi�v>Vi`�Ü�Ì��Ì�i�«À�Ã«iVÌ��v�`iV�����}��ÕÌ«ÕÌ�>�`���ÌÌ�i�wÃV>��
space to restore demand. Debt to GDP ratios are high, a mortgage on 
the future of many countries.

Short-term Relief and Policy Options  
in the Southern and Eastern Mediterranean

While it is too soon to speculate on the speed of recovery to such 
a highly relevant sector as travel and tourism, what is clear is that 
there will need to be new health protocols, changes in the tourism 
infrastructure, and additional training to impart service-sector critical 
skills. Government will have to work closely with the private sector and 
will have to improve monitoring of the health of national workers in 
>``�Ì����Ì����V����}�Ì�ÕÀ�ÃÌÃ°�/�i�V�ÃÌ��v�
"6���£��Û>À�>�Ì�ÀiÃÕÀ}i�Vi�
is too great not to make these investments.

In the immediate future, it seems that most Southern and Eastern 
�i`�ÌiÀÀ>�i>��V�Õ�ÌÀ�iÃ�Ü����Li�v>Vi`�Ü�Ì��`�ÕL�i�`�}�Ì�wÃV>��`iwV�ÌÃ�
���ÓäÓä�ÓäÓ£]�>�`�Ì�>Ì�����À`iÀ�Ì��>Û��`�>�ÀiÃÕÀ}i�Vi��v���y>Ì����­>�`�
subsequent depreciation of the currency), it was preferable to tap 
capital markets, as some have already done with considerable success 
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1. See the EIU’s Egypt Economic Outlook: https://country.eiu.com/egypt. 
2. See the EIU’s Morocco Economic Outlook: https://country.eiu.com/morocco.

(e.g., Egypt).£ This strategy for the short term can be supported if the 
exchange rate can be maintained and if new sources of export growth 
V>��Li��`i�Ì�wi`°�-��Vi��>�Þ�iÝ«�ÀÌ�i�i�i�ÌÃ�ÃÕV��>Ã�V����`�Ì�iÃ�
or intermediate inputs are determined by exogenous factors, export 
revenue generation remains highly dependent on travel and tourism. 
Of course, the development of successful vaccines that can become 
ÌÀ>Ûi�� ViÀÌ�wV>ÌiÃ� �Ã� VÀÕV�>�]� LÕÌ� �>À}i�Þ� �ÕÌÃ�`i� �v� �i`�ÌiÀÀ>�i>��
countries’ control. 


�Õ�ÌÀ�iÃ����Ì�i�Ài}�����>Ûi�Li�iwÌÌi`�vÀ���w�>�V�>��y�ÜÃ�vÀ���L�Ì��
the IMF and the World Bank and other multilateral sources. This support 
is much needed and desirable; however, it merely helps bridge the 
vÕ�`��}��ii`Ã��v�ÓäÓä�>�`�Ü������Ì�Li�ÃÕvwV�i�Ì�Ì��Ì>V��i�Ì�i�w�>�V��}�
needs that are likely to emerge. Moreover, it should be noted that a 
considerable amount of external borrowing, admittedly at relatively 
attractive rates of interest is short to medium term and not long-term 
w�>�V��}��v�Ì�i�ÌÞ«i�Ì�>Ì�Ì�i��Õ�Ì��>ÌiÀ>��`iÛi��«�i�Ì�L>��Ã�­��	Ã®�
V>��«À�Û�`i°�/�i��>ÃÌ�«�iVi��v�Ì�i�vÕÌÕÀi�w�>�V��}�«Õââ�i�V��ViÀ�Ã�Ì�i�
future of exchange rates; generally speaking EME currencies have lost 
ground in recent years and the outlook for a reversal is not bright, thus 
adding to the debt repayment burden.

/�i��LÃiÀÛi`�V�Õ�ÌÀÞ�Ã«iV�wV�ÀiÃ«��ÃiÃ�Ì>�i���Ì��>VV�Õ�Ì�Ì�i�ÃiÛiÀ�ÌÞ�
of the shock, on average quite dramatic in terms of a 2020 downturn 
�����*�>�`�Ã��i�ÀiV�ÛiÀÞ����ÓäÓ£Æ�«�ÃÃ�L�i�Ã�ÕÀViÃ��v�`��iÃÌ�V�>�`�
iÝÌiÀ�>��w�>�V��}Æ�>Ã�Üi���>Ã�Ì�i�
"6���£��ÀiÃ«��ÃiÃ°�ƂÃ�Ãii�����/>L�i�
£°£]�Morocco� �Ã� v>V��}� >� ÃiÀ��ÕÃ�Þ� i��>À}i`� wÃV>�� `iwV�Ì� >���}� Ü�Ì��
recession, but it has been able to put an IMF program in place and 
>�Ã��L�ÀÀ�Ü����V>«�Ì>���>À�iÌÃ�­£�L�������iÕÀ�Ã®�>Ì�ÛiÀÞ�Ài>Ã��>L�i�À>ÌiÃ�
v�À�L�Ì��x�Þi>À�>�`�£ä�Þi>À�Ìi��ÀÃ°�/��Ã�Ã��Õ�`�«À�Û�`i�Ã��i�Ài��iv�v�À�
ÓäÓ£�Ü�i��ÀiV�ÛiÀÞ� �Ã�iÝ«iVÌi`°2 In addition, Morocco is somewhat 
��Ài�`�ÛiÀÃ�wi`]�>�`� �Ì��>Ã�>� Ài>Ã��>L�i�`�>��}Õi�Ü�Ì�� �ÌÃ�
ÕÀ�«i>��
partners.

In the case of Egypt, although growth has diminished, it is still positive; 
��ÜiÛiÀ]�Ì�i�wÃV>��`iwV�Ì��v�Ç°�¯��Ã���}��>�`�}À�ÃÃ�`iLÌ��>Ã�>�Ài>`Þ�
Ài>V�i`��ä¯��v���*����ÓäÓä°�/�ÕÃ]�Ì�i�����«À�}À>�����«�>Vi��ii`Ã�Ì��
ÃiÀ��ÕÃ�Þ�>``ÀiÃÃ�ÃÌÀÕVÌÕÀ>���ÃÃÕiÃ�Ì�>Ì��>Ûi����}�Lii���`i�Ì�wi`�̀ iÃ«�Ìi�

}Þ«Ì½Ã�>L���ÌÞ�Ì��w�>�Vi��ÌÃi�v�Ü�Ì��>Ì� �i>ÃÌ�fx�L������� ���L��`Ã� �ÃÃÕiÃ�
����>Þ� ÓäÓä� >Ì� À>ÌiÃ� À>�}��}� vÀ��� x°Çx¯� Ì�� n°nÇx¯� >�`� >``�Ì���>��
L�ÀÀ�Ü��}��v�fÎ°Çx�L����������i>À�Þ�ÓäÓ£°�/��Ã�>VViÃÃ�Ã��Õ�`���Ì�`i�>Þ�
reforms, particularly on governance and private sector activity, since 
Ã��ÀÌ�ÌiÀ����y�ÜÃ�>Ài�wV��i�>�`�V>��ÃÕ``i��Þ�ÃÌ�«�Ì��Ì�i�`iÌÀ��i�Ì��v�
the exchange rate and reserves, putting pressure on repayments.
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3. See the WB Tunisia Overview, October 2020: https://www.worldbank.org/en/country/
tunisia/publication/economic-update-october-2020. 

4. See the EIU’s Jordan Economic Outlook: https://country.eiu.com/jordan.

Table 1.1 Economic Outlook For 2021

Country\Aspect

Country\Aspect

Morocco

Egypt

GDP (%)

GDP (%)

U Sharp decline (-7.0)
U Modest recovery (4.5)

U Reduced yet positive (3.6)
U Continuing downward trajectory (2.5)
U Gross debt to GDP ratio @ 90% in 2020

Fiscal

Fiscal

U 'PNCTIGF�FGƂEKV�VQ������KP�����

U 'PNCTIGF�FGƂEKV������QH�)&2�KP�����

New Borrowing U €1b bond issue 9/2020 1.495% (500m. 5yrs) 2.175% (500m. 10yrs)

IMF Support U 2TGECWVKQPCT[�CPF�.KSWKFKV[�.KPG�HQT����DP�CITGGF�KP�#RTKN�����

COVID Policies U ���QH�)&2�HWPF�ETGCVGF�VQ�EQXGT�OGFKECN�HCEKNKV[�WRITCFGU�CPF�
supporting impacted businesses/households

U +PHQTOCN�UGEVQT�UWRRQTVGF�VJTQWIJ�OQPVJN[�FKTGEV�RC[OGPV�UEJGOG� 
(DRH 800-1200)

U�&4*�����DKNNKQP�p(WPF�HQT�5VTCVGIKE�+PXGUVOGPVq�ETGCVGF�VQ�UWUVCKP�
capital and equity requirements.

In Tunisia]� >Ã� Ãii�� ��� />L�i� £°£]� Ì�i� iV����Þ� iÝ«iÀ�i�Vi`� >� Ã�>À«�
`�Ü�ÌÕÀ�� >�`����Þ� >�«>ÀÌ�>�� ÀiV�ÛiÀÞ� �Ã� iÝ«iVÌi`� ��� ÓäÓ£°� ��ÌV���>Ã�
`�Ü�}À>`i`�/Õ��Ã�>�Ì��>�	�À>Ì��}]�Ü���i�`iLÌ�Ì����*��Ã�>À�Õ�`�nn¯�
>�`�Ì�i�wÃV>��`iwV�Ì��Ã�iÝ«iVÌi`�Ì��Ài>V��£ä°È¯��v���*����ÓäÓä°Î The 
government has been slow to reach agreement with the IMF the short 
term and as a result, yields on existing bonds have almost doubled 
in 2020, casting doubt on renewed access to capital markets. This 
downward decline needs to be arrested.

Turning to Jordan, we saw a sharp GDP decline in 2020, expected to 
Li�ÀiÛiÀÃi`����ÓäÓ£]�LÕÌ�>�wÃV>��`iwV�Ì�Ì�>Ì��>Ã�À�Ãi�����ÓäÓä�Ì��n°�¯�
�v���*]�Ü���i�`iLÌ�Ì����*�Ì�«Ã�nn¯°�/�i�}��`��iÜÃ��Ã�Ì�>Ì�>������
program is in place and a $500 million bond issue was successful in July 
ÓäÓä�Ü�Ì��Þ�i�`Ã����x�Þi>À�L��`Ã�Li��Ü�x¯°�/�i��iÃÃ�}��`��iÜÃ����Ì�i�
�i>À�ÌiÀ���Ã�Ì�>Ì�Ì�i�wÃV>��`iwV�Ì��Ã�ÃÌ����iÝ«iVÌi`�Ì��Li�Ç°Ç¯����ÓäÓ£�
and that structural issues are legacy issues.4
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Country\Aspect Egypt

New Borrowing U���D�DQPF�KUUWG��������
U�������
�����D���[TU��
U��������
�����D����[TU���������
��D����[TU�
U������DQPF�KUUWG����������������
����O���[TU���������

����D����[TU�������
����D����[TU�

IMF Support

COVID Policies

U 4CRKF�(KPCPEKPI�+PUVTWOGPV�QH�����D�CITGGF�KP�/C[�����
U 5VCPF�D[�#TTCPIGOGPV�QH�����D�CITGGF�KP�,WPG�����

U�5VKOWNWU�RCEMCIG�GSWCN�VQ������QH�)&2�/CLQTKV[�QH�RCEMCIG�FKTGEVGF�
to the business sector, with 50% going to the tourism industry alone, 
VJTQWIJ�NQY�EQUV�NQCPU�CPF�ITCPVU��YKVJ�RTGHGTGPVKCN�KPVGTGUV�TCVG�TGFWEGF�
VQ�EGTVCKP�DWUKPGUU�UGEVQTU�HTQO�����VQ�����CPF�NQYGTGF�GPGTI[�RTKEGU��
#NUQ��VJG�IQXGTPOGPV�ECPEGNNGF�����DKNNKQP�RQWPFU�QH�OCPWHCEVWTKPI�
sector debt, cut taxes on dividends by 50%, and temporarily exempted 
UQOG�UGEVQTU�HTQO�TGCN�UVCVG�CPF�XCNWG�CFFGF�VCZGU�

U Pensions increased by 14%, alongside targeted monthly cash grants: 
����'I[RVKCP�RQWPFU�HQT���OQPVJU�HQT�KTTGIWNCT�YQTMGTU��CPF�����
million pounds dispensed to 288 thousand regular workers in the 
VQWTKUO�UGEVQT�CPF�VGZVKNG�KPFWUVT[�D[�VJG�GPF�QH�,WN[��VQ�EQORGPUCVG�HQT�
lost wages, roughly equal to 1,200 pounds per recipient.

Country\Aspect

Country\Aspect

Tunisia

Jordan

GDP (%)

GDP (%)

U Sharp decline (-8.8)
U Modest recovery (3.8)

U Decline in 2020 (-2.0)
U Reversal in 2021 (2.0)
U Debt to GDP tops 89% in 2020

Fiscal

Fiscal

U 'PNCTIGF�FGƂEKV�VQ�������KP�����

U�'PNCTIGF�FGƂEKV�QH������KP�������CPF������GZRGEVGF�KP�����

New Borrowing

New Borrowing

U�$QPF�RTKEGU�JCXG�HCNNGP�YKVJ�CNOQUV�FQWDNKPI�[KGNFU�VQ�����
on 2026 bonds, complicating new issuance

U ����O�DQPF�KUUWG�,WN[������CV��������
��[GCTU�

IMF Support

IMF Support

U 4CRKF�(KPCPEKPI�+PUVTWOGPV�HQT�����O�CITGGF�KP�#RTKN�����

U�4CRKF�(KPCPEKPI�+PUVTWOGPV�HQT�����O�CITGGF�/C[�����
U�
ÝÌi�`i`��Õ�`��>V���ÌÞ�v�À�f£°ÎL�>}Àii`�����>ÀV��ÓäÓä

COVID Policies

COVID Policies

U 'OGTIGPE[�ƂUECN�OGCUWTGU�GSWCN�VQ������QH�)&2

U�Indirect credit support to impacted sectors

U�Indirect measures related to essential medical products 

U %QTQPCXKTWU�TGNKGH�HWPF�ETGCVGF�VQ�UWRRQTV�GTCFKECVKQP�GHHQTVU

U 6GORQTCT[�ECUJ�VTCPUHGT�RTQITCO

U Fitch downgrade to B
U �iLÌ�Ì����*�J�nn¯
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Finally, in the case of Algeria, the most oil-dependent of the countries 
Ü�Ì���ä¯��v�iÝ«�ÀÌ�ÀiÛi�Õi�`iÀ�Ûi`�vÀ������]�Ì�i�Ã�>À«�`iV���i��v�ÓäÓä�
�>Ã�Lii��>VV��«>��i`�LÞ�>��>���ÃÌ�`�ÕL���}��v� Ì�i�wÃV>��`iwV�Ì� Ì��
£x¯��v���*°�7�Ì��Ì�i�}�ÛiÀ��i�Ì½Ã�ÀiÃ�ÃÌ>�Vi�Ì��>������«À�}À>���v�
Àiv�À�Ã�>�`�`�ÛiÀÃ�wV>Ì���]�>�`�Ü�Ì��Ì>������Þ��v�>���Ã�>��V�L��`��ÃÃÕi]�
the outlook for a short-term turnaround is clouded by both internal and 
external factors, limiting government’s options.5

Issues of Global Trade and Investment  
in the Mediterranean

While it is currently forecast that the 2020 downturn in world trade of 
£ä°{¯]�>VV�À`��}�Ì������«À��iVÌ���Ã]�Ü����Li�ÀiÛiÀÃi`����ÓäÓ£�LÞ�«iÀ�>«Ã�
n°Î¯]�Ì�i��iÌ���«>VÌ��Ã�Ì�>Ì�ÌÀ>`i�Ü���]�Õ�`iÀ�Ì�i�LiÃÌ��v�V�ÀVÕ�ÃÌ>�ViÃ]�
not be back to the new-normal until 2022. An important fact to recall, 
��ÜiÛiÀ]� �Ã� Ì�>Ì� Ì�i� º�iÜ� ��À�>�»� «�ÃÌ�Óään� ÌÀ>`i� �ÕÌ����� Ü>Ã� v>À�
different than before the Great Recession. Some researchers like Evenett 
and Baldwin (2020) argue that this is in part due to the failure to reverse 
�>�Þ��v�Ì�i�ÌÀ>`i�ÀiÃÌÀ�VÌ���Ã���«�Ãi`����Óään�Óää�]�LÕÌ�>�Ã��Ì�>Ì�Ì�i�
V��Ì�ÕÀÃ� �v� }��L>�� ÌÀ>`i� �>Ûi� Ã��vÌi`� Ã�}��wV>�Ì�Þ� �ÛiÀ� Ì�i� «>ÃÌ� ÌÜ��
decades. This can be seen in the fact that advanced economies’ shares 
���L�Ì��Ü�À�`�ÌÀ>`i�>�`���*��>Ûi�v>��i��Ã�}��wV>�Ì�Þ�LiÌÜii��Óäää�>�`�
Óä£Ç]�Ì�i�v�À�iÀ�vÀ���{n¯�Ì��Îä¯�>�`�Ì�i��>ÌÌiÀ�vÀ���Èx¯�Ì��{x¯Æ�Ì�i�
gainers have obviously been EMEs, principally China. Overall, these shifts 
do not serve developing countries well since they are losing advanced 
economy markets and not gaining developing markets with equal pace.

For developing countries, one implication of this changing global 
V��w}ÕÀ>Ì���� V��L��i`� Ü�Ì�� ��Ü� V����`�ÌÞ� «À�ViÃ� >�`� Üi>��

5. 5GG�VJG�'+7oU�#NIGTKC�'EQPQOKE�1WVNQQM��JVVRU���EQWPVT[�GKW�EQO�CNIGTKC�

Country\Aspect Algeria

GDP (%) U Sharp decline 2020 (-6.0)
U Oil price dependent
U Partial recovery 2021 (2.9)

Fiscal U 'PNCTIGF�FGƂEKV�VQ������KP�����

New Borrowing U Plans to issue Islamic (sukuk) bonds

IMF Support U�Strong resistance to an IMF program

COVID Policies U�5WRRNGOGPVCT[�ƂPCPEG�NCY�COQWPVKPI����DKNNKQP�FKPCTU�VQ�OKVKICVG�
health and economic impacts 

U�Household and enterprise payment obligations relaxed
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`�ÛiÀÃ�wV>Ì����«iÀv�À�>�Vi��Ã�Ì�>Ì�Ü�Ì��ÕÌ�>`iµÕ>Ìi�`��iÃÌ�V�Ã>Û��}Ã�
and facing an uncertain trading future, they will rely more on capital 
�>À�iÌÃ�v�À�w�>�V��}°�/��Ã�Ài>��ÌÞ]��>`i���Ài�>VÕÌi�LÞ�Ì�i�«>�`i��V]�
comes again at an unfortunate time since many EMEs have borrowed 
iÝÌi�Ã�Ûi�Þ��ÛiÀ�Ì�i�«>ÃÌ�wÛi�Þi>ÀÃ����«>ÀÌ�VÕ�>À]�Ü�i��À>ÌiÃ�ÜiÀi���Ü°�
The urgency of attracting foreign direct investment (FDI) could not be 
clearer for Mediterranean countries. Access to external capital markets 
�Ã� >� w���«� ÃÕ�Ì>L�i� v�À� Ì�i� «>�`i��V]� LÕÌ� ��Ì� Ì�i� «ÀiviÀÀi`� Ü>Þ� Ì��
supplement domestic savings.

Indeed, the World Bank (2020) argues that changing GVC patterns 
caused in large part by new disruptive technologies and a leveling off 
of logistical gains in transport, offers new opportunities, but only for 
those well positioned to take advantage of them. Since GVC growth 
stalled after 2009, its resurgence will require policy predictability and a 
reduction in uncertainty. Some factors are exogenously determined, but 
others reside within the realm of public policy. The notion of regional 
value chains (RVCs) emerging is an attractive concept that will require 
both major internal reforms and much stronger political efforts at 
cooperation. And some would argue that RVCs can be given a practical 
boost by virtue of strategic foreign investment from traditional or new 
trade partners.

Examining the fundamentals, the World Bank argues that four sets of 
v>VÌ�ÀÃ� ��yÕi�Vi� Ì�i� >L���ÌÞ� �v� V�Õ�ÌÀ�iÃ� Ì�� >ÌÌÀ>VÌ� ���°� /�iÃi� ��V�Õ`i�
endowments, markets, geography, and institutions. Drilling down in 
each rubric leads us to the view that, as currently positioned, SEMCsÈ�

are not that well positioned to attract FDI, although Egypt was the 
�>À}iÃÌ� ÀiV�«�i�Ì��v����� ���ƂvÀ�V>� ���Óä£��>�`�ÓäÓä]�>�`�Üi�Ü����>À}Õi�
later that FDI is the most reliable path to break out of the current state 
of affairs. Within endowments, economies need to be strong in (i) access 
Ì��w�>�Vi]�­��®�ÌiV���V>��>�`��>�>}iÀ�>��Ã����Ã]�>�`�­���®���}��Þ�«À�`ÕVÌ�Ûi�
labor in comparison to labor costs. Included in the category of markets 
are (i) access to inputs with minimal import protection, (ii) standardization 
of products, and (iii) trade agreements to ensure access. Among the sub-
factors of geography are (i) trade infrastructure, (ii) advanced logistics, 
and (iii) superior information and communication technology (ICT) 
V���iVÌ�Û�ÌÞ�>�`�LÀ�>`L>�`�>VViÃÃ°�Ƃ�`�w�>��Þ]����Ì�i���ÃÌ�ÌÕÌ���>��>Ài�>]�
countries will do better if they have (i) better governance in terms of 
stability and predictability of policy, (ii) the ability to certify standards, and 
(iii) adequate contract and intellectual property enforcement.

Existing evidence, e.g. on many of the sub-factors noted above, point 
Ì���>��À� �>«ÃiÃ� ��� Ì�i�-
�
Ã°�ƂVViÃÃ� Ì��w�>�Vi�LÞ�-�
Ã� �Ã�«��À� ���
most countries examined and in many state-owned enterprises (SOEs) 

6. 6JG�%GPVGT�HQT�/GFKVGTTCPGCP�+PVGITCVKQP�
%/+���JVVRU���YYY�EOKOCTUGKNNG�QTI��
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VÀ�Ü`��ÕÌ�Ì�i�«À�Û>Ìi�ÃiVÌ�À]�Ü���i�����Ì�iÀÃ����}�«���ÃÌ�V�wÀ�Ã�`��Ì�i�
same. Surveys, done by the WEF’s Global Competitiveness Report, 
show SEMCs to be lagging in the areas of skills and managerial talent. 
Trade regimes tend to be less open and countries, although trying to 
establish new FTAs, fall far short of major trading countries such as 
Chile or Vietnam. The World Bank’s Logistics Perception Index tracks 
the ease of transport and the Doing Business Report does the same 
v�À�i>Ãi��v��«iÀ>Ì���Ã�v�À�v�Ài�}��wÀ�Ã°Ç ICT surveys also show major 
shortfalls and the rankings on Global Governance Indicators, although 
in some cases improving, are still in the lower half of the countries 
surveyed.n

The New Normal and the Revised New Normal

Many of the aforementioned factors have been covered in previous 
assessments, and the list of “things to do “is formidable. The fact that 
there has only been limited progress in the last decade reveals both 
Ì�i�`�vwVÕ�ÌÞ��v�Ã��i��v�Ì�i�«���VÞ�Õ�`iÀÌ>���}Ã�>Ã�Üi���>Ã�Ì�i�Ài�>Ì�Ûi�Þ�
less auspicious external environment. The major point to stress is that, 
while many of the challenges are not new, the policy space to act on 
them has narrowed and the alternatives have become fewer. External 
borrowing, which has provided relief and breathing space, is closing 
as external indebtedness levels rise. The shocks associated with debt 
distress and debt rescheduling are traumatic, as shown by Reinhart and 
,�}�vv�­Óä££®]�>�`�Ì�i�v>VÌ�ÀÃ��i>`��}�Õ«�Ì��VÀ�ÃiÃ�>Ài�v>�À�Þ�Üi������Ü��
>�`�i>Ã��Þ��`i�Ì�w>L�i°�-��ÞiÃ]�}�ÛiÀ��i�ÌÃ�w�`�Ì�i�Ãi�ÛiÃ�LiÌÜii��
“a rock and a hard place,” and none of the escape routes are easy. 

The key is to undertake policies that provide the best chance of success 
and the most resilience to future uncertainty. To be concrete, a long-
standing goal of many middle-income countries has been export 
`�ÛiÀÃ�wV>Ì���� >�`� Ì�i� VÀi>Ì���� �v� ����>}iÃ� Ì�� >VÌ�Û�Ì�iÃ� ��� iÝ«�ÀÌ�
processing zones (EPZs). To make these goals a reality, successful 
countries in other regions have dedicated resources to strengthen the 
private sector, steering credit their way in exchange for progress on the 
export goals. This is money well spent and is preferable to subsidies to 
undeserving economic activities. To be more effective, governments 
need to be able to work with the private sector in a clear quid pro quo 
manner. This requires enhanced political and economic dialogue that 
can perhaps be assisted by outside actors like the EBRD and the EIB 
and it can be aided by bilateral efforts that are forward-looking.

7. See rankings on LPI at worldbank.org/logistics as well as in Doing Business, 2019 World Bank.
8. See ICT rankings in the WEF’s Global Competitiveness Report 2019 (WEF 2019) and 
IQXGTPCPEG�KPFKECVQTU�KP�VJG�9QTNF�$CPMoU�)NQDCN�)QXGTPCPEG�+PFKECVQTU�HQT������ 

JVVRU���KPHQ�YQTNFDCPM�QTI�IQXGTPCPEG�YIK���
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The “revised new normal” adds to the “new normal” that El-Erian 
­Óä£È®� `iÃVÀ�Li`� >vÌiÀ� Óään� �Ài>Ì� ,iViÃÃ���]� �>�i�Þ]� �iÜ� }��L>��
V�ÀVÕ�ÃÌ>�ViÃ� ��� Ü��V�� wÃV>�� Ã«>Vi� Ü>Ã� ��Ài� ����Ìi`]� ÌÀ>`i� ��Ài�
constrained, and a low-interest rate regime persisted for a long time, 
and he was largely right in this assessment.

What has the “revised new normal” added? First and foremost, the 
Üi>��wÃV>�� «�Ã�Ì���Ã��v��>�Þ� V�Õ�ÌÀ�iÃ� �>Ûi�LiV��i�Üi>�iÀ� ÃÌ���� >Ã�
public spending has taken up the need to maintain economic activity, 
especially consumption. Second, the weaknesses in world trade, 
although somewhat reversible, are not possible to offset and return 
Ì��«Ài�Óään��iÛi�Ã]�>�`�Ì�i�«>Vi��v�`�}�Ì>��â>Ì�����>Ã����Þ�>VVi�iÀ>Ìi`�
past trends affecting GVCs. Third, quantitative easing has led to a huge 
expansion of central bank balance sheets and the provision of massive 
amounts of liquidity, resulting in even further reductions in interest rates 
for privileged borrowers and reasonable rates for others.9

There are other pandemic-related aspects that affect revisions to the 
�iÜ���À�>�°���ÀÃÌ]�Üi����Ü�Ì�>Ì����Þ�Ì��Ãi�V�Õ�ÌÀ�iÃ�Ì�>Ì�V>��ivwV�i�Ì�Þ�
connect to trimmed-down GVCs and those able to adapt to new 
ÌiV�����}�V>��Ài>��Ì�iÃ�Ü����Li�iwÌ°�*>ÀÌ��v�Ì�>Ì�>`>«Ì>Ì����>�Ã��i�Ì>��Ã�
reacting to the desires of some multinational corporations to outsource 
less or to outsource closer to home. This can provide new opportunities 
��� Ì�i� Ài}���°�-iV��`]�Ã��Vi�wÃV>�� Ã«>Vi��>Ã�iÀ�`i`�>�`�`iLÌ� �iÛi�Ã�
have risen, governments will be hard pressed to maintain incomes and 
employment, while at the same time reigning in over-indebtedness. 
Borrowing from IFIs can only provide a fraction of the relief needed, so 
Ì�>Ì�`iLÌ�`Þ�>��VÃ������vÀ>}��i�>�`�Ài�«À�w���}�Ü���i���ÌiÀiÃÌ�À>ÌiÃ�>Ài�
��Ü��Ã�>`Û�Ã>L�i°�Ƃ�`�w�>��Þ]�Vi�ÌÀ>��L>��Ã��>Ûi��>À}i�Þ�iÝ�>ÕÃÌi`�Ì�i�À�
arsenal of tools, meaning that despite massive liquidity injections, there 
will be more NPLs and bankruptcies. To the extent that state-owned 
banks continue to protect SOEs that are highly leveraged, it means that 
Schumpeterian forces will be blocked, and the low-growth trajectories 
will be maintained.

In the revised new normal situation that is likely to dominate the global 
economy over the coming years, the role of government becomes 
more, rather than less, vital; however, the role of government, that was 
already undergoing a major transformation, needs to be accelerated. 
As governments as diverse as Vietnam or Uzbekistan or Kenya 
have discovered, the government’s role becomes one of regulator, 
innovator, goal-setter, policy establisher, and redistributor and less a 
producer of things or allocator of credit or generator of employment. 

9. #U�VJG�1'%&�
������JCU�CTIWGF��JQYGXGT��UQOG�ƂPCPEKPI�KU�IQKPI�VQ�\QODKG�ƂTOU��02.U�
CTG�TKUKPI��UOCNN�DWUKPGUUGU�JCXG�UWHHGTGF�VJG�OQUV��CPF�GORNQ[OGPV�RCVVGTPU�HCXQTKPI�
working at home are changing the way economies operate and where and how goods 
and services are produced.
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This is a fundamental shift in roles, and only if the state moves out of 
�ÌÃ�«>ÃÌ�V��w}ÕÀ>Ì����Ü�����Ì�Li�>L�i�Ì���i�«���vÌ�«À�Û>Ìi�ÃiVÌ�À�>VÌ�Û�Ì�iÃÆ�
and as many have observed, this is a sine qua non for greater regional 
integration.£ä

In this report, we examine the factors that impede this transformation 
�v�iV�����iÃ�ÕÃ��}�>���`�wi`�L��`��}�V��ÃÌÀ>��ÌÃ�>�>�ÞÃ�Ã�­�>ÕÃ�>��]�
Rodrik, and Velasco 2005). This approach looks at the major bottlenecks 
to growth and development. It is consistent with the Spence 

����ÃÃ����,i«�ÀÌ�>�`��ÌÃ��>��À�w�`��}Ã�­
����ÃÃ��������À�ÜÌ��>�`�
�iÛi��«�i�Ì�Óään®Æ���ÜiÛiÀ]� v�À�i>V��V�Õ�ÌÀÞ� �Ì�Ãii�Ã�Ì��w�`�Ì��Ãi�
major factors that need to be addressed to break free from the shackles 
�v� Õ�vÕ�w��i`� >Ã«�À>Ì���Ã°� *>ÀÌ� ��� Li}��Ã� Ì�� iÝ>���i� Ü�iÀi� V�Õ�ÌÀ�iÃ�
stand on the various aspects necessary to make progress in this more 
challenging post-pandemic environment. 

10. See CMI (2020).
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Southern and Eastern Mediterranean countries have many pre-existing 
conditions that have been extensively analyzed in multiple studies by 
national governments, international organizations, and international 
consultants. Unfortunately, an analytical review indicates that, although 
many are considered as middle-income countries, they lack some of the 
V�>À>VÌiÀ�ÃÌ�VÃ��v���}��}À�ÜÌ��V�Õ�ÌÀ�iÃ°�/�i�
"6���£��«>�`i��V��>Ã�
further undermined the factors underlying these conditions, including 
putting pressure on social stability. Furthermore, climate change is 
already negatively affecting water and food security in many countries, 
trends that will only worsen over time. 

Pre-existing conditions, faced by most countries in the region, include:
U GDP growth rates below potential because of distortions in market 

prices;
U Rapid population growth, high unemployment, and labor market stress; 
U Negative current account balances for most countries, increasing 

reliance on foreign capital;
U Disconnect between educational attainment and job prospects;
U�,i�>Ì�Ûi�Þ���}��ÃÕLÃ�`�iÃ�>�`���ivwV�i�Ì�}�ÛiÀ��i�Ì�iÝ«i�`�ÌÕÀiÃÆ
U Large role of the state in the economy through regulation combined with 
-"
Ã�Ì�>Ì�ÀiVi�Ûi�«ÀiviÀi�Ì�>��>VViÃÃ�Ì��w�>�Vi�>�`��Ì�iÀ�Li�iwÌÃÆ££

U Lack of competition as seen in monopolistic or oligopolistic domestic 
markets;

U Poor governance and a weak business environment;
U Little trade integration with the global economy and very little 

intraregional trade; and,
U Large pressures for increased emigration. 

To give more granularity to the analysis, this report will focus exclusively 
on seven Southern and Eastern Mediterranean countries, part of the 
greater MENA region: Algeria, Egypt, Jordan, Lebanon, Morocco, 
Palestine, and Tunisia. It is instructive to examine how these countries 
fare in terms of some of the characteristics that have been found to be 
>ÃÃ�V�>Ìi`�Ü�Ì����}��}À�ÜÌ�]�>Ã��`i�Ì�wi`�LÞ�Ì�i�Ü�À���v�Ì�i��À�ÜÌ��
Commission. The studies undertaken by the Commission found that 
V�Õ�ÌÀ�iÃ� Ì�>Ì� �>`� iÝ«iÀ�i�Vi`� ��}�� }À�ÜÌ�� �>`� Ì�i� v����Ü��}� wÛi�
V�>À>VÌiÀ�ÃÌ�VÃ� ­
����ÃÃ��������À�ÜÌ�� >�`��iÛi��«�i�Ì]� Óään®\

1. They maintained macroeconomic stability and exhibited 
excellent macroeconomic management;

2. 6JG[�HWNN[�GZRNQKVGF�VJG�YQTNF�GEQPQO[�D[�TCKUKPI�VJGKT�GZRQTVU�
into higher valued-added products, raising productivity, and 
integrated into the global trading system;

11. 6JG�+/(�TGRQTVU�VJCV�VJG�51'�HQQVRTKPV�KU�NCTIGT�VJCP�KV�UJQWNF�DG��VJCV�51'U�GZJKDKV�YGCM�
RGTHQTOCPEG��CPF�VJCV�QRGTCVKQPCN�NQUUGU�KP�VJG�TGIKQP�
CU�FGƂPGF�KP�VJG�TGRQTV��EQUV�VJG�
ƂUE����QH�)&2�� 
5GG�1NWIDCFG��1��#���#PFGTUQP��)���#VCOCPEJWM��/���+QCPPQW��+���-CUU�*CPPC��6���5JK��9���
��9QPI��,��
�������5VCVG�1YPGF�'PVGTRTKUGU�KP�/KFFNG�'CUV��0QTVJ�#HTKEC��CPF�%GPVTCN�#UKC��
5K\G��%QUVU��CPF�%JCNNGPIGU��&GRCTVOGPVCN�2CRGTU������
������#�����4GVTKGXGF�5GR�����
������HTQO�JVVRU���YYY�GNKDTCT[�KOH�QTI�XKGY�LQWTPCNU��������������CTVKENG�#����GP�xml
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Source: Growth Dialogue compilation

�ÕÀÌ�iÀ]� ��`�V>Ì�ÀÃ� Ì�>Ì� >Ài� Ài�>Ìi`� Ì�� i>V�� �v� Ì�i� wÛi� ÀÕLÀ�VÃ� �v�
V�>À>VÌiÀ�ÃÌ�VÃ� �v� ��}�� «iÀv�À���}� iV�����iÃ]� �`i�Ì�wi`� LÞ� Ì�i�
�À�ÜÌ��
����ÃÃ���]�>Ài�«ÀiÃi�Ìi`����/>L�iÃ�Ó°£°Ƃ�Ì��Ó°£°
�Li��Ü°�Ƃ��
additional indicator related to poverty and inclusion has been added as 
/>L�i�Ó°£°�°�Ƃ����`�V>Ì�À�v�À�i�Û�À���i�Ì>��ÃÕÃÌ>��>L���ÌÞ]�>����«�ÀÌ>�Ì�
«>ÀÌ��v�-ÕÃÌ>��>L�i��iÛi��«�i�Ì���>�Ã�­-��Ã®]�>««i>ÀÃ����/>L�i�Ó°£°�°�

��`�V>Ì�ÀÃ�v�À�>���Û>À�>L�iÃ��>Ûi�Lii��V�`i`���Ì��wÛi�V���ÀÃ�Ì��«À�`ÕVi�
a heat map of how these seven countries compare to the world. The 
color codings are constructed using the following r comparative criteria. 

���À�V�`iÃ�v�À���ÃÌ�Û>À�>L�iÃ�ÀiyiVÌ�>�Ài�>Ì�Ûi�«�Ã�Ì�����}��v�V�Õ�ÌÀ�iÃ�
according to quintiles with red being the weakest position and green 
being the strongest. The intermediate quintile among countries would 
be yellow, with light green somewhat better and amber somewhat 
worse. There is always some overlap in data, so that it is best to consider 
rankings as either in the top, middle, or lowest category.

The Macroeconomic Indicator
For macroeconomic management, eight indicators were used, ranging 
vÀ��� }À�ÜÌ�� >�`� i�«��Þ�i�Ì� Ì�� wÃV>�� L>�>�Vi]� `iLÌ]� ��y>Ì���]� >�`�
VÕÀÀi�Ì�>VV�Õ�Ì�L>�>�ViÃ�Ì����*�­/>L�i�Ó°£°Ƃ®°�
ÝVi«Ì�v�À��iL>����>�`�
Palestine, countries were better than their peers on most of the macro 
stability indicators. The exception was in current account balances, 
where they were in the two lowest quintiles, an indication that this 
}À�Õ«� �v� V�Õ�ÌÀ�iÃ� �Ã� �i>Û��Þ� `i«i�`i�Ì� ��� iÝÌiÀ�>�� V>«�Ì>�� ��y�ÜÃ°�
Moreover, all macro variables have been negatively impacted by the 
effects of the pandemic in 2020 and can be expected to remain weak in 
ÓäÓ£]� «>ÀÌ�VÕ�>À�Þ� VÕÀÀi�Ì� >VV�Õ�Ì� ��L>�>�ViÃ°�

Morocco

Egypt

Jordan Lebanon
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GDP Growth 2010-19
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External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

GDP Growth 2010-19
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Fiscal Balance 
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External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

GDP Growth 2010-19
Unemployment %
Fiscal Balance 
Gross Debt/GDP
External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

GDP Growth 2010-19
Unemployment %
Fiscal Balance 
Gross Debt/GDP
External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

GDP Growth 2010-19
Unemployment %
Fiscal Balance 
Gross Debt/GDP
External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

GDP Growth 2010-19
Unemployment %
Fiscal Balance 
Gross Debt/GDP
External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

3.48
9.20
(4.09)
65.16
46.83
9.19
5.69
1.03
(5.38)

3.90
8.61
(7.99)
84.21
39.40
16.10
6.72
9.36
(3.28)

2.39
19.08
(6.01)
78.02
75.67
19.17
9.24
0.68
(8.74)

1.16
6.23
(10.49)
174.32
144.93
88.21
36.20
6.96
(24.42)

4.26
25.35
(4.48)
34.47

15.03
1.27
(13.98)

1.94
14.89
(3.86)
71.83
100.76
15.74
4.45
6.08
(9.14)

2.67
11.38
(5.58)
45.77
3.29
0.51
1.11
2.43
(4.62)

Table 2.1.a Quality of Macroeconomic Management

GDP Growth 2010-19
Unemployment %
Fiscal Balance 
Gross Debt/GDP
External Debt/GNI
Debt Service/Exports
Remittances/GDP
��y>Ì���
Current Account Balance/
GDP 2010-19

3. 6JG[�OWUVGTGF�JKIJ�TCVGU�QH�UCXKPI�CPF�KPXGUVGF�KP�DQVJ�
KPHTCUVTWEVWTG�CPF�JWOCP�ECRKVCN�

4. 6JG[�NGV�OCTMGVU�CNNQECVG�TGUQWTEGU��WVKNK\KPI�VJG�GHƂEKGPE[�QH�VJG�
private sector; and,

5. They had committed, credible, and capable governments 
combined with visionary leadership.

28

A Pos t -Pandemic  Growth  S t ra tegy  fo r  Southe r n  and  Eas te r n  Med i te r ranean  Count r ie s

29

Part 2     Pre-Existing Conditions in Seven SEMCs



21.07 9.56 19.00 9.05 24.54 38.49
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Service X/GDP

Cost of trading 
across borders
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TunisiaMoroccoPalestine

The Trade Integration Indicator
To measure how well countries are vÕ��Þ� Li�iwÌÌ��}� vÀ��� Ì�i�}��L>��
economy, nine indicators were used. They ranged from the participation 
of the economies in world trade to the share of ICT exports in their 
��*�>�`�Ì�i�ÃÌ�V���v��������Ì�i�À�iV�����iÃ�­/>L�i�Ó°£°	°®°���ÃÌ��v�Ì�i�
countries ranked in the bottom quintile among all countries in the world 
in their degree of integration into the world economy as measured by 
imports and exports of goods and services as a share of GDP, Overall, 
it is clear that unlike high-performing economies, these economies are 
��Ì�ÕÃ��}�Ì�i�Li�iwÌÃ��v�}��L>��Ã«iV�>��â>Ì����>�`�iÝV�>�}i�Ì��Ãi���Ì��
the world what it wants and to get from the world what it needs, which 
was the key characteristic of high-performing economies found by the 
Growth Commission.

Egypt Jordan Lebanon Morocco Palestine Tunisia

Table 2.1.b Heat-Map for Fully Benefitting from the 
Global Economy

ICT X/GDP

*FDI stock/GDP

Source: Growth Dialogue compilation
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Savings/GDP

Global Human 
Capital index

Network Readiness Index

Investment/GDP

Global 
Entrepreneurship Index

WB Human 
Capital Index

35.97 14.39 14.61 (7.49) 28.08 (15.89) 8.78

51.5 56.0 58.2 49.5 50.8

35.15 42.56 47.5 41.30 39.71 41.30

45.99 17.99 16.74 18.40 32.19 26.80 17.18

24.7 25.9 36.5 31.5 29.2 42.4

.53 .49 .55 .52 .50 .58 .52

19.48 24.23 27.79 26.02 28.97 31.21

Global Innovation Index

The Domestic Savings and Investment Indicator
In order to measure rates of savings and investment (or future 
orientation), the set of indicators used range from actual savings and 
physical investment to human capital, entrepreneurship, innovation, 
and readiness for the digital economy (network readiness index), Table 
Ó°£°
°� "�� Ì�iÃi� ��`�V>Ì�ÀÃ� Ì�i� «iÀv�À�>�Vi� �v� Ì�i� iV�����iÃ� Ü>Ã�
more mixed. Algeria and Morocco did better than most of the world 
on savings and investment, but all tend to do worse than the world on 
human capital, entrepreneurship, innovation, and network readiness. 
These countries clearly need to invest more in the human intangibles 
and digital infrastructure that can position them to have better future 
performance. 

Algeria Egypt Jordan Lebanon Morocco Palestine Tunisia

Table 2.1.c Heat Map on High Savings and Investment

Source: Growth Dialogue compilation
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/�i��>À�iÌ�
vwV�i�VÞ���`�V>Ì�À
���ÌiÀ�Ã��v��i>ÃÕÀ��}���Ü�Üi����>À�iÌÃ�>���V>Ìi�ÀiÃ�ÕÀViÃ] we relied 
�����`�ÀiVÌ���`�V>Ì�ÀÃ�­/>L�i�Ó°£°�°®°�*À�Ý�iÃ�ÕÃi`���V�Õ`i`�Ì�i���`iÝ�
of economic freedom from the Heritage Foundation, domestic credit 
to the private sector as a share of GDP, market capitalization as a 
share of GDP, the World Bank’s cost of doing business, and the World 
Economic Forum’s Global Competitiveness Index (although this is 
obviously broader than just letting the market allocate resources). 
Although imperfect, these indictors do help to give some idea of 
the effectiveness of market allocation. The performance of the seven 
economies is again mixed, with Jordan and Morocco doing better than 
the others, and Algeria doing the worst. Overall, the economies still 
�ii`� Ì�� ��«À�Ûi� Ì�i�À��>À�iÌ�>���V>Ì����ivwV>VÞ� Ì�À�Õ}�� ��«À�Û��}�
economic freedoms, lowering costs of doing business, and increasing 
competitiveness. 

Morocco Tunisia

Algeria

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

29.73

63
87.75

54.65

71.02
60.0

31.60

56
86.56

21.92

66.11
56.4

37.82

47
25.90

0.21

49.65
56.3

Table 2.1.d Heat Map of Market Allocation Indicators

Egypt

Jordan

Palestine Lebanon

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

Government Expenditure/
GDP%
Econ Freedom Index
Domestic Credit to Private 
Sector/GDP%
Market Capitalization/
GDP%
Cost of Doing Business
Global Competitiveness 
Index

28.28

54
27.03 (WB)

14.58

58.56
54.5

30.31

66
76.90

47.27

60.98
60.9

27.08

45.05

22.95

59.11

31.53

52
106.34

14.88

54.04
56.3

Source: Growth Dialogue compilation32
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Poverty and Inclusion Indicators
For inclusiveness� v�ÕÀ� ÃiÌÃ� �v� ��`�V>Ì�ÀÃ� ÜiÀi� ÕÃi`� ­/>L�i� Ó°£°�°®°� ��Ûi�
were on income distribution and different measures of poverty. Two were 
��`�V>Ì�ÀÃ��v���V�ÕÃ�Ûi��i>�Ì���ÕÌV��iÃp�>ÌiÀ�>����ÀÌ>��ÌÞ�>�`�Õ�`iÀ�wÛi�
child mortality. One was urban versus rural internet access and eleven were 
on gender (the global gender gap index produced by the World Economic 
Forum, percent of seats held by women in parliament, the Women, Business 
and the Law Index produced by the World Bank which measures how laws 
and regulations affect women’s opportunities, female vs male adult literacy 
rates, and various indicators of female vs male unemployment rates, and 
labor force participation rates). The countries do better than most of the 
Ü�À�`�����>Û��}�Ài�>Ì�Ûi�Þ���Ü������V�ivwV�i�ÌÃ�>�`���}��Ã�>ÀiÃ��v���V��i��v�
Ì�i�L�ÌÌ���Óä¯��v�Ì�i�«�«Õ�>Ì���°�/�iÞ�>�Ã��`��Üi�������>Û��}�Ài�>Ì�Ûi�Þ�
��Ü� �>ÌiÀ�>�� >�`� Õ�`iÀ�wÛi� ��v>�Ì� ��ÀÌ>��ÌÞ� À>ÌiÃ°� ��ÜiÛiÀ]� >��� Ì�iÃi�
��`�V>Ì�ÀÃ�Ü����Li��i}>Ì�Ûi�Þ�>vviVÌi`�LÞ�Ì�i�
"6���£��«>�`i��V�>�`�Ì��Ã�
will raise major challenges of social stability. In addition, all do poorly on 
gender equality, although some of them (such as Morocco and Tunisia) 
have laws and regulations that on paper appear to be more favorable to 
}i�`iÀ�iµÕ>��ÌÞ�Ì�>��ÀiyiVÌi`�LÞ�Ì�i�>VÌÕ>��Ã�ÌÕ>Ì�����v�Ü��i�°

The Governance Indicator
For V����ÌÌi`]� VÀi`�L�i� >�`� V>«>L�i� }�ÛiÀ��i�Ì, the World Bank’s 
Global Governance Indicators provides a set of useful metrics. They include 
voice and accountability, political stability, government effectiveness, 
Ài}Õ�>Ì�ÀÞ�µÕ>��ÌÞ]� ÀÕ�i��v� �>Ü]�>�`�V��ÌÀ����v� V�ÀÀÕ«Ì���� ­/>L�i�Ó°£°
°®°�
All seven countries generally do poorly on all these indicators, although 
Jordan and Morocco do better than the others. As in the case of future 
orientation, this is another area in which these countries need to make 
considerable progress in order to improve their development prospects. 

20.20

7.69

8.37

18.75

28.57

57.21

32.51

36.54

29.56

46.15

21.18

56.73

56.65

35.58

13.81

20.67

12.86

37.98

33.33

58.17

7.62

19.71

32.38

48.56

4.76

33.65

17.14

55.77

33.65

29.33

36.54

27.88

56.73

60.58

17.79

12.02

47.60

45.67

23.08

46.63

48.56

52.88

Voice & Accountability

Regulatory Quality

Political Stability/
No Violence

Rule of Law

Government 
Effectiveness

Control Corruption

Algeria Egypt Jordan Lebanon Morocco Palestine Tunisia

Table 2.1.e Heat Map of Governance

Source: Growth Dialogue compilation
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7.9
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1.7
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4.84

15.49
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22.10
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21.32

34.62

7.8
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17.5

24.88

12.39

34.76

23

67.76
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20.44

45.55
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71.17

45.00

21.33

53.35

16

63.88

46.88

23.81
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7

72.15

52.50

9.77

21.02
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70.14

75.63

10.47

22.88

19

70.11

26.25

41.14

66.79

17

68.92

67.50

22.41

38.19

�����V�ivwV�i�Ì

Rural population % 
internet access

Male adult literacy rates 
(2010-19)

International poverty 
rate $3.20

Global gender gap

Female labor force 
participation rate

Income % lowest 20%

*Maternal mortality rate

Female adult literacy 
rates (2010-19)

International poverty 
rate $5.50

Women % of seats  
in parliament

Male unemployment rate 
% male labor force*

Male youth unemployment 
rate % male labor force 15-24*

International poverty 
rate /$1/90

< 5 year. mortality rate

Male labor force 
participation rates

Urban population % 
internet access

Women business and 
law index

Female unemployment 
rate, % of female labor 

force*

Female unemployment rate %
Female labor force 15-24*

Algeria Egypt Jordan Lebanon Morocco Palestine Tunisia

Table 2.1.f Heat Map of Poverty and Inclusiveness

Source: Growth Dialogue compilation
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The Environmental Indicators
For environmental sustainability, three sets of indicators were used (Table 
Ó°£°�°®°�/Ü��ÜiÀi����
"2 emissions. Three were on energy. Three were 
on land and water—arable land per capital, freshwater availability, and 
Ü>ÌiÀ�ivwV�i�VÞ�LiV>ÕÃi��v�Ì�i���«�ÀÌ>�Vi�LÕÌ�Ài�>Ì�Ûi�Þ�ÃV>ÀV�ÌÞ��v�Ì�iÃi�
two resources in MENA countries. Finally, three were on food security, 
availability, and natural resource resistance to shocks, taken from the 
Economist Food Security Index. All have low CO2 emissions per capita and 
per GDP, but that is mainly because of their low levels of industrialization. 
On the other hand, though some efforts are noted in countries such as 
Egypt with the “Benban Solar Park” mega-project, most have low energy 
ivwV�i�VÞ�­��*Éi�iÀ}Þ®]�>�`�>�ÛiÀÞ���Ü�Ã�>Ài��v�Ài�iÜ>L�i�i�iÀ}Þ����Ì�Ì>��
energy use. In addition, they have low arable land per capita, low or very 
��Ü�`��iÃÌ�V�vÀiÃ�Ü>ÌiÀ�>Û>��>L���ÌÞ]�>�`���Ü�>�`�ÛiÀÞ���Ü�Ü>ÌiÀ�ivwV�i�VÞ°�
For the time being, the countries seem to do relatively well on food 
availability and food security, but they are likely to face major challenges 
on water availability and food security as the result of climate change.

Morocco

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

1.74
0.24
12.64
90.72
11.32
0.21
36.46
11.30
64.2
62.8
47.9

Algeria

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

3.70
0.32
8.67
(177.12)
0.06
0.18
87.13
20.24
55.8
59.8
48.3

Tunisia
CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

2.65
0.25
11.05
36.20
12.56
0.23
113.66
10.42
58.0
60.1
49.5

Table 2.1.g Heat Map of Environmental Sustainability

Egypt

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

2.53
0.23
12.51
(7.39)
5.71
0.03
6,420.00
4.23
70.2
64.5
58.9

Lebanon

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

3.69
0.23
14.18
97.87
3.65
0.02
37.75
23.95

Palestine

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

0.74
0.13

10.47
0.01
50.25

Jordan

CO2/capita 
CO2 kgs/GDP
GDP/energy
*Energy import %
Renew energy/energy
Arable land /capita
*Water/internal availability
GDP/meter3 of water
Food availability sub index
Food security index
Natural resource resilience

2.63
0.27
11.21
96.81
3.23
0.02
132.49
35.78
54.8
61.0
54.9

Source: Growth Dialogue compilation36
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Jordan
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and GazaTunisisa

Conclusions Based on the Heat Map Assessments

The basic conclusion of this heat map analysis is that SEMCs were 
not well positioned prior to the pandemic with respect to some of 
the fundamental requirements needed to generate favorable and 
sustainable development outcomes. Despite scoring relatively well 
in overall macroeconomic management, they are weak on some key 
V�>À>VÌiÀ�ÃÌ�VÃ��`i�Ì�wi`�LÞ�Ì�i��À�ÜÌ��
����ÃÃ����v�À�ÃÕVViÃÃvÕ�����}�
term economic growth. In particular, the rankings are weak with respect 
to trade integration, poor with respect to the role of the private sector, 
and below par on logistics and doing business, and on the employment 
of women. In addition, they are weak on key elements of inclusiveness 
and sustainability, with opportunities to build better for the future. 
Aspects of food and water security stand out as being problematic and 
likely adversely affected by future climate change trends. 

20

25

10

15

5

0

-5

-10

-15

-20

-25

-30

-35

Figure 2.1 Current Account Balance as Percentage of GDP 
(2000-2020 Actual, 2021-2026 Estimated)

Furthermore, the position of this group of countries is being negatively 
>vviVÌi`� LÞ� Ì�i� 
"6���£�� «>�`i��V� >Ã� ��� �Ì�iÀ� i�iÀ}��}� �>À�iÌ�
iV�����iÃ°�ƂÃ� Ãii�� �����}ÕÀi�Ó°£]�Ü��V�� Ã��ÜÃ�>VÌÕ>��`>Ì>� v�À�Óääx�
Ì��Óä£��>�`�����«À��iVÌ���Ã�v�À�ÓäÓä�ÓäÓx]�Ì�i�L>�>�Vi��v�«>Þ�i�ÌÃ�
will continue to be challenging for most countries examined. The 
implications are that recoveries will be slower, the costs borne by 
society larger, and the cost of ignoring structural impediments and 
delaying reforms will continue to mount. This has adverse impacts on 
development outcomes and it means that going back to the status quo 
ante will not work. A dramatic shift in thinking will be required.

In the subsequent section, Part III, we examine in greater detail the 
structural challenges facing individual countries. Many of the issues 
raised will have been noted in other assessments; however, the fact 
that that they are long-standing impediments to development does not 
detract from their importance. Quite the contrary, in the post-pandemic 
environment in which the generation of economic progress will be more 
`�vwVÕ�Ì]��Ì�Li���ÛiÃ�V�Õ�ÌÀ�iÃ�Ì��>ÌÌ>V��Ì�i�À���ÃÌ�L��`��}�V��ÃÌÀ>��ÌÃ�
to economic growth.

Note: 0Q�RTQLGEVGF�FCVC�HQT�.GDCPQP�CHVGT������
Source:�+/(�&CVCOCRRGT�#RTKN������

Percent of GDP 
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"6���£���>Ã�Lii��>�}>�i�V�>�}iÀ°��Ì��>Ã�V>ÕÃi`�Ì�i��>À}iÃÌ�}��L>��
ÀiViÃÃ����Ã��Vi�Ì�i��Ài>Ì��i«ÀiÃÃ�����v�£�Ó�°� �Ì��>Ã�>�Ã���>`i�V�i>À�
that the world is not well prepared to deal with these types of shocks. 
The effects of the pandemic on developing countries is going to be 
longer lasting than currently projected by most analysts. Even though 
several vaccines have been developed and are starting to be deployed 
����>ÀV��ÓäÓ£]� �Ì�Ü����«À�L>L�Þ� Ì>�i�>Ì� �i>ÃÌ�Õ�Ì���ÓäÓÓ��À�iÛi��ÓäÓÎ�
when enough of the world is vaccinated to provide herd immunity. 

/�i� wÃV>�� V�ÃÌÃ� �v� `i>���}�Ü�Ì�� Ì�i� �i>�Ì�� i�iÀ}i�VÞ� >�`� Ì�i� wÃV>��
stimulus to support economic activity and extend social protection are 
�>À}i�>�`�}À�Ü��}�>Ã�Ì�i�Ì�����v�Ì�i�«>�`i��V�V��Ì��ÕiÃ���Ì��ÓäÓ£�ÓÓ°�

Ûi��Ü�Ì��Ì�iÃi��>À}i�wÃV>���ÕÌ�>ÞÃ]�Ì�i�«>�`i��V��Ã���VÀi>Ã��}�«�ÛiÀÌÞ]�
inequality, insecurity, and spurring social disruption (World Bank 2020e). 
It is also diverting resources from usual investments and thus setting up 
`�vwVÕ�Ì�ÌÀ>`i��vvÃ�LiÌÜii��ÕÃ��}�ÀiÃ�ÕÀViÃ�Ì��w}�Ì�Ì�i�«>�`i��V�>�`�
resources to invest for the future. 

Figure 3.1 Real Annual GDP Growth Rates   
(Actual 2005-2020, Projected 2021-2026 estimated)

Note: 0Q�FCVC�HQT�.GDCPQP�CHVGT������
Source: IMF Datamapper Oct 2020 data.
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Mediterranean countries have been negatively affected by the pandemic 
in terms of health and economic impacts from the domestic lock downs, 
>Ã�Üi���>Ã�vÀ���Ì�i�v>������v�Ài�}��ÀiÛi�ÕiÃ�­7�À�`�	>���ÓäÓä`®°���}ÕÀi�Î°£�
Ã��ÜÃ���ÃÌ�À�V>��}À�ÜÌ��À>ÌiÃ�Ã��Vi�Óääx]�>Ã�Üi���>Ã�Ì�i�Ƃ«À���ÓäÓ£�����
«À��iVÌ���Ã�v�À�ÓäÓä�ÓäÓÈ�v�À�Ì�i�Ãi�iVÌi`��i`�ÌiÀÀ>�i>��V�Õ�ÌÀ�iÃ�>�`�
for the world. With the exception of Egypt, which was the only country in 
the region to achieve positive economic growth during the pandemic in 
2020, the Mediterranean countries have not had high sustained growth 
À>ÌiÃ°�/�iÞ����Þ�̀ �`�LiÌÌiÀ�Ì�>��Ì�i�Ü�À�`�>ÛiÀ>}i�̀ ÕÀ��}�Ì�i�ÓäänqÓää��
w�>�V�>�� VÀ�Ã�Ã°� ��ÜiÛiÀ]� >��� �v� Ì�i�� ­iÝVi«Ì� 
}Þ«Ì®� �>Ûi� �>`� Ü�ÀÃi�
«iÀv�À�>�Vi�Ì�>��Ü�À�`�>ÛiÀ>}i�Ã��Vi�Óä£n�>�`�>Ài���Ì�«À��iVÌi`�Ì��`��
better than the world average for 2020-2025 (although the West Bank 
>�`��>â>��Ã�«À��iVÌi`�Ì��`��Ài�>Ì�Ûi�Þ�LiÌÌiÀ�v�À�ÓäÓ£�ÓäÓÓ�LiV>ÕÃi��Ì�
is expected to be recovering from a greater fall in 2020). Oil exporting 
countries like Algeria have been severely hit by the fall in global demand 
for oil. The other countries have been hit by a general decline in exports, 
and from a fall in tourism and remittance revenues, which have been 
critical sources for foreign exchange.
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Figure 3.2 Annual Percentage Unemployment Rate    
(2000-2020 Actual, 2021-2026 Estimated)

All the selected countries have had perennially high unemployment 
À>ÌiÃ]�LÕÌ�>Ài�iÝ«iVÌi`� Ì��>� À�Ãi� ���Õ�i�«��Þ�i�Ì� ���ÓäÓä�Ó£� ­��}ÕÀi�
Î°Ó®°�Ƃ�}iÀ�>½Ã��Ã�iÝ«iVÌi`�Ì���Õ�«�vÀ���>À�Õ�`�£ä¯�v�À���ÃÌ��v�«iÀ��`�
Ì��£{¯����ÓäÓä�>�`�Ì���ii«�À�Ã��}�Ì��£n¯�LÞ�ÓäÓx°�
}Þ«Ì�>�`���À�VV��
�>Ûi��>`�Õ�i�«��Þ�i�Ì�À>ÌiÃ��v�>À�Õ�`�£ä¯�Ì�À�Õ}��ÕÌ]�Ü�Ì����À�VV��
iÝ«iVÌi`�Ì��«i>��>Ì�£Ó°x¯����ÓäÓä]�>�`�Ì�i��}À>`Õ>��Þ�v>���Ì��n°x¯�LÞ�
ÓäÓx°�
}Þ«Ì��>`��>`�Õ�i�«��Þ�i�Ì��v�>À�Õ�`��¯�vÀ���Ì�i�ÃiV��`��>�v�
�v�ÓäääÃ]�Ü��V��À�Ãi�ÃÌi>`��Þ�Ì��£Î°{¯����Óä£{�Liv�Ài�v>����}�}À>`Õ>��Þ�
Ì��>��iÝ«iVÌi`�n°Î¯�v�À�ÓäÓä�>�`�À�Ã��}�ÃÌi>`��Þ�Ì��>���ÃÌ�£ä¯�ÓäÓ£�
ÓäÓÎ°� ��À`>���>`�Õ�i�«��Þ�i�Ì� À�Ã��}� ÃÌi>`��Þ� vÀ���£Ó¯� ��� Óä£{� Ì��
£�¯� ���Óä£��>�`� �Ã� iÝ«iVÌi`� Ì��Li�ÓÓ°x¯� ���ÓäÓä°�/Õ��Ã�>��>`�«i>��
Õ�i�«��Þ�i�Ì��v�£�¯����Óä££�>�`��>Ã���ÛiÀi`�>À�Õ�`�£x¯�Ã��Vi�Óä£Î�
with expectations it will worsen because of the pandemic. The West 
	>���>�`��>â>��>Ûi��>`�Õ�i�«��Þ�i�Ì��v�>À�Õ�`�Óx¯�LÕÌ�Ì�i�À>Ìi��Ã�
iÝ«iVÌi`�Ì���Õ�«�Ì��ÓÈ�¯����ÓäÓä°���ÜiÛiÀ]�Ì�i�����«À��iVÌ���Ã�>««i>À�
overly optimistic for both growth prospects as well as for unemployment 
due to the longer effects of the pandemic now expected.

Note: 0Q�FCVC�HQT�/QTQEEQ�CHVGT�������PQT�HQT�6WPKUKC�CHVGT�������
Source:�+/(�&CVCOCRRGT�#RTKN������

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
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*>�i�� Ƃ� ��� ��}ÕÀi� Î°Î� Li��Ü� Ã��ÜÃ� Ì�i� }À�ÜÌ�� v�ÀiV>ÃÌÃ� v�À� Ì�Àii�
different subgroups of MENA countries. Comparing the forecasts 
�>`i�����iVi�LiÀ�Óä£��Ì��Ì��Ãi��>`i�����iVi�LiÀ�ÓäÓä�Ì�i��>À}iÃÌ�
downward adjustments are for the developing oil exporters that include 
Ƃ�}iÀ�>°�*>�i��	�Ã��ÜÃ���Ü�Ì�i�v�ÀiV>ÃÌÃ�v�À�}À�ÜÌ�����ÓäÓä�>�`�ÓäÓ£�
have consistently been adjusted downward compared to December 
Óä£�]��>ÀV��ÓäÓä]��Õ�i�ÓäÓä]�>�`��iLÀÕ>ÀÞ�ÓäÓ£°

Source: 9QTNF�$CPM�5VCHH�ECNEWNCVKQPU�DCUGF�QP�FCVC�HTQO�(QEWU�'EQPQOKEU�
Notes:��)%%��KPENWFGU�$CJTCKP��MWYCKV��1OCP��3CVCT��5CWFK�#TCDKC�CPF�7#'���&GXGNQRKPI�1KN�'ZRQTVGTU��KPENWFGU�#NIGTKC��
+TCP��+TCS�CPF�;GOGP���&GXGNQRKPI�1KN�+ORQTVGTU��KPENWFGU�'I[RV��,QTFCP��.GDCPQP��/QTQEEQ�CPF�6WPKUKC���/'0#��KPENWFGU�
EQWPVTKGU�KP�CNN�VJTGG�ITQWRU��&CVC�HQT�'I[RV�EQTTGURQPF�VQ�KVU�ƂUECN�[GCT��TWPPKPI�HTQO�LWN[���VQ�LWPG����KP�'I[RV�

MENA

�>ÀV��ÓäÓä����iVi�LiÀ�Óä£�

GCC

�Õ�i�ÓäÓä����iVi�LiÀ�Óä£�Developing Oil Exporters

February 2021 - December 2019

Developing Oil Importers

Figure 3.3 Forecasted Fall in GDP for MENA Countries for 2020 and 2021 
versus Counterfactual of No Crisis by Comparing More Recent 
Growth Forecasts with those of December 2019

Not a V-Shape recovery relative to the counterfactual of no crisis:  
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/>L�i� Î°£�«ÀiÃi�ÌÃ� ��ÜiÀ�L�Õ�`�iÃÌ��>ÌiÃ��v� Ì�i� ��VÀi>Ãi� ���«�ÛiÀÌÞ�
head count for various countries. The estimates are based on the 
assumption that the impact is inequality neutral, which is clearly not 
the case. We know that the pandemic’s impact has disproportionately 
affected low-income persons. They tend to be self-employed, in jobs in 
Ì�i���v�À�>��ÃiVÌ�À�Ü�iÀi�Ì�iÞ�`����Ì��>Ûi�Ã�V�>��«À�ÌiVÌ����Li�iwÌÃ]�
or in industries such as tourism, retail sales, garments, and textile that 
have been disproportionately negatively impacted by the pandemic. 

Thus, the pandemic has increased the number of poor in Mediterranean 
countries, but it has also increased income inequality: both through the 
direct job effects noted above, but also because richer households have 
been able to continue to work by switching to telework, while those in 
poorer households are in employment which cannot be performed at a 
distance. Moreover, workers in the formal sector tend to have employment 
��ÃÕÀ>�Vi�>�`�Ã�V�>��«À�ÌiVÌ����>�`��i>�Ì��Li�iwÌÃ]�Ü�iÀi>Ã�Ì��Ãi�>Ì�Ì�i�
��ÜiÀ�«>ÀÌ��v�Ì�i���V��i�`�ÃÌÀ�LÕÌ����`����Ì�Li�iwÌ�vÀ���Õ�i�«��Þ�i�Ì�
insurance or social protection. It is for this reason that these are likely 
underestimates since the impact of income shifts tends to be augmented 
LÞ�Ü�ÀÃi������V�ivwV�i�ÌÃ]�«À�`ÕV��}���Ài�>LÃ��ÕÌi�«�ÛiÀÌÞ°

Country

Algeria

Egypt

Iran

Iraq

Jordan

Lebanon

Morocco

Tunisia

Change in 
forecasts (%)

% Changes in Poverty Headcount Due to Expected GDP 
Losses from the Crisis

International poverty rate 
($1.9 in 2011 PPP)

16.31

International poverty rate 
($3.2 in 2011 PPP)

11.32

International poverty rate 
($5.5 in 2011 PPP)

3.51

2021

-4.3

-8.5

-4.3

-15.1

-4.3

-31.3

-8.4

-8.6

26.50

17.50

99.41

31.28

28.41

47.70

44.52

11.45

47.09

19.74

27.05

34.96

25.53

7.67

20.97

11.16

199.89

19.60

24.82

Source: 9QTNF�$CPM�5VCHH�ECNEWNCVKQPU�DCUGF�QP�FCVC�HTQO�(QEWU�'EQPQOKEU�CPF�XCT[KPI�RQXGTV[�)&2�GNCUVKEKVKGU�
pt��KPFKECVGU�VJCV�RTG�ETKUKU�RQXGTV[�TCVGU�CV�VJG�KPFKECVGF�VJTGUJQNFU�YGTG�GUVKOCVGF�CV�\GTQ��

Table 3.1 Estimates of Increase in Poverty Headcount Due to Crisis Based 
on Private Sector Growth Forecasts as of February 2021 Using 
Varying Elasticities Across Countries of Impact of Growth 
Downturn on Poverty (Percentages of Pre-crisis Poverty Rates)
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Source: 9QTNF�$CPM�
�������KPENWFKPI�/'0#�CIITGICVGU�

Percent of 
population tested

Percent cases to 
total population

Percent change 
in cases last week 
compared to 
previous week

Cumulative 
deaths per million 
population

Percentage change 
in deaths last 
week compared to 
previous week

Percent of 
population that 
has received 
COVID-19 vaccine

Algeria Lebanon Egypt Jordan Morocco Tunisia West Bank  
+ Gaza

MENA 
region

0.52 64.62 2.71 70.79 17.44 12.37 35.09 29.9

0.29 7.95 0.25 7.15 1.39 2.90 5.93 2.01

28 -5 -2 53 93 52 -6 -10

77 1,129 141 910 245 1,026 666 383

-4 -57 -7 -35 -8 -8 -40 13

0.17 9.74 1.84 13.92 33.78 6.48 9.30 n.a.

Table 3.2 COVID-19 Data as of May 24, 2021 

The direct human impact of the pandemic in Mediterranean countries 
is still at a very early stage. Although there is great variance across 
V�Õ�ÌÀ�iÃ]�>Ã��v�i>À�Þ�ÓäÓ£]� Ì�i� ��viVÌ����À>ÌiÃ�ÜiÀi�ÃÌ����>Ì� ��Ü� �iÛi�Ã�
>�`�Ì�i��Õ�LiÀ��v�`i>Ì�Ã�«iÀ���������«�«Õ�>Ì����ÜiÀi���Ü°�/��Ã�ÀiyiVÌÃ�
in part the exposure of the different countries to the infected persons 
as well as the different lock down measures imposed. However, both 
the infection rates and the cumulative number of deaths have been 
increasing in most countries. Moreover, except for Morocco, the 
«iÀVi�Ì>}i� �v� Ì�i� «�«Õ�>Ì���� Ì�>Ì� �>Ã� ÀiVi�Ûi`� 
"6���£�� Û>VV��iÃ�
�Ã�Ã�}��wV>�Ì�Þ�Li��Ü���i�«iÀVi�Ì°����>``�Ì���]�>Ã������ÃÌ�`iÛi��«��}�
V�Õ�ÌÀ�iÃ]� ÃÕvwV�i�Ì� ÃÕ««��iÃ� �v� Û>VV��iÃ� �>Ûi� ��Ì� Lii�� ÃiVÕÀi`°�
Therefore, the numbers of people infected and the death rates can 
Li� iÝ«iVÌi`� Ì�� ��VÀi>Ãi� Ã�}��wV>�Ì�Þ� Õ�Ì��� >� ÃÕLÃÌ>�Ì�>�� Ã�>Ài� �v� Ì�i�
population can be vaccinated. This is likely to extend into 2022. In 
addition, because of the development and spread of new variants, it is 
quite likely that new vaccines or booster shots will be necessary, further 
straining health systems and government budgets. 
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The New Global Context

��Ài�ÛiÀ]�Ì�i��i}>Ì�Ûi���«>VÌÃ�vÀ���Ì�i�
"6���£��VÀ�Ã�Ã�>Ài����i�Þ�Ì��
Li�V��«�Õ�`i`�LÞ��Ì�iÀ�>`ÛiÀÃi�}��L>��ÌÀi�`Ã�­Ãii�	�Ý�Î°£®°�/À>`i��Ã�
not expected to regain its pre-crisis levels because of shrinking global 
value chains, increasing protectionism, technological change, and the 
perception of increased risk of trans-border trade. In the social area, 
besides increasing inequality and risk of social unrest, there is further 
`iÌiÀ��À>Ì�������ÌÀÕÃÌ����}�ÛiÀ��i�Ì�>�`��vwV�>����ÃÌ�ÌÕÌ���Ã]�>Ã�Üi���>Ã�
a growing anti-globalization movement. On the technological side, as 
will be developed further below, rapid advances in digital technology 
are leading to increased technological convergence with both positive 
and negative effects. These are disrupting economic and social order 
and contributing to an increase in inequality. 

"��Ì�i�i�Û�À���i�Ì>��Ã�`i]�Ì�i�
"6���£��«>�`i��V��Ã��ÕÃÌ�Ì�i�VÕÀÀi�Ì�
example of a major global shock. Other pandemics are expected, as 
well as other global economic and environmental shocks, including the 
impact of climate change on extreme weather and rising sea levels. 
These trends will increase water shortages and negatively impact food 
ÃiVÕÀ�ÌÞ�­Ãii�/iV���V>��*>«iÀ�LÞ�	>À}��ÕÌ��QÓäÓ£R����Ì��Ã�Ì�«�V®°�

/�i� 
"6���£�� VÀ�Ã�Ã� >�`� Ì�i� �iÜ� }��L>�� V��ÌiÝÌ� �i>�Ã� Ì�>Ì� �Ì� Ü����
Li� �>À`iÀ� v�À� V�Õ�ÌÀ�iÃ� Ì���iiÌ� Ì�i� wÛi� V�>À>VÌiÀ�ÃÌ�VÃ� �v� ÃÕVViÃÃvÕ��
countries as well as the challenges of inclusiveness and environmental 
sustainability. Let us review these factors in light of recent evidence.

U /�i�,��i��v�Ì�i�-Ì>Ìi° This area is extremely critical for dealing with 
pandemics and similar shocks. It is also essential to reform the state 
in many countries we examined because success in other areas 
of economic management and leadership depends on capable 
}�ÛiÀ��i�ÌÃ� Ì�>Ì�>Ài�ºwÌ� v�À�«ÕÀ«�Ãi°»���Ài�Ã«iV�wV>��Þ]� Ì�i�ÃÌ>Ìi�
needs to move from being a producer to being the regulator, the 
convener, and strategic catalyst for FDI. It must engender the trust 
�v� Ì�i� V�Ì�âi�ÀÞ� LÞ� Li��}� ivwV�i�Ì]� ���iÃÌ]� >�`� >VV�Õ�Ì>L�i� ��� Ì�i�
exercise of its key functions. In addition, a committed and capable 
government is necessary to provide a key strategic vision for future 
development. 

U �>VÀ���>�>}i�i�Ì�
Ûi����Ài�6�Ì>�° It will be hard to maintain macro 
ÃÌ>L���ÌÞ�}�Ûi��Ì�i�>vÌiÀÃ��V�Ã��v�Ì�i�
"6���£��VÀ�Ã�Ã°�,iÛi�ÕiÃ�>Ài�
`�Ü�]�iÝ«i�`�ÌÕÀiÃ�>Ài�Õ«]�>�`]�>Ã�>�ÀiÃÕ�Ì]�wÃV>��`iwV�ÌÃ�>Ài�À�Ã��}°�
-
�
Ã�>Ài�}���}�Ì���ii`�Ã�}��wV>�Ì�iÝÌiÀ�>��w�>�V��}�Ì���i�«�`i>��
Ü�Ì�� Ì�i� ��VÀi>Ãi`� wÃV>�� >�`� L>�>�Vi� �v� «>Þ�i�ÌÃ� `iwV�ÌÃ� >�`� Ì��
LÕ��`�Õ«�wÃV>��>�`� v�Ài�}��iÝV�>�}i�LÕvviÀÃ°���Ài�Ü�����ii`�Ì��Li�
done with respect to external indebtedness, which in many cases will 
become unsustainable.
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U�/�i�
�>�}��}� >ÌÕÀi��v�Ì�i�7�À�`�
V����Þ° As noted in the heat 
map exercise in Part II, SEMCs were not fully exploiting the world 
economy before the crisis. The crisis has reduced exports and 
lowered foreign exchange remittances, prompting lockdowns and 
causing domestic recessions. However, there is still ample scope for 
exploiting the world economy by increasing exports and by removing 
distortions to trade. This will require fundamental reforms, however, 
of the kinds long advocated by analysts, donors, and advisors alike.

U���}�iÀ� ,>ÌiÃ� �v� ��ÛiÃÌ�i�Ì° The necessary levels of investment 
cannot be attained even were domestic savings to been bolstered, 
which is unlikely in an environment of tepid economic growth. This 
��«��iÃ� Ì�>Ì� �iÜ� Ã�ÕÀViÃ� �v� v�Ài�}�� V>«�Ì>�� �ii`� Ì�� Li� �`i�Ì�wi`�
>�`�>ÌÌÀ>VÌi`]�ÃÕV��>Ã�ÃÌÀ>Ìi}�V�����>�`�i��>�Vi�V>«�Ì>��y�ÜÃ�vÀ���
dedicated partner countries.

U ��ivwV�i�Ì�æ���V>Ì�����v�,iÃ�ÕÀViÃ�
>�� �����}iÀ�Li�/��iÀ>Ìi`° As 
noted in the heat map analysis, this was a major weakness for SEMCs. 
The severity of the pandemic has forced governments to intervene 
even more in the economy in order to save lives and livelihoods. As 
the pandemic is brought under control, governments will have to 
remove distortions in factor and product markets to stimulate greater 
iV�����V�ivwV�i�VÞ°����«À��V�«�i]��>�Þ�>Ài>Ã�V>��Li���«À�Ûi`��ÕÃÌ�LÞ�
removing distortions or other constraints that governments have put 
���Ì�i�Ü>Þ��v�ivwV�i�Ì�>���V>Ì�����v�ÀiÃ�ÕÀViÃ°

U ��V�ÕÃ�Ûi�iÃÃ��Ã�
ÃÃi�Ì�>�° Inclusiveness has become more important 
because of the increase poverty and rising inequality caused by 
the pandemic noted above. Countries that are unable to deal with 
these challenges are likely to face major social disruption. Increased 
social protection measures, particularly if well targeted, can make a 
difference, but there are opportunity costs of diverting spending from 
growth-generating investments. Hence, the role of foreign capital 
��y�ÜÃ�LiV��iÃ�iÛi����Ài�Û�Ì>�°

U�-ÕÃÌ>��>L���ÌÞ� �Ã� Ì�i�  iÜiÃÌ� 
�>��i�}i° Including sustainability in 
development strategies has become ever more important. The 
pandemic showed the urgency to build SEMCs resilience to external 
shocks. Future shocks may not be health related, but surely will 
affect outputs, livelihoods, and migration patterns. They will require 
government planning and effective interventions. The pandemic has 
been a warning shot for what will be coming from climate change, 
especially regarding water issues.

Policy Implications

The implications of these trends are two-fold. First, past weaknesses 
that have been ignored for decades need urgent attention since the 
room for maneuver has shrunk. Second, although there are many 
aspects of the previous growth paradigm that still are valid, and we 48 49
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have pointed them out, there are new considerations that will also shape 
the future outlook. The returns to the previous export-led growth strategy 
are still present; however, the actual gains will depend on new disruptive 
technology diffusion and the digital economy. Those countries that can 
>ÌÌÀ>VÌ��iÜ���`ÕÃÌÀ�iÃ�>�`��iÜ�ÃiÀÛ�Vi���`ÕÃÌÀ�iÃ�Ü����ÃÌ����Li�>L�i�Ì��Li�iwÌ�
from global integration even though physical proximity will no longer be 
the main cost advantage. The nature of manufacturing will change.

For manufacturing exports, the changing global pattern is clearly 
��yÕi�Vi`�LÞ��v�Ì�i�À�Ãi��v�
���>�>�`�Ì�i�ÛiÀÞ�À>«�`�iÝ«>�Ã�����v��ÌÃ�
manufactured exports due to its dominance and competitiveness. It is 
also due to the rapid advances in technology and the convergence 
revolution, both of which are diminishing simple labor costs advantages 
of developing countries. Technology and perceived risks to locked-
in capital investments are also restructuring global value chains and 
reducing offshore production in developing countries. These trends 
coincide with the reduced demand for commodities arising from slower 
global growth. In addition, for oil exporters, the pandemic crisis is an 
early warning of the fall in demand that will come from an inevitable 
switch to other fuel sources, and from efforts to reduce fossil fuel use 
more generally in order to curb CO2 emissions.

One positive note might be the Africa Continental Free Trade Agreement 
(AfCFTA) that has been endorsed by 54 countries and could provide 
some greater impetus for intra-regional trade. A beginning point could 
well be better integration among countries of north Africa and the Levant 
�v� �iÜ� «���Ì�V>�� >ÀÀ>�}i�i�ÌÃ� V>�� Li� v>Ã����i`� >�`� ÃÕvwV�i�Ì� �ÕÌÃ�`i�
w�>�V�>��ÃÕ««�ÀÌ�V>��Li��ÕÃÌiÀi`°�/��Ã�«�>ViÃ�>�V�>��i�}i�>Ì�Ì�i�viiÌ��v�
the wealthier partner countries, but it places an even larger challenge to 
the affected countries themselves. There is no dearth of analysis as what 
needs to be done to better integrate the sub-region; however, there 
has been very little concrete action. Perhaps the pandemic and its after-
effects can prompt a political resurgence of interest combined with some 
basic reforms that are the sine qua non for effective trade integration.

Finally, in the geopolitical area there are increased frictions between 
the United States and China, which may be dividing the world into two 
economic and technological blocks. There are also increased tensions 
in the Middle East, particularly between Israel with new allies and Iran, 
>Ã�Üi���>Ã�V��Ì��Õ��}�V��y�VÌ����-ÞÀ�>]�9i�i�]�>�`��Ì�iÀ�V�Õ�ÌÀ�iÃ�Ì�>Ì�
affect the security and stability of the region. More broadly, there has 
been further erosion in the international economic order. This implies 
that governments that are more nimble and more strategic will manage 
to thread their way better than those that are mired in the past and 
Õ�>L�i� Ì�� Àiv�À�°� 	�Ý� Î°£� �ÕÌ���iÃ� Ã��i� �v� Ì�i� �iÜ� ÌÀi�`Ã� Ì�>Ì�
governments will need to contend with. If the pandemic has taught us 
anything, it is that governments need to be capable of abrupt changes 
in policy and this is unlikely to change anytime soon.
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Key Global Trends
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There is a need to rethink post pandemic development strategies for 
the Southern and Eastern Mediterranean countries. These have to 
include a focus not just on growth, but social inclusion and sustainable 
development. The needs are greater because the pandemic is 
undoing years of progress on poverty reduction and it is increasing 
��V��i���iµÕ>��ÌÞ°��Ì��>Ã�>�Ã��`i«�iÌi`�Ì�i�wÃV>��>�`�v�Ài�}��iÝV�>�}i�
buffers and degraded human capital. Moreover, while the challenges 
of negative pre-existing economic conditions are still there, simply 
put, tolerance for them has perforce been reduced by the exigencies 
countries are facing.

Short Run 

There are no magic solutions here. In the short run, countries need to 
continue to address the health emergency and to protect livelihoods. 
/�iÞ�>�Ã���>Ûi� Ì�� ���i�Õ«� v�Ài�}��w�>�V��}� Ì���i�«� Ì�i��`i>��Ü�Ì��
��VÀi>Ãi`�wÃV>��>�`�L>�>�Vi��v�«>Þ�i�ÌÃ�`iwV�ÌÃ]�>Ã�Üi���>Ã�Ì��ÀiLÕ��`�
wÃV>�� ÃÌ>L���ÌÞ°�/�i� �>ÌÌiÀ� ÀiµÕ�ÀiÃ� ��VÀi>Ã��}� Ì�i�ivwV�i�VÞ��v�«ÕL��V�
iÝ«i�`�ÌÕÀi�����À`iÀ�Ì���>�i�Ã«>Vi�v�À�Ì�i��iÜ�`i�>�`Ã����Ì�i�wÃV>��
budget of dealing with social safety nets but also directing resources 
to the disadvantaged in society. To do this entails cutting wasteful 
wÃV>�� ÃÕLÃ�`�iÃ]� LiÌÌiÀ� Ì>À}iÌ��}� �v� wÃV>�� ÃÕ««�ÀÌ� «À�}À>�Ã]� >�`�
getting government out of lines of business that are not based on 
either the provision of public goods or offsets to undesirable market 
outcomes. 

Recovery and Transition

For the recovery and transition to longer-term strategies, countries 
need to address the new challenges as well as remedying pre-existing 
constraints to better economic performance. The key new challenges 
are how to reignite growth, making it more inclusive than it was in 
the past in order to deal with increased unemployment, increased 
inequality, and increased mistrust of government. But addressing 
these new challenges also requires dealing with many of the extant 
conditions that were inhibiting economic development. This includes 
the problems of weak governance, poor incentive regimes, unstable 
w�>�V�>�� y�ÜÃ]� ��Ü� �Õ�>�� V>«�Ì>�� �ÕÌV��iÃ]� ��ÃÕvwV�i�Ì� ��ÌiÀ>VÌ����
Ü�Ì�� Ì�i� }��L>�� ÃÞÃÌi�]� >�`� ��ÃÕvwV�i�Ì� ÌiV�����}�V>�� V>«>L���ÌÞ°�

One key element that can help is to take advantage of the potential 
offered by the technology revolution, the digital economy in particular. 
For the longer term, countries also need to address key issues of 
environmental sustainability. For many SEMCs, the most immediate 
need is to address water scarcity (see the technical paper by Barghouti 52 53
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1. 

QÓäÓ£R� Ì�>Ì� >VV��«>��iÃ� Ì��Ã� Ài«�ÀÌ®°�"Ì�iÀ� �ÃÃÕiÃ� >Ài� v��`� ÃiVÕÀ�ÌÞ]�
renewable energy extreme weather events, and pollution control, all 
seemingly longer term, but if ignored, perhaps producing undesirable 
impacts in the nearer term.

/>L�i� {°£�«ÀiÃi�ÌÃ� >� ��ÃÌ� �v� Ã��i��v� Ì�i� �iÞ� i�i�i�ÌÃ� Ì�>Ì� V�Õ�ÌÀ�iÃ�
can consider in developing post-pandemic development strategies. It 
�`i�Ì�wiÃ�Ü��V��>Ài���ÃÌ�Ài�iÛ>�Ì�v�À�Ãi�iVÌi`�-
�
Ã]�>�`�ÃÕ��>À�âiÃ�
some of the key policy actions that need to be undertaken. This list 
should be interpreted as a menu of areas that countries may wish to 
develop as part of their revised development strategies. 

Two of the key characteristics of 
fast-growing countries are strong 
leadership and good governance 
and economies driven by 
�>À�iÌ���Vi�Ì�Ûi°�/�i�wÀÃÌ��Ã�
important to attract domestic 
and foreign investment, and to 
provide direction for economic 
development. The second is 
critical to provide a level playing 
wi�`�>�`�Ì����«À�Ûi�iV�����V�
ivwV�i�VÞ�>�`�V��«iÌ�Ì�Ûi�iÃÃ°�

As seen in the heat map in 
Part II, governance and market 
allocation are very weak areas 
in SEMCs. In addition, in 
Algeria, Egypt, Morocco, and 
Tunisia, state-owned enterprises 
dominate large parts of the 
economy and receive favorable 
access to credit and protection 
from competition. In most there 
are also high costs for doing 
private business.

Strengthening the rule of law, reducing corruption, and improving 
regulation are challenging for political economy reasons because 
entrenched interest groups tend to block reform. The same is true 
v�À�Ài��Û��}�Ài`�Ì>«i�>�`�ÃÕ««�ÀÌ��}�Ì�i�ivwV�i�Ì�vÕ�VÌ�����}��v�
markets. However, crises often offer the opportunity to undertake 
Ã�}��wV>�Ì�Àiv�À�Ã°�/�i�
"6���£��VÀ�Ã�Ã�>�`�Ì�i�Ì�Ài>Ì��v�Ã�V�>��
instability because of increasing poverty and income inequality 
may provide openings for undertaking reforms needed to improve 
governance strengthening the rule of law, reducing corruption, and 
improving regulation when there is strong leadership capable of 
addressing the challenges and building coalitions to push through 
necessary reforms.

Strategic Options

Key Elements of Post Pandemic Development 
Strategies for SEMCs

Country Relevance

Key Actions

Improve governance and the economic 
incentive regime

Table 4.1.
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2. 


vviVÌ�Ûi�w�>�V�>��ÃÞÃÌi�Ã�>Ài�
critical to fund the growth and 
`�ÛiÀÃ�wV>Ì�����v�iV�����iÃ°�
This includes not just the formal 
banking system, but also the capital 
market. It also includes funds and 
��ÃÌ�ÌÕÌ����Ì���i�«�w�>�Vi�-�
Ã�Ì�>Ì�
�>Ûi�`�vwVÕ�ÌÞ�>VViÃÃ��}�VÀi`�Ì°�/��
improve social inclusion, it is also 
necessary to develop new methods 
to reach the unbanked. 

There are three key components 
to human capital. One is education 
and skills. Lockdowns because of the 
pandemic have interrupted traditional 
face-to-face education and prolonged 
unemployment is also likely to lead to 
deterioration of skills. The second is 
health, which has also been negatively 
affected by the pandemic. The third is 
social protection which is both critical 
to help people cope with the income 
losses from the pandemic as well as 
with the restructuring of economic 
activity due to the recession and job 
`�Ã«�>Vi�i�Ì°���Ài�w�>�V��}��ii`Ã�Ì��
be directed to SMEs. All three are critical 
for competitiveness and social inclusion. 
Investments in human capital are critical 
to enable people to make effective use 
of new technologies and to improve 
social welfare.

/�i�w�>�V�>��ÃÞÃÌi���Ã���Ì�ÛiÀÞ�
well developed in SEMCs. 
The banking system in most of 
these countries allocates too 
much credit to SOEs. The share 
of loans to the private sector 
and market capitalization 
to GDP is particularly low in 
Egypt, where domestic credit 
to the private sector represents 
ÓÇ°Î¯��v���*�­7	®°

All seven SEMCs were 
average to low on quality of 
education (when adjusted 
for quality), health, and 
social protection, key 
components of human 
capital. The pandemic has 
increased the weakness in 
education and made clear 
the need to improve the 
health and social protection 
systems. While there has 
been some move to deliver 
education and health 
digitally in most countries, 
there is much more than 
could be done.

-
�
Ã��ii`�Ì��«À�Û�`i�>���Ài�iµÕ>��«�>Þ��}�wi�`�v�À�Ì�i�«À�Û>Ìi�ÃiVÌ�À�
Ì��}iÌ�>VViÃÃ�Ì��L>���VÀi`�Ì°���Ài�w�>�V��}��ii`Ã�Ì��Li�`�ÀiVÌi`�Ì��
small and medium enterprises (SMEs). Fintech can be used to extend 
banking services to the unbanked population. The capital market has to 
be deepened. Venture capital institutions need to be developed to fund 
new start-up enterprises, particularly new technology digital enterprises, 
Ü��V��Ì�i�L>����}�ÃÞÃÌi��`�iÃ���Ì�w�>�Vi�LiV>ÕÃi��iÜ�wÀ�Ã�`����Ì�
have physical assets to use as collateral.

Strategic Options

Strategic Options

Country Relevance

Country Relevance

Key Actions

Strengthen human capital

Strengthen the financial system

3. 
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Improving education and skills requires a major reform of the 
education system. The problem is not just the low quality but the 
mismatch between the content of education and the needs of the 
economy. There is not enough of a focus on science technology 
and math in the curricula. In addition, new skills are needed to 
make effective use of new technologies such as biotech and 
digital technologies. The health system needs to be expanded 
to deal with response to the current COVID pandemic as well 
as future pandemics which are likely in the future. The social 
protection system has to be expanded to provide income support 
to those negatively affected by the pandemic as well as those 
that did not have social protection even before the pandemic 
because they were in informal employment. Digital technologies 
can be used to extend the reach and reduce the costs of 
improving human capital.£Ó

Key Actions

Requires reduction in tariff and non-tariff barriers but also 
improving business environment, education and skills, innovation 
capability, and physical and ICT infrastructure. With the increased 
importance of services and digitalization it also requires more 
liberalization of service trade as well as agreements on digitally 
enabled trade.

Key Actions

Expand trade

��VÀi>Ãi`�ÌÀ>`i���«À�ÛiÃ�ivwV�i�VÞ�>�`�iÝV�>�}i°���VÀi>Ã��}�iÝ«�ÀÌÃ�
will be challenging, but there are opportunities to build on their 
comparative advantage by strengthening their competitiveness as 
well as by making more effective use of global and regional inputs of 
products, services, and knowledge.

All seven countries are not very well integrated into global trade. 
Ƃ���V�Õ�`�iÝ«>�`�Ì�i�Ã�>Ài��v�ÌÀ>`i����Ì�i�À�iV�����iÃ�Ì��Li�iwÌ�
from economies of exchange and specialization according to 
comparative advantage. 

Strategic Options

Country Relevance

12. 5GG�$CUJKT�GV�CN��
������HQTVJEQOKPI��HQT�C�FKUEWUUKQP�CPF�GZCORNGU�QH�JQY�FKIKVCN�
VGEJPQNQIKGU�ECP�KORTQXG�JWOCP�ECRKVCN�QWVEQOGU��DCUGF�QP�VJG�GZRGTKGPEG�KP�5QWVJ�#UKC�
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6. 

��ÛiÀÃ�wV>Ì�����v�Ì�i�iV����Þ�>�`��v��iÀV�>�`�Ãi�>�`�ÃiÀÛ�Vi�
exports requires attracting FDI and improving education and 
skills plus innovation capability, physical and ICT infrastructure. 
"««�ÀÌÕ��Ì�iÃ�v�À�`�ÛiÀÃ�wV>Ì�������>}À�VÕ�ÌÕÀi���Û��Ûi���Û��}�Ì��
higher value-added crops that are not very water intensive such as 
dates and fruits, and using the foreign exchange earnings to import 
water intensive crops such as cereals. In manufacturing it involves 
moving into more technologically complex products as part of 
global value chains that generally require more service inputs and 
more stringent compliance with technical standards and timeless 
so logistic service critical. In services it requires increased technical 
knowledge, and digital skills.

Key Actions

Increase diversification and upgrading 

Increase FDI

��ÛiÀÃ�wV>Ì�����v�Ì�i�iV����Þ��Ã�«>ÀÌ�
of economic growth. There is potential 
to increase and diversify manufacturing 
and agriculture by moving up to higher 
value-added products. The greatest 
potential, for developing countries, 
however, may be in increasing the size 
�v�Ì�i�ÃiÀÛ�Vi�ÃiVÌ�À�LÞ�`�ÛiÀÃ�wV>Ì����
and moving to higher value-added 
business and knowledge services. This 
>�Ã����V�Õ`iÃ�`�ÛiÀÃ�wV>Ì�����v�iÝ«�ÀÌÃ�
and export partners to increase 
trade revenues and to create greater 
resilience to down turns in product 
and country markets. 

FDI can provide not just capital but management, technology, and 
access to markets. All these are in short supply in the SEMCs.

All seven countries have 
opportunities to move to 
higher value-added sectors 
in agriculture, industry, and 
especially in services. The 
service sector in all but 
Lebanon is roughly about 
Èä¯��v�Ì�i�À�iV�����iÃ�
Ü�iÀi>Ã��Ì��Ã���Ài�Ì�>��Çx¯�
in developed economies. 

Algeria and Egypt have very low FDI stocks to GDP. Morocco has 
average and Tunisia and Jordan have higher. In Lebanon it is over 
£ää¯°���ÜiÛiÀ]���ÃÌ��������V�Õ�ÌÀ�iÃ����Ì�i�Ài}����>Ài����iÝÌÀ>VÌ�Ûi�
industries and in tourism, not in manufacturing or knowledge services. 
The latter in part because of restrictions on service trade.

Strategic Options

Strategic Options

Country Relevance

Country Relevance

5. 
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Attracting strategic FDI requires improvements in business climate 
that includes macro stability, reduction in red tape and improvement 
in human and physical infrastructure. The effectiveness of FDI as 
a strategy for development depends on many factors, from the 
�iÌiÀ�}i�i�ÌÞ��v���V>��wÀ�Ã½�«À�`ÕVÌ�Û�ÌÞ�Ì����ÃÌ�ÌÕÌ���>��i�Û�À���i�Ì]�
Ì�i�ÃÌÀÕVÌÕÀi��v��Ü�iÀÃ��«��v�>�v�Ài�}��wÀ�]�iÌV°���À�����Ì��«À�`ÕVi�
«�Ã�Ì�Ûi�iÝÌiÀ�>��Ì�iÃ]��Ì��Ã���VÕ�Li�Ì����-
�
Ã�Ì��VÀi>Ìi�>�ÃÕvwV�i�Ì�Þ�
strong internal “absorption capacity” (which includes quality of their 
�Õ�>��V>«�Ì>�]�Ì�i�À���vÀ>ÃÌÀÕVÌÕÀiÃ]�Ì�i�À�w�>�V�>��ÃÞÃÌi�]�Ì�i�À���ÃÌ�ÌÕÌ���Ã�
and their public services, customs procedures etc.), to promote 
establishment of ecosystems around multinationals in key sectors. Here is 
scope to get increased investment from European and Asian countries.

Key Actions

Larger countries may have big enough market to competitively exploit 
scale economies in some products and services. Smaller countries still 
need to specialize more according to comparative advantage and 
integrate better with their neighbors in the region. All countries can do 
more to improve their business environment and to reduce the cost of 
doing business. They can also do more to develop their non-traded 
sector. All will need technology and to strengthen their education and 
skills. There may be a need for industrial policy but there is risk of poor 
performance by limited government capacity and poor governance. 
Industrial policy may not need heavy government intervention but for 
government to give a strategic view of what is necessary to achieve 

Key Actions

Develop domestic and regional markets 

Developing domestic markets is an 
��«�ÀÌ>�Ì�ÃÌÀ>Ìi}Þ�}�Ûi��Ì�i�`�vwVÕ�ÌÞ�>�`�
uncertainty of increasing trade in a more 
protectionist world. Smaller countries 
will be more constrained than larger 
countries unless a regional strategy is 
implemented. The key will be to improve 
the competitiveness of their production 
of goods and services. This may be 
constrained by domestic monopolies or 
oligopolies including a large presence 
�v���ivwV�i�Ì�>�`�«À�ÌiVÌi`�-"
Ã]�>�`�
many SMEs constrained by excessive red 
tape, low technological capability, and 
`�vwVÕ�Ì�>VViÃÃ�Ì��VÀi`�Ì°�Ƃ���V�Õ�ÌÀ�iÃ�V>��
try to develop the physical and virtual 
infrastructure and critical social areas such 
as housing, education, and health.

Egypt, Algeria, and 
Morocco have the largest 
domestic markets, and 
so have the advantage of 
larger scale economies. 
Jordan, Tunisia, Lebanon, 
and especially Palestine 
are more limited by their 
small population and 
GDP. Most have excessive 
state intervention in the 
economy including SOEs 
and a poor business 
environment.

Strategic Options Country Relevance

7. 
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Improve inclusiveness

Improving inclusiveness is critical to counter the falling trust in 
governments and globalization that is leading to increased social unrest. 
Compared to world, the seven countries do relatively well on income 
`�ÃÌÀ�LÕÌ����>�`���V��i��v�L�ÌÌ���Óä¯°�-
�
Ã�>�Ã��`��ÛiÀÞ�«��À�Þ�
���}i�`iÀ�«>À�ÌÞ�­��}�iÃÌ�À>����}��Ã�/Õ��Ã�>�Ü��V���Ã�£Ó{th in world). 
Improving gender equality is important not only for moral reasons by 
also for economic ones as greater participation of women in education, 
economic and economic activity will increase output and welfare. 

Strategic Options

development plans, planned government investments in physical 
and human infrastructure, and incentives for the private sector. These 
V�Õ�ÌÀ�iÃ�Ü�����ii`�Ì��ÃÌÀi�}Ì�i��wÃV>��>�`�w�>�V�>��ÃÕ««�ÀÌ�v�À��iÜ�
enterprises and SMEs, plus removing laws and regulations hurting them 
and promoting SMEs that can operate across the Mediterranean region.

Rapid advances in technology are leading 
to a convergence revolution of disruptive 
technologies that offer tremendous 
opportunities but also bring great risks. 
SEMCs need to take advantage of existing 
as well as of the emerging technologies. 
In particular, they need to take advantage 
of digital technologies to improve 
Ì�i�ivwV�i�VÞ�>�`�V��«iÌ�Ì�Ûi�iÃÃ��v�
production and distribution, including 
the cost-effective delivery of services to 
marginal populations. 

All seven SEMCs have 
weak R&D infrastructure 
and innovation capability. 
They are also weak in their 
readiness to effectively 
exploit the digital economy. 
This includes digital 
infrastructure, access to 
internet, content, digital 
skills, use by people 
businesses and government, 
and digital applications.

To strengthen general innovation capability, countries have to strengthen 
education and skills as well as broader business environment and 
technology support infrastructure. Taking advantage of digital economy 
will require investments in ICT infrastructure, digital skills, updating of 
regulatory regime, development of digital platforms, supporting digital 
i�ÌÀi«Ài�iÕÀÃ��«]�>�`���VÀi>Ã��}�ÌÀÕÃÌ����}�ÛiÀ��i�Ì�>�`�`�}�Ì>��w�>�Vi°�
This will require efforts not just at the national level but also regional 
cooperation initiatives. Developing the digital economy can help improve 
iV�����V�ivwV�i�VÞ�>VÀ�ÃÃ�Ì�i�L�>À`�>�`�>�Ã��Ì����VÀi>Ãi��
/�i�>L�i`�
service exports, which are a miniscule share of GDP in the SEMCs.

Strategic Options Country Relevance

Key Actions

Take advantage of the potential of disruptive 
technologies and the digital economy in particular
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The pandemic is increasing unemployment, poverty, and inequality, 
and has increased already high unemployment among youth and 
women All seven countries need to do much more to improve gender 
equality. In the legal and regulatory system, Morocco and Tunisia rank 
much better on gender equality, but Palestine and Jordan rank very 
poorly, and the others are in between.

Country Relevance

To counter the inequality increasing effect of pandemic as well 
as of disruptive technologies countries need to strengthen their 
social protection system. This requires going beyond the formal 
social protection in order to reach the many millions in the informal 
sector and those outside the labor force. Expansion of digital social 
Ài}�ÃÌÀ�iÃ�V>���i�«�LÕÌ�Õ�`iÀÃÌ>�`��}���Ü�Ì��w�>�Vi�Ì�i�iÝ«>�Ã����
of services will have to be addressed. Countries will need to do much 
more than just improving the legal and regulatory environment, as 
can be seen by the large gender gaps in Morocco and Tunisia. In 
spite of high scores in the regulatory environment as indicated by 
the Women, Business, and Law index, their gender gaps are large. 
Besides strengthening laws and regulations where they are weak, this 
will require more enforcement. of laws as well as more education and 
involvement of civil society to overcome cultural obstacles.

Key Actions

There is great potential in developing the green economy. This will 
require improved regulation as well as greater technological capability. 
It also includes public procurement policy with the right mix of 
public procurement, grant, and tax incentives to correct for distorted 
�>À�iÌ�Ã�}�>�Ã�­ÃÕV��>Ã�«À�ViÃ���Ì�ÀiyiVÌ��}�i�Û�À���i�Ì�V�ÃÌÃ®�>�`�

Key Actions

Improve environmental sustainability

It has become clear that 
environmental sustainability is a 
critical element of development 
as the effects of climate change 
and depletion of key resources 
are constraining development. 
There is an urgent need to 
move towards greener growth. 
There are increasing risks of 
food insecurity because of water 
shortages in the MENA region. 

The seven SEMCs rate well on CO2 
emissions/capita and per unit of 
GDP, partly because they are not 
very industrialized. But they rank 
ÛiÀÞ�«��À�Þ����i�iÀ}Þ�ivwV�i�VÞ°�
Most countries are also very water 
constrained. Tunisia, and Algeria 
are very fresh water constrained; 
Egypt, Jordan, Lebanon, and 
Palestine have very little arable 
land/capita. 

Strategic Options Country Relevance

10. 
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11. 

All countries need to increase their resilience to shocks. Key elements 
of increased resilience are: increased education and skills; stronger 
technological capability; stronger and more effective government 
preparedness and execution; greater business and personal 
capability, better contingency planning; larger energy, water food, 
and emergency medical supply buffers; better urban planning and 
development; stronger infrastructure.

Key Actions

Increase resilience to shocks

There are likely to be more 
pandemics in future. There will 
also be future global economic 
Ã��V�Ã�vÀ���w�>�V�>��VÀ�ÃiÃ�Ì��
trade wars and geopolitical 
competition. Climate change will 
have large negative effects on 
the energy/water/food nexus in 
all of them, as will other impacts 
of climate change such as rising 
sea levels and increased heat 
and disease burden.

As shown by impact of 

"6���£�]�>���V�Õ�ÌÀ�iÃ�>Ài�
vulnerable to external shocks. 
While at present they all are 
average by world indicators on 
food security, they will are be 
at risk from other pandemics 
and economic shocks as well as 
from climate change. Algeria, 
Morocco, and Tunisia have 
the lowest natural resource 
resilience.

Strategic Options Country Relevance

13. 5GG�FKUEWUUKQP�KP�#TG\MK�GV�CN��
������

«À���Ì��}���Ài�i�Û�À���i�Ì>��Þ�ÃÕÃÌ>��>L�i�wÀ�Ã°��ÕV��V>��Li�`��i�
to improve water and food security, particularly as the nexus between 
water, energy, and food security is likely to get worse over time. This 
ÀiµÕ�ÀiÃ�Ài`ÕV��}�v�ÃÃ���vÕi��ÃÕLÃ�`�iÃ]���Ài�«À�V��}��v�Ü>ÌiÀ�Ì��ÀiyiVÌ�
its economic costs, better policy and regulation, as well as more 
environmentally friendly technology.£Î
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Impact of the COVID Pandemic


}Þ«Ì� �>Ã� Üi>Ì�iÀi`� Ì�i� 
"6���£�� «>�`i��V� LiÌÌiÀ� Ì�>�� ��ÃÌ�
V�Õ�ÌÀ�iÃ� ��>Ã�ÕV��>Ã� �ÌÃ���*�}ÀiÜ�Î°È¯� ���ÓäÓä� ­����7
"�ÓäÓ£®]�
while the rest of the world went into a deep recession. Some attribute 
this to government’s imposition a strict lock-down; however, part of 
the reason for the better than average performance rests with strong 
macroeconomic management and a pro-active stance dealing with 
iÝÌiÀ�>��w�>�V��}��ii`Ã°�/�i��>ÌÌiÀ��>Ã���V�Õ`i`��>À}i�iÝÌiÀ�>��L��`�
�ÃÃÕiÃ]�>��iÜ�����-Ì>�`�LÞ�Ƃ}Àii�i�Ì�>Ã�Üi���>Ã�Ã��i�̀ iLÌ�Ài�«À�w���}�
with regional creditors. Thus, despite a drop in tourism revenue, which 
>VV�Õ�ÌÃ� v�À�£Ó¯��v���*�>�`�n¯��v� v�Ài�}��iÝV�>�}i�i>À���}Ã]� Ì�i�
iÝV�>�}i�À>Ìi��>Ã���Ì�Ã��Ü���ÕV��`iV���i�>�`�Ì�i��ÕÌ�����v�À�ÓäÓ£�
is generally favorable. The banking sector, reasonably well capitalized, 
�>Ã�Ã��Ü��ÀiÃ���i�Vi]�>�`�Ì�i�VÕÀÀi�Ì�>VV�Õ�Ì�`iwV�Ì��v�£È¯��v���*�
���ÓäÓä�ÓäÓ£�>««i>ÀÃ��>�>}i>L�i°�/�i��>����>VÀ�iV�����V�V��ViÀ��
ÀiÛ��ÛiÃ�>À�Õ�`�`iLÌ]���Ü�V��Ãi�Ì��£ää¯��v���*]�>�Ì��Õ}��Ì�i�LÕ����Ã�
domestic rather than external debt. There are some short-term concerns 
Vi�ÌiÀi`����ÀiÃÌ�À��}��>À`�Ü���wÃV>��Ã«>Vi�­Û�â°]�
}Þ«Ì�}>��i`�Ó�Î¯��v�
��*����wÃV>��Ã«>Vi�Ü�Ì���ÌÃ�«Ài�
"6���£��vÕi��«À�Vi�Àiv�À�®]�>�`����Ì�i�
future servicing of domestic debt; however, the key and most binding 
constraints concern the pace of structural reforms. A second phase of 
ÃÌÀÕVÌÕÀ>��Àiv�À�Ã�Ü>Ã��>Õ�V�i`����Ƃ«À���ÓäÓ£°

Unlocking Egypt’s growth potential for the medium-term will not be 
easy insofar as there are vested interests, both public and private, 
that are roadblocks. To unleash the dynamism of the private sector 
Ü����ÀiµÕ�Ài���Ài�Ì�>��Ã«iV�wV���>��Ü��`�ÜÃ�>Ì�Ì�i�
i�ÌÀ>��	>���>�`�
other welcome relief measures. In order to be successful, the role of the 
ÃÌ>Ìi�Ü�����>Ûi�Ì��V�>�}i]�LÕÀi>ÕVÀ>VÞ��>`i���Ài�ivwV�i�Ì]�-"
Ã�>�`�
incumbents will need to face contestable markets, innovation will need 
to be fostered, and external trade will need to be both increased and 
�ÌÃ�V��«�Ã�Ì����V�>�}i`°�/�i�ÃÌ>ÌÕÃ�µÕ��Ü������Ì�ÃÕvwVi�>�`�>�ÀiÛ�Ãi`�
development strategy is required.£x�Some the key elements of such a 
strategy are detailed below. 

Key Elements of a Post COVID-19 Development 
Strategy

The Challenge of Increasing Productivity
The need to increase productivity stems from the basic fact that with 
vÕÀÌ�iÀ�LÕ�}i����Þ�ÕÌ�Ã]�Ì�i�iV����Þ�Ü�����ii`�Ì��}À�Ü�>Ì�È�Ç¯�����À`iÀ�
to create the potential of positive per capita GDP growth. Moreover, 

15. 5GG�+MTCO�
������HQT�CP�GZEGNNGPV�NQPI�VGTO�RGTURGEVKXG�QP�VJG�RQNKE[�GEQPQO[�EJCNNGPIG�
in Egypt.62 63
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trends over the past decade show smaller employment elasticity with 
respect to GDP than is necessary to create the desired quantum of new 
jobs. In order to increase labor productivity in particular, changes on 
both the supply and demand side are needed. On the demand side, low 
quality construction jobs, agricultural employment, and informal service 
jobs will not satisfy the needs of the Egyptian economy to generate 
incomes for a large swath of the population. And SMEs, the largest 
i�«��ÞiÀÃ]�Ü�����ii`�ÃÕLÃÌ>�Ì�>��>ÃÃ�ÃÌ>�Vi�����iÛi���}�Ì�i�«�>Þ��}�wi�`�
ÛiÀÃÕÃ� ��VÕ�Li�Ì�wÀ�Ã�>�`�-"
Ã°�"��Ì�i�ÃÕ««�Þ�Ã�`i]�}>��Ã� ���Ã����Ã�
acquisition, discussed below can help prepare new entrants into the 
work force for productive employment.

Moreover, sectoral decompositions also reveal small contributions from 
/�*�Ì��Ì�Ì>��}À�ÜÌ�]�>����`�V>Ì�À��v���ivwV�i�VÞ��v�ÀiÃ�ÕÀVi�>���V>Ì���°�
Productivity gains do not result from stroke of the pen reforms, but 
rather from a comprehensive effort to move the economy closer to its 
potential growth rate and to reduce its reliance on capital accumulation 
for increases in economic growth. Some of the major reform areas 
that would contribute to a revitalized development strategy are noted 
below.

Strengthening competition and Improving the Incentive 
Regime.
Egypt has made limited efforts to reduce the direct participation of 
government in the economy, and as a result, the business environment 
is still inadequate to promote the entry of new, more productive 
wÀ�Ã°� ,iVi�Ì� iÛ�`i�Vi� «���ÌÃ� Ì�� Ì�i��>��À� À��i� �v� -"
Ã]� iV�����V�
authorities, and government as controlling a dominant share of the 
markets for capital goods, utilities, transportation, consumer durables, 
materials, and energy.£È�ƂVV�À`��}�Ì��Ì�i����]�Ì�iÀi�>Ài�Îää�-"
Ã����

}Þ«Ì�Ü�Ì��-"
�>ÃÃiÌÃ�Û>�Õi`�>Ì�V��Ãi�Ì��xä¯��v���*°�/�i�«iÀVi�Ì>}i�
of total assets in the country held by the largest SOEs rose substantially 
LiÌÜii��Óä£x�Óä£��>�`���Ü�ÃÌ>�`Ã�>Ì�Èä¯��v�Ì�i�Ì�Ì>�°£Ç The role of 
the military in construction gives it clear advantages in access to inputs 
and subsidized labor, and examples of crowding out competition is seen 
in some key industries, such as cement. It is reported that employment 
À>ÌiÃ��>Ûi� v>��i��LÞ�£ä�«iÀVi�Ì>}i�«���ÌÃ� ��� Ì�i� �>ÃÌ�`iV>`i�>Ã��ÛiÀ�
nää]äää��iÜ�«�Ìi�Ì�>��Ü�À�iÀÃ� ����� Ì�i� �>L�À� v�ÀVi� >��Õ>��Þ°£n Thus, 
�iÛi���}� Ì�i�«�>Þ��}�wi�`� �Ã�>� Ã��i�µÕ>����� v�À�`i>���}�Ü�Ì�� Ì�i� ��LÃ�
challenge and reducing the active role of government as a direct 
producer is long over-due.

16. 5GG�(KPCPEKCN�6KOGU��$KI�4GCF��*QY�'I[RVoU�#TO[�$GECOG�CP�'EQPQOKE�(QTEG�
,WPG���������
17. 5GG�(KIWTG���QH�1NWIDCFG��1��#���#PFGTUQP��)���#VCOCPEJWM��/���+QCPPQW��+���-CUU�*CPPC��6���

5JK��9�����9QPI��,��
�������5VCVG�1YPGF�'PVGTRTKUGU�KP�/KFFNG�'CUV��0QTVJ�#HTKEC��CPF�%GPVTCN�
#UKC��5K\G��%QUVU��CPF�%JCNNGPIGU��&GRCTVOGPVCN�2CRGTU������
������#�����4GVTKGXGF�5GR�����
������HTQO�JVVRU���YYY�GNKDTCT[�KOH�QTI�XKGY�LQWTPCNU��������������CTVKENG�#����GP�ZON

18. Ibid.
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Strengthening competition policy is a delayed agenda item, but a 
crucial one if the private sector is to take up a leading role in driving 
future economic growth in the economy. At present, the private sector 
gets less than a quarter of domestic credit, often at terms that are less 
desirable than state enterprises, and SMEs, the main employment 
i�}��iÃ]� ÀiVi�Ûi����Þ�>� vÀ>VÌ���� Ì�iÀi�v°��>À�iÌ�`����>�Ì�wÀ�Ã��ÕÃÌ�
either be challenged and be dislodged or they must face incentives that 
v�ÀVi�Ì�i��Ì��LiV��i���Ài�ivwV�i�Ì�>�`�>�Ã��i�}>}i���Ài����iÝ«�ÀÌ�
activities. The latter requires technology upgrades and more effective 
����>}iÃ�Ü�Ì��}��L>��Þ�ÃÕVViÃÃvÕ��wÀ�Ã°�-Õ««�ÀÌ��}��iÜ�`Þ�>��V�«>ÀÌÃ�
of the private sector also requires strengthening the rule of law and 
reducing corruption and cronyism in the economy in order to provide 
more equal business opportunities. 

Participating More Actively in the Global Economy
In addition, as noted in the heat map, Egypt does not participate as 
much in international trade as other countries at similar levels of per 
V>«�Ì>� ��V��i]� Ã�� �Ì�`�iÃ���Ì�Li�iwÌ� vÀ��� ��ÌiÀ�>Ì���>�� V��«iÌ�Ì����
or the access to technology and knowledge that comes from greater 
«>ÀÌ�V�«>Ì���� ���}��L>��V���iÀVi°�
}Þ«Ì��>Ã�>�«�i�ÃV�«i� Ì��Li�iwÌ�
vÀ�����VÀi>Ãi`��iÀV�>�`�Ãi�iÝ«�ÀÌÃ�Ì�>Ì�ÜiÀi� �ÕÃÌ��°È¯��v���*�>�`�
were also highly concentrated.£� Egypt has scope to increase its export 
`�ÛiÀÃ�wV>Ì���� >�`� Õ«}À>`i� �ÌÃi�v� ��Ì�� ��}�iÀ� Û>�Õi�>``i`� >VÌ�Û�Ì�iÃ°�
Egypt can both further diversify the number of export products,20 
boost the volume of exports to existing markets as well as adding new 
ones.Ó£�There is scope to increase exports to other countries in the 
�i`�ÌiÀÀ>�i>��Ài}���]�>Ã�Üi���>Ã�Ì��Ì�i�ÀiÃÌ��v�Ì�i�Ü�À�`°�­-ii���Ài���q�
Dobson, 2020). However, to accomplish this objective, Egypt needs to 
reduce barriers to import, increase its technological capability, and the 
skills of is labor force. Egypt still has lots of trade barriers for companies 
outside special economic zones and its overall trade restrictiveness 
��`iÝ����ÕÃ��}�>««��i`�Ì>À�vvÃ�Ü>Ã�ä°ÎÎ�­7�/-®°�/�ÕÃ]�}Ài>ÌiÀ���Ìi}À>Ì���]�
often hard for larger economies, is a sine qua non for reducing Egypt’s 
dependence on foreign capital.

A new and well implemented Customs Law is pending and is a necessary 
reform along with governance improvements. Attracting new trade 

19. 6JTGG�QH�VJG�VGP�OQUV�KORQTVCPV�GZRQTVU�CV�VJG�HQWT�FKIKV�NGXGN�YGTG�RGVTQNGWO�QKNU��CPF�
RGVTQNGWO�ICUGU�
��������VYQ�YGTG�HGTVKNK\GTU�CPF�RQN[OGTU�QH�GVJ[NGPG�
�������VYQ�YGTG�
metal based 6.5% gold and iron or non-alloy steel), two were electrical products (3.9%) 
CPF�NCUV�YCU�HTGUJ�QT�FTKGF�EKVTWU�HTWKV�
������

20. Egypt exports 2,583 products at the six-digit level to 178 countries. Its HH concentration 
KPFGZ�KU�������EQORCTGF�YKVJ�%JKPCoU������UQ�KVU�GZRQTVU�CTG�SWKVG�FKXGTUKƂGF�D[�EQWPVT[��
+VU�KPFGZ�QH�GZRQTV�OCTMGV�RGPGVTCVKQP�KU�LWUV������EQORCTGF�VQ�%JKPCoU��������YJKEJ�
UWIIGUVU�KV�ECP�GZRCPF�HWTVJGT�KP�HQTGKIP�OCTMGVU

21. (QWT�QH�VJG�VQR�VGP�EQWPVTKGU�GZRQTVGF�VQ�YGTG�'WTQRGCP�
��������VYQ�YGTG�)WNH�EQWPVTKGU�

��������QVJGTU�YGTG�7�5��
�������+PFKC�
�������%JKPC�
������CPF�#NIGTKC�
������
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partners involves several inter-related elements: a vibrant and externally 
oriented domestic private sector, institutions that are competitive and 
able to attract best practice partnerships, and government-led efforts 
to forge new trade alliances. There is also scope for expanding trade 
in services supported by digital technologies. This includes virtual 
migration enabled by digital services. This requires improvement in 
`�}�Ì>����vÀ>ÃÌÀÕVÌÕÀi]�`�}�Ì>��Ã����Ã]�Ài}Õ�>Ì���]�>�`�w�>�Vi°�Ƃ��iÞ�«���Ì�
in the reform agenda is that piecemeal reforms will not work—they 
need to encompass many areas that are constraining new private sector 
economic activity, and they should ideally be coordinated and focused 
�����«À�Û��}�Ì�i�ivwV�i�VÞ��v�Ìhe economy. 

Developing the Domestic Market 
While Egypt has a large domestic market, it lacks openness, and the 
private sector is constrained by the presence of large state-owned 
i�ÌiÀ«À�ÃiÃ�Ü��V��Li�iwÌ� vÀ���ÌÀ>`i�«À�ÌiVÌ����>�`�v>Û�À>L�i�>VViÃÃ�
Ì��w�>�Vi]�>�`��Ì�iÀ�Ã«iV�>����Vi�Ì�ÛiÃ°22 Thus, there is large internal 
market that can be developed, but it will be important to improve the 
competitiveness of products and services by stimulating more domestic 
competition as well as by further trade liberalization.ÓÎ�Given the large 
market there are many sectors where Egypt can develop competitive 
industries, some with export potential. The greater adoption of 
existing technologies as well as of digital technologies can improve the 
ivwV�i�VÞ�>�`�Ì�i�Ài>V���v��>�Þ�>VÌ�Û�Ì�iÃ°� ���>``�Ì���]�
}Þ«Ì�V>��`��
>���Ì���Ài�Ì��ÃÕ««�ÀÌ��iÜ�ÌiV�����}Þ�L>Ãi`�wÀ�Ã�Ì�>Ì�>Ài�ÕÃ��}��iÜ�
digital technologies to develop new products and services. 

Egypt has some clear advantages among countries in the region, 
including its sheer size and location, but it also faces many legacy issues 
Ì�>Ì� �>Ûi� ��Ì� Lii�� Ì>V��i`� ÃÕvwV�i�Ì�Þ� ��� Ì�i� «>ÃÌ°� ����}� v�ÀÜ>À`]�
the country has to decide whether it wants to continue supporting 
its SOE sectors to the detriment of new economic activities that can 
move Egypt forward or not. This is not an all or nothing decision, but 
it also is not an incremental decision. It is not all-or-nothing because it 
can take some time to shift resources from SOEs and state banks that 
support them to the private sector. This needs to be accompanied by 
regulatory reform to prevent market capture. It is at the same time not a 

22. 5GG�+/(��#TVKENG�+8�%QPUWNVCVKQP�
,WN[��������%QWPVT[�4GRQTV��������KP�RCTVKEWNCT��$QZ���QP�
6JG�4QNG�QH�51'U�KP�'I[RV��RR�������� 
Report available at:  
JVVRU���YYY�KOH�QTI���OGFKC�(KNGU�2WDNKECVKQPU�%4������'PINKUJ��');'#��������CUJZ

23.�+P�VJG�OQUV�TGEGPV�9$�GPVGTRTKUG�UWTXG[U�
������������ƂTOU�TGRQTV�VJCV�VJG�VJTGG�DKIIGUV�
QDUVCENGU�
QWV�QH�����CTG��VCZGU�
�������RQNKVKECN�KPUVCDKNKV[�
��������CPF�EQTTWRVKQP�
��������
*QYGXGT��CEEGUU�ƂPCPEG�KU�CNUQ�C�OCLQT�RTQDNGO�CU�'I[RV�KU�NCTIGN[�C�ECUJ�DCUGF�
GEQPQO[��#EEQTFKPI�VQ�VJG�UWTXG[�QPN[������RGTEGPV�QH�ƂTOU�WUGF�DCPMU�VQ�ƂPCPEG�
KPXGUVOGPV��CPF�QP�CXGTCIG�DCPMU�ƂPCPEGF�QPN[������QH�KPXGUVOGPVU��&WG�VQ�VJG�NCTIG�
FQOGUVKE�OCTMGV�HGY�ƂTOU�CTG�GPICIGF�KP�KPVGTPCVKQPCN�VTCFG��1PN[������QH�VJG�ƂTOU�KP�
the survey exported directly or indirectly, Egypt market is relatively closed.
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reform program that can be addressed by piecemeal approaches, both 
because the existing binding constraints are long-standing and interests 
well entrenched, but also because reforms need to cut across various 
areas that are constraining competition, greater export performance, 
and development of new sources of growth. Coordination among 
ministries, leadership from the top, and a clear set of goals are crucial as 
are strategic partners who can jump-start new industries, bring in new 
technologies, and help integrate Egypt more with the global system.

Strengthening Human Capital 
The problem of skills emerges as a constraint in the World Bank’s 
Enterprise Surveys and in the WEF’s global competitiveness rankings. In 
addition, there are mismatches between the kind of education received 
by students and the needs of the labor market. Egypt like many middle-
income countries spends a lot on education, but gets very poor returns 
on that investment.24 Using the World Bank’s Human Capital Index 
as a reference point, it should be noted that while expected years of 
ÃV������}� >Ài� ££°Ó� Þi>ÀÃ]� �i>À���}� >`�ÕÃÌi`� Þi>ÀÃ� �v� ÃV������}� ÃV�Ài�
È°Î� Þi>ÀÃ]� Ü��V�� �Ã� V��«�iÌ���� �v� «À��>ÀÞ� ÃV����°� "v� V�ÕÀÃi]� Ì�iÃi�
are national averages; however, to move into the digital age, much 
improved acquisition of skills will be required. 

7�Ì��>�«iÀ�V>«�Ì>���V��i����Óä£��iÃÃi�Ì�>��Þ�Ã��}�Ì�Þ�>L�Ûi�Ì�>Ì��v�6�iÌ�>�]�
Ì�i��>ÌÌiÀ��>Ã�>��>ÛiÀ>}i��v�£ä°Ó�>`�ÕÃÌi`�Þi>ÀÃ��v�ÃV������}]��>���}��Ì�
more attractive to the Samsung’s of this world when deciding on where to 
locate their plants. Another major challenge will be to reduce the gender 
gap to provide equality of opportunities for women in order to enable 
them to contribute more to household incomes and to the economy more 
broadly. The participation rate of women in the formal labor force is only 
ÓÓ¯�V��«>Ài`� Ì��Ç£¯� v�À��i�°��i�Vi]� Ì�iÀi� �Ã���Ài� À���� v�À�LiÌÌiÀ�
utilization of Egyptian human capital to further expand the economy. 

Given that, as noted by UNICEF, the quality of education remains a major 
challenge, some observers would argue that Egypt needs considerable 
efforts in improving in its education system and a rethink of national 
efforts to measure educational outcomes and to link schooling to the 
needs of the workplace. Productivity gains through improved labor 
outcomes have been shown to be major drivers of future economic 
growth.25 There are various ways to attack this problem, but one method 
of short-cutting the reform agenda is to initiate twinning arrangements 
Ü�Ì�� v�Ài�}��>V>`i��V�«À�Û�`iÀÃ��v�Ã����Ã]�«À�Û�`��}�ViÀÌ�wV>Ì���Ã� Ì�>Ì�
are internationally accepted, and investing in training institutions that 
better serve the labor market interest of the private sector. There are 

24.�5GG��JVVRU���YYY�WPKEGH�QTI�GI[RV�GFWECVKQP
25. 5GG�*CPWUJGM�CPF�9QGUUOCPP�
�������HQT�GZCORNG��QP�GFWECVKQPCN�QWVEQOGU��NCDQT�
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many aspects to reform in this area, but it is worth noting that investing 
��� Ã����Ã� ��Ì� ���Þ� �vviÀÃ� «�Ìi�Ì�>�� Li�iwÌÃ� v�À� Ì�i�µÕ>��ÌÞ� �v� Ì�i�Ü�À��
force, but it also is a sine qua non for attracting higher quality FDI and 
moving Egypt forward in the digital age.ÓÈ

��«À�Û��}�Ì�i�č���V>Ì����>�`�
vwV>VÞ��v����>�Vi
Finance is a major constraint in four ways. First, the rates of saving and 
investment to GDP have been low in Egypt and even lower since the 
pandemic as the government has to allocate more resources to provide 
income support to businesses and individuals. Second, the bulk of 
credit goes to the state-owned sector. Credit to the private sector is 
���Þ�Ó{¯��v���*�­Ài`�����i>Ì��>«®°�/�i�7�À�`�	>���
�ÌiÀ«À�Ãi�-ÕÀÛiÞÃ�
>�`�7
��7�À�`�
��«iÌ�Ì�Ûi�iÃÃ�,i«�ÀÌ��`i�Ì�vÞ�>VViÃÃ�Ì��w�>�Vi�>Ã�>�
�iÞ�V��ÃÌÀ>��Ì°�/��À`]�Ì�i�iµÕ�ÌÞ��>À�iÌ��Ã�Ã�}��wV>�Ì�Þ�Õ�`iÀ`iÛi��«i`�
>Ã�V>��Li�Ãii��LÞ�Ì�i�£x¯�À>Ì����v��>À�iÌ�V>«�Ì>��â>Ì����Ì����*�­Ài`����
the Heat Map).  In that regard, it seems efforts have been undertaken 
for the revival of the Egyptian government’s IPO programme. Fourth, 
the economy, as others in the region, is largely structured along cash 
«>Þ�i�ÌÃ� Ü�Ì�� ��Ã�}��wV>�Ì� `iÛi��«�i�Ì� �v� >�� i�iVÌÀ���V� «>Þ�i�Ì�
system. Recently, Egypt has been moving ahead with its digital 
transformation agenda. Furthermore, there is still a large unbanked 
population with a lot of room for advances in savings and access to 
small-scale credit. 

Strengthening Technology Acquisition and Innovation
Egypt can strengthen its capability to use new knowledge and to make use 
of relevant knowledge that already exists and which it can acquire through 
imports of capital goods, components and parts, technology licensing and 
FDI. Using the framework of Aghion, Egypt in many areas needs to imitate 
and adapt the global technologies that exist and then selectively begin to 
innovate in areas once its gets closer to the technological frontier. 

For industry and services, most innovation is likely to come from 
��«À�Ûi`� ��ÌiÀ�>Ì���>�� ����>}iÃ°�
}Þ«Ì�V>��ÃÕLÃÌ>�Ì�>��Þ�Li�iwÌ� vÀ���
increasing the role of FDI in its economy. It has been making progress 
recently in improving its foreign investment climate. However, its FDI 
ÃÌ�V��Ì����*��Ã�ÃÌ�����ÕÃÌ�{Ó¯°�/�i�ÃiVÌ�À>��`�ÃÌÀ�LÕÌ�����Ã�Ç{¯����Ì�i�����
ÃiVÌ�À]�È¯����Ài>��iÃÌ>Ìi]�>�`����Þ�x¯�����>�Õv>VÌÕÀ��}]�Î¯����w�>�V�>��
ÃiÀÛ�ViÃ]�>�`�Ó¯����V��ÃÌÀÕVÌ���°ÓÇ Egypt has ample room to strategically 
attract more FDI into manufacturing and services. This is where its large 
domestic market can be attractive, and it should explore opportunities 
to attract more useful FDI from the EU and East Asia. As noted, Egypt is 

26. 5QWVJ�-QTGC�JCU�DGGP�XGT[�UWEEGUUHWN�YKVJ�KVU�/GKUVGT�5EJQQNU��VGEJPKECN�XQECVKQPCN�JKIJ�
UEJQQNU�NKPMGF�GZRNKEKVN[�YKVJ�ƂTOU�VJCV�JKTG�VJGKT�ITCFWCVGU�

27. 6JG�OCKP�HQTGKIP�KPXGUVQTU�CTG�VJG�7-�
������$GNIKWO�
�����7�5���
������7#'�
�����(TCPEG�

�����CPF�5CWFK�#TCDKC�
����
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ranked relatively low with respect to innovation and research capability, 
technical human capital, and business sophistication, according to WEF 
data categories.Ón In terms of network readiness, it is weakest in the 
technology area, which includes access, content, and the readiness to 
use new technology (See Annex 2). 

Taking Advantage of the Digital Economy
There are widely acknowledged impediments to moving Egypt forward 
in the digital world. The role of the state can be helpful in promoting 
digitalization if it is accompanied by complementary policies to reduce 
state monopolies and by public investment programs that collaborate 
Ü�Ì��Ì�i��iÜiÀ�i�i�i�ÌÃ��v�Ì�i�«À�Û>Ìi�ÃiVÌ�À°�ƂÃ�Ãii�����Ì�i�	�Ý�x°£����

}Þ«Ì½Ã� �
/�-ÌÀ>Ìi}Þ, government has made some pronouncements 
>�`�����Ìi`�«À�}ÀiÃÃ����Ì�i�wÀÃÌ�«>ÀÌ��v�Ì��Ã�«���VÞ����Ì�>Ì�Ûi°�/�>Ì�Ã>�`]�
it has been slow to reform other aspects that would incentivize the 
«À�Û>Ìi�ÃiVÌ�À]�ÃÕV��>Ã�«À�Û�`��}�w�>�V��}�Ì�À�Õ}��Ì�i�L>����}�ÃÞÃÌi��
for start-ups; this is obviously a product of the role of state banks and 
crowding out of credit for new economic activities.

Along with these constraints, the public sector, the state, can in fact 
be helpful in investing or attracting investment in digital infrastructure 
and in regulating these activities to prevent private monopolies. The 
state can take a leading role in promoting digital education and can 
work with the private sector in skills acquisition that can make Egypt 
more attractive to strategic foreign investors. The World Bank is 
currently doing a country digital economy diagnostic report for Egypt. 
This will provide guidance on the key priorities for helping Egypt take 
advantages of the opportunities and to mitigate some of the risks. This 
will require a high-level coordinating agency with powers to monitor 
implementation and adjust to changing circumstances.

Increasing Sustainability and Resiliency to Shocks
Sustainability constraints include serious shortages of freshwater, 
heavy reliance on imported energy, though efforts are undertaken 
in establishing renewable energy parks, and high use of fossil fuels 
in the electricity and transport sectors, and the increasing risks of 
V�>ÃÌ>��y��`��}�vÀ���À�Ã��}�Ãi>��iÛi�Ã°��ÀiÃ�Ü>ÌiÀ��Ã�>�Ài>`Þ�>�L��`��}�
V��ÃÌÀ>��Ì�v�À�V��ÃÕ�«Ì����>�`�v�À�>}À�VÕ�ÌÕÀi]�>�`��Ì�VÀi>ÌiÃ�>�`�vwVÕ�Ì�
trade-off for countries trying to improve piped water access while 
also increasing agricultural exports. The heavy reliance on imported 
energy is a security concern, but also creates volatility due to large 
yÕVÌÕ>Ì���Ã����Ì�i�«À�Vi��v����°�/�i��i>ÛÞ�ÕÃi��v�v�ÃÃ���vÕi�Ã��Ã�>�LÀ�>`iÀ�
environmental concern because of the negative impact on climate 
V�>�}i°�"�Vi�>}>��]�Ã��ÕÌ���Ã�ÀiµÕ�Ài�wÃV>��ÀiÃ�ÕÀViÃ]�>�`�Ì��Ã�ÀiµÕ�ÀiÃ�
a re-allocation of resources away from less productive uses.

28. See WEF, World Competitiveness Report, 2019.68 69
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/Ü���v�
}Þ«Ì½Ã��iÞ�i�Û�À���i�Ì>���ÃÃÕiÃ�>Ài��>���}���Ài�ivwV�i�Ì�ÕÃi�
of water as well as moving towards greater use of renewable energy 
,i�iÜ>L�i�i�iÀ}Þ�>VV�Õ�ÌÃ�v�À����Þ�x°n¯��v�
}Þ«Ì½Ã�i�iÀ}Þ�ÕÃi°�/�iÀi�
�Ã� >�Ã�� Ã�}��wV>�Ì� ÃV�«i� v�À� ��VÀi>Ã��}� Ì�i� ivwV�i�Ì� ÕÃi� �v� Ü>ÌiÀ� v�À�
producing high value crops that are not water intensive. Egypt has 
an opportunity to do more to mitigate and adapt to climate change, 
including rising sea levels. There is scope for increasing solar energy 70 71
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38. (KPCPEKCN�6KOGU��75�+PƃCVKQP�2QUGU�6JTGCV�VQ�&GXGNQRKPI�'EQPQOKGU�
,WPG���������
39. see IMF, op. cit, 2021, p.11.

given Egypt’s abundant sun and the falling cost of solar power. Moving 
towards a green economy can also provide much needed employment 
opportunities. These are areas for increased cooperation with Europe 
and with neighboring countries.

One clear recommendation to address water scarcity is to increase the 
price of water closer to its real economic cost. This will encourage a 
shift from water intensive crops to higher value, less water intensive 
crops (See Barghouti’s Technical Paper). For medium and longer 
term some of the key recommendations are more investments in 
desalination and wastewater treatment, switch for more renewable 
energy, better urbanization and relocation to deal with rising sea 
levels. Egypt is already moving in this direction, but it needs to do 
more, including more research and innovation to help address these 
environmental challenges.

Conclusions on Moving Forward

Egypt has weathered the pandemic better than most despite its heavy 
Ài��>�Vi���� Ì�ÕÀ�Ã�� v�À�£Ó¯��v���*]�£ä¯��v�i�«��Þ�i�Ì�>�`�n¯��v�
foreign exchange earnings. Despite its rising debt-to-GDP ratio, its 
external debt appears manageable, although it is reported that debt 
Àiw�>�V��}�ÀiµÕ�Ài�i�ÌÃ�Ì��Ã�Þi>À�Ü����>��Õ�Ì�Ì��În�«iÀVi�Ì��v���*]�>�`�
will likely be at higher rates of interest.În In this context, it is important 
to note that the IMF reports in its most recent Article IV Consultation 
Report that one-third of planned government expenditure will be for 
interest payments alone.Î��
}Þ«Ì½Ã�LÕÀ}i����}�VÕÀÀi�Ì�>VV�Õ�Ì�`iwV�Ì�
�Ã� ÃÌ���� w��i`�LÞ�iÝÌiÀ�>��L�ÀÀ�Ü��}�>�`� Ã��i�Û��Õ�Ì>ÀÞ� Ài«À�w���}��v�
debt service. A greater concern may be the disappearance of some 
wÃV>��Ã«>Vi�`Õi�Ì��«>�`i��V�Ài�>Ìi`�Ã«i�`��}�>�`�>���ÛiÀ�Ài��>�Vi����
Ì�}�Ì����iÌ>ÀÞ�«���VÞ�Ì��L�Ì��VÕÀL�>�Þ���y>Ì���>ÀÞ�«ÀiÃÃÕÀiÃ�>Ã�Üi���>Ã�
to keep the exchange close to its target rate. Some observers might 
feel that this “obsession” with the strong Pound comes at a price that 
includes both high interest rates that deter investment and an exchange 
rate that does not favor exports.

/�i�v>VÌ�Ì�>Ì�iÝ«�ÀÌÃ�>Ài��iÃÃ�Ì�>��£ä¯��v���*��Ã�>�Ã�}�>��Ì�>Ì�Ì�iÀi�>Ài�
domestic resource allocations that favor non-tradables. Indeed, growth 
is driven too much by construction and by subsidized agriculture. This 
bias towards non-tradables also leads to jobless growth, which has de-
linked GDP expansion from permanent job creation. As demographic 
factors evolve into more youth joining the labor market search, the 
employment picture will suffer even further. Job opportunities for 
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women are poor and preclude work in many of the existing growth 
sectors (e.g., construction, tourist services) and jobs continue to be 
both temporary and low productivity. This bodes poorly for the future 
and for social stability.

The policy solutions may be obvious since many structural and 
institutional impediments have persisted for decades; however, 
Ü�Ì��V�>�}iÃ����ÌiV�����}Þ�>�`�}��L>��Û>�Õi�V�>��Ã]�Ü�Ì��Õ�vÕ�w��i`�
economic expectations, and with a new demographic bulge, these 
drawbacks can become fatal binding constraints. Apart from previously 
mentioned reforms in the business climate, in the bureaucracy, and 
��� -"
Ã]� >Ài>Ã� V��Ã�ÃÌi�Ì�Þ� �`i�Ì�wi`� >Ã� V��ÃÌÀ>��ÌÃ� ���7�À�`� 	>���
Ài«�ÀÌÃ]� >��>��À� �iÜ�«ÕÃ�� Ì�� >���Ü� Ì�i�«À�Û>Ìi� ÃiVÌ�À� Ì�� y�ÕÀ�Ã�� �Ã�
required.40 Entry points may be access to credit and enhancement of 
skills, but the main stumbling block is lack of effective competition and 
��«��V�Ì�«À�ÌiVÌ�����v� ��ivwV�i�Ì�«>ÀÌÃ��v� Ì�i�iV����Þ°�Ƃ��iV����Þ�
that does not foster competition at home will not be competitive in 
international markets.

The key to free up the private sector may be through more strategic 
FDI, which is currently focused on the construction and extractive 
sectors. To bring newer, more modern technology to the economy may 
require outside impetus, given the low level of domestic competition. 
With new lines in manufacturing utilizing new technologies, there is 
a chance to create new jobs and to produce higher value-added 
products for export. Special programs to support SMEs, such as those 
offered through subsidized credit from the Central Bank, while useful, 
are no substitute for the attraction of new entrepreneurial partners. 
/��Ãi���`ÕVi�i�ÌÃ���Ü��vviÀi`�Ì����ivwV�i�Ì�ÃÌ>Ìi�i�ÌiÀ«À�ÃiÃ{£ could 
Li� Ài`�ÀiVÌi`� Ì�� >ÌÌÀ>VÌ� ��Ài� Li�iwV�>�� ���°42 Those aspects that 
deter non-extractive FDI, such as red-tape, issues at customs, licensing 
requirements, and land acquisition concerns need to be removed as a 
sine qua non for generating new sources of growth.

The need to generate more labor-intensive exports to deal with BOP 
as well as job challenges is not new. But the reform path runs through 

40.�5GG��HQT�GZCORNG��5[UVGOCVKE�%QWPVT[�&KCIPQUVKE��'I[RV��0QXGODGT������

����#EEQTFKPI�VQ�VJG�+/(��QH�����'I[RVKCP�51'U�TGRQTVKPI������QT�����QH�VJGO�YGTG�NQUU�
OCMKPI��6JKU�OGCPU�VJG[�YGTG�EQUVKPI�VJG�IQXGTPOGPV�OQPG[�KP�ƂUECN�UWRRQTV�
KP�
addition to any other subsidies).  
5GG�(KIWTG����QH�5GG�(KIWTG���QH�1NWIDCFG��1��#���#PFGTUQP��)���#VCOCPEJWM��/���
+QCPPQW��+���-CUU�*CPPC��6���5JK��9�����9QPI��,��
�������5VCVG�1YPGF�'PVGTRTKUGU�KP�
/KFFNG�'CUV��0QTVJ�#HTKEC��CPF�%GPVTCN�#UKC��5K\G��%QUVU��CPF�%JCNNGPIGU��&GRCTVOGPVCN�
2CRGTU������
������#�����4GVTKGXGF�5GR�����������HTQO�JVVRU���YYY�GNKDTCT[�KOH�QTI�XKGY�
LQWTPCNU��������������CTVKENG�#����GP�ZON

����6JG�IQXGTPOGPV�JCU�CPPQWPEGF�
�/KPKUVGT��QH�VJG�2WDNKE�$WUKPGUU�5GEVQT�6CYƂM��C�PGY�
NCY�VJCV�URGEKƂGU�VJCV�NQUU�OCMKPI�51'U�JCXG�VJTGG�[GCTU�FWTKPI�YJKEJ�VQ�TGUVTWEVWTG�VQ�
DGEQOG�RTQƂVCDNG�QT�VJG[�YKNN�DG�ENQUGF�
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43. IMF, op. cit July 2021, p. 7.

state-controlled powerful interests and a private sector used to lobbying 
government for its survival. What may have changed, post-pandemic, 
is the urgent need to replace lost revenue from tourism and to limit 
further losses in reserves used to protect the exchange rate. Less 
dependence on the IMF regarding the needs of the external sector is 
required to happen gradually. Meanwhile, the exchange rate cannot be 
managed through a tight money policy and high interest rates in the 
medium term if Egypt is to attain a growth path commensurate with its 
demographic needs.

/�i�iÝ«iÀ�i�ViÃ��v��>�>ÞÃ�>�£�nä�£��x�>�`�6�iÌ�>��Óäää�Óä£x�>Ài�
illustrative of what strategically managed FDI can produce in lower 
middle-income economies. Getting FDI into manufacturing was a key 
«���VÞ� �L�iVÌ�Ûi� >�`� >ÌÌÀ>VÌ��}� wÀ�Ã� Ü�Ì�� Ì�i� �>ÌiÃÌ� ÌiV�����}Þ� Ü>Ã�
another. Both economies were transformed into export powerhouses as 
a result. FDI that goes into oil and gas and into real estate development 
�Ã���Ì�ÃÌÀ>Ìi}�V� v�À�ÓäÓ£�>�`�LiÞ��`°�"��Ì�i��Ì�iÀ��>�`]� Ì�iÀi��>Þ�
be opportunities for alternative energy investments that would also 
help Egypt’s carbon footprint. And investments in water management, 
water pricing, and desalination can also help the country’s medium-
term binding constraints in water and food security.

Most economic policy assessments, such as those of the World 
Bank and the IMF concur that the starting point for a revised growth 
strategy lies in institutional areas and in the reform of the state. 
Indeed the most recent IMF Article IV Consultation Report notes in 
its Executive Summary that “ Deepening and broadening structural 
reforms will be required to maintain medium-term growth…This will 
require sustained efforts to improve resource allocation by reducing 
the role of the state and enhancing governance, strengthening 
social protection, improving the business environment, deepening 
w�>�V�>�� �>À�iÌÃ]� >�`� ��VÀi>Ã��}� ��Ìi}À>Ì���� ��Ì�� Ì�i� }��L>��
economy.{Î A well-designed program of reforms with discernable 
benchmarks that attacks state controls, bureaucracy, and excessive 
market concentration and that liberates the private sector is the most 
promising forward. With this promotion of the private sector and 
with new entrants, Egypt can attract a new group of foreign investors 
who can bring new technologies and with them the prospect of new 
iÝÌiÀ�>���>À�iÌÃ°�/�i�V��yÕi�Vi��v�}��`�«�ÃÃ�L�i��ÕÌV��iÃ�iÝ�ÃÌÃ°�
These goals of creating more and high higher productivity jobs along 
with new export markets and a reduced reliance on external debt 
are achievable in the medium term. The bloom is off Egypt’s pre-
pandemic growth performance, and it will not be regained with status 
quo policies. A new direction is required, and there is some urgency in 
removing the bottlenecks to enable that new approach to take hold.
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Impact of the COVID Pandemic

Morocco had some advantages entering the pandemic, namely, its 
macroeconomic position was more favorable than that of comparator 
V�Õ�ÌÀ�iÃ]� >�`� �ÌÃ� iÝÌiÀ�>�� `iLÌ� «À�w�i� �iÃÃ� Ü�ÀÀ�Ã��i°� /�>Ì� Ã>�`]� �Ì�
ÃÕvviÀi`�>�̀ À>�>Ì�V�̀ iV���i������*����ÓäÓä�­�i}>Ì�Ûi�È°Î¯�>VV�À`��}�Ì��
�
*®�>�`�Ü�������Þ�«>ÀÌ�>��Þ�ÀiV�ÛiÀ����ÓäÓ£°�/��Ã��Ã�Ì�i�wÀÃÌ�ÀiViÃÃ�������
Morocco’s recent history of 25 years of GDP growth. While its debt-to-
��*�À>Ì����>Ã�À�Ãi��vÀ���ÈÈ¯����Óä£��Ì��ÇÈ¯����ÓäÓä�­����7
"�ÓäÓ£®]�
it still (despite a downgrade by Moody’s) enjoys capital market access 
at attractive rates and it exchange rate has survived the pandemic well. 
In fact, the BOP has been less worrying than for other countries, despite 
>��>À}i�`À�«����iÝ«�ÀÌÃ�>�`�Ã��i�wÀ��V��ÃÕÀi�­£°n¯�>VV�À`��}�Ì���
*®°

The government has already outlined a recovery program that foresees 
more investment in PPPs via equity and guarantees, a further set of 
industrial policy actions aimed at joining more advanced Global Value 
Chains, support for SMEs and a consolidation of SOEs, and further 
actions aimed at better positioning the country and its comparatively 
vibrant private sector. Thus, it has both the macroeconomic stability 
and the policy focus to move forward briskly with a newer development 
strategy. Some elements of such a strategy are discussed below.

Morocco’s New Development Model

����>Þ�ÓäÓ£]���À�VV��>���Õ�Vi`�>��iÜ�̀ iÛi��«�i�Ì���`i��º`iÃ�}�i`�
LÞ���À�VV>�Ã]�Ü�Ì����À�VV>�Ã�>�`�v�À���À�VV>�Ã]»�Ì�>Ì��>`�Lii��£n�
months in the making. Even before the pandemic, it was clear that 
Morocco needed to update its development model. This had been 
«ÕL��V�Þ�ÃÌ>Ìi`�ÃÌ>ÀÌ��}����Óä£Ç�LÞ���Ã��>�iÃÌÞ]�Ì�i����}]�>�`�i�«�>Ã�âi`�
again in his speech at the 20th Anniversary of Accession to power. He 
formalized a Special Commission for the Development Model of 
��À�VV��­-
��®���� �Ûi�LiÀ�Óä£�°�/�i�Îx��i�LiÀ�V����ÃÃ����Ü>Ã�
Ì>Ã�i`�Ü�Ì��`iÛi��«��}�>�«�>��Ì�>Ì���V�À«�À>Ìi`�wÛi�}�>�Ã\�­�®�«À�Û�`��}�
a strategic vision; (ii) integrating institutional, economic, social, regional, 
>�`�i�Û�À���i�Ì>��̀ ��i�Ã���Ã�Ü�Ì��Ì�i�«À��V�«�iÃ�>�`�Û>�ÕiÃ��v�Ì�i�Óä££�
Constitution; (iii) being forward-looking, integrating national and global 
trends; and (iv) being citizen centered in coherence with the reality of 
Morocco. The commission’s report, /�i�  iÜ� �iÛi��«�i�Ì� ��`i�\�
,i�i>Ã��}� 
�iÀ}�iÃ� >�`� ,i}>����}� /ÀÕÃÌ� Ì�� æVVi�iÀ>Ìi� Ì�i� �>ÀV�� �v�
*À�}ÀiÃÃ�>�`�*À�Ã«iÀ�ÌÞ�v�À�æ��, was presented to and endorsed by His 
�>�iÃÌÞ�����>Þ�ÓÇth]�ÓäÓ£°���Ûi���ÌÃ���«�ÀÌ>�Vi]�>�`�Ài�iÛ>�Vi�v�À�Ì��Ã�
study, the report is summarized in Box 5.2.

The report is comprehensive and ambitious. It starts with a hard-hitting 
analysis of Morocco’s strengths and weaknesses, provides a vision for 
��À�VV�� ��� ÓäÎx]� �`i�Ì�wiÃ� �iÞ� «À��À�ÌÞ� >Ài>Ã� v�À� ÌÀ>�Ãv�À�>Ì���]� >�`�
provides a broad sketch of how it is to be implemented. The ambition 
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set out in the new development model is a Morocco that is “thriving and 
prosperous, skilled, inclusive, sustainable, and bold.” It can be considered 
a response by the Kingdom to the calls for change started by the Arab 
-«À��}]�Ü��V���i`�Ì��>��iÜ�V��ÃÌ�ÌÕÌ�������Óä££]�LÕÌ�Ü��V���>Ã���Ì�ÞiÌ�
been able to deliver needed improvements in income, governance, and 
inclusiveness; furthermore, it responds to the new challenges, including 
rapid technological change led by the digital revolution, greater global 
uncertainty and economic power shifts, as well as the new realities of 
climate change and the post- pandemic world. 

Morocco’s New Development Model Announced 
May 2021 
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��� Ì�i� w�>�V��}� ÃiVÌ���]� Ì�i� Ài«�ÀÌ� ÀiV�}��âiÃ� Ì�>Ì� ��«�i�i�Ì��}�
the new development model will require additional public resources, 
iÃÌ��>Ìi`�>Ì�{¯��v���*�>��Õ>��Þ�`ÕÀ��}�>�ºÃii`»�«�>Ãi�vÀ���ÓäÓÓ�
Ì��ÓäÓx]�>�`�>L�ÕÌ�£ä¯�vÀ���ÓäÎä°� �Ì���ÌiÃ� Ì�>Ì� Ì�i��L�iVÌ�ÛiÃ� v�À�
human capital and inclusion (viz., education for all, higher education, 
�i>�Ì�]�Ã�V�>��«À�ÌiVÌ����>�`�Þ�ÕÌ�®�Ü���� ÀiµÕ�Ài�Ã�}��wV>�Ì� ÀiVÕÀÀi�Ì�
public expenditure as they are expanded. It also notes that other 
elements of the model, such as structural reforms, transformation of 
the economy, and the development of regional ecosystems (including 
regional projects, support funds, research and development, training 
clusters, etc.) also need to be started in 2022. The report assumes that 
a successful launch of the initial seed phase, driven by the state and 
aimed at providing conditions for the private sector to take over, “will 
generate a positive dynamic that will enable the [new development 
��`i�R� Ì�� «>ÀÌ�>��Þ� vÕ�`� �ÌÃi�v� LÞ� V��ÌÀ�LÕÌ���� Ì�� >�� ��VÀi>Ãi� ���
ÀiÃ�ÕÀViÃ°»��À�ÜÌ���Ã�«À��iVÌi`�Ì��>ÛiÀ>}i�È¯�vÀ���ÓäÓÓ�>�`�Ì��Ç¯�
vÀ���ÓäÎä]�>�`�Ì�>Ì���VÀi>Ãi`�Ì>Ý�ÀiÛi�ÕiÃ�Ã�vÀ���Ì�>Ì���VÀi>Ãi�Ü����
Ài`ÕVi�Ì�i�ÃÌ>ÌiÃ�w�>�V��}��ii`Ã°�

The report notes that the implementation of the model requires 
strengthening the strategic management, monitoring, and change 
management functions of the government. To that end, it proposes 
the development of a social compact among all key stakeholders to 
undertake the priority reforms and initiatives, and a mechanism to 
monitor results and support change management. Importantly, the 
issue of matching the bold expectations of the plan with the ability of 
government to implement the necessary measures will be challenging. 
Given the history of reforms in the past, as noted in the report, the 
proposal to develop a social compact is a sound one. The question 
is the extent to which an effective social compact can be developed 
among the key stakeholders. There are already some critics, who note 
Ì�>Ì�Ì�i���`i��`�iÃ���Ì�ÃÕvwV�i�Ì�Þ�>``ÀiÃÃ��ÃÃÕiÃ�ÃÕV��>Ã���iµÕ>��ÌÞ]�
redistribution of wealth, the role of political elites and networks that 
meddle with appointments and corrupt good governance.45

Key Elements of a Post COVID Strategy 

Although the report is very comprehensive, and sets out a clear 
vision, further granularity of analysis and observations may be helpful 
in moving the plan’s ambitions closer to fruition. In that spirit, various 
>Ài>Ã� v�À� «���VÞ� >VÌ���� >Ài� �`i�Ì�wi`� Li��Ü°�

45. 5GG��HQT�GZCORNG��#NCQWK�
�������EKVKPI�/QTQEECP�GEQPQOKUV�+FTKUU�GN�(GKPGJ�
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Continuing to Expand Trade
��À�VV���>Ã� ��VÀi>Ãi`��ÌÃ�ÌÀ>`i����}��`Ã�>�`�ÃiÀÛ�ViÃ�vÀ���Çx¯��v�
��*����Óä£ä�Ì��nÇ¯����Óä£�°��iÀV�>�`�Ãi�iÝ«�ÀÌÃ����Óä£��ÜiÀi�Ó{¯�
�v���*°����V��ÌÀ>ÃÌ�Ì���Ì�iÀ�V�Õ�ÌÀ�iÃ�>Ì�Ã����>À��iÛi�Ã��v���V��i]�Ç£¯�
of Morocco’s merchandize exports are manufactures, a third of which 
are electrical and electronic parts, vehicles, and airplane parts) so 
�Ì� �>Ã� ÃÕVViÃÃvÕ��Þ�`�ÛiÀÃ�wi`��ÕÌ��v� >}À�VÕ�ÌÕÀi� >�`� ÀiÃ�ÕÀVi�L>Ãi`�
«À�`ÕVÌÃ°�-iÀÛ�Vi�iÝ«�ÀÌÃ�>Ài�£È¯��v���*]�`����>Ìi`�LÞ�Ì�ÕÀ�Ã��Ì�>Ì�
has virtually disappeared during the pandemic and may be slow to 
ÀiÛ�Ûi°�"v��ÌÃ�Ì�«�£ä�iÝ«�ÀÌ�̀ iÃÌ��>Ì���Ã]�Ç�
ÕÀ�«i>��V�Õ�ÌÀ�iÃ�>VV�Õ�Ì�
v�À�Èä¯]� Ì�i��Ì�iÀ� Ì�Àii�>Ài�1��Ìi`�-Ì>ÌiÃ� ­{°Ç¯®]� ��`�>� ­Î°n¯®]�>�`�
	À>â��� ­Ó°È¯®°

��À�VV�½Ã� Ã��«�i� >ÛiÀ>}i� Ì>À�vvÃ� >Ài� {°Î¯� >�`� �ÌÃ�Üi�}�Ìi`� >ÛiÀ>}i�
Ì>À�vv� �Ã�Î°nÈ¯°� �ÌÃ��ÛiÀ>��� ÌÀ>`i�ÀiÃÌÀ�VÌ�Ûi�iÃÃ� ��`iÝ� �Ã�ä°ÓÎ�L>Ãi`����
�� �Ì>À�vvÃ�>�`�ä°£x�L>Ãi`����>««��i`� Ì>À�vvÃ� ­7�/-®°{È Morocco can 
Li�iwÌ�vÀ���}Ài>ÌiÀ�>VViÃÃ�Ì��V>«�Ì>��}��`Ã�>�`���«ÕÌÃ�>Ì�Ü�À�`�«À�ViÃ�
by reducing its tariff and non-tariff barriers. There is ample scope to 
diversify the markets to which it exports and its boost its export market 
penetration rate.{Ç Morocco’s exports are currently concentrated on 

ÕÀ�«i>�� Ìi���>À�iÌÃ�Ü�iÀi� �ÕÃÌ�-«>���>�`��À>�Vi�>VV�Õ�Ì� v�À�{È¯�
of merchandise exports, and six of the top export destinations are 
European. It should try to diversify its exports to East Asia and Sub-
Saharan Africa.

To be able to diversify its exports it will need to increase its technological 
capability. Also improving its digital infrastructure and digital skills 
could permit it to increase export of ICT services that currently account 
v�À����Þ�£°{¯��v���*°�

Harnessing the Strategic Value of FDI
Morocco is an attractive FDI destination and it ranks comparatively well 
���Û>À��ÕÃ���`�ViÃ°�Ƃ�`��ÌÃ�ÃÌ�V���v�����Ì����*��Ã�x{¯°���À�VV��Ã��Õ�`�
try to attract more FDI that can contribute to its economic and social 
development. The challenge is to strategically attract FDI that can help 
}�ÛiÀ��i�Ì�����ÌÃ�}�>��Ì���������Ài�>`Û>�Vi`��6
Ã�­Ãii�	�Ý�x°Î®°��ÌÃ�
plan for selective industrial policy interventions has some merit insofar 
as it is based on private sector initiatives, supported by government 
guarantees and access to credit. Compared to others in the region, it 
appears that SOEs don’t’ crowd out the private sector as much as in 
other SEMCs. 

46. https://wits.worldbank.org/.
47. Its HH market concentration index is 0.11 (compared to China’s 0.06) and its market 

penetration index is 6.13 (compared to China’s 47.41).
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FDI, Trade, & Technology: Morocco’s Noor 
Ouarzazate CSP Plant
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If Morocco can effectively coordinate its own industrial development 
plans with a strategic FDI approach, it may be able to further distinguish 
itself and become a trade hub for both Europe, the sub-region, and 
possibly for Sub-Saharan Africa via the AfCFTA (see Box 5.4). This could 
potentially mesh with the government’s “near-shoring” ambitions if the 
new investor can bring the latest technologies with them. There are 
opportunities to attract FDI from East Asian economies, particularly 
China, Korea, and Malaysia that are looking for opportunities to export 
to Europe and to Sub-Saharan Africa.

Integration in Action—Tanger Med Port
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Developing the Private Sector and Increasing Competition  
in Domestic Markets

Developing the domestic market is somewhat limited by its relatively 
small size; however, if Morocco can continue to develop its private 
sector and can attract foreign investor as noted above, it can “punch 
>L�Ûi� �ÌÃ�Üi�}�Ì°»�Ƃ� �iÞ� }À�Õ«� >Ài� -�
Ã� ­`iw�i`� >Ã� �iÃÃ� Ì�>�� Óää�
workers) which account for the bulk of formal employment. The most 
ÀiVi�Ì� 7�À�`� 	>��� 
�ÌiÀ«À�Ãi� -ÕÀÛiÞ� ­äxÉ£��ä£ÉÓä®� w�`Ã� Ì�>Ì� wÀ�Ã�
Ài«�ÀÌ�Ì�>Ì�Ì�i�Ì�Àii�L�}}iÃÌ��LÃÌ>V�iÃ�­�ÕÌ��v�£Ó®�>Ài�V�ÀÀÕ«Ì���]�Ì>Ý�
À>ÌiÃ]� >�`� Ì>Ý� >`����ÃÌÀ>Ì���� ­£{°Ó¯®°{n The good news is access to 
VÀi`�Ì��Ã���Ì���Ìi`�>�`��Ì�Ãii�Ã�Ì�>Ì�Çä¯��v�VÀi`�Ì��>Ã�}��i�Ì��-�
Ã�>�`�
that they are being further supported by regional investment centers. 
��ÜiÛiÀ]�Îä¯��v�wÀ�Ã��`i�Ì�wi`�>����>`iµÕ>Ìi�Þ�i`ÕV>Ìi`��>L�À�v�ÀVi�
as a major constraint. Morocco can develop more competitive sectors 
if it can improve its technology capacity and the education and skill of 
its workers. 

Strengthening Human Capital
Like most lower-middle-income developing countries, the country 
spends a fair amount on education and a fraction of GDP perhaps 
È¯� >��Õ>��Þ°� ƂVV�À`��}� Ì�� Ì�i� 7�À�`� 	>��½Ã� �Õ�>�� 
>«�Ì>�� ��`iÝ�
V>�VÕ�>Ì���Ã]� Ì�i� >ÛiÀ>}i� iÝ«iVÌi`� Þi>ÀÃ� �v� ÃV������}� �Ã� À�Õ}��Þ� £ä]�
Ü�iÀi>Ã]�Ü�i��>`�ÕÃÌi`� v�À� �i>À���}��ÕÌV��iÃ]� �Ì� v>��Ã� Ì��È°Ó°�/��Ã� �Ã�
essentially the completion of primary school.

Of course, this is a national average, and there are clusters of educational 
excellence; however, when compared to other countries with a similar 
level of per capita income, say the Philippines, the latter shows learning-
>`�ÕÃÌi`� Þi>ÀÃ� �v� ÃV������}� iµÕ>�� Ì�� n°{� Þi>ÀÃ� �v� i`ÕV>Ì���°� /��Ã� �Ã�
simply to make the point that there is considerable scope to improve 
Ì�i�µÕ>��ÌÞ��v�i`ÕV>Ì����>Ã�Üi���>Ã�Ì�i�>VµÕ�Ã�Ì�����v�Ó£st century skill, 
especially digital skills. 

Morocco’s future potential output will be driven by its investment 
rates (both domestic and foreign capital), its labor force participation 
rates (and here employment requires requisite skills) and productivity 
(which again is dependent on endogenous factors). Investment in 
technology must be accompanied by skills acquisition, and twinning 
>ÀÀ>�}i�i�ÌÃ]� ViÀÌ�wV>Ì���� «À�}À>�Ã]� >�`� «À�viÃÃ���>�� iÝV�>�}iÃ�
can help boost skills. European partners can assist in this process of 
Ã����Ã�>VµÕ�Ã�Ì����>Ã�V>��wÀ��Ì��wÀ��V���iVÌ���Ã�Ü�Ì���>��À�ÌÀ>`i�>�`�
investment partners.
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Clearly, job creation opportunities need to increase in a virtuous 
cycle with improvements in local business climate and gains in 
innovation, where Morocco sits in the middle of the pack. Boosts in 
local entrepreneurship could reduce the brain-drain, and even more 
vitally, encourage a return of skilled workers and managers who have 
emigrated. The success of the new development model can be assisted 
by this return of expatriates with newer, more modern skills and the 
potential of linking to newer global supply chains.

Exploiting Technology, Especially Digital Technology 
In order to diversify its economy and improve its competitiveness, 
Morocco needs to strengthen its innovation capability. It also needs 
to take advantage of the opportunities offered by the digital economy. 
Ƃ���Õ�Vi`�«�>�Ã� Ì��Ã��«��vÞ�>�`�`�}�Ì>��âi�wÀ��Ài}�ÃÌÀ>Ì���]� v>V���Ì>Ìi�
digital payments and provide more support to SMEs are steps in the 
right direction since, according to the WEF, Morocco scores relatively 
poorly on entrepreneurship, digitalization, and network readiness. In 
the short run, Morocco can acquire relevant technology that already 
exists abroad through imports, technology licensing, and especially 
FDI. But even to do the later it has to improve the level of skills of 
its labor force, as is noted above, and prioritize its public spending 
to support future drivers of growth. In addition, Morocco needs to do 
much more to exploit the potential offered by digital technologies 
>Ã� �Ã� Ì�i� V>Ãi��v� Ì�i��Ì�iÀ� -
�
Ã°� �Ì�Ü�Õ�`�Li�iwÌ� vÀ���>�`iÌ>��i`�
assessment of the situation and recommendation on what it can do to 
exploit digital technology more effectively such as the analysis done by 
Ì�i�7�À�`�	>���v�À�/Õ��Ã�>� ­Ãii�	�Ý�x°È®°

Improving Inclusiveness
Rising unemployment and increasing inequality and increasing poverty 
from the COVID pandemic threaten inclusiveness. Unemployment is 
iÝ«iVÌi`� Ì�� À�Ãi� vÀ��� >�� >ÛiÀ>}i� �v� Ã��}�Ì�Þ� >L�Ûi� �¯� v�À� Ì�i� �>ÃÌ�
£x� Þi>ÀÃ� Ì�� £Ó°x¯� ��� ÓäÓä°� ��ÛiÀ��i�Ì��ÕÃÌ� V��Ì��Õi� Ì�� «À�Û�`i�
ÃÕ««�ÀÌ� Ì�� >vviVÌi`� «�«Õ�>Ì���Ã°� /�ÕÃ]� �Ì� �Ã� v>V��}� >� `�vwVÕ�Ì� ÌÀ>`i�
off between dealing with the immediate needs and investing for the 
vÕÌÕÀi°�/�iÀiv�Ài]��Ì��ÕÃÌ�w�`�Ü>ÞÃ��v�̀ i>���}�Ü�Ì�����i`�>Ìi�«ÀiÃÃÕÀiÃ�
and investing to improve its longer run competitiveness and future 
Ã�V�>��Üi�v>Ài°�/��Ã�Ü����ÀiµÕ�Ài�}Ài>ÌiÀ�iÝÌiÀ�>��w�>�V��}]�>Ã�Üi���>Ã�
strategies that can also increase employment. Although Morocco has 
a relatively good laws and regulations on gender equality as indicated 
by its relatively good Women, Business and the Law Index, its overall 
gender equality index is quite low, indicating that there is still a long 
way in implementing that favorable legal and regulatory structure. 
*>ÀÌ�V�«>Ì���� �v�Ü��i�� ��� Ì�i� �>L�À� v�ÀVi� �Ã� �ÕÃÌ� ÓÓ¯� V��«>Ài`� Ì��
Çä¯�v�À��i�°���«À�Û��}�}i�`iÀ�iµÕ�ÌÞ�Ü����ÀiµÕ�Ài���Ì��ÕÃÌ�ÃÌÀ��}iÀ�
enforcement, but more focus on this issue in education campaigns 
and in the educational curriculum.
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Box 5.5

Part 5-B     Developing A Post-Covid Development Strategy for Morocco

Strengthening Environmental Sustainability
Although Morocco has been developing solar energy it is still heavily 
dependent on imported energy and the share of renewables in its 
energy use is very low. There is great opportunity for Morocco to 
develop solar energy more and perhaps even to export solar energy 
to Southern Europe as technologies for long distance transmission of 
i�iVÌÀ�V�ÌÞ���«À�Ûi°���À�VV��>�Ã���>Ã�Ì����«À�Ûi��ÌÃ�i�iÀ}Þ�ivwV�i�VÞ°�
Thus, there is much that Morocco can do for the green economy which 
can also be a source of job growth. While Morocco is not as water 
constrained as other countries in the region, it does have room to 
improve water productivity, especially with respect to agriculture.

Increasing Resilience to Shocks
��À�VV���>Ã�Lii��L>`�Þ�L>ÌÌiÀi`�LÞ�Ì�i�
"6���£��«>�`i��V]�LÕÌ��Ì��>Ã�
handled the shock relatively well in terms of new programs of support 
to businesses and households. Government has used the opportunity 
to press ahead with reforms in social protection, consolidation of SOEs 
in limited liability companies, and support for SMEs. It can continue 
Ì��«Ài«>Ài�v�À�vÕÌÕÀi�Ã��V�Ã�LÞ�>VVi�iÀ>Ì��}��ÌÃ�`�ÛiÀÃ�wV>Ì����«À�}À>��
>�`�LÞ� ÀiLÕ��`��}� �ÌÃ� wÃV>��LÕvviÀÃ°� �Ì� >�Ã���ii`Ã� Ì�� �ii«� Ì>LÃ���� �ÌÃ�
contingent liabilities, such as those associated with a myriad of 
guarantee programs. An important element of improved resilience is 
based on ramped up technological capability, education and skills in 
�À`iÀ�Ì��}�Ûi��ÌÃ�iV����Þ���Ài�yiÝ�L���ÌÞ�Ì��>`�ÕÃÌ�Ì��Ã��V�Ã°����>��Þ]�
its industrial policy program needs to have clear limitations in terms of 
the nature of support, protection, and the enforcement of competition 
policies if it is to positively contribute to the future transformation of 
the economy.

Key Sectoral Considerations
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Conclusions on Moving Forward 

The policy observation that “Morocco does not run, but neither does it 
fall” is an apt description of the challenging decisions that the country 
will face in the coming years. It may not need to run, but it will need 
to move faster to meet the expectations of its citizens. Among its 
regional peers, Morocco has managed to forge stronger economic ties 
to Europe and has established some manufacturing capacity, while at 
the same time managing well its macro-economic situation. Despite a 
sharp drop of GDP in 2020 and a burgeoning current account, it was 
ÃÌ����>L�i�Ì���>��Ì>���V>«�Ì>���>À�iÌ�>VViÃÃ�>�`�ÕÌ���âi�L�Ì��wÃV>��>�`�
monetary measures to soften the economy’s downturn. 

The pandemic management may in the next two years show ripple 
ivviVÌÃ� >Ã� �Ì� Ü���� Ì>�i� ÓäÓ£�ÓäÓÓ� Ì�� Ài}>��� «>ÃÌ� ��*� �iÛi�Ã� >�`� Ì��
��«ivÕ��Þ�ÀiÃÌ�Ài�Ã��i�>``i`�wÃV>��Ã«>Vi°����Ì�i����iÌ>ÀÞ�Ài>��]�Ü���i�
NPLs will undoubtedly rise, especially if lending guarantees are called, 
Ì�i�w�>�V�>��ÃÞÃÌi��Ãii�Ã�ÃÌÀ��}�i��Õ}��Ì��ÃÕÃÌ>���Ì�iÃi�«ÀiÃÃÕÀiÃ°�
The bigger issue concerns the level of ambition for future growth and 
the implications of key policy choices for the chances of attaining that 
substantially higher level of per capita income. This is a political choice, 
of course, and one to be decided at home. The creation of a Special 
Commission on Morocco’s Future Development Model indicates at 
least a desire to have a conversation about policy options and to allow 
an honest re-examination of the status-quo.

One over-riding issue concerns the design or lack thereof of the most 
useful set of policy incentives. As a credit-driven economy, who gains 
access to credit matters a great deal.49�-��Õ�`� �Ì�Li� Ì�i� �>À}i�wÀ�Ã]�
often well connected; should it be SOEs or more broadly the state, 
Ã��Vi�Ü�Ì��`iLÌÉ��*�>««À�>V���}�£ää¯]� Ì�i��iÀi�w�>�V��}��v�`iLÌ�
service on domestic debt will crowd out other borrowers; or should 
more be directed at SMEs or, even more importantly, at younger, 
�iÜiÀ� ­>�`�«iÀ�>«Ã���Ài�«À�`ÕVÌ�Ûi� wÀ�Ã®°� �v� VÀi`�Ì� �Ã� ��Ì� >Û>��>L�i�
`��iÃÌ�V>��Þ]� i�Ì�iÀ� >Ì� Ì�i� wÀ���À� ÃÌ>Ìi� �iÛi�]� Ì�iÀi� �Ã� >� Ìi�`i�VÞ� Ì��
look at external sources. That carries with it risks, however, since global 
rates will inevitably be rising, exchange rates rate may be harder to 

49. +V�UJQWNF�DG�PQVGF�VJCV��CNQPIUKFG�YKVJ�VJG�TGSWKTGOGPVU�QH�OCPCIKPI�VJG�GHHGEVU�QH�VJG�
JGCNVJ�ETKUKU��VJG�ƂPCPEKCN�TGIWNCVQT[�CWVJQTKVKGU�KP�/QTQEEQ�EQPVKPWGF�VQ�KORNGOGPV�VJG�
RTQLGEVU�KPENWFGF�KP�VJG�ƂPCPEKCN�UVCDKNKV[�TQCFOCR��EQXGTKPI�VJG�RGTKQF������������6JG�
OGVJQFQNQIKECN�HTCOGYQTM�HQT�EQPFWEVKPI�OCETQ�UVTGUU�VGUVU�KP�VJG�DCPMKPI�UGEVQT�JCU�
DGGP�WRFCVGF�YKVJ�VGEJPKECN�CUUKUVCPEG�HTQO�VJG�+/(�VQ�VCMG�KPVQ�CEEQWPV�VJG�URGEKƂEKVKGU�
QH�VJG�JGCNVJ�UJQEM� 
#V�VJG�UCOG�VKOG��KP�VGTOU�QH�OCETQRTWFGPVKCN�KPUVTWOGPVU��$CPM�#N�/CIJTKD�JCU�FGƂPGF�
the risk monitoring mechanisms related to the real estate and household sectors, in 
RCTVKEWNCT�VJTQWIJ�VJG�CPCN[UKU�QH�SWCTVGTN[�TGRQTVU�TGEGKXGF�HTQO�DCPMU�CPF�OCMKPI�
KV�RQUUKDNG�VQ�HQNNQY�VJG�GXQNWVKQP�QH�pNQCP�VQ�XCNWGq�CPF�pFGDV�UGTXKEG�VQ�JQWUGJQNF�
KPEQOGq�TCVKQU�88 89
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maintain, and foreign exchange earnings may not rise commensurately 
with newly acquired debt. These are risks to be managed through the 
continuation of prudent policies.

The big question is how to propel Morocco’s growth rate above its 
pre-pandemic levels, how to create the necessary jobs to employ those 
entering the labor market, and how to raise the technological capacity 
of the economy. This then revolves around the level of ambition of the 
powers that be as well as on the relationships between government, 
business, and society more generally. In a world in which GVCs are 
shortening and becoming more digitally driven, standing still means 
falling behind. That said, Morocco has many features, such as political 
stability and strong macro-economic management, that serve the 
country well and serve to attract foreign direct investors. One issue to 
be considered is how to improve the strategic content of FDI and how 
Ì���>�i��Ì���Ài�Li�iwV�>��v�À�Ì�i���À�VV>��iV����Þ�>Ã�>�Ü���i°

There seem to be opportunities that can be exploited to move the 
economy into the “green space” by virtue of its climate, its proximity 
to Europe, and its central organization. Projects that can capitalize 
��� Ì��Ã� V�Õ�`� >�Ã�� iÝ«>�`� ��Ì�� «À�`ÕVÌ���� Ì�>Ì� �Ã� V�>ÃÃ�wi`� >Ã� �iÌ�
zero on carbon, and which could make the country more competitive 
internationally and able to establish a new “brand.” Experience has 
shown that countries, whether government directed or not, are most 
likely to be successful in penetrating external markets if they are subject 
to effective competition at home. Just looking at Korea’s successful 
chaebol, or conglomerates, reveals that they competed ferociously for 
credit and that they were obliged to meet global standards in developed 
V�Õ�ÌÀÞ� �>À�iÌÃ°� �>À}i� ��VÕ�Li�ÌÃ� >�`� «���Ì�V>��Þ� V���iVÌi`� wÀ�Ã]�
which are quite comfortable in their local markets, may not see the 
payoff in investing in new export activities.

One area for policy focus is employment. This relates both lack of 
effective demand for formal employment, as well as the quality of 
i`ÕV>Ì����>�`�Ì�i�«À�Û�Ã�����v�Ã����Ã�v�À�Ó£st century. Going into the 
details of education reform and training is beyond our scope, but it is 
worth mentioning that even among graduates there is a lack of jobs, 
which leads us to the demand side. Observations on the relatively 
��Ü� ivwV�i�VÞ� �v� «ÕL��V�Þ� ��ÛiÃÌi`� V>«�Ì>�� >Ã� Üi��� >Ã� V��ÃÌÀ>��ÌÃ� ���
the fostering of a more dynamic private sector lead to the view that 
Ì�i� ÃÌ>ÌÕÃ� µÕ���>Þ� ��Ì� ÃÕvwVi� Ì�� VÀi>Ìi� �iÜ� ��LÃ� >�`�Ü���� ��Ì� Li�
Li�iwV�>��v�À�Ã�V�>��ÃÌ>L���ÌÞ°�"v�V�ÕÀÃi]��ÕÌÜ>À`�i��}À>Ì�����Ã�>�Ü>ÞÃ�
possible; however, remittances are not a strong substitute for local 
income generation.

The issue of speed of change is an important one, resembling 
in an odd way the choice between big bang reforms and gradual 
adjustments. The problem with the former is that they are dislocating 
>�`� `iÃÌÀÕVÌ�Ûi� �v� iÝ�ÃÌ��}� ��ÃÌ�ÌÕÌ���Ã� ­��ÜiÛiÀ� y>Üi`®]� >�`� Ü�Ì��
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the latter that gradual often means doing very little. As one former 
(and non-Moroccan) policymaker opines, one needs to develop a 
framework for major policy reform and have the basic design in mind, 
and then one needs to move step-by-step in the implementation 
�v� Ì��Ãi� Àiv�À�Ã°� ��� Ì�i�V>Ãi��v���À�VV�]� Ì�i� �`i�Ì�wV>Ì�����v��iÜ�
strategic areas for competitiveness that may guide FDI, the fostering 
�v��iÜ�>Ài>Ã��v�iV�����V�>VÌ�Û�ÌÞ�>�`�Ì�i�À�w�>�V��}]�>�`�>�����iÃÌ�
re-assessment of the relationship between government and business 
may well lead in the right direction. The new National Social Compact 
may well provide the necessary new blueprint if it provides for a 
national consensus of reforms. The next steps for transforming the 
vision into a set of coordinated and implementable policy actions will 
be critical. Along with its admirable stability, an additional dose of 
dynamism could go a long way.
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Impact of the COVID Pandemic

Tunisia was once considered an Arab Spring success story. The events 
that followed the self-immolation of a young street vendor on December 
£Ç]Óä£ä����«À�ÌiÃÌ�>}>��ÃÌ���iµÕ>��ÌÞ�>�`�Ì�i��>V���v��««�ÀÌÕ��ÌÞ�Ã«>À�i`�
>�ÀiÛ��ÕÌ���°�	Þ��>�Õ>ÀÞ�£{]�Óä££]�Ì�i��>Ã���i�,iÛ��ÕÌ����­�>Ã� �Ì�Ü>Ã�
called in the foreign press), driven by high unemployment, high food 
prices, corruption, lack of political freedom and poor living conditions 
toppled the regime and gave hope for a new period of democracy and 
inclusive growth, not only in Tunisia, but also in the region. However, 
the period following the toppling of President Ben Ali was tumultuous. 
Different groups struggled for power and the development of a new 
V��ÃÌ�ÌÕÌ���°� ��*� vi��� £°�¯� ��� Óä££]� Ì�i� wÀÃÌ� �i}>Ì�Ûi� }À�ÜÌ�� À>Ìi�
Ã��Vi�>��iV�����V�VÀ�Ã�Ã����£�nÈ°�/�i�ÌÕÀLÕ�i�Vi�Ã«>Ü�i`�Ì�i�/Õ��Ã�>��
National Dialogue Quartet which brought together the main labor 
union, the main private sector association, the Tunisian Human Rights 
League, and the Tunisian Association of Lawyers. The Quartet worked 
to restore political stability and to write a new constitution that was 
i�>VÌi`����Óä£x°�/�i�+Õ>ÀÌiÌ�Ü���Ì�i�Óä£x� �Li��*i>Vi�*À�âi�v�À»��ÌÃ�
decisive contribution to building a pluralistic democracy in Tunisia in the 
Ü>�i��v�Ì�i��>Ã���i�,iÛ��ÕÌ�����v�Óä££»�­Ƃ���Õ�Vi�i�Ì]�/�i� �Li��
*i>Vi�*À�âi�Óä£x®���ÜiÛiÀ]�Ü���i�}À�ÜÌ����*�}À�ÜÌ���>`�>ÛiÀ>}i`�
{°Î¯�«iÀ�Þi>À�LiÌÜii��Óäää�>�`�Óää�]��Ì�>ÛiÀ>}i`��ÕÃÌ�£°�¯�LiÌÜii��
Óä£ä�>�`�Óä£��­��}ÕÀi�Î°£®�

However, political challenges continued in spite of the democratic 
V��ÃÌ�ÌÕÌ���� �v� Óä£x� >�`� }Ài>ÌiÀ� «���Ì�V>�� vÀii`��°� /�i� iV����Þ�
ÃÌÀÕ}}�i`� Ì�� }>À�iÀ� ��ÛiÃÌ�À� V��w`i�Vi°� �À�ÜÌ�� Ài��i`� ��VÀi>Ã��}�Þ�
���V��ÃÕ�«Ì���]�Ü���i���ÛiÃÌ�i�Ì�>�`�iÝ«�ÀÌÃ�Ài�>��i`�Ã�}��wV>�Ì�Þ�
Li��Ü�«Ài�ÀiÛ��ÕÌ�����iÛi�Ã�>�`�Õ�i�«��Þ�i�Ì�ÃÌÕLL�À��Þ���}��>Ì�£x¯°�
iÛi��Liv�Ài�Ì�i�«>�`i��V�­��}ÕÀi�Î°Ó®°�ƂÃ�}À�ÜÌ��ÃÌ>}�>Ìi`]�>�Ã�V�>��
contract that saw the public sector as a provider of jobs, in the absence 
of private opportunities, led to a ballooning public sector wage bill and 
`Ü��`���}�wÃV>��Ã«>Vi�Ì����ÛiÃÌ����Ì�i�iV����Þ°�ƂÃ�����Ì�iÀ�V�Õ�ÌÀ�iÃ�
in the region, as a result of the pandemic growth stagnated, and 
unemployment and inequality increased. 

/�i�
"6���£��«>�`i��V���Ì�/Õ��Ã�>��>À`°���*� vi����¯� ���ÓäÓä� vÀ���
the downturn in external demand for Morocco’s exports, including 
tourism and a fall in foreign remittances The current account imbalance 
vi���Ã��}�Ì�Þ�vÀ����i}>Ì�Ûi�n°{¯�Ì���i}>Ì�Ûi�È°n¯�­��}ÕÀi�Ó°£®°�LiV>ÕÃi�
while exports fell, imports fell further because of the severity of the 
`��iÃÌ�V� `�Ü�ÌÕÀ�°� /Õ��Ã�>� �>Ã� Lii�� ��Ì� LÞ� Ì�Àii� 
"6��� £��Ü>ÛiÃ�
­Ãii�/>L�i�Î°Ó®°�/�i�}�ÛiÀ��i�Ì�ÀiÃ«��`i`�Ü�Ì��wÃV>��>�`����iÌ>ÀÞ�
�i>ÃÕÀiÃ°���ÛiÀ��i�Ì�wÃV>���i>ÃÕÀiÃ�>��Õ�Ìi`�Ì��{°Î¯��v���*°�"v�
Ì�iÃi�>L�ÕÌ�Ó°Î¯��v���*�ÜiÀi�`�ÀiVÌ�wÃV>���i>ÃÕÀiÃ°�/�iÃi���V�Õ`i`�
V��ÌÀ�LÕÌ���Ã�Ì��w�>�Vi�
"6���Ài�>Ìi`��i>�Ì��iÝ«i�`�ÌÕÀiÃ]�Ì��«À�VÕÀi�
medical supplies and to established specialize units in hospitals, to 
support affected business sectors (such as tourism), and unemployment 
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payments and direct cash transfers to low-income households. Indirect 
wÃV>�� �i>ÃÕÀiÃ� ��V�Õ`i`� >� }Õ>À>�Ìii`� Ài«>Þ�i�Ì� �iV�>��Ã�Ã� Ì��
affected enterprises, and off-budget funds to business in priority 
ÃiVÌ�ÀÃ°����iÌ>ÀÞ�>�`�w�>�V�>���i>ÃÕÀiÃ���V�Õ`i`�>�VÕÌ����Ì�i�
i�ÌÀ>��
	>����v�/Õ��Ã�>�«���VÞ�À>Ìi�LÞ�£ää�L>Ã�Ã�«���Ì�����>ÀV��ÓäÓä]�>�`�LÞ�xä�
in October 2020, as well as having banks defer repayments on loans 
from enterprises, and allowing banks to go beyond the maximum loan 
Ì��̀ i«�Ã�Ì�À>Ì��Ã����>``�Ì���]�Ì�i�
	/�ÌÀ>�ÃviÀÀi`�Ì�i�iµÕ�Û>�i�Ì�Ì��Ó°x¯�
�v���*�Ì��Ì�i�}�ÛiÀ��i�Ì�LÕ`}iÌ� ]� ��ÌiÀiÃÌ� vÀii�v�À�>�«iÀ��`��v�wÛi�
Þi>ÀÃ�­����
"6���*���VÞ�����Ì�À]�>�`�����ÓäÓ£�ƂÀÌ�V�i��6�-Ì>vv�,i«�ÀÌ�
�iLÀÕ>ÀÞ� ÓäÓ£°�

ƂÃ�>�ÀiÃÕ�Ì��v�Ì�iÃi��i>ÃÕÀiÃ�>�`�Ì�i�v>������Ì>Ý�ÀiÛi�ÕiÃ]�/Õ��Ã�>½Ã�wÃV>��
`iwV�Ì�>�`�«ÕL��V�`iLÌ���VÀi>Ãi`�Ã�>À«�Þ°�/�i�v�À�iÀ���VÀi>Ãi`�LÞ�Ç°{�
«iÀVi�Ì>}i�«���ÌÃ�Ì���i}>Ì�Ûi�££°x¯�V��«>Ài`�Ì��Óä£�]�>�`�Ì�i��>ÌiÀ�
��VÀi>Ãi`� LÞ� £x°n� «iÀVi�Ì>}i� «���ÌÃ� V��«>Ài`� Ì�� Óä£�°� /�i� ��ÃÃ�
�>���}�ÃÌ>Ìi�i�ÌiÀ«À�Ãi�ÃiVÌ�À�Ü�ÀÃi�i`�Ì�i�wÃV>��Ã�ÌÕ>Ì����̀ À>�>Ì�V>��Þ°�
���>``�Ì����Ã>�>À�iÃ�v�À�>����VÀi>Ãi��v�{ä¯�����i>�Ì��«iÀÃ���i����VÀi>Ãi`�
government expenditures on salaries; this only worsened the already 
large proportion of government spending dedicated to salaries, the 
latter being among the highest in the world.

ƂvÌiÀ��¯�V��ÌÀ>VÌ�������ÓäÓä]�}À�ÜÌ���Ã�Ìi�«�À>À��Þ�iÝ«iVÌi`�Ì��ÀiL�Õ�`�
Ì�� È¯� ��� ÓäÓ£� >Ã� Ì�i� «>�`i��V½Ã� ivviVÌÃ� >L>Ìi� ­7�À�`� 	>��� ÓäÓä}®°�
But, after this short-term uptick, growth is expected to return to a more 
ÃÕL`Õi`� ÌÀ>�iVÌ�ÀÞ�>Ì� >À�Õ�`�Ó¯]� ÀiyiVÌ��}�/Õ��Ã�>½Ã�Üi>�� ��ÛiÃÌ�i�Ì�
climate and slow structural transformation. In line with this, the current 
>VV�Õ�Ì� `iwV�Ì� �Ã� iÝ«iVÌi`� Ì�� ��«À�Ûi� >Ã� iÝ«�ÀÌ� ��`ÕÃÌÀ�iÃ� Li}��� Ì��
recover, but at a sluggish pace given persistent structural constraints 
>�`�«���Ì�V>��Õ�ViÀÌ>��ÌÞ°�/�i�wÃV>��`iwV�Ì��Ã�iÝ«iVÌi`�Ì����VÀi>Ãi�Ì��£Ó¯�
�v���*����ÓäÓä�>�`�`iV���i�}À>`Õ>��Þ�Ì��{°x¯�LÞ�ÓäÓÓ]�Ü�Ì��`�Ü�Ã�`i�
risks emanating from a growing public wage bill, which, according to 
Ì�i�7�À�`�	>��]�V>«ÌÕÀiÃ�£{¯��v���*�­7�À�`�	>���ÓäÓä}®°�ƂÌ�Ì�i�Ã>�i�
Ì��i]�`iLÌ�Ì����*��>Ã�À�Ãi��vÀ���ÇÓ¯����Óä£��Ì��nÇ¯����ÓäÓ£°

The outlook for reforms to support the recovery is challenging. 
Structural reforms to address SOE performance, increase market 
contestability and clamp down on corruption are evermore necessary, 
but will depend on the extent to which the new government, formed 
in September 2020, can garner consensus to implement the needed 
reforms in support a viable development strategy. 

/�i� }�ÛiÀ��i�Ì� v>ViÃ� v�ÕÀ� �>��À� V�>��i�}iÃ°� /�i� wÀÃÌ� ��� `i>���}�
with the direct impact of COVID, which is likely to continue to reduce 
iV�����V�>VÌ�Û�ÌÞ�>�`�`À>��� ÀiÃ�ÕÀViÃ� Ì��w}�Ì� Ì�i��i>�Ì��i�iÀ}i�VÞ�
until increased vaccinations can bring the pandemic under control. The 
second is to support the recovery. This includes supporting businesses 
negatively affected by the pandemic as well as increasing social 
protection for those who lost their jobs, were already unemployed, or 
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were underemployed in the informal sector. The third is developing 
a strategy for more inclusive and sustained growth. Inclusiveness is 
particularly important in the Tunisian context of the Jasmine Revolution 
which includes strong public reaction against inequality, poverty, and 
unemployment, all of which have been exacerbated by the pandemic, 
but which predate it. The fourth is to respond to the above challenges, 
Ü���i� ÀiÃÌ�À��}�wÃV>�� >�`�iÝÌiÀ�>�� ÃÕÃÌ>��>L���ÌÞ°

One of the main constraints in dealing with these challenges is the 
«���Ì�V>�� iV����Þ� �v� Àiv�À�� ��� ��}�Ì� �v� Ì�i� `�vwVÕ�ÌÞ� �v� Õ�`iÀÌ>���}�
reforms in a very fragmented and polarized social and political context. 
A second is the lack of a compelling development vision combined with 
some weaknesses in the implementation capability of the government, 
particularly as there has been increased frustration and increase lack of 
ÌÀÕÃÌ� ���}�ÛiÀ��i�Ì°�Ƃ�Ì��À`� ��V�Õ`iÃ�Ã��i�`�vwVÕ�Ì��>VÀ��>�`���VÀ��
�ÃÃÕiÃ°� "�� Ì�i��>VÀ�� Ã�`i]� Ì�i� V�Õ�ÌÀÞ� v>ViÃ� Ì�i� ��}�� wÃV>�� `iwV�Ì]�
high government debt, and low attractiveness to FDI; linked this 
is high perceived uncertainty. On the micro side, there are issues of 
low productivity and a low competitiveness. A critical dilemma is that 
Õ�`iÀÌ>���}� Ã��i��v� Ì�i� Àiv�À�Ã��iViÃÃ>ÀÞ� Ì��`i>��Ü�Ì�� Ì�i�`�vwVÕ�Ì�
economic constraints that run into the political economy constraint. In 
addition, to successfully weather the pandemic and to put the country 
back on a path to recovery, Tunisia will need to access international 
w�>�Vi]� ��Ì� �ÕÃÌ� ��>�Ã]� >�`�}À>�ÌÃ]� LÕÌ� >�Ã�� v�Ài�}�� ��ÛiÃÌ�i�Ì]� >�`�
Ì�iÃi�>Ài���Ì� ���i�Þ� Ì��Li� v�ÀÌ�V����}� ��� ÃÕvwV�i�Ì�Û��Õ�i� �v� Ì�iÀi� �Ã�
concern about the creditworthiness and stability of the country.

The list of areas for reform have been extensively outlined by outside 
advisors and include issues of domestic capture, lack of competition, 
«��À� }�ÛiÀ�>�Vi� �v� Ì�i� w�>�V�>�� ÃiVÌ�À]� `�ÃÌ�ÀÌ��}� ��Vi�Ì�ÛiÃ� v�À�
the agricultural sector based on a model of food security rather than 
competitive agriculture for export, and labor markets that discourage 
employment.x£ However, the over-riding constraints are institutional in 
nature, and many revolve around the role of the state. Below, we examine 
some areas that require attention for any reform agenda to succeed. In 
Part C, we deal more directly with the institutional and governance issues 
that appear to be the sine qua non for progress in Tunisia.

Key Elements for a Post COVID Strategy

Revising the Paradigm for the Role of the State
Tunisia needs to rethink the role of the state. The state should focus 
on the key areas of public goods, such as the overall economic and 

51. 5GG�p6JG�7PƂPKUJGF�4GXQNWVKQPq�
9QTNF�$CPM�������HQT�CP�GZVGPUKXG�TGXKGY�QH�RQNKE[�
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institutional regime, macro stability, the rule of law, effective public 
>`����ÃÌÀ>Ì���]� ivwV�i�Ì� «À�Û�Ã���� �v� «ÕL��V� ÃiÀÛ�ViÃ� ���i� i`ÕV>Ì���]�
�i>�Ì�]� Ã�V�>�� «À�ÌiVÌ���� >�`� ÃiVÕÀ�ÌÞ� >�`� Ì�i� ivwV�i�Ì� vÕ�VÌ�����}�
�v� v>VÌ�À� �>À�iÀÃ� ��V�Õ`��}� �>L�À� >�`� w�>�Vi°� �Ì� �ii`Ã� Ì�� ��VÀi>Ãi�
domestic competition to public and private monopolies, where new 
private entrants can provide goods and services at lower prices and can 
ÃÌ��Õ�>Ìi�����Û>Ì���°�/�i�ÃÌ>Ìi�Ã��Õ�`�`�ÛiÃÌ��ÌÃi�v��v���ivwV�i�Ì�ÃÌ>Ìi�
�Ü�i`� i�ÌiÀ«À�ÃiÃ� Ì�>Ì� >Ài� Li��}� �i«Ì� >y�>Ì� Ì�À�Õ}�� ÃÕLÃ�`�iÃ� >�`�
`�ÀiVÌi`�VÀi`�Ì]�VÀ�Ü`��}��ÕÌ���Ài�ivwV�i�Ì��iÜ�i�ÌÀ>�ÌÃ]�ÃÕV��>Ã�Ã�>���
>�`��i`�Õ��i�ÌiÀ«À�ÃiÃ°� �Ì�>�Ã���>Ã�Ì��Àiv�À���ÌÃ�ÃÌ�y��}�LÕÀi>ÕVÀ>VÞ�
to reduce the cost of doing business in order to attract new forms of 
investment. Without new external sources of productive capital, Tunisia’s 
i`ÕV>Ìi`�Þ�Õ�}�«�«Õ�>Ì����Ü����w�`���ÌÌ�i�i�«��Þ�i�Ì]�>�`��ÌÃ�«À�Û>Ìi�
ÃiVÌ�À�Ü����V��Ì��Õi�Ì��Li�`����>Ìi`�LÞ�Ài�Ì�Ãii���}�`����>�Ì�wÀ�Ã]�
crowding out new entrants that may be more innovative, more digitally 
savvy, and more capable of exporting services. Tunisia also needs to 
open up key service sectors like telecoms, logistics, and transport to 
the private sector in order to increase competition and improve the 
delivery of these services. 

Building on the Private Sector and SMEs
More generally, Tunisia has to attract and build on the private sector to 
create new, higher productivity jobs in order to deliver on its political 
and social promises. This is the reality of the situation, now made even 
more dire by the pandemic that has worsened the macro picture, which 
until recently, was a brighter spot than the rest of economy. This starts 
with providing greater support for small and medium enterprise (SMEs). 
-�
Ã� >VV�Õ�Ì� v�À� �ÕÃÌ� xn¯� �v� Ì�Ì>�� i�«��Þ�i�Ì� ­Óä£È®]� ��`�V>Ì��}�
Ì�>Ì� Ì�iÀi� >Ài� Ã��i� �>À}i� wÀ�Ã]� Ì�>Ì� >Ài� �>À}i� i�«��ÞiÀÃ°� /�i���ÃÌ�
ÀiVi�Ì�7�À�`�	>���
�ÌiÀ«À�Ãi�-ÕÀÛiÞÃ� ­Óä£��ÓäÓä®�w�`�Ì�>Ì�wÀ�Ã�Ãii�
Ì�i�À� Ì�Àii� L�}}iÃÌ� �LÃÌ>V�iÃ� >Ã� �>V�� �v� >VViÃÃ� Ì�� w�>�Vi� ­Î�°�¯®]�
V�ÀÀÕ«Ì����­£x°ä¯®]�>�`�«���Ì�V>����ÃÌ>L���ÌÞ�­££°x¯®°���Ài�ÛiÀ]�V��Ãi�Ì��
Îx¯��v�wÀ�Ã��`i�Ì�wi`�>����>`iµÕ>Ìi�Þ�i`ÕV>Ìi`�Ü�À�v�ÀVi�>Ã�>��>��À�
V��ÃÌÀ>��Ì]�ÀiyiVÌ��}�Ì�i��LÃiÀÛ>Ì���Ã���Ìi`�Li��Ü°�/�ÕÃ]�Ì�i�V�Õ�ÌÀÞ�
�>Ã�Ì����«À�Ûi�>VViÃÃ�Ì��w�>�Vi�v�À�«À�Û>Ìi�wÀ�Ã�>�`��i�«�v>V���Ì>Ìi�Ì�i�
`iÛi��«�i�Ì��v�>���Ài�Ã����i`�Ü�À��v�ÀViÆ�w�`� ��Vi�Ì�ÛiÃ�Ì��ÃÕ««�ÀÌ�
new private sector start-ups and redirect credit from SOE so the private 
ÃiVÌ�À�V>��y�ÕÀ�Ã�°

Expanding and Diversifying Trade
Although the share of merchandize exports to GDP in Tunisia is greater 
than that of other SEMCs it is still only in the fourth quintile in the 
global context and it is in the bottom quintile in share of service exports 
to GDP (Table 2.2). Six European countries take two-thirds of Tunisia’s 
exports. Two of the top ten merchandise exports at the 4-digit level are 
��ÃÕ�>Ìi`�Ü�ÀiÃ�>�`�i�iVÌÀ�V>��>««>À>ÌÕÃ� v�À�i�iVÌÀ�V>��V�ÀVÕ�ÌÃ� ­£x°{¯®]�
ÌÜ��>Ài�ÃÕ�ÌÃ�>�`�ÌÀ>V��ÃÕ�ÌÃ�­Ç°Î¯®]�ÌÜ��>Ài���Ì�À�Ûi��V�i�>�`�>�À«�>�i�
«>ÀÌÃ�­x°£¯®]�ÌÜ��>Ài�«iÌÀ��iÕ�����Ã� ­x°Ó¯®]�>�`�ÌÜ��>Ài����Ûi���� and 
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vÀÕ�ÌÃ�­È°n¯®°�/��Ã�«�VÌÕÀi�i«�Ì���âiÃ�Ì�i���Ü�Û>�Õi�>`ded nature of the 
export bundle. Shifting this export pattern will not occur without new 
trade partners who are willing to invest in higher value-added products. 
Progress on this front will require a shift in policy thinking, however, as 
is developed below.

/�iÀi� �>Ã� Lii�� ÃÕvwV�i�Ì� >�>�ÞÃ�Ã� �v� /Õ��Ã�>½Ã� «�Ìi�Ì�>�� V��«>À>Ì�Ûi�
advantages, whether using the RCA (Revealed Comparative Advantage) 
approach or the new product space approach pioneered by Hausmann 
and others, to identify areas such as textiles, leather, and footwear 
where wage advantages and relatively low skill requirements dominate. 
These sectors have promoted high growth rates in Indonesia in the 
past and in Cambodia today; however, these footloose industries 
gravitate to locales that offer the right set of factors. At the moment, 
government would have to invest in its EPZs to make them attractive 
without excessively subsidizing these activities and whilst improving 
linkages to the rest of the economy. This latter point means that the 
local private sector would have to be encouraged and be connected to 
these export activities in meaningful ways.

Other areas that hold some promise, if reforms can be mustered, are 
Ì�i� i�iVÌÀ���V� >ÃÃi�L�Þ� >Ài>]� Ü��V�� V�Õ�`� Li�iwÌ� vÀ��� «À�Ý���ÌÞ� Ì��

ÕÀ�«i>��w�>���>À�iÌÃ°�	ÕÌ�>}>��]�Ì��Ã�ÀiµÕ�ÀiÃ��>��À�ÃÌi«Ã����Ì�i�«>ÀÌ�
of government to get its house in order so that it can both attract these 
��`ÕÃÌÀ�iÃ� >�`� Ã�� Ì�>Ì� �Ì� V>���i}�Ì�>Ìi�Üi��� Ì���>Ý���âi�Li�iwÌÃ°�ƂÌ�
the moment, European and other investors are concentrated in energy 
and simple manufacturing and see little to be gained from shifting to 
new product lines. The way to import newer technology and to impart 
skills to the workforce is to attract higher value-added production from 
foreign investors, either traditional ones or newer ones from other parts 
of the world, namely, East Asia.

On the international trade policy front, Tunisia also has to renegotiate its 
trade agreement with the EU to include agriculture. It should also increase 
trade with its neighbor, Libya as there are many complementarities in 
their production structures. Another area worth investigating is new 
work-migration agreements with the EU. Although this is complicated, 
there should be scope for some creative policymaking with European 
partner countries to take advantage of younger, skilled workers. If the 
domestic environment improves, these expatriates will return with 
�iÜ�Þ�>VµÕ�Ài`�Ã����Ã�>�`�Ü�Ì��V���iVÌ���Ã�Ì���Ì�iÀ�wÀ�Ã�>�`���`ÕÃÌÀ�iÃ°

Attracting New FDI Requires Better Human Capital 
Ƃ�Ì��Õ}��Ì�i�ÃÌ�V���v�����Ì����*����/Õ��Ã�>��Ã�Ài�>Ì�Ûi�Þ���}��>Ì�ÇÈ¯]�
/Õ��Ã�>�V�Õ�`�Li�iwÌ�vÀ���>ÌÌÀ>VÌ��}���Ài�ÃÌÀ>Ìi}�V�����iÃ«iV�>��Þ���Ì��
manufacturing and elements of the digital economy. A major constraint 
is the large presence of SOE, high tariff and non-tariff barriers to imports 
of capital goods and components, and a large bureaucratic burden 
Ì�>Ì��Ã�Ã>�`�Ì��V�ÃÌ�Ì��Ãi�wÀ�Ã�Ì�>Ì�>Ài���Ì�Üi���V���iVÌed upwards of 96 97
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£Î¯��v�ÀiÛi�Õi°�/��Ã�V�Õ�`�V�>�}i�Ü�Ì��>��>��À��iÜ�ÃiÌ��v�«À��«À�Û>Ìi�
sector policies that could then attract some newer types of FDI. The 
agent of change, however, will be domestic reforms. 

In terms of human capital, there is a dichotomous situation with many 
Üi���µÕ>��wi`�Õ��ÛiÀÃ�ÌÞ��i>ÛiÀÃ�Ãii���}�i�«��Þ�i�Ì�>�`���Ì�w�`��}��Ì]�>�
bloated public service that does more damage than good, and average 
human indicators that are worrying. According to the World Bank’s Human 
Capital Index, Tunisia ranks in the middle of the pack of countries; however, 
`iÃ«�Ìi��>Û��}�>� Ì>À}iÌ��v�£ä�Þi>ÀÃ��v� ÃV������}� v�À� �ÌÃ�«�«Õ�>Ì���]� Ì�i�
>VÌÕ>��>`�ÕÃÌi`�Þi>ÀÃ��v��i>À���}��Ã�iµÕ�Û>�i�Ì�Ì��È°Î�Þi>ÀÃ��v�ÃV������}°�
In terms of attracting FDI for manufacturing, this is too low as compared 
Ü�Ì��Ì�i�*����««��iÃ�­n°Ó��i>À���}�>`�ÕÃÌi`�Þi>ÀÃ��v�ÃV������}®��À�6�iÌ�>��
­£ä°Ó��Ƃ9-®]�L�Ì��V�Õ�ÌÀ�iÃ�>�Ã��Li��}���ÜiÀ���``�i���V��i�V�Õ�ÌÀ�iÃ�LÞ�
virtue of per capita incomes. This dichotomy of poor human capital in the 
majority of the population and poor job prospects for those at the upper 
end epitomizes the frustrations and dysfunction of the labor market.

Acquiring Technology and Taking Advantage of the 
Potential Offered by Digital Technologies
To improve its productivity and competitiveness and to diversity its 
economy Tunisia also needs to strengthen it innovation capability not just 
to create and use new knowledge, but especially to make use of relevant 
knowledge that already exists and which it can acquire through imports 
of capital goods, components and parts, technology licensing and FDI.

It also needs to take advantage of the opportunities offered by the 
digital economy. The World Bank did a diagnostic of the digital economy 
in Tunisia and found that the country was not yet taking advantages of 
the many opportunities that it offered. Its main recommendations were 
the need to have coordination of all relevant activities across different 
sectors and public and private partners to develop and implement an 
ivviVÌ�Ûi�ÃÌÀ>Ìi}Þ�Ì��iÝ«���Ì�Ì�i�`�}�Ì>��iV����Þ°�-ii�	�Ý�x°È�v�À�`iÌ>��Ã�
on the assessment and the key recommendations.

Developing New Markets
	iV>ÕÃi��v�Ì�i�Ã�>���Ã�âi��v��ÌÃ�`��iÃÌ�V��>À�iÌ]��Ì��>Þ�Li�`�vwVÕ�Ì�v�À�
Tunisia to competitively develop many new competitive manufacturing 
industries that require scale. However, it has developed some 
specialized niches in manufacturing (e.g., exports of car and airplane 
parts and electrical cables) and may be able to develop more with 
more strategic FDI. These actions cannot happen in isolation and 
are intrinsically imbedded in the operations of the State. Building on 
existing comparative advantages in agriculture and tourism in a post-
pandemic world may also offer new opportunities.

Agriculture.�Ƃ}À�VÕ�ÌÕÀi� �Ã� À�Õ}��Þ�£ä¯��v��>Ì���>����*]�LÕÌ� Ì�iÀi� �Ã�
tremendous scope for increasing the productivity of the agricultural 
sector by eliminating wasteful and distorting subsidies. The World 
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Bank has argued that a) there is a difference between food security 
>�`�Ãi�v�ÃÕvwV�i�VÞ]�>�`�Ì�>Ì�>�Ã��vÌ�vÀ���`��iÃÌ�V>��Þ�V��ÃÕ�i`�VÀ�«Ã�
Ì�� iÝ«�ÀÌ>L�i� VÀ�«Ã� V�Õ�`� Þ�i�`� Ã�âi>L�i� iV�����V� Li�iwÌÃ]� L®� Ì�>Ì�
government intervention in the form of price supports, input subsidies, 
marketing boards, and protection against agricultural imports distorts 
what is produced to the detriment of the economy and its consumers, 
and c) that there is scope to increase agricultural exports to Europe 
and the region if land use was shifted to crops like citrus, tomatoes, 
and olive oil.52 Looking at the example of Uzbekistan, reforms that 
altered the way land use permits were allocated resulted in a shift out of 
wheat production and into exportable agricultural products to markets 
in the region and as far away as the Republic of Korea. To improve 
agricultural productivity, there is scope to use better technology and 
produce higher value crops, the focus of government policy needs 
to be export revenue, especially since its current interventions favor 
wealthier landowners rather than small farmers. 

Tunisia is not as constrained as some other countries in the region in 
arable land per capita, but it suffers from low availability of freshwater 
from domestic resources. Therefore, it needs to produce a reduced 
number of crops that require large amounts of water to those where it 
has a comparative advantage in and import more water intensive crops 
like cereals. For a discussion of the trade-offs involved in the use of 
water, see the Technical Paper attached to this report.

Tourism. Tourism has great potential in Tunisia. The travel and tourism 
��`ÕÃÌÀÞ� ÜiÀi� n°ä¯� �v� ��*� >�`� i�«��Þi`� Ç°{¯� �v� Ì�i� �>L�À� v�ÀVi�
before the pandemic. Tourist revenues have collapsed as there have 
i�ÃiÜ�iÀi�`Õi� Ì�� Ì�i�
"6���£�°�/�� Ài>VÌ�Û>Ìi� Ì�i�ÃiVÌ�À�/Õ��Ã�>�Ü����
have to strengthen health policies and security procedures, and improve 
other areas, particularly related to tourist infrastructure. Clearly social 
stability and governance issues also play a large role in the selection 
of tourist destinations as do local impediments related to the service 
sector. Government bureaucracy and challenges experienced in other 
areas of economic activity spill over into the tourist sector as well. A 
rethink of what the binding constraints are to greater exports of goods 
and services is perhaps a fruitful policy path.

Utilizing Local Skills to Expand the Service Sector
Why are there so few calls centers in Tunisia when the population has the 
advantage of speaking both Arabic and French, and where education 
among the young is not a barrier for many? According to past assessments 
that are still valid, the failure to allow for competition and the lack of 
liberalization of the sector has essentially kept services out of Tunisia and 
retarded the potential development an export-oriented service sector. Of 
V�ÕÀÃi]��>V���v�V��«iÌ�Ì����>�`�ivwV�i�VÞ����Ì�i�Ìi�iV��Ã�ÃiVÌ�À��>Þ�>�Ã��

98 99 52. World Bank (2014), Chapter 7.
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impede development of call centers; and restrictions in labor markets to 
protect professions will also limit the country’s attractiveness to outsiders. 
But if Tunisia is not open to services from abroad, it will not develop itself 
into a potential service exporter. It is for this reason that simply looking at 
Ì�i�̀ �}�Ì>��Ã«>Vi�Ü�Ì��ÕÌ�V��Ã�`iÀ��}�Ì�i�«���VÞ�i�Û�À���i�Ì��Ã���ÃÕvwV�i�Ì°

These are some prerequisites to take advantage of the opportunities 
offered by the digital economy. The World Bank carried out a diagnostic 
of the digital economy in Tunisia and found that the country was not taking 
ÃÕvwV�i�Ì�>`Û>�Ì>}i��v�iÝ�ÃÌ��}��««�ÀÌÕ��Ì�iÃ°��ÌÃ��>���ÀiV���i�`>Ì���Ã�
were the need to have coordination of all relevant activities across different 
sectors, including efforts of public and private partners, and to develop 
and implement an effective strategy to exploit opportunities in the digital 
iV����Þ�­Ãii�	�Ý�x°È�v�À�>�ÀiÛ�iÜ��v�/Õ��Ã�>½Ã�`�}�Ì>��ÃÌ>ÌÕÃ�>�`�>Ài>Ã�v�À�
positive action). It should be noted that many of the constraints mentioned 
with respect to the service sector apply equally in this context. Moreover, 
as in many areas of economic policy, these recommendations must be 
seen as part of a broader, more comprehensive program of reform that 
begins with the role of the state. To promote sectoral reforms, whether 
in the digital arena or elsewhere, government effort and public spending 
must be shifted from doing the unnecessary and the damaging to doing 
Ì�i��iViÃÃ>ÀÞ�>�`�Ì�i�Li�iwV�>�°

Tunisia: Findings and Recommendations  
for the Digital Sector 
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Improving Environmental Sustainability
Like some of its neighbors, Tunisia does very well in low CO2 emissions 
per capita and per unit of GDP, but that is because it is still not very 
��`ÕÃÌÀ�>��âi`°� ��ÜiÛiÀ]� �Ì� �>Ã� ��Ü� i�iÀ}Þ� ivwV�i�VÞ� >�`� >� ÛiÀÞ� ��Ü�
share of renewable energy in its energy basket. It is also relatively water 
ÃV>ÀVi�>�`��>Ã���Ü�Ü>ÌiÀ�ivwV�i�VÞ°�/�iÀiv�Ài]�Ì�iÀi��Ã�Ã�}��wV>�Ì�Ã«>Vi�
to improve its environmental sustainability. In addition, as it has ample 
solar energy, and the price of solar energy is decreasing rapidly through 
technological advance there are great opportunities to developing the 
green economy, which can be an important source of jobs.

Conclusions on Moving Forward 

What the pandemic has shown is that even Tunisia’s traditional strength, 
macroeconomic management, will be sorely tested as debt levels have 
À�Ãi��>�`�wÃV>��`iwV�ÌÃ��>Ûi�iÝ«��`i`°����>�V�Õ�ÌÀÞ�Ì�>Ì��>Ã�LiV��i�
accustomed to government employment and government subsidies, 
much of government spending has become even less affordable than 
before. A thorough review of expenditures, including the use of Public 
Expenditure Reviews (PERs) and metrics provided by exercises such 
as Public Expenditure and Financial Accountability (PEFA) need to 
accompany any development strategy rethink.

�>���}� Ì�i� iV����Þ� ��Ài� ivwV�i�Ì� �Ã� Ì�i� �ÛiÀ�À�`��}� V�>��i�}i°�
Reducing the state’s presence and removing the yoke that burdens the 
emergent private is a necessary policy goal. Improving competition 
by removing distortions that misallocate resources or allow for rent 
generation is another priority. It has often been argued that with vigorous 
domestic competition economies do not become globally competitive. 
The basic point is that before Tunisia can effectively engage the rest of 
Ì�i�Ü�À�`�Ü�Ì��>�Û�>L�i�`iÛi��«�i�Ì�ÃÌÀ>Ìi}Þ]��Ì��ÕÃÌ�wÀÃÌ�wÝ�Ì�i��>�Þ�
impediments that economic activity faces at home.

Based on our work and informed by an extremely useful policy 
consultation with Tunisian experts, we conclude that the political and 
societal gridlock that has existed in recent years has not abated, but 
that the pandemic has worsened many aspects of the economy. At 
Ì�i��>VÀ�iV�����V� �iÛi�]�Üi�Ãii�`�ÕL�i�`�}�Ì�wÃV>��`iwV�ÌÃ]�>�`iLÌ�
Ì����*�À>Ì���>L�Ûi��ä¯]�>�`�«iÀÃ�ÃÌi�Ì�`�Ü�}À>`iÃ�LÞ�VÀi`�Ì�À>Ì��}�
agencies. This latter point is extremely troubling given both the external 
borrowing requirements of the country and the general upward trend 
in global interest rates. After two failed IMF programs, the outlook for 
undertaking the necessary set of structural reforms is clouded by lack of 
political consensus, lack of vision, and vested interests. 

At the micro level, the situation isn’t much more optimistic as 
unemployment continues to plague households, encouraging outward 
migration of skilled professional, and even hastening outward-bound 
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investments to neighboring countries. Firms, especially smaller and 
Þ�Õ�}iÀ�wÀ�Ã]�Ì�>Ì�V�Õ�`�Li�Ì�i�i�}��iÃ��v���}�iÀ�«À�`ÕVÌ�Û�ÌÞ���LÃ�>�`�
more digitally connected activities have suffered disproportionately. 
/�iÞ� >Ài� VÀ�Ü`i`� �ÕÌ� �v� VÀi`�Ì� �>À�iÌÃ� >�`� iÃÌ>L��Ã�i`� wÀ�Ã� Ü�Ì��
market power and SOEs dominate the scene. Despite prospects in 
some manufacturing areas, post-pandemic, viable new growth engines 
are unlikely without a major change in the political landscape.

The policy consensus appears to be that the reasons why past reforms 
have failed still dominate and conventional approaches will not move 
the dial. So, what’s to be done? Of course, the status quo can continue, 
and it will result in continued economic and social deterioration. 

Alternatively, much in the spirit of countries attempting to rebuild 
their institutions, Tunisia also needs to revisit the role of the state and 
rebuild itself. There is no shortage of diagnostics as to what the state 
should not be doing; there is less advice on what a revamped role 
of the state might look like. One proposal for concrete action would 
be the formation of a high-level commission to promote reforms that 
could be spearheaded by a strengthened government. The goal of the 
commission would be to promote a new national dialogue to identify 
critical reforms that have to be undertaken, and get buy-in from the 
different stakeholders to implement. The commission would also need 
to reach out to the international community to for support. The positive 
element is that there is precedent for such a commission. 

The need to address its political and economic was recognized even 
LÞ�Ì�i���������ÌÃ��iLÀÕ>ÀÞ�ÓäÓ£�ƂÀÌ�V�i�{�
��ÃÕ�Ì>Ì���Ã�Ü�Ì��/Õ��Ã�>]����
light of Tunisia’s failure to implement the structural reforms outlined 
in two adjustment operations. It saw merit in setting up a nationally 
driven dialogue on a new development strategy and the key reforms 
necessary to achieve it. Building on the experiences of Tunisia’s National 
Dialogue Quartet in the years following the Jasmine Revolution, and the 
example of the New Development Strategy announced by neighboring 
��À�VV������>Þ�ÓäÓ£�>vÌiÀ�>��i>À�Þ�ÌÜ��Þi>À�V��ÃÕ�Ì>Ì����«À�ViÃÃ�­Ãii�
Box 5.2), Tunisia could set up a broad consultative dialogue to design 
a new development strategy. This should include key stakeholders in 
government, the private sector, and civil society to analyze the key 
constraints and opportunities for inclusive and sustainable development 
of the country. To involve Europe more centrally, consideration could 
be given to a joint Chair of the Commission from Europe, perhaps a 
former Head of State. 

Key elements of this national consultation are that it should be 
domestically driven, that it be broad and participatory involving central 
and regional government, the private sector, and civil society. It should 
include a clear assessment of binding constraints; it should identify 
what is blocking needed reforms (including vested interests; incentives; 
regime; market and public sector failures; legal and regulatory 102 103
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constraints to private sector development); and it should attempt to 
gain consensus on a package of immediate and longer-run actions to 
��«À�Ûi� Ì�i� ivwV�i�VÞ� �v� Ì�i� iV����Þ� >�`� Ài`ÕVi� Ì�i� ��iµÕ�Ì�iÃ� ���
society. To be effective, it should also include the commitment of the 
key stakeholders to implementing the reforms, which then revolves 
around the importance of political consensus. 

The reality is that the pandemic has simply served to reduce policy 
space and to make the urgency of reform efforts more apparent. There 
are many possible detailed recommendations that can be introduced 
by government, by well-meaning partners, and by international 
institutions; however, the country will need to move into the driver’s 
seat on reforms. The pandemic has shown that the role of government 
is essential, that international cooperation is a scarce commodity, and 
that pre-existing conditions (unemployment, inequality, and state 
capture) will only become worse in the absence of concerted policy 
effort to overcome these binding constraints. Developing this new 
strategy and reaching the necessary social compact described above 
will take time. The sooner the process starts, the better.
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Looking forward, there is a great potential for more regional and 
international integration and collaboration for the SEMCs. The 
pandemic has made it clear that cooperation across borders is 
essential to defeat the virus. But there are also many other areas 
where greater regional integration efforts as well as strengthened 
��ÌiÀ�>Ì���>�� V���>L�À>Ì���� V>�� V��ÌÀ�LÕÌi� Ã�}��wV>�Ì�Þ� Ì�� iV�����V�
development in the region. 

There are opportunities in particular for expanded regional integration 
�v� ÌÀ>`i� ��� }��`Ã� >�`� ÃiÀÛ�ViÃ° Currently the MENA region is one 
of the least integrated regions in the world (Arezki at al. 2020). The 
ÀiV��w}ÕÀ>Ì�����v�}��L>��Û>�Õi�V�>��Ã��vviÀÃ��««�ÀÌÕ��Ì�iÃ�v�À���VÀi>Ãi`�
sourcing for companies supplying the EU from Southern and Eastern 
Mediterranean countries. Greater liberalization of trade in goods and 
services could be built on existing regional trade agreements between 
countries in the sub-region and into bilateral agreements between the 
EU and countries of interest.xÎ

Trade, Foreign Investment, Security, and Finance

A recent study of six Euro-MED free trade agreements (FTAs) that 
were signed with Algeria, Egypt, Jordan, Lebanon, Morocco, and 
/Õ��Ã�>�LiÌÜii��£��x�>�`�ÓääÓ�V��V�Õ`i`�Ì�>Ì�Ü���i�Ì�i�>}Àii�i�ÌÃ�
had helped to increase trade, they had not accomplished as much 
as planned because they (a) focused too narrowly on reducing tariff 
barriers of product trade, (b) had not included agricultural products, 
and (c) had not been accompanied by intra-SEMCs tariff reductions. 
In addition to the costs that tariffs impose on GVCs, the majority 
of costs are due to the indirect burdens of non-tariff measures, 
procedures, logistics, other trade supporting services, the business 
environment and other regulatory barriers, and availability and use of 
ICT services. The recommendations of the report are that all parties 
to such agreements should reduce non-tariff barriers; improve the 
business environment; extend the coverage of trade agreements to 
include agriculture, services, and FDI and intellectual property; support 
women’s empowerment to allow them to take full advantage of trade 
liberalization; and pay more attention to the implications of trade for 
ÃÕÃÌ>��>L�i� `iÛi��«�i�Ì� ­

",9-]� 
Ƃ-
]� >�`� �
��-
]� ÓäÓ£®°

Commitments to well-structured regional trade agreements can help to 
drive the domestic reform agenda and can help promote liberalization 
and competition. Trade liberalization needs to be beyond tariff and 
non-tariff reductions to sectoral reforms including the removal of 

53. For more detailed recommendations on how greater Mediterranean integration can be 
achieved through international collaboration see CMI (2020).
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burdensome constraints on private sector development, as well as 
investments in infrastructure and logistics. In addition, to increase the 
ÃV�«i� �v� «�Ìi�Ì�>�� Li�iwÌÃ]� ��LiÀ>��â>Ì���� V>�� Li� V��«�i�i�Ìi`� LÞ�
temporary income support and retraining for workers affected by the 
reforms. Those countries in Europe with experience in the design and 
��«�i�i�Ì>Ì���� �v� yiÝ�ÃiVÕÀ�ÌÞ� «À�}À>�Ã� Ã��Õ�`� Li� V>��i`� Õ«��� Ì��
provide advice. Regional agreements can be stepping-stones to broader 
trade liberalization and assuming that protectionist forces subside and 
there is a stronger move towards a more open global trading system, 
Ì�iÞ�V>��ÃÌ����}i�iÀ>Ìi��>À}i��>Ì���>��Li�iwÌÃ�­
���ÓäÓä®°

��Ài�}�� `�ÀiVÌ� ��ÛiÃÌ�i�Ì° A larger, more integrated market would 
be a strong incentive for foreign investors since it would provide 
opportunities for specialization, greater economies of scale, and larger 
local and reachable foreign markets. Countries such as Morocco and 
Tunisia are well positioned between the EU and Sub-Saharan Africa 
to act as gateways to Sub-Saharan Africa. New foreign investors 
seeking to enter the AfCFTA may well consider SEMCs as a bridge 
between Europe and expanding Sub-Saharan markets. However, to 
attract foreign investors there needs to be more than greater market 
integration. Countries seeking more foreign investment also have to 
improve their investment climate, infrastructure and trade logistics, 
education and skills; and to provide greater clarity of policy.

-iVÕÀ�ÌÞ is a critical issue for Mediterranean countries. Real and perceived 
regional instability dampens domestic as well as foreign investment. In 
a region rife with rivalries and strife, investing in stable economies can 
be in everyone’s geo-political interests. Countries that have shown their 
ability to weather changes and achieve socio-political consensus have 
the potential to anchor economic stability and international cooperation. 

On w�>�Vi there is scope for liberalizing and harmonizing rules and 
regulations regarding FDI, portfolio investment, and the provision of a 
`�}�Ì>��w�>�Vi�>�`�«>Þ�i�ÌÃ�ÃÞÃÌi��LÞ���ÃÌ�ÌÕÌ���Ã��Ì�iÀ�Ì�>��L>��Ã°�
/�i� �>ÌÌiÀ� �Ã� ��«�ÀÌ>�Ì� v�À� ��«À�Û��}� w�>�V�>�� ��V�ÕÃ���� v�À� «��ÀiÀ]�
marginalized populations that are not served by banks. There is also 
ÃV�«i�v�À�VÀi>Ì��}�Ài}���>��Ûi�ÌÕÀi�V>«�Ì>��vÕ�`Ã�Ì���i�«�w�>�Vi��iÜ�
technology start-ups, including digital start-ups. Obtaining state-to-
state advice from those who have tackled these challenges can be 
useful. Chile is a country that has invested heavily in this area. It also 
has managed to integrate well into the global economy, signing a 
record number of FTAs in order to overcome its geographic isolation 
and commodity-dependence.

Health, Education, and Migration

In �i>�Ì� there is much that can be done. Since the virus knows no 
borders, it is critical to cooperate on measures to control its spread. 
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This includes agreements across countries on testing and requirements 
for international travel as well as for international cargos. It includes EU 
countries helping SEMCs get access to personal protective equipment, 
vaccines, and treatment medications. This can take the form of increased 
provision of essential supplies by countries that have production 
capability. The faster this type of assistance can be forthcoming, the 
quicker the economic recovery. This may well be the time to frontload 
assistance in the health and health-related sectors. 

Consideration should also be given to strengthening the health 
sector in SEMCs more generally since it is unlikely that this is the last 
pandemic countries will experience. For this reason, strengthening 
the drug making capacity of SEMCs, including capacity for producing 
Û>VV��iÃ�Ì��w}�Ì�«>�`i��VÃ�Ã��Õ�`�Li�>��i`�Õ��ÌiÀ��}�>�°����>``�Ì���]�
an important opportunity to exploit is to use digital technologies to 
improve the reach and effectiveness of health systems by developing 
digital health portals as well as integrating health service front line 
«À�Û�`iÀÃ� Ü�Ì�� �i>�Ì�� ÃÕ««��iÀÃ� >�`� ÕÃiÀÃ� ­Ãii� 	>Ã��À]� ÓäÓ£]� v�À� Ì�i�
«�Ìi�Ì�>��v�À�Ì��Ã�Ì����«À�Ûi�Ì�i�ivwV�i�VÞ�>�`�Ài>V���v��i>�Ì��ÃÞÃÌi�Ã�
in developing countries.) This is a fruitful area for global collaboration 
to share innovations and learn from the experience of countries in 
different settings.

In education there is huge scope for collaboration in improving 
educational practices, curriculum reform, and educational outcomes. 
Too much attention is devoted to inputs and too little to actual results 
in terms of acquired skills. There is also scope not only for greater 
international student exchange, and greater internationalization 
of the curriculum (World Bank 2020f), but also for the use of ICT 
for providing education across borders. There is also scope for 
partnerships for skill upgrading, particularly between Southern 
Mediterranean countries and companies from EU countries that need 
Ü�À�iÀÃ� Ü�Ì�� Ã«iV�wV� Ã����Ã°� /Ü�����}� >ÀÀ>�}i�i�ÌÃ� Ì�>Ì� LÀ�`}i� Ì�i�
divide between formal and vocational training need to be bolstered 
and acquisition of practical digital skills enhanced. Concrete steps by 

ÕÀ�«i>��«>ÀÌ�iÀÃ�V>��«À�Û�`i��ÕÌÕ>��Þ�Li�iwV�>��}>��Ã����Û�V>Ì���>��
and related training as we have seen in the case of Korea’s Meister 
High Schools, where business demands for skilled technicians links 
education to the labor market.54

Migration is another area where there is scope for greater international 
cooperation beyond policies to deal with refugees and asylum 
Ãii�iÀÃ� >�`� v>���Þ� ÀiÕ��wV>Ì���°� ��ÃÌ� 
1� V�Õ�ÌÀ�iÃ� �>Ûi� Ã�À�����}�
populations, while most SEMCs have rapidly growing populations. 

54. 5GG�,W�*Q�.GG��/GKUVGT�5EJQQNU�KP�5QWVJ�-QTGC�
������
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In addition, a large share of migration into the EU comes from the 
latter (particularly Syria) or from those transiting through SEMCs from 
Sub-Saharan Africa. Therefore, there is a strong interest for European 
countries to help deal with the root causes of migration as well as to 
take advantage of the positive potential of migration. The European 
Union Emergency Trust Fund for Stability addresses some of the root 
causes of irregular migration and displaced persons in Africa through 
its four objectives of creating employment opportunities in African 
countries, strengthening resilience, improving migration management, 
>�`���«À�Û��}�}�ÛiÀ�>�Vi�>�`�V��y�VÌ�«ÀiÛi�Ì���°�7���i�Ì��Ã�>�ÃÌi«����
the right direction, more has to be done to open pathways for regular 
migration. 

As many studies have shown, migration is an important source of 
remittances, knowledge and business networks which are important 
V��ÌÀ�LÕÌ�ÀÃ�Ì��`iÛi��«�i�Ì�­�"��ÓäÓ£®°�/�ÕÃ]���Ài��>Ã�Ì��Li�`��i�
Ì����«À�Ûi�Ài}Õ�>À���}À>Ì����y�ÜÃ�Ì�>Ì�V>��Li�Li�iwV�>��Ì��L�Ì���À�}���
and home countries. This includes agreements for economic migration 
Ü��V��V>��Li�iwÌ�L�Ì�����i�>�`���ÃÌ�V�Õ�ÌÀ�iÃ]�Ìi�«�À>ÀÞ���}À>Ì���]�
circular migration, policies to support integration of migrants in host 
countries, policies and mechanisms to reduce the cost of sending 
remittances, portability of pensions, policies to make more effective 
use of Diasporas, policies to prepare persons for emigration as well as 
to assimilate returning migrants. Most of these policies apply not only 
to emigrants from SEMCs to Europe (including migrants in transit from 
other countries) but also to immigrants from other countries in Africa 
and MENA into SEMCs. In addition, there is need for improving the 
quality of migration data as well as more research on the causes and 
effects of migration on home and host countries, and the effectiveness 
of different policies affecting migration, either directly or indirectly.

An overarching concern is to help SEMCs to implement successful 
development strategies. Much of this report aims to discover new 
paths for sustainable and more equitable development. There are 
various ways in which European countries can help foster this process. 
To increase worker productivity and the contributions of SEMC workers 
to their economies, they can do more to help prepare, empower, and 
develop skilled labor in SEMCs while also skilling potential migrants by 
helping to strengthen the educational and training systems in SEMCs. 
/��Ã� V>�� >�Ã�� ��V�Õ`i� ÌÀ>����}� «À�}À>�Ã� w�>�Vi`� LÞ� 
ÕÀ�«i>�� wÀ�Ã�
���-
�
Ã]�ÃÌÀÕVÌÕÀi`�iÝV�>�}iÃ]�ViÀÌ�wV>Ì����«À�}À>�Ã�ÀÕ������Ì�Þ�LÞ�
northern and southern educational institutions, language instruction, 
and digital programs. The advent of distance education and remote 
learning makes this both affordable and feasible.

Another important area than can be developed further is supporting 
virtual migration through ICT-enabled services. For this, there needs 
to be investments in SEMCs to increase investments in the ICT 
��vÀ>ÃÌÀÕVÌÕÀi]� `�}�Ì>�� Ã����Ã]� >�`� w�>�Vi� v�À� `�}�Ì>��iV���my-based 

Part 6      Regional Integration and International Collaboration

108 109



start-ups and an update of the domestic regulatory regime, all areas 
where EU countries can help. However, both SEMCs and European 
countries have to reduce restrictions on cross-border digital services. 
While comparative data on trade restrictions in digital services are not 
readily available for Southern Mediterranean countries, OECD data on 
restrictions on trade in digital services show that there is high variance 
among countries. Further analytic work by the EU and other relevant 
organs is advisable.

Digital Economy, and Research and Innovation

On the digital economy there are four distinct areas for regional and 
international cooperation: 

/�i� wÀÃÌ� �Ã� Ài}���>�� V��«iÀ>Ì���� v�À� �
/� ��vÀ>ÃÌÀÕVÌÕÀi� >�`� �
/�
services. Cross-country agreements covering these investments are 
important for reducing costs and achieving economies of scale from 
�>À}iÀ��>À�iÌÃ� v�À� ��ÛiÃÌ�i�ÌÃ� ��� ��vÀ>ÃÌÀÕVÌÕÀi]� ÃÕV�� >Ã� wLiÀ� �«Ì�V�
cables and internet exchange points, as well as cross-border provision 
of roaming services.

A second area of cooperation is greater digital trade facilitation 
within future trade agreements. Most regional trade agreements now 
include digital trade facilitation measures to reduce trade costs. These 
include online registration of trade documentation, the creation of 
electronic single windows to reduce processing time, and paperless 
VÀ�ÃÃ�L�À`iÀ�ÌÀ>`��}�ÃÞÃÌi�Ã�­7�À�`�	>���ÓäÓä�]�«°�£ÎnÆ�ƂÀiâ���iÌ�>�°�
ÓäÓä]�«°�ÈÈ®°

The third area of cooperation is trade in digital services. This includes 
measures related to information and communication infrastructure 
as it relates to trade in digital services. Here we are speaking of 
interconnections among digital networks, measures blocking or 
limiting digital communication services, and measures that affect 
V���iVÌ�Û�ÌÞ]�ÃÕV��>Ã�`>Ì>�y�ÜÃ�>�`���V>��â>Ì����ÀiµÕ�Ài�i�ÌÃ�v�À�`>Ì>�
storage. This area also includes discriminatory measures affecting 
electronic transactions such as granting e-commerce licenses, 
recognition of electronic signatures, and electronic payments. The 
EU began development of a single market in many of these digital 
ÃiÀÛ�ViÃ� ���Óä£x�>�`��>Ã� >�Ài>`Þ�>V��iÛi`�V��Ã�`iÀ>L�i� ��Ìi}À>Ì����
­	�Ý�È°£®°�-�ÕÌ�iÀ���i`�ÌiÀÀ>�i>��V�Õ�ÌÀ�iÃ�ÃÕV��>Ã�
}Þ«Ì]���À�VV�]�
and Tunisia are participating in efforts by the African Union to achieve 
Ã����>À�̀ �}�Ì>���>À�iÌ���Ìi}À>Ì����­�
��-
�Óä£�®°� i}�Ì�>Ì���Ã����Ã��i�
of these issues and a Pan-African Pwayment and Settlement System 
>Ài� ÃV�i`Õ�i`� v�À� �i}�Ì�>Ì���Ã� ÃÌ>ÀÌ��}� ��� ÓäÓ£� ­Ƃ1
É"

�� ÓäÓ£]�
«°�xn®°�/�iÃi�V�Õ�ÌÀ�iÃ�Ã��Õ�`�>�Ã��V��Ã�`iÀ�iÝÌi�`��}���ÌiÀ�>Ì���>��
agreement to countries in the Levant as well as developing agreements 
with the EU.
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Development of the Digital Single Market in the EU
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Box 6.1

The fourth area of cooperation is a complex set of issues that include 
digital taxation, digital security, privacy, personal data protection, and 
VÀ�ÃÃ�L�À`iÀ�̀ >Ì>�y�ÜÃ°�
ÕÀÀi�Ì�Þ�Ì�iÀi�>Ài�V��«iÌ��}�«iÀÃ«iVÌ�ÛiÃ�>�`�
approaches to these issues among countries as well as globally between 
regions. An important subset of trade in digital services, important 
in the context of virtual migration, is restrictions on digitally enabled 
professional services such as accounting and auditing, architecture, 
engineering, legal services, educational services, and data analytics. 
These kinds of restrictions raise costs and impede competition.

In ÀiÃi>ÀV�� >�`� ����Û>Ì��� there are many opportunities for 
collaboration across Southern Mediterranean countries as well as 
between them and the EU. These opportunities may perhaps be clearer 
in the areas of agriculture, and environment, although they also exist 
for industry and services as well. The rationale for more cooperation in 
agriculture and environment stems from the fact that many SEMCs face 
common challenges of water scarcity and dry climates, and excessive 
reliance on fossil fuel energy. Thus, there is scope for cooperation on 
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��Ài�Ü>ÌiÀ�ivwV�i�Ì� >}À�VÕ�ÌÕÀ>��`iÃ>���>Ì���]�Ü>ÃÌi�Ü>ÌiÀ� ÌÀi>Ì�i�Ì]�
and renewable energy technologies. Good examples of efforts in 
this direction are the partnerships among research institutions in the 
�i`�ÌiÀÀ>�i>�� >�`� LiÌÜii�� Ì�i�� >�`� LiÞ��`� ­	�Ý� È°Ó°®

Environment and Green Energy

Besides the traditional areas of trade and foreign direct investment 
and infrastructure and education, there is also strong potential for 
collaboration on the environment. This includes not only greater 
North-South environmental integration on green energy, but also on 
controlling pollution into the Mediterranean from countries on both 
shores, as well as on other actions to deal with negative regional 
externalities for the environment. Climate change concerns are by their 
very nature cross-border issues. 

In light of global commitments and the pivotal role being played 
by European countries, one of the most promising untapped areas 
for cooperation is the potential of new clean and renewable energy. 
/�i� Li�iwÌÃ� Ü�Õ�`� ��V�Õ`i� Ì��Ãi� V>«ÌÕÀi`� LÞ� ÀiÃ«iVÌ�Ûi� V�Õ�ÌÀ�iÃ�
>Ã� Üi��� >Ã� LÞ� Ì�i� }��L>�� V�����Ã°� -��Vi� Ì�i� Li}�����}� �v� Ì�i� Ó£st 
century, there have been initiatives aimed at North-South clean energy 
��Ìi}À>Ì���� ÃÕV��>Ã� Ì�i�Óään��i`�ÌiÀÀ>�i>��-��>À�*�>�55 which have 
«À�`ÕVi`�Li�iwÌÃ�LÕÌ��>À}i�Þ�Þ�i�`i`���Ài�Ì>����}�«���ÌÃ�Ì�>��ÀiÃÕ�ÌÃ°�
Ƃ�Ì��Õ}�� �Ì½Ã� �>À`� Ì�� Ã«��� Ì�i� 
"6���£�� VÀ�Ã�Ã� >Ã� >� «�Ã�Ì�Ûi]� �Ì� �>Ã�
provided an opportunity for both mature and emerging markets to 
bolster investment in renewable energy. This investment will not only 
help their economic recovery, but could also establish the sector as a 
prominent source of growth for years to come. It is hard to imagine the 
architects of the European Green DealxÈ foresaw what was coming in 
2020, but the aims set out under its mandate could serve to support 
both North-South growth, further strengthen synergies in sustainability, 
and ultimately produce positive environmental impacts. Beyond the 
Li�iwÌÃ� Ài�>Ìi`� Ì�� Ì�i�«À��À�«���ÌÃ]�º�Àii���i>����«���>VÞ»�V�Õ�`�
also aid host-country economic development and mitigate push 
factors for migrationxÇ Encouraging examples do exist and now is 
the time to double down on creating these interdependencies, which 
will require leadership at the highest level from both Europe and its 
Southern partners. 

55. JVVRU���CHTKEC�GW�RCTVPGTUJKR�QTI�GP�UWEEGUU�UVQTKGU�OGFKVGTTCPGCP�UQNCT�RNCP�NKPMU�PQTVJ�
CHTKEC�GWTQRG
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Box 6.2

Partnership with the Mediterranean and 
CGIAR Research Networks and the National 
Stakeholders
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Among other things, the European Green Deal aims to achieve carbon 
neutrality by 2050 and strengthen the European Union’s position as a 
global leader in sustainability.xn With regard to the latter, the decree 
explicitly states the EU is “envisioning a number of strong environment, 
energy and climate partnerships with the Southern Neighborhood.” 
Given its high demand and lack of natural resources, Europe has relied 
on fossil fuel energy from the Southern Mediterranean for decades. 
In some regard, the region is arguably better suited for renewable 
developments given the high quantities of sunlight and wind. Morocco 
and Tunisia currently have large renewable projects with heavy European 
��Û��Ûi�i�Ì�­Ãii�	�Ý�x°Î����Ì�i� ��À�"Õ>Àâ>â>Ìi�
-*]�>�`�	�Ý�x°{����
Tanger Med) that are integrating value chains and positively contributing 
to sustainable growth. Nevertheless, despite their geographic 
advantage, the Noor Ouarzazate CSP complex is a perfect example of 
the geopolitical competition taking place, as a Chinese SOE was heavily 
involved in phases II and III. EU trade still dwarfs that of China, with 
Ì�Ì>��Û��Õ�i�>««À�Ý��>Ìi�Þ�Ç°x�>�`�£Ó�Ì��iÃ��>À}iÀ�Ü�Ì����À�VV��>�`�
Tunisia respectively; however, it is fair to say that, if Europe does not 
w���Ì�i���ÛiÃÌ�i�Ì�Û>VÕÕ���Ì�iÀÃ�Ü���°59 These synergies are not limited 
to the two countries above and can be expanded to Egypt (electricity 
grid integration) and Jordan (green hydrogen), among other Southern 
neighbors. The European Fund for Sustainable Development Plus 
­
�-�³®]� Ü�Ì�� �i>À�Þ� åÎä� L������� LÕ`}iÌi`� v�À� V���>Ìi� `iÛi��«�i�ÌÃ�
­Îä¯��v�Ì�Ì>��LÕ`}iÌ®]��Ã�V����}������i����ÓäÓ£�>�`�V�Õ�`�}��>����}�Ü>Þ�
to incentivize investment into the Southern Mediterranean.Èä

Another high-growth clean energy segment garnering attention is 
green hydrogen, with the 2020 agreement between Germany and 
Morocco as a concrete example. Germany intends to invest €9 billion 
in clean fuel advancement and €2 billion will be funneled into foreign 

58. JVVRU���GWT�NGZ�GWTQRC�GW�NGICN�EQPVGPV�'0�
TXT/?qid=1588580774040&uri=CELEX:52019DC0640

59.�JVVRU���GEHT�GW�RWDNKECVKQP�RQYGT�UWTIG�JQY�VJG�GWTQRGCP�ITGGP�FGCN�ECP�UWEEGGF�KP�
morocco-and-tunisia/
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projects. Two such developments currently underway are the Moroccan 
Solar Energy Agency’s “Power-to-X” project and the corresponding 
research platform through the Institute for Research in Solar Energy 
and New Energy for knowledge transfer.È£ Although Morocco currently 
holds a comparative advantage for these developments given a sizable 
portion of its power generation comes from renewable sources, other 
Ài}���>��«iiÀÃ�V�Õ�`�v����Ü�ÃÕ�Ì°������iÃiÀÌ�
�iÀ}Þ]�>����«À�wÌ�v�VÕÃi`�
on improving market conditions for clean energy across MENA, has 
published extensive research on the potential for green hydrogen 
across North Africa.ÈÓ Finally, based on the fact green hydrogen is 
capable of being transported through existing gas pipelines (Maghreb-
Europe Gas Pipeline, Trans-Mediterranean Pipeline, etc.), this type 
of repurposing of existing infrastructure currently in place is an ideal 
multipurpose solution for the region.ÈÎ

Harmonizing sustainability frameworks and clean energy developments 
will not only help hit climate targets but also improve North-South 
integration. Renewable energy projects have been and will continue 
to support job creation and economic growth on both sides of the 
Mediterranean. Furthering these interdependencies is of critical 
importance for economic development, combating climate change, 
and geopolitical considerations. Now is the time to expand and 
formalize many of the existing partnerships currently in place between 
the Northern and Southern Mediterranean. 

Finally, there is a strong rationale for broader and deeper greater 
Ài}���>�� �ÀÌ��-�ÕÌ�� ��Ìi}À>Ì���. This is particularly relevant now in 
the context of greater uncertainty and great power competition. There 
is a strong rationale for a stronger EU, MENA, and Sub-Saharan regional 
bloc makes sense (Arezki et al. 2020). The EU has a comparative 
>`Û>�Ì>}i����ÌiV�����}Þ�>�`�w�>�Vi]�LÕÌ� �Ã�V��ÃÌÀ>��i`�LÞ�>�À>«�`�Þ�
ageing population. MENA and Sub-Saharan Africa have natural 
resources and rapidly growing populations. There is also a strong link 
through migration, especially to Southern EU countries and Turkey. 
Most of the migrants that come to these countries are from MENA and 
-ÕL�->�>À>�� ƂvÀ�V>°� ��ÃÌ�À�V>��Þ� Ì�i� y�Ü� �v���}À>�ÌÃ� ��VÀi>ÃiÃ� Ü�i��
economic conditions or security issues deteriorate in the latter regions, 
and this will likely resume in the aftermath of the pandemic. Thus, 
there is also a strong strategic interest for the EU to support greater 
development in MENA and Sub-Saharan Africa. MENA can also play an 
important intermediary role. 
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The Pre-Pandemic Context Shapes the Landscape

Many countries of interest in this review shared a number of important 
characteristics and similar binding constraints to growth. These have already 
been highlighted elsewhere;È{ however, what is striking is that there are 
major similarities in the development strategies that were being proposed 
pre-pandemic. Looking at development plans for Egypt, Morocco, and 
Tunisia, and the proposed approaches designed by the EBRD, for example, 
one sees a major focus on the fostering of SMEs as future growth drivers.Èx�

All countries attempted to improve the productivity of their manufacturing 
sectors; they were concerned about the lack of credit access (and related 
issues of collateral) within the context of imperfect business environments, 
and hoped for improvements in competitiveness and greater connectivity 
to global value chains. At the same time, the countries of interest, here 
including Jordan and Algeria, had aspirational goals of improving the 
quality of human capital, the employability of young and female workers, 
and the improved provision of skills. 

The pandemic has not changed these priorities. If anything, it has made 
these goals all the more crucial as employment levels that were already 
Üi>���>Ûi�LiV��i�Üi>�iÀ� ÞiÌ]� >VViÃÃ� Ì�� VÀi`�Ì�LÞ�yi`}���}�«À�Û>Ìi�
sectors has been more constrained as public borrowing has crowded 
Ì�i���ÕÌ� vÕÀÌ�iÀ]�>�`�wÃV>��«ÀiÃÃÕÀiÃ��>Ûi��>`i� �Ì���Ài�`�vwVÕ�Ì� v�À�
governments to undertake new programs of skills acquisition. The 
dominance of state-owned enterprises and presence of a few large 
��`ÕÃÌÀ�>��wÀ�Ã��>Ã��i>�Ì�Ì�>Ì�Ì�i�>����v�-�
�`iÛi��«�i�Ì��Ã�Li��}�
short-circuited and that many goals that were hard to attain pre-
pandemic are now even tougher to achieve today.

-«iV�wV>��Þ]����Ì�i�V>Ãi��v�Egypt, where SMEs face limits on available 
credit, and where collateral issues dominate, it will require a major 
reform program to both re-allocate resources to SMEs and to take a 
���}]��>À`� �����>Ì� Ì�i�ivwV�i�VÞ�>�`�«À�`ÕVÌ�Û�ÌÞ��v�-"
Ã�>�`��Ì�iÀ�
}�ÛiÀ��i�Ì�����i`�wÀ�Ã°�/��v�ÃÌiÀ��>Ì���>��̀ iÛi��«�i�Ì�}�>�Ã]�Ì�iÀi��Ã�
a large agenda to be tackled. Moreover, domestic value chain creation 
is slowed down by a weak contractual environment, informality, poor 
safety and quality standards, and a general dearth of required skills 
and capital.ÈÈ One way in which these interwoven set of constraints 
can be broken is through a concerted FDI strategy and accompanying 
governance gains in the business environment that enhance the ability of 
the private sector to become competitive and reduces the role of SOEs.

In the case of Morocco, the EBRD notes that better protection for the foreign 
investor and improvements in an unconducive business environment are 

64. See CMI (2020) and World Bank (2020e).
65. See EBRD reports at https://www.ebrd.com/. 
66. See Egypt’s EBRD country strategy:  
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necessary conditions to attempt to realize gains in entrepreneurship. Many 
�ÕÀ`�iÃ� ��«i`i�«À�Û>Ìi�ÃiVÌ�À�`iÛi��«�i�Ì]�>�`�>VViÃÃ� Ì��w�>�Vi� �Ã�>�
binding constraint for SMEs and others, limiting their ability to connect 
to GVCs.ÈÇ Looking at Tunisia, one sees again that poor infrastructure, a 
ÃÌ>Ìi�`����>Ìi`�w�>�V�>��ÃiVÌ�À�Ü�Ì���>À}i� *�Ã]�>�`���Ü��iÛi�Ã��v�w�>�V�>��
inclusion add to the common themes of skills needs and upgrading the 
business environment to attract the right kind of FDI.Èn

We can add the unique circumstances of Algeria, where in addition 
Ì��i�iÀ}Þ�`�ÛiÀÃ�wV>Ì����>�`�ÌÀ>�Ãv�À�>Ì���]�Ì�i�}�>�Ã����iÜ�Ãi���V�Õ`i�
industrialization, improved competitiveness, and the building of value 
chains in addition to changes in governance.È� Last, we can note 
that in the case of Jordan, very similar goals of SME growth, greater 
integration in regional value chains, increased private sector and capital 
market development, and enhanced skills are basic elements for viable 
development strategies.Çä Lebanon is of course a special case, where 
Ì�i��>VÀ��w�>�V�>�� VÀ�Ã�Ã���Ü�`����>ÌiÃ�>�`�Ü�iÀi� Ì�i� ��ÃÌ>L���ÌÞ��v�
the political situation makes medium-term planning more distant.

The basic message is that the goals of the relevant SEMCs are broadly 
similar, the constraints are common, and the outlook was daunting pre-
pandemic. There are nuances of course that make each country different, 
particularly when it comes to issues of governance. These differences 
indicate that some will be better able to undertake reforms and embrace 
newer strategies than others. That said, it is not an understatement to 
ÀiyiVÌ���� Ì�i�L>Ã�V�Õ��v�À��ÌÞ��v�Û�iÜÃ��v� Ì�i�7�À�`�	>��]� Ì�i�
	,�]�
and other donors, and the fact that country performance has in many 
cases fallen short of country aspirations. Realism dictates, therefore, 
examination of the post-pandemic outlook and consideration of possible 
alternative pathways to achieve some of the aforementioned goals. 
Since more of the same is unlikely to bear fruit, new strategies, focused 
on opportunities for growth, may well warrant consideration.

The Challenges Facing SEMCs have Multiplied

There is no shortage of country and regional diagnostics for SEMCs. 
The major focus of recent analytic work has been to point out the dearth 
�v� ��ÌiÀ�Ài}���>�� ÌÀ>`i]� Ì�i� Ã��Ü� «>Vi� �v� iÝ«�ÀÌ� `�ÛiÀÃ�wV>Ì���]� Ì�i�
weaknesses of foreign direct investment, the slow pace of job creation, 

67. See Morocco’s EBRD country strategy:  
https://www.ebrd.com/where-we-are/morocco/overview.html.

68. See EBRD Tunisia Country strategy:  
https://www.ebrd.com/where-we-are/tunisia/overview.html.

69. 5GG�#HTKECP�&GXGNQROGPV�$CPMoU�#NIGTKCP�%QWPVT[�5VTCVGI[�������� 
JVVRU���YYY�CHFD�QTI�GP�FQEWOGPVU�RTQLGEV�QRGTCVKQPU�EQWPVT[�UVTCVGI[�

70. See EBRD’s Jordan Country Strategy 2020-2025, January 2020:  
https://www.ebrd.com/where-we-are/tunisia/overview.html. 
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and the inability of the states to reform themselves. None of this is 
new, but what is troubling is that all these areas of limited progress on 
reforms are ways in which resilience could be improved. Now, in the 
wake of the pandemic, when the outlook is highly uncertain, there may 
Li�>���««�ÀÌÕ��ÌÞ�Ì��Ài�Ì�����Ü�iÀi�V�Õ�ÌÀ�iÃ�w�`�Ì�i�Ãi�ÛiÃ�>�`�Ì��
question their policy trajectory.

"�i��v� Ì�i�`�vwVÕ�Ì�`iÛi��«�i�ÌÃ�>ÃÃ�V�>Ìi`�Ü�Ì�� Ì�i�«>�`i��V��>Ã�
been the collapse in international tourism. Between January and June 
ÓäÓä]� Ì�ÕÀ�ÃÌ� >ÀÀ�Û>�Ã� vi��� LÞ� �Î� «iÀVi�Ì� Ü�À�`Ü�`i� >�`� >VV�À`��}� Ì��
UNCTAD this has meant 440 m. fewer arrivals and a loss estimated to 
Li�f{Èä�°�v�À�>�Ã�Ý����Ì��«iÀ��`°Ç£ According to the OECD, tourism 
��ÃÃiÃ�Ü����Ài>V��f£°Ó�ÌÀ����������ÓäÓä�­Ó°n¯��v�}��L>����*®°�Ƃ���}�Ì�i�
most affected countries is Morocco, where the OECD estimates the 
��ÃÃ�>Ì�{¯��v���*�>�`�>ÃÃ�V�>Ìi`���LÃ�>�`���«>VÌÃ����-�
Ã�­"

��
2020a). The immediate impact was even greater for Egypt., where 
losses of GDP, jobs, and incomes were even higher. Note, however, 
that some predict that a return to normal may not come until 2024.ÇÓ�

The outlook will obviously be shaped by the availability of vaccines, 
not only for travelers, but more importantly, for those in the tourist-
receiving countries. The implication is that merely waiting for a return 
of this source of revenue and foreign exchange may not be advisable. 
Hence, the search for new sources of growth becomes more urgent.

Some point to digitalization as a possible medium-term opportunity since 
it can overcome geographic and logistical shortcomings and can reckon 
Ü�Ì��Ì�i�Ài>��Ì�iÃ����}�>}��«���Ìi`��ÕÌ�LÞ�,�`À���­Óä£{®�Ì�>Ì��>�Õv>VÌÕÀ��}�
will in many cases no longer be the key to EMDE success. The possible 
opportunities that the digital economy may offer are discussed in Part II of 
this report. That discussion points to the need to dramatically upgrade the 
service sector as well as the gray area between it and export production. 
While these potential avenues exist, when looking at the status of learning 
as reported by the World Bank’s Human Capital Index as well as relevant 
7
�½Ã� 
��«iÌ�Ì�Ûi�iÃÃ� À>����}Ã]� �Ì� �Ã� V�i>À� Ì�>Ì� Ã�}��wV>�Ì� V�Õ�ÌÀÞ�
challenges currently impede technology absorption. That said, there 
are some opportunities that can be exploited if European countries can 
show renewed interest in university twinning arrangements, in providing 

1� ��Vi�Ì�ÛiÃ� Ì�� ÃÌ��Õ�>Ìi� L>V���vwVi� >VÌ�Û�Ì�iÃ]� >�`� �v� �À`iÀ�Þ� Ü�À��
arrangements can be instituted to both train SEMC country nationals as 
Üi���>Ã�w���Ã��i�i�«��Þ�i�Ì�Ã��ÀÌ>}iÃ����Ì�i�
ÕÀ�â��i°�

��À� Ì�i� Ài>Ã��Ã� �i�Ì���i`� >L�Ûi]� }�ÛiÀ��i�ÌÃ� w�`� Ì�i�Ãi�ÛiÃ�
between “a rock and a hard place” in their search for growth drivers. 
Export growth has slowed, and global value chains have both slowed 

71. 70%6#&�
������CNUQ�URGEWNCVGU�VJCV�YKVJQWV�C�FTCOCVKE�VWTPCTQWPF�KP�������VJG�NQUU�YKNN�
TKUG�VQ������VTKNNKQP�INQDCNN[��

72. See Tourism Economics, 2020: https://www.tourismeconomics.com/. 118 119
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down and shifted (World Bank 2020h), which has led some governments 
Ì����Ài�ÃiÀ��ÕÃ�Þ�V��Ã�`iÀ�`��iÃÌ�V�Ã�ÕÀViÃ��v�}À�ÜÌ��>�`�y�ÀÌ>Ì���Ã�
with industrial policies, a historically controversial approach that has 
v>��i`� ��Ài� �vÌi�� Ì�>�� �Ì� �>Ã� ÃÕVVii`i`� ­�i�«â�}iÀ� Óä£�®°� /�iÀi� �Ã�
no doubt that }Ài>ÌiÀ� ��ÌiÀ�Ài}���>�� ÌÀ>`i� V�Õ�`�Li�>�ÕÃivÕ�� w���«� ���
the search for growth, and renewed efforts in this direction would be 
welcome. While there are lessons to be learned from unsuccessful 
regional trade integration efforts in Central America and the Andean 
group of countries, what is really required is a fresh start at increasing 
Ì�i�ivwV�i�VÞ��v�Ã��i�wÀ�Ã�Ì�>Ì�V>��LiV��i��>À}iÀ�>�`���Ài�ivwV�i�Ì�
in the sub-region. Financial and technical support could be considered 
for such attempts if proper governance can be assured. 

Another underused source for future economic growth would be 
strategically directed attempts to attract ��� from those who possess 
L�Ì��Ì�i�w�>�V��}�>�`�Ì�i�ÌiV�����}�V>�����Ü���Ü�Ì��«ÕÃ��V�Õ�ÌÀ�iÃ�
up the frontier of high value-added production. This approach was 
employed successfully earlier on by Malaysia, by Thailand, exceptionally 
well by Singapore, and more recently by Vietnam and others in East 
Asia. We will return to this policy lever shortly, which may seem to be 
overreaching; however, one recommendation of this report is to explore 
new avenues to drive economic growth, to accept some of the positive 
lessons from other parts of the world, and frankly to encourage more 
ambitious economic thinking.

Another element of a post-pandemic strategy would be to enhance the 
role of the «À�Û>Ìi�ÃiVÌ�À in a part of the world where the state-owned 
sector has had the upper hand. In saying this, we leverage on the work 
>�Ài>`Þ�`��i�LÞ�ƂÀiâ���iÌ�>�°�­Óä£�®�>�`�Üi�>�Ã��>Ài�V�i>À�Ì�>Ì�Üi�>Ài���Ì�
advocating the replacement of state monopolies by private monopolies.ÇÎ�

However, many middle-income countries face serious bottlenecks when 
it comes to increasing the private sector’s role. Major constraints include 
Ì�i�����Ìi`�Ã�âi��v�wÀ�Ã]���Ü�«À�`ÕVÌ�Û�ÌÞ]�>�`�Ì�i�`i>ÀÌ���v�V��«iÌ�Ì����>Ì�
home. A further constraint is access to capital, which favors incumbents and 
those with connections, such as SOEs. How to quickly get the institutional 
framework ready for private sector enhancement and how to manage 
the foreign private sector are real challenges, but ones that need to be 
addressed to help countries break out of low-growth traps.

Improving Medium-term Economic Management 

For the medium-term, assuming only a moderate GDP recovery in the 
2022-2025 period, what will distinguish countries is both the quality of 

73. 6JGTG�KU�CORNG�GXKFGPEG��HQT�GZCORNG�HTQO�VJG�VGNGEQOU�UGEVQT�KP�/GZKEQ��VJCV�RTKXCVK\CVKQP�
without strong regulation and competition policy simply leads to market outcomes that are 
PQV�KP�VJG�PCVKQPCN�KPVGTGUV��(QT�VJG�/'0#�TGIKQP��UGG�#TG\MK�GV�CN��
�������
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74. 0QVG�2'(#�UEQTGU�HQT�TGNGXCPV�EQWPVTKGU��
75. *%+�UEQTGU�HQT���%/+�EQWPVTKGU�UJQY�GZRGEVGF�[GCTU�QH�UEJQQNKPI�DGVYGGP������CPF�������

JQYGXGT��NGCTPKPI�CFLWUVGF�[GCTU�QH�UEJQQNKPI�CXGTCIG�DGVYGGP�����CPF������5GG�9QTNF�
Bank (2020c). 

76. 5GG�.GKR\KIGT�
������QP�VJG�KPXGTUG�TGNCVKQPUJKR�DGVYGGP�VJG�NGXGN�QH�EQORGVKVKQP�CV�
JQOG�CPF�GZRQTV�UWEEGUU�KP�VJG�ECUG�UVWF[�p#TIGPVKPC��KP�1RGPKPI�7R�#TIGPVKPC�VQ�VJG�
9QTNF�q�9QTMKPI�2CRGT������6JG�)TQYVJ�&KCNQIWG�

revenue generation, but even more so the µÕ>��ÌÞ��v�«ÕL��V���ÛiÃÌ�i�Ì. 
In most SEMCs, public investment levels dwarf private investment, and 
yet the quality of those investments needs to be improved. A quick look 
at Public Expenditure and Financial Accountability (PEFA) scores for 
SEMCs shows that there are leakages in public spending, problems of 
targeting, and most decisively issues of public investment execution.Ç{ 
Better project analysis is one avenue of reforms with a major payoff, and 
MDB expertise can be requested to assist in this effort. External reviews 
of public investment programs can be seen as political intrusion, but 
they can also be harnessed to save resources and put them to better 
ÕÃi°� ��� Ì�i� wÃV>��Þ� V��ÃÌÀ>��i`�«iÀ��`� >�i>`]� Ì��Ã� «���VÞ��LÃiÀÛ>Ì����
may have considerable merit.

Another area of public spending that needs review is in the quality of 
Ã�V�>�� Ã«i�`��}. The gaps between nominal years of schooling and 
educationally documented levels of school in the World Bank’s HCI are 
Ã�}��wV>�Ì°Çx�/�iÃi�`�Ã«>À�Ì�iÃ�>Ài�Õ�`�ÕLÌi`�Þ�}i�`iÀ�Ã«iV�wV�>Ã�Üi��°�
/��ÕÃi���i�iÝ>�«�i]� �v� ���
�Õ�ÌÀÞ�8�Îä¯��v���*� �Ã�«ÕL��V�Ã«i�`��}�
>�`�Îä¯��v�«ÕL��V�Ã«i�`��}� �Ã� v�À�i`ÕV>Ì���� ­>�`�>ÃÃÕ���}�Ì�i�LÕ���
thereof is for wages and salaries of teachers), if absenteeism in school 
ÀÕ�Ã�iÛi��Óä¯]�Ì�i��Ì�i�}�ÛiÀ��i�Ì����µÕiÃÌ�����Ã���Ã��}�£°n¯��v���*�
each year. This is intolerable when growth rates have dropped in post-
pandemic scenarios and when population growth is still moderately 
high. This same analysis can be applied to other sectors with sector-
Ã«iV�wV��iÌÀ�VÃ°�/�i�L>Ã�V�«���Ì��Ã�Ì�>Ì�>�}��`�`i>���v�«ÕL��V�Ã«i�`��}�
is wasteful spending, and in the growth constrained post-pandemic 
world, this is even more unaffordable than it was before. There are ways 
of capturing these losses, through Public Expenditure Reviews (PERs), 
PEFA assessments, and other tools. Such diagnostics could prompt 
national efforts to gain better returns from increased public spending.

Ƃ�w�>��«À��À�ÌÞ�>Ài>�v�À��i`�Õ��ÌiÀ���>�>}i�i�Ì�v>��Ã���Ì��Ì�i�regulation 
>�`�V��«iÌ�Ì��� rubric, and into the relationship between government and 
the private sector. SEMC countries do not score well in areas of regulation 
>�`� V��«iÌ�Ì���� ­7
�� Óä£�®°� /��Ã� Ã>«Ã� �>Ì���>�� ÀiÃ�ÕÀViÃ]� ����ÌÃ� Ì�i�
Li�iwÌÃ�Ì��Ì�i�V�Ì�âi�ÀÞ]�>�`��Ã�>�`iÌiÀÀi�Ì�Ì��iÝ«�ÀÌ�`À�ÛiÃ°ÇÈ Moreover, 
if the governments are to pursue a strategic FDI policy as previously 
suggested, it will require viable private sectors to partner successfully 
with foreign investors. Countries that cannot cultivate linkages with 
foreign investors, and which, for example, rely predominantly on Export 
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*À�ViÃÃ��}�<��iÃ]�Ü������Ì�Li�iwÌ�ÃÕvwV�i�Ì�Þ�vÀ������°��iÞ��iÃÃ��Ã�V>��
be learned from Vietnam, a very successful case of attracting substantial 
FDI but mostly in EPZ enclaves. The World Bank’s Vietnam 2035 report 
­7�À�`�	>��É6�iÌ�>��Óä£È®]�L>Ãi`����Ì�i�}�ÛiÀ��i�Ì½Ã�ÃÌ>Ìi`�>����v�
Ài>V���}��>�>ÞÃ�>½Ã�Óä£x��iÛi���v�«iÀ�V>«�Ì>���V��i�LÞ�ÓäÎä]�i�«�>Ã�âi`�
that competition must be enhanced, SOEs must be curtailed in their 
business lines, and the private sector encouraged outside of the EPZs. 
These observations are equally valid for SEMCs, where EPZs are not the 
panacea if there are weak linkages to the local economy. 

Some countries have had success with Government-Business Councils 
in terms of agreeing on future directions. This can be especially 
ivviVÌ�Ûi��v�>VViÃÃ�Ì��w�>�V��}�LiV��iÃ�>Û>��>L�i�Ì�À�Õ}��Ì�iÃi�«�>�Ã°�
These forward-looking consultations need not fall into the narrowly 
`iw�i`� >�L�Ì� �v� ��`ÕÃÌÀ�>�� «���VÞ]� Ü�iÀi� ÃÕLÃ�`�âi`� VÀi`�Ì� >�`� Ì>À�vv�
protection are used, but rather could fall into the Singaporean model of 
providing greater certainty of policy and ensuring that the government 
makes necessary parallel public investments to pursue common goals. 
Technical assistance from planning agencies that have handled this 
type of coordination well may yield good results.

An additional advantage of >�Üi���ÃÌÀÕVÌÕÀi`�«�>����}�«À�ViÃÃ that is 
widely accepted and credibly implemented is that it can help direct 
bilateral and multilateral development funds more strategically. 
Stories of bilateral assistance programs that do not connect well with 
domestic programs are legendary. And even MDB lending can fall 
into this trap. A well-designed medium-term development plan that 
enjoys political support at the highest levels and is backed by a capable 
technocratic team can help identify binding constraints and can help 
allocate investment projects to particular donors. In the same fashion, 
partnerships with more advanced economies that can leverage private-
public partnerships with country-to-country development assistance 
are also to be encouraged. This approach, which can be fostered by 
external groups with broad connections, requires governments to think 
strategically, and act in a coordinated fashion. Policy assistance to those 
governments that see merit in the approach can be very worthwhile 
and should be actively considered.

The Important Issues of Reform, Policy 
Coordination, and Implementation

It is often claimed that policymakers shouldn’t waste a good crisis, but 
rather should use the opportunity to undertake meaningful reforms. 
While this is a useful adage, and while it has some truth in this case, 
it also does not do justice to the seriousness of the challenges facing 
individual countries or the crisis facing the global economy more 
broadly. The policy actions undertaken thus must combine some 
features that can immediately help offset the recession and new debt 
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77. 4GEGPV�CFXKUQT[�YQTM�D[�VJG�)TQYVJ�&KCNQIWG�KP�7\DGMKUVCP��C�OCLQT�TGHQTOGT��JCU�
KPENWFGF�VJG�GUVCDNKUJOGPV�QH�CP�'EQPQOKE�2QNKE[�%QWPEKN�VJCV�KU�ETQUU�OKPKUVGTKCN�KP�
order to better coordinate policy measures, get ministries to speak with one another, and 
HCUJKQP�RQNKEKGU�VJCV�ECP�CVVTCEV�HQTGKIP�KPXGUVQTU�

levels, must be able to generate more jobs, must be able to shelter the 
most seriously affected, and must generate enthusiasm for the country’s 
future prospects—a tall order for sure. And, where to begin.

Studies of what has worked in the past with respect to policy making, 
such as the work of the Commission on Growth and Development 
(aka the Spence Commission) referenced earlier provide some 
>�ÃÜiÀÃ� ­
����ÃÃ���� ��� �À�ÜÌ�� >�`� �iÛi��«�i�Ì� Óään®°� /�iÃi�
are supplemented by best-practice cases in policy making and 
implementation, such as was seen in the Republic of Korea, Malaysia, 
and Singapore. These lessons can be derived from elsewhere; however, 
the noteworthy feature is all three of these countries are capital-surplus 
higher-middle-income countries facing their own challenges of rising 
labor costs, slowing demographics, and generally dismal returns on 
their Sovereign Wealth Funds. Some, such as Korea, have made large 
ivv�ÀÌÃ�Ì����VÀi>Ãi�Ì�i�À�"�Ƃ]�>�`�Ì��w�`��vvÃ��Ài���V>Ì���Ã�v�À�}��L>��
exports. Other capital-rich countries, such as China, have selected 
partners (either through the Belt and Road Initiative or other means) 
with high-growth prospect countries in the region, such as Ethiopia.

Capital-rich countries that seek to invest abroad are not only looking 
for raw materials or at capable and well-priced labor or at local and 
sub-regional demand, but they are also looking at the capability of 
government; at the country’s ability to plan, execute, and implement; 
and at the predictability of policy. The ability of the government to 
undertake successful policies not only depends on their design, but 
even more so on their execution and their being embedded in a 
constellation of supportive and complementary policies. As an example, 
export success depends not only on the wage-productivity relationship 
and on the exchange rate, but also on logistics, on the availability of 
credit, on marketing and the setting of product standards that are 
credibly enforced, and the ability to train the work force and have them 
gain new skills and adopt new technologies. Putting together packages 
of complementary policies is what many successful economies did well 
and what aspiring EMDEs will need to do.ÇÇ

Many countries have Five or Ten-year Development Plans that are 
aspirational in nature, but do not either connect to the budget and/
or are not overseen by a coordinating ministry and are thus not 
implemented well. The countries already mentioned had this type of 
policy coordination, at times through a super-ministry (as is nowadays 
the function of the Ministry of International Cooperation in Egypt), and/
or placing the coordinating function under a DPM so that polices could 
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78. 5GG�VJG�UVTWEVWTG�CPF�HWPEVKQPU�QH�VJG�'EQPQOKE�2NCPPKPI�$QCTF��-&+�5EJQQN�CU�YGNN�CU�
-KO�CPF�.GKR\KIGT�
������

be implemented across ministries.Çn Single-focus reforms seldom 
}Õ>À>�Ìii�ÃÕVViÃÃ�>�`�>Ài�>Ì�LiÃÌ��iViÃÃ>ÀÞ�LÕÌ���Ì�ÃÕvwV�i�Ì°���À�Ì��Ã�
reason, packages of reforms that are re-enforcing stand a better chance 
of success. Monitoring progress to spot bottlenecks and policy errors is 
another characteristic of a successful policy regime. Good governance 
is obviously a prerequisite for success, since one can ill-afford rent-
Ãii���}��À� ��yÕi�Vi�«i``���}�Ü�i��ÌÀÞ��}�Ì��ÀiÃ�>«i� ��Vi�Ì�ÛiÃ°�	ÕÌ�
apart from being necessary for smart development strategies at home, 
this type of strategic policy making is what foreign direct investors crave 
before they make major investments, especially if these are to be in the 
non-extractive sectors and if these investments are to include capital 
and technology as part of the package.

The Critical Role of Foreign Partners: One Possible 
Avenue in Moving Forward

The post-pandemic world will be a less hospitable one in terms of 
trade prospects and it will accelerate existing global trends, such 
as disruptive technologies that favor digitalization. The speed with 
which new technologies will take hold is increasing, and since the 
pandemic (and indeed the decade preceding it that began with the 
���L>�����>�V�>��
À�Ã�Ã��v�Óään�ä�®��>Ã�ÃÌ>��i`��iÜ�wÝi`���ÛiÃÌ�i�ÌÃÆ�
it is easily predictable that new ways of producing things and new 
locations to produce things (including services) are coming. Whether 
the pandemic will accelerate the on-shoring of some vital products, 
such as pharmaceuticals and foods, remains to be seen; however, 
national production will be given greater incentives due to worsening 
employment and income distribution considerations in many advanced 
economies. For these reasons, slow and steady adaptations and small 
�À� ����Ìi`� ÃV�«i� Àiv�À�Ã� ��� -
�
� V�Õ�ÌÀ�iÃ�Ü���� ��Ì� Li� ÃÕvwV�i�Ì� Ì��
make the leap forward that countries and their citizenry desire. Major 
new thinking and innovative solutions are therefore needed.

Since many binding constraints to growth entail, to use the current 
vernacular, pre-existing conditions, the government must think big and 
act swiftly. To do so and to see some concrete results, there may be 
a premium on doing two things simultaneously. First, starting a new 
investment conversation with traditional European partners based on 
a much more ambitious economic agenda. That agenda could include 
EU incentives that can effectively transfer technology and jobs to 
Mediterranean countries and can promote private sector-to-private 
sector collaboration. At the same time, there is merit in exploring 
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79. 5GG�VJG�RQNKE[�CFXKUQT[�GHHQTVU�QH�VJG�)TQYVJ�&KCNQIWG�KP�%ÐVG�Fo+XQKTG��)WCVGOCNC��CPF�
7\DGMKUVCP��HQT�GZCORNG�CV�YYY�ITQYVJFKCNQIWG�QTI��

strategic alliances with reliable partners. To be clear, all such partners 
Ãii�� Ì�i�À� �Ü�� «À�wÌÃ� >�`� �iÜ� �>À�iÌÃ]� >�`� Ì�iÞ� >VÌ� ��� Ì�i�À� Ãi�v�
interest. But those interests can be married with strategic national goals, 
provided that the latter are well thought out and clearly expressed. 
Demonstration projects that show such collaboration have value and 
can also prompt further action by established partners.

Singapore was the darling of FDI for many decades, yet it had a 
clear strategy of what it wanted from FDI, what types it wanted to 
encourage, how it wanted its domestic economy to contribute and 
learn from the FDI and how it wanted over time to climb the value 
chain into higher technology products. To do so, it provided clear 
��Vi�Ì�ÛiÃ�Ì��wÀ�Ã]��>`i�V�i>À�«>À>��i����ÛiÃÌ�i�ÌÃ��������Û>Ì����>�`�
education, and was always thinking one generation ahead in terms 
�v� ÌiV�����}�iÃ°� -��}>«�Ài� �i�«i`� iÃÌ>L��Ã�� ��i� �v� Ì�i� wÀÃÌ� 
*<Ã� ���
China. Malaysia has also done well in the nexus of FDI-technology-skills 
>�`��Ì��>Ã�i�«�ÜiÀi`�`��iÃÌ�V�wÀ�Ã�Ì��Li�iwÌ�vÀ�������Ì�À�Õ}���ÌÃ�
vibrant private sector. In another successful context, the Republic of 
Korea’s government policy enabled the conglomerates like Samsung, 
Hyundai, and LG, among others, to become world-class companies 
on the global market.

SEMC countries need to distinguish themselves in their search for 
FDI partners. The prerequisite is to set out a strategic FDI vision (see 
	�Ý�Ç°£®�>�`�Ì��Ãii��Ì�i���ÕÌ�«>ÀÌ�iÀÃ�V>��Li�Ã�ÕÀViÃ��v�V>«�Ì>��>�`�
technology; they can help establish training centers and innovation 
labs; and they can help establish for certain sectors local hubs that can 
sell and service the region. These are alliances may already exist with 
some European partners; however, they need to be both strengthened 
and re-invigorated. Moreover, since competition is valuable, the 
possibility of East Asian partners may help improve traditional inter-
European linkages. Certainly, these relationships can be encouraged 
and fostered by outside groups with the contacts and expertise to 
�ÕÀÌÕÀi� Ì�i�]� LÕÌ� Ì�iÞ� wÀÃÌ� ÀiµÕ�Ài� >� V��À`��>Ìi`� ÃÌÀ>Ìi}�V>��Þ� �i`�
government effort.Ç�
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Box 7.1

Strategic Foreign Investment
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where the promise was made to open up the energy sector to additional PPPs, only 
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process with many hurdles to overcome.
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Final Policy Considerations

It is no exaggeration to say that when the global economy is faced with 
a once-in-a-century pandemic that the aftershock will be monumental. 
"�i��ii`Ã����Þ������>Ì�Ì�i�̀ iÃÌÀÕVÌ����Ì��wÀ�Ã�>�`�Ì�i���V��i���ÃÃiÃ��v�
households in advanced economies and the damage done to balance 
sheets to gauge the nature of the impact. Under these conditions, the 
legacy issues that have impeded more rapid development progress in 
SEMCs can no longer be viewed through pre-existing policy prisms. 
They now become overriding constraints. Depending on the nature of 
the political consensus and the quality and commitment of government, 
many binding constraints need to be addressed on an emergency basis. 
-��i��v�Ì�iÃi��i>ÃÕÀiÃ��>Þ�Li�ÀiµÕ�Ài`�����À`iÀ�Ì��Ài�«À�w�i�`iLÌ]�
should that prove necessary. Others will necessitate stronger bilateral 
actions to help improve growth prospects of SEMCs. And still other 
lead to a revised dialogue among Mediterranean countries themselves 
and with their neighbors. The status quo is not a viable one for SEMCs.

The deciding factor in the recovery and strategy for growth renewal will 
depend, however, on whether countries can diverge from their past. This 
means that the repeated litany of what isn’t working is less useful than 
concrete actions on some of the binding constraints to future growth. 
This places a large policy burden on SEMCs. An equally large policy 
LÕÀ`i��v>��Ã����Ì�i�Üi>�Ì��iÀ�
ÕÀ�«i>��«>ÀÌ�iÀÃ�Ü����ÕÃÌ�Li�̀ �ÃÃ>Ì�Ãwi`�
with the status quo, and who need to dedicate more resources and more 
political capital to fostering change in SEMCs. Incremental actions will be 
��ÃÕvwV�i�Ì�Ì���>�i�>�`�vviÀi�Vi°����Ì��Ã�V��ÌiÝÌ]�Ì�i�«À�«�Ã>��Ì��i�}>}i�
meaningfully in parallel with capital-surplus, technology-rich, successful 
developers may sound fanciful. However, in current circumstances, only 
some governments will show the foresight and resolve to embark on new 
development paths, ones that engage the foreign private sector and 
i�iÀ}�âi�Ì�i�`��iÃÌ�V�«À�Û>Ìi�ÃiVÌ�À°�
"6���£��`�iÃ�½Ì��iÀi�Þ��vviÀ�Ì�i�
opportunity for a new approach; it makes new approaches indispensable 
if countries are not to regress in their development sagas.

To sum up, maintaining the status quo and making incremental reforms 
will not put SEMCs on a higher and more inclusive and sustainable 
growth path. The pandemic has exacerbated the pre-existing problems 
of poverty, inequality, and unemployment. Pre-existing constraints of 
poor governance; dominance of the economy by SOEs and privileged 
private groups who get preferential access to credit and protection from 
competition through government support, weak competition policies, 
and an unfavorable policy environment for new entrants have stymied 
reforms necessary to achieve higher and more inclusive growth. Also, the 
awareness and the mass social movements awakened by the Arab Spring, 
now fed by the devastating impact of the pandemic on social well-being 
>�`�vÀÕÃÌÀ>Ìi`�LÞ�Ì�i��>V���v�ÃÕvwV�i�Ì�Àiv�À��Ì��>V��iÛi���}�iÀ�>�`���Ài�
��V�ÕÃ�Ûi�}À�ÜÌ���>�i�Õ�`iÀÌ>���}�Ã��i��iViÃÃ>ÀÞ�Àiv�À�Ã�`�vwVÕ�Ì°
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��� �À`iÀ� Ì�� Ài}>��� wÃV>�� Ã«>Vi� Ì�À�Õ}�� �i>ÃÕÀiÃ� ÃÕV�� >Ã� Ài`ÕV��}�
the size of the public employment, reducing subsidies, and raising 
«À�ViÃ����vÕi�]�i�iVÌÀ�V�ÌÞ]�>�`�Ü>ÌiÀ�Ì��ÀiyiVÌ�Ài>��iV�����V�V�ÃÌÃ�Ü����
all negatively impact large swaths of the population. These can only 
be addressed in parallel with other reforms that free up the economy 
to create more private sector jobs, reduce the privileges afforded to 
some, and demonstrate that governments go beyond rhetoric in their 
goals of creating more economically equitable societies.

In addition, the global environment has become more demanding. 
There are some increased protectionist pressures, increased 
competition, and rebalancing of economic power away from the U.S. 
and Europe, traditional partners, towards China, Furthermore the 
rapid development and diffusion of new converging technologies 
offer new opportunities for those who can exploit them, but great 
challenges with detrimental impacts on employment, established 
exports, and growth for those countries which do not successfully re-
position themselves.

Major reforms across many areas are needed as part of new and 
improved development approaches supported by national consensus 
for a social compact, as proposed in Morocco’s New Development 
Model. Improving economic and social inclusion is no longer an 
option, but rather an imperative. This may require a revised economic 
model in many countries. Furthermore, SEMCs need to invest for the 
future. This includes investment in infrastructure, logistics, technical 
and higher education, research and development and innovation, and 
digital technologies to support growth. In addition, it is necessary 
to strengthen sustainability and resilience, because the current 
pandemic is just a wake-up call to the future challenges that are going 
Ì�� V��i� vÀ��� �iÜ� «>�`i��VÃ]� >�`� iÛi�� ��Ài� Ã�}��wV>�Ì�Þ� vÀ���
climate change. 

Ƃ���Ì��Ã�ÀiµÕ�ÀiÃ�>``�Ì���>��ÀiÃ�ÕÀViÃ�>Ã�Üi���>Ã�Ã�}��wV>�Ì���«À�Ûi�i�ÌÃ�
in the economic and institutional underpinnings. The challenge is 
��Ü�Ì��w�>�Vi�>��� Ì��Ã]�Ü���i�>Ì� Ì�i�Ã>�i�Ì��i�ÀiLÕ��`��}�wÃV>��>�`�
iÝÌiÀ�>��L>�>�ViÃ�����À`iÀ�Ì���LÌ>�����ÌiÀ�>Ì���>��w�>�Vi�>�`�>ÌÌÀ>VÌ�
foreign investment. This requires strong policy coordination at the 
top, monitoring and evaluation. It also requires the capacity to quickly 
adapt strategies and policies to self-correct what is not working, as 
well as to react to unforeseen domestic and external challenges. 
Making progress will require not only a strong domestic effort, but 
>�Ã�� ��ÌiÀ�>Ì���>�� w�>�V�>�� >�`� ÌiV���V>�� >ÃÃ�ÃÌ>�Vi°� /�i� Ã«�À�Ì� �v�
V��«iÀ>Ì���� Ì�>Ì� Ì�i� ÃÕL�Ài}���� �>Ã� ���}� Lii�� �`i�Ì�wi`� Ü�Ì�� V>��
be marshalled along with efforts by those partners who are deeply 
committed to the future of SEMCs in order to put them on a new 
and improved footing for future equitable and sustainable economic 
growth and social progress.
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Heat Map 
Scoring Notes 

Annex 2

Macroeconomic stability 

GDP Growth, 2010-2019 
(IMF WEO, April 2021) (8.78) 2.37(5.06) 6.09(1.35) 9.81

1.0 17.6 6.5 23.2  12.1 28.7 
Unemployment, 2019  
(IMF WEO, April 2021) 

(25.62) 2.21(16.34) 11.49(7.07) 20.77
Fiscal Balance, 2019 
(IMF WEO, April 2021) 

- 140.9246.97 187.8993.94 234.86
Gross Debt/GDP, 2019 
(IMF WEO, April 2021) 

(3.33) 32.878.74 44.9420.81 57.01
Inflation, 2019  
(IMF WEO, April 2021)

3.29 153.1553.25 203.11103.20 253.06
External Debt/GNI, 2019 
(WB, WDI May 2021)

(30.81) 37.15(8.15) 59.8114.50 82.46
Current Account Balance/
GDP, 2010-2019  
(IMF WEO, April 2021)

0.05 79.8726.66 106.4853.27 133.08
Debt Service/Exports, 2019 
(WB, WDI May 2021)
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Heat-map on high savings and investment

Savings/GDP, 2019  
(IMF WEO, April 2021) (20.00) 21.22(6.26) 34.967.48 48.70

4.03 29.2112.42 37.6020.82 45.99
Investment/GDP, 2019 
(IMF WEO, April 2021)

.35 .65.45 .75.55 .85
WB Human Capital Index, 
2020 (WB)

35 6545 7555 85
Global Human Capilal 
Index, 2017 (WB)

12.33 54.5226.39 68.5940.46 82.65
Network Readiness Index, 
2020 (WEF)

9.0 53.823.9 68.738.8 83.6
Global Entrepreneurship 
Index, 2019 (GEDI)

13.56 45.0724.06 55.5834.57 66.08
Global Innovation Index, 
2020 (WIPO)

10.02 98.8139.62 128.4169.21 158.00
Merchandise M/GDP, 2019 
(WB, WDI May 2021)

0.00 14.134.71 18.859.42 23.56
ICT X/GDP, 2017  
(WB, WDI May 2021)

0 6020 8040 100+
FDI Stock/GDP, 2019 
(UNCTAD)

0.28 93.4331.33 124.48962.38 155.52
Service X/GDP, 2019  
(WB, WDI May 2021)

(2.40) 0.47(1.44) 1.43(0.48) 2.39
Index Econ Complexity, 2018 
(Harvard) 

2.75 72.0225.84 95.1148.93 118.20
Service M/GDP, 2019  
(WB, WDI May 2021)

0 6020 8040 100
Cost of Trading Across 
Borders, 2019 (WB)

3. 

Heat-map for fully benefitting from the global economy

Merchandise X/GDP, 2019 
(WB, WDI May 2021) 2.29 88.6731.08 117.4659.88 146.26

0.35 58.7819.50 76.9338.64 96.07
Manufacturing % 
merchandise Xs, 2019 (WB, 
WDI May 2021)

2. 
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5. 

4. Heat-map of market allocation indicators 

Heat-map of committed, credible and capable government 

*Government Expenditure/
GDP%, 2019 
(IMF WEO, April 2021)

Voice & Accountability, 2019 
(WB)

9.65 81.4333.58 105.3557.50 129.28
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Econ Freedom Index, 2020 
(Heritage Foundation)

Political Stability/No 
Violence, 2019 (WB)

3.23 142.7349.73 189. 2296.23 235.72
Domestic Credit to Private 
Sector/GDP%, 2019  
(WB, WDI May 2021)

Government Effectiveness, 
2019 (WB)

0 182.1160.70 242.82121.41 303.52

Market Capitalization/
GDP%, 2019  
(WB, WDI May 2021)

Regulatory Quality, 2019 (WB)

20.04 59.9733.35 73.2846.66 86.59
Cost of Doing Bussiness, 
2019 (WB)

Rule of Law, 2019 (WB)

35 6545 7555 85
Global Competitiveness 
Index, 2019 (WEF)

Control Corruption, 2019  
(WB)
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Heat-map of poverty and inclusiveness 

Gini Coefficient, 2019  
(WB, WDI May 2021) 25.30 42.1630.92 47.7836.54 53.40

3.10 7.364.52 8.785.94 10.20
Income % Lowest 20%, 
2019 (WB, WDI May 2021)

2.0 690.8231.6 920.4461.2 1,150.0
Maternal Morality Rate, 
2017 (WB, WDI May 2021)

0 29.949.98 39.9219.96 49.90
International Poverty 
Rate $1.90, 2019  
(WB, WDI May 2021)

1.7 71.024.8 94.147.9 117.2
< 5 Year Mortality Rate, 
2019 (WB, WDI May 2021)

31.0 72.444.8 86.258.6 100.0
Male Adult Literacy Rates, 
2019 (WB, WDI May 2021)

14.0 65.631.2 82.848.4 100.0
Female Adult Literacy 
Rates, 2019  
(WB, WDI May 2021)

11.53 54.9526.00 69.4240.47 83.89
Female Labor Force 
Participation Rates, 2019 (WB, 
WDI May 2021)

0 38.2812.76 51.0425.52 63.80
International Poverty 
Rate $3.20, 2019  
(WB, WDI May 2021)

0 49.7616.72 66.2833.24 82.80
International Poverty 
Rate $5.50, 2019  
(WB, WDI May 2021)

0.4940 0.72380.5706 0.80040.6472 0.8770
Global Gender Gap, 2021 
(WEF, Global Gender Index 
March 2021)

0 36.7512.25 49.0024.50 61.25
Women % of Seats in 
Parliament, 2020  
(WB, WDI May 2021)

45.18 74.7755.04 84.6464.91 94.50
Male Labor Force 
Participation Rates, 2019 (WB, 
WDI May 2021)

26.25 70.5041.00 85.2555.75 100.00
Women Business and Law 
Index, 2020  
(WB, WDI May 2021)
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Heat-map of environmental sustainability 

Female Unemployment 
Rate % Female Labor 
Force, 2019  
(WB, WDI May 2021)

0.16 24.758.36 32.9416.55 41.14

Male Unemployment Rate % 
Male Labor Force 15-24, 2019 
(WB, WDI May 2021)

0.19 32.2310.87 42.9121.55 53.59

Female Unemployment 
Rate % Female Labor 
Force 15-24, 2019  
(WB, WDI May 2021)
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(WB, WDI May 2021) 0.03 23.357.80 31.1315.58 38.90

CO2 kgs/GDP, 2016  
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.86 420.61140.78 560.53280.69 700.44

Renew Energy/Energy, 2015 
(WB, WDI May 2021) 0 57.4919.16 76.6538.33 95.82

0.07 16.105.41 21.4410.75 26.78
Male Unemployment  
Rate % Male Labor Force, 
2019 (WB, WDI May 2021)
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The Alarming Urgency of Water and Food Security 
Issues

Among the economies across the Middle East and North Africa (MENA) 
��Ì��>À`�LÞ�Ì�i���«>VÌ��v�
"6���£�]�Ü>ÌiÀ�>�`�v��`�ÃiVÕÀ�ÌÞ�>Ài���«�ÀÌ>�Ì�
drivers of economic growth and social development. They are at a 
crossroads and urgent action needs to be taken to avoid an impending crisis.  
���>``�Ì����Ì����VÀi>Ã��}�V�>��i�}iÃ�V>ÕÃi`�LÞ�V���>Ìi�V�>�}i]�
"6���£��
has compounded the burden of addressing the increasing demand for 
water and food in the region where managing these commodities was 
already encountering economic and political challenges. 

-��«�i� �Þ}�i�i� «À>VÌ�ViÃ� Ì�� ����Ì� Ì�i� Ã«Ài>`� �v� 
"6���£�]� i°}°]�
handwashing, are adding additional pressure on already scarce and 
fragile water resources in most countries in the region. According to 
>�ÀiVi�Ì�7�À�`�	>���,i«�ÀÌ�º£Î¯��v�Ì�i�«�«Õ�>Ì����q��ÛiÀ�Ç{���������
«i�«�i� q� ÃÌ���� �>V�� >VViÃÃ� Ì�� �>�`Ü>Ã���}� v>V���Ì�iÃ]� >�`� >��Ì�iÀ� nÇ�
million people lack access to improved water sources in their homes. 
This situation forces them to congregate at crowded public sources 
to collect water, immediately increasing the risk of contracting the 
virus. Refugees and internally displaced persons in the region are also 
«>ÀÌ�VÕ�>À�Þ�ÛÕ��iÀ>L�i�Ì��Ì�i�Û�ÀÕÃÆ�ÓÈ����������v�Ì�i���>Ûi����>`iµÕ>Ìi�
water supply and sanitation services (World Bank 2020)”£. 

/�i� >�>À���}� `�ÃV�ÛiÀÞ� Ì�>Ì� ÌÀ>ViÃ� �v� 
"6���£�� ÜiÀi� v�Õ�`� ���
wastewater treatment plants requires urgent action to develop 
guidelines and tools for keeping such infrastructure and its services 
safe and secure, especially that many countries in the region’s countries 
ÃÕV��>Ã�
}Þ«Ì]���À`>�]�*>�iÃÌ��i]�>�`�/Õ��Ã�>]�>Ài�ÕÃ��}�ÌÀi>Ìi`�ivyÕi�Ì�
for their agricultural activities. This paper features the key issues that 
��yÕi�Vi�Ì�i�vÀ>}��i�V��ÌÀ�LÕÌ�����v�Ì�i�Ü>ÌiÀ�ÃiVÌ�À�Ì��iV�����V�}À�ÜÌ��
and social development in the MENA Region. These issues go beyond 
managing scarce water resources to including other components of 
the complex water system. While the public sector is responsible for 
managing and developing and monitoring water resources, the role of 
main stakeholders and the private sector is crucial in delivering water 
services and other components of the water system. 

We proceed to explore several key issues that preceded the pandemic, 
but which have become ever more important due to the new stress 
placed on the region and the increased competition for domestic 
resources. There is a tendency to see water and food security issues in 
a longer-run context; however, both the urgency of the issues and the 
costs of continuing to ignore them will make both recovery and long-
term economic growth objectives harder to attain. It is for this reason 
that a separate Technical Report has been prepared as part of the larger 
project on Post-Pandemic Outlook.

1. 0QPC[��%���CPF�#FXCPK��4��9QTNF�$CPM�$NQIU��p/'0#��VJG�VKOG�VQ�CEV�KU�PQY�p�#WIWUV������
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A discussion of the eight key issues follows:

MENA countries have different water resource endowment that shape 
Ì�i�À�LÀ�>`iÀ�Ü>ÌiÀ�V�>��i�}iÃ�­-ii���}ÕÀi�£®°�-��i�V�Õ�ÌÀ�iÃ�Ài�Þ���ÃÌ�
heavily on groundwater, while others are more reliant on large and 
medium transboundary rivers.

Water security is at risk: current water resources 
are limited and new sources are expensive. 

Water Withdrawals by Source as a Percentage of  Total 
Withdrawals, by Country and Economy, 2010

Issue 1

Figure 1

Source: &CVC�QP�FGUCNKPCVKQP�ECRCEKV[�EQOG�HTQO�#('&�
�������#TCD�(QTWO�HQT�
'PXKTQPOGPV�CPF�&GXGNQROGPV��#TCD�'PXKTQPOGPV��9CVGT���5WUVCKPCDNG�/CPCIGOGPV�
QH�C�5ECTEG�4GUQWTEG�YKVJ�VJG�GZEGRVKQP�QH�+UTCGN��YJQUG�FCVC�YGTG�VCMGP�HTQO�/+6�
6GEJPQNQIKECN�4GXKGY��&CVC�HQT�CNN�QVJGT�ECVGIQTKGU�YCU�UQWTEGF�HTQO�(#1�#37#56#6�
and World Bank 20182.
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Report. World Bank 2018. 
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More countries in the region are investing in non-conventional water 
resources such as desalination and recycling used water for non-potable 
uses as alternatives to the continued withdrawal of non-renewable 
‘fossil’ groundwater. 

Understanding the range of potential water resources in the region is 
essential. The state of water resources and management in most Arab 
V�Õ�ÌÀ�iÃ��Ã�«ÀiV>À��ÕÃ°�/>L�i�£�Li��Ü�ÃÕ��>À�âiÃ�Ì�i�Ü>ÌiÀ�Ã�ÌÕ>Ì�������
most Arab countries, including the main sources of water (surface and 
groundwater, desalination, and treated wastewater).

Annual Availability Annual Water 
Usage

% Use by Sector

Country Natural 
Renewable 
Resource 
Bm3/yr

Desalinated 
End Water 

Bm3/yr

Waste
water Reuse 

Bm3/yr

Per Capita 
Renewable 
Availability 

M3 2000

Bm3 As a % of 
Total Water 
Resources

Domestic Industry Agriculture

Algeria

Bahrain

Djibouti

Egypt

Iran

Iraq

Jordan

Kuwait

Lebanon

Libya

Morocco

Oman

Qatar

Saudi 
Arabia

Syria

Tunisia

UAE

West Bank 
& Gaza             

Yemen

12345

0.11

0.02

61.90

129.00

80.00

0.87

0.11

3.20

0.80

20.00

1.60

0.05

2.50

18.70

3.35

0.20

0.76

2.50

0.07

0.14

0.00

00.06

0.11

0.03

0.00

0.65

0.00

0.03

0.02

0.12

0.12

2.28

0.00

0.00

0.95

0.00

0.02

Nag.

Nag.

Nag.

5.90

Nag.

n.a.

0.07

0.12

n.a.

n.a.

0.07

0.02

n.a.

0.15

0.26

0.14

0.14

0.01

0.03

380

214

24

1060

2028

3441

193

438

740

157

700

687

293

162

1122

365

307

260

145

4.59

0.25

0.02

73.10

70.30

42.80

0.98

0.76

1.29

3.89

16.84

1.22

0.28

17.00

14.70

2.53

1.60

0.44

3.20

40

170

113

108

54

48

104

87

40

469

84

74

506

78

72

180

57

126

25

26

88

6

6

3

26

37

28

9

5

9

23

9

9

12

24

51

5

15

3

0

8

2

5

7

2

4

4

-

1

3

1

1

4

10

2

60

71

12

86

92

92

68

60

68

87

95

93

74

90

87

84

67

93

Source: 9CVGT��5WUVCKPCDNG�/CPCIGOGPV�QH�C�5ECTEG�4GUQWTEG��#('&�
�������#TCD�
(QTWO�HQT�'PXKTQPOGPV�CPF�&GXGNQROGPV�
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Table 1 Water Availability and Usage in Middle East 
and North Africa Countries
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Population growth and expanding urbanization and associated demand 
for water in the region have reduced per capita supply to one-fourth of 
�ÌÃ�£�Èä��iÛi�Ã°�7�Ì��ÕÌ�vÕ�`>�i�Ì>��V�>�}i����«���V�iÃ�>�`�«À>VÌ�ViÃ����
land and water use, the situation will get worse with both political and 
iV�����V�À>��wV>Ì���Ã°�

MENA countries are already in the midst of a water crisis. All countries 
are below the level of severe water scarcity at less than 500 cubic 
meters per capita per year; nine countries will be below 200 cubic 
�iÌiÀÃ]� Ã�Ý� �v� Ü��V�� Li��Ü� £ää� VÕL�V� �iÌiÀÃ°� 
���>Ìi� V�>�}i� Ü����
Ü�ÀÃi��Ì�i�Ã�ÌÕ>Ì���°�-ÌÕ`�iÃ�Ã��Ü�Ì�>Ì�Ü>ÌiÀ�y�Ü����Ì�i�
Õ«�À>ÌiÃ��>Þ�
`iVÀi>Ãi�LÞ�Îä¯�>�`����Ì�i���À`>��,�ÛiÀ�LÞ�nä¯°�Ƃ��>ÛiÀ>}i���VÀi>Ãi�
���Ìi�«iÀ>ÌÕÀi��v�Óc
��>Þ�`iVÀi>Ãi�Ì�i�y�Ü����Ì�i� ��i�LÞ�xä¯°�"ÛiÀ�
nx¯��v�vÀiÃ��Ü>ÌiÀ��Ã�ÕÃi`�v�À�>}À�VÕ�ÌÕÀi]�Ü�Ì����Ài�Ì�>���>�v�Ü>ÃÌi`�
`Õi�Ì��Õ�ÃÕÃÌ>��>L�i�«À>VÌ�Vi°�
vwV�i�VÞ��iÛi�Ã��v�Ü>ÌiÀ�v�À��Õ�>��ÕÃi�
are low, even in countries depending almost entirely on desalination. 
Although the region produces more than two thirds of the world’s 
desalinated water, it depends entirely on imported technologies and 
equipmentÎ.


��y�VÌ� �Ã� V������ ��� Ì�i� Ài}���� >�`� �Ã� VÀi>Ì��}� >� Û�V��ÕÃ� VÞV�i� �v�
insecurity. Half of the top ten countries with the highest internally 
`�Ã«�>Vi`�«i�«�i�`Õi� Ì�� V��y�VÌ� ��� Óä£x�ÜiÀi� ��V>Ìi`� ��� Ì�i�ƂÀ>L�
world 4. MENA has the largest refugee population in the world5. 
Countries such as Lebanon and Jordan are hosting large numbers of 
refugees resulting in further pressure and demand on their already 
vulnerable resourcesÈ. The majority of the populations in the Middle 
East and North Africa lives in high or very high water stressed areas, 
V��«>Ài`� Ì�� >�}��L>�� >ÛiÀ>}i��v� >L�ÕÌ� Îx�«iÀVi�Ì� ­-ii� ��}ÕÀi� Ó®°�
"ÛiÀ�Çä¯��v�Ì�i�Ài}���½Ã���*��Ã�}i�iÀ>Ìi`����>Ài>Ã�Ü�Ì����}��Ì��ÛiÀÞ�
��}��ÃÕÀv>Vi�Ü>ÌiÀ�ÃÌÀiÃÃ]�V��«>Ài`�Ì��>�}��L>��>ÛiÀ>}i��v�Ã��i�ÓÓ¯�
­7�À�`� 	>��� Óä£n®°Ç

3. 9CVGT��5WUVCKPCDNG�/CPCIGOGPV�QH�C�5ECTEG�4GUQWTEG��#('&�������#TCD�(QTWO�HQT�
Environment and Development.

4. Internal Displacement Monitoring Center, Global Internal Displacement Database, 2016.  
5.�2QRWNCVKQP�4GHGTGPEG�$WTGCW�24$��2QRWNCVKQP�6TGPFU�CPF�%JCNNGPIGU�KP�/'0#��������
6.�.GDCPGUG�/KPKUVT[�QH�'PXKTQPOGPV��'WTQRGCP�7PKQP�CPF�7PKVGF�0CVKQPU�&GXGNQROGPV�
2TQITCO��.GDCPQP�'PXKTQPOGPVCN�#UUGUUOGPV�QH�VJG�5[TKCP�%QPƃKEV�CPF�2TKQTKV[�
Interventions, 2014.

7.�$G[QPF�5ECTEKV[��9CVGT�5GEWTKV[�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC��9QTNF�$CPM������

Conflict over shared scarce natural resources 
is increasing.  
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Source: $G[QPF�5ECTEKV[��9CVGT�5GEWTKV[�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC��9QTNF�$CPM�
�����CPF�p'UVKOCVGU�HQT�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC�HTQO�VJG�9QTNF�$CPMq��9QTNF�
CXGTCIGU�YGTG�VCMGP�HTQO�8GQNKC�9CVGT�CPF�+(24+�����

Water resources per capita is just one-sixth of the world average (FAO, 
Óä£x®°� /�i� À�>`� >�i>`� Ì�� ��VÀi>Ãi� Ü>ÌiÀ� >Û>��>L���ÌÞ� �Ã� `�vwVÕ�Ì� >�`�
expensive. Countries in the region have developed a higher proportion 
of their available water resources and have constructed more water dams 
and storage per capita than any other region in the worldn. The region has 
always coped with water scarcity. But today the region is at a crossroads. 

��y�VÌ� �Ã� Ì>���}� >� ÃiÛiÀi� �Õ�>�� >�`� iV�����V� Ì���]� vÕi���}� �>ÃÃ�Ûi�
displacements of populations. What water remains available is dwindling, 
under pressure from rapid population growth and urbanization combined 
with climate change. Governments in the region have introduced new 
water policies and water laws to address the risks of increasing water 
security throughout the water cycle from water resources management to 
water transfer, treatment and utilization and water recycling for reuse. They 
also increase investment in water infrastructure and in scaling up water 
ÌiV�����}�iÃ�`iÃ�}�i`�Ì����VÀi>Ãi�Ü>ÌiÀ�«À�`ÕVÌ�Û�ÌÞ�­7�À�`�	>���Óä£n®°

8. /CMKPI�VJG�/QUV�QH�5ECTEKV[�#EEQWPVCDKNKV[�HQT�$GVVGT�9CVGT�/CPCIGOGPV�KP�VJG�/KFFNG�
'CUV�CPF�0QTVJ�#HTKEC��9QTNF�$CPM�������

MENA’s exposure to high or very high water stress 
is greater than global averages

Figure 2
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36% 22%
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World
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a. Surface water resources are fully utilized. A large portion of water 
resources in the Middle East and North Africa is transboundary. About 
Èä¯� �v� ÃÕÀv>Vi� Ü>ÌiÀ� y�ÜÃ� >VÀ�ÃÃ� ��ÌiÀ�>Ì���>�� L�Õ�`>À�iÃ]� >�`� >���
countries share at least one aquifer with a neighboring nation (World 
	>��]�Óä£Ç®°�Ƃ����>��À�ÃÕÀv>Vi�Ü>ÌiÀ�L�`�iÃ�>Ài�Ã�>Ài`\�i�iÛi��À�«>À�>��
countries share the Nile, Tigris-Euphrates between Turkey, Syria and 
Iraq and the Gulf countries, the Yarmouk river is shared amongst Syria, 
Jordan and Israel, and the Jordan amongst Lebanon, Syria, Jordan, 
Palestine and Israel. Tunisia and Algeria share the waters of several 
transboundary rivers, notably the Medjerda River, which accounts for 
ÎÇ¯��v�/Õ��Ã�>½Ã�ÃÕÀv>Vi�Ü>ÌiÀ�>�`�ÓÓ¯��v��ÌÃ�Ài�iÜ>L�i�Ü>ÌiÀ�ÀiÃ�ÕÀViÃ°�
And yet not a single formal agreement for joint management of shared 
Ü>ÌiÀ�ÀiÃ�ÕÀViÃ�iÝ�ÃÌÃ����Ì�i�Ài}���°�"��Þ�ÃiÛi��ƂÀ>L�ÃÌ>ÌiÃ��>Ûi�À>Ì�wi`�
the UN Convention on the Non-Navigational Uses of International 
7>ÌiÀV�ÕÀÃiÃ]�Ü��V��V�`�wiÃ�Ì�i�V�Ài�«À��V�«�iÃ��v���ÌiÀ�>Ì���>��7>ÌiÀ�
Law and is often used to conclude joint management and water sharing 
agreements. This situation is in contrast with the agreements reached 
���Ì�i�£�ÈäÃ�LiÌÜii����`�>�>�`�*>��ÃÌ>��v�À�Ã�>À��}�Ì�i�Ü>ÌiÀÃ��v�Ì�i�
Indus Basin or the European counties legal agreements for sharing the 
management of the Danube and the American and Mexico agreement 
Ã�}�i`����Ì�i�£�{ä�Ì���>�>}i�>�`�«À�ÌiVÌ�Ì�i�
���À>`��>�`�/��Õ>�>�
rivers in the border region. 

Dams and storage infrastructure have been built along the main 
international rivers of the region: The Nile, the Tigress and Euphrates, 
and the Jordan rivers share surface resources with limited collaboration 
>���}�Ì�i�À�«>À�>��V�Õ�ÌÀ�iÃ°�/�i��>ÌiÃÌ�iÝ>�«�i��Ã�Ì�i�V��y�VÌ�LiÌÜii��
Egypt and Ethiopia over the construction of the Grand Renaissances 
Dam close to the Sudanese boarder with limited consultation with 
Egypt or Sudan. In addition to sharing surface water running through 
international rivers, all countries in the region share at least one aquifer 
with a neighboring country with no agreements for joint management 
of shared groundwater resources9. 

b. Groundwater resources are under increasing pressure of abstraction.  
The competition of groundwater both within national boundaries and 
ÌÀ>�ÃL�Õ�`>ÀÞ�>µÕ�viÀÃ��>Ã�LiV��i�>�Ã�}��wV>�Ì�Ã�ÕÀVi��v�>}À�VÕ�ÌÕÀ>��
water across the region. Groundwater forms the basis for the rapid 
growth of new agricultural economies of most countries in the region. 
Egypt is expanding cultivation in the Western Desert to ease population 
pressure in the narrow Nile basin and its delta. Every country in the 
region is now experiencing the challenge of groundwater depletion, and 

9. 6TCPUDQWPFCT[�CSWKHGTU�QH�VJG�YQTNF�
�������6JG�KPVGTPCVKQPCN�)TQWPFYCVGT�#UUGUUOGPV�
%GPVGT��70'5%1�

Cooperation in managing transboundary water 
resources is limited.
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the overall very high rates of withdrawal of both surface and groundwater 
make agriculture vulnerable to claims from other sectors in addition to 
the risks of climate change that do not recognize national boundaries.£ä

Many governments in the region have managed groundwater as an 
open-access resource, which suffers from the tragedy of the commons 
caused by lose governance and from traditional demand for easy 
access to this common resource££. This is one of the greatest obstacles 
to optimal and sustainable management of groundwater resource, 
because users of the resource may not consider the effects of their 
use on the future availability and cost of the resource to other users. 

��y�VÌ��ÛiÀ�}À�Õ�`Ü>ÌiÀ�Ã�>À��}�>�`�>���V>Ì�����Ã�Ã«Ài>`��}�>���}�
the competing users. The over-exploitation is usually the result of a 
complex process of incentives and subsidies to the energy sector 
combined with decentralized procedures of drilling wells without 
adherence to a national water plan. Such a plan would require careful 
monitoring and data gathering, and regulations that would guide 
`À�����}� >�`� `iw�i� «À��À�ÌÞ� Ü>ÌiÀ� ÕÃi� >�`� >���V>Ì���Ã£Ó. 

Many countries have recognized this problem and introduced regulations 
for the groundwater sector and are addressing the subsidy to energy 
Ü�Ì����>�V��«�iÝ�vÀ>�iÜ�À��ÀiÃ«��Ã�Ûi�Ì��Ì�i�`�vwVÕ�Ì�«���Ì�V>��iV����Þ�
of the energy sector. But the implementation of these regulations needs 
vÕÀÌ�iÀ� i�v�ÀVi�i�Ì� >Ã� }À�Õ�`Ü>ÌiÀ]� ���i� ÃÕÀv>Vi�Ü>ÌiÀ]� �Ã� >� yÕ�`� Ì�>Ì�
ÀiV�}��âiÃ�����>Ì���>��L�Õ�`>À�iÃ°�
��y�VÌ��Ã�V�������ÛiÀ�}À�Õ�`Ü>ÌiÀ�
use between both private owners as well as sharing nations. Criteria for 
establishing rights and equity in sharing groundwater resources are not 
>`iµÕ>Ìi�Þ�V�i>À��À�Üi���`iw�i`�����>�Þ�V�Õ�ÌÀ�iÃ°�7�iÀi�}À�Õ�`Ü>ÌiÀ�
y�ÜÃ��>ÌÕÀ>��Þ�vÀ�����i�ÃÌ>Ìi�Ì��>��Ì�iÀ]�V��«iÀ>Ì�����Ã��ii`i`����>Ài>Ã�
such as the exchange of information and data required to better monitor 
and manage both water quality and quantity, and to enforce agreements 
reached. Especially important is the sharing of information on water 
recharge, and other changes in water tables in order to coordinate and 
adjust withdrawal rates among the riparian owners or states. The over-
extraction of groundwater beyond safe yield levels has resulted in the 

10. )'(�������)NQDCN�&KCIPQUVKE�QP�)TQWPFYCVGT�)QXGTPCPEG��)'(�(#1��4QOG��#PF�
(#1�������)NQDCN�&KCIPQUVKE�QP�)TQWPFYCVGT�)QXGTPCPEG��4QOG��2QNKE[�$TKGH�������
'PJCPEKPI�TGIKQPCN�EQQRGTCVKQP�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC�VJTQWIJ�VJG�9CVGT�
'PGTI[�(QQF�5GEWTKV[�0GZWU�

11. 5JCJ��6���������p6COKPI�VJG�#PCTEJ[��)TQWPFYCVGT�)QXGTPCPEG�KP�5QWVJ�#UKCq��4GUQWTEGU�
HQT�VJG�(WVWTG�2TGUU��9CUJKPIVQP�&%��

12. 6JG�GHHGEVU�QH�GPGTI[�UWDUKFKGU�QP�YCVGT�YKVJFTCYCNU�CPF�FGRNGVKQP�KNNWUVTCVG�VJG�
EQPUGSWGPEGU�QH�WPOCPCIGF�VTCFG�QHHU�KP�VJG�YCVGT�GPGTI[�HQQF�PGZWU��#�UVWF[�QP�
GPGTI[�UWDUKFKGU�KP�/'0#�
%QOOCPFGT��0KMQNQUMK�CPF�8CINKCUKPFK�������UWIIGUVU�VJCV�
EQWPVTKGU�YKVJ�NQYGT�VJCP�CXGTCIG�FKGUGN�RTKEGU�CTG�EJCTCEVGTK\GF�D[�OWEJ�JKIJGT�
CPF�
UVCVKUVKECNN[�UKIPKƂECPV��YCVGT�YKVJFTCYCN�VQ�CXCKNCDKNKV[�TCVKQU��+P�QVJGT�/KFFNG�'CUVGTP�CPF�
0QTVJ�#HTKECP�EQWPVTKGU�YJGTG�FGUCNKPCVKQP�KU�PQV�C�OCLQT�UWRRN[�UQWTEG��UWDUKFK\GF�HWGN�
causes high water withdrawal to availability ratios (and thus unsustainable water use) by 
driving uncontrolled groundwater pumping.
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pollution of existing groundwater aquifers, due to intrusion of saline 
seawater and the upcoming of brackish and saline water supplies from 
lower aquifers. Throughout the region considerable public and private 
investments have also been made in groundwater irrigation without 
paying heed to the sustainability of the resource. 

Large aquifers are also transboundary. The Nubian Sandstone Aquifer 
System (NSAS) shared by four countries in northeast Africa (Chad, 
Egypt, Libya and Sudan) is the world's largest "fossil" groundwater 
aquifer, covering some two million square kilometers. Its vast 
freshwater reserves have the potential to meet growing water demands 
���Ì�i�V�Õ�ÌÀ�iÃ°����Óä£Î]�Ì�i���ÛiÀ��i�ÌÃ��v�
�>`]�
}Þ«Ì]���LÞ>�>�`�
Sudan formalized an agreement for joint management of the shared 
aquifer. The regional agreement (Strategic Action Program) provides 
a framework for agreed collective actions to manage the aquifer. 
-«iV�wV>��Þ]� �Ì� �ÕÌ���iÃ� Ì�i� �iViÃÃ>ÀÞ� �i}>�]� «���VÞ� >�`� ��ÃÌ�ÌÕÌ���>��
reforms needed to address the key transboundary concerns affecting 
the aquifer and their root causes at both the regional and national 
�iÛi�°�/�iÃi�V�Õ�ÌÀ�iÃ�>Ài�>���V>Ì��}� Ã�}��wV>�Ì� ��ÛiÃÌ�i�Ì� Ì��iÝÌÀ>VÌ�
water from this large and deep aquifer to expand water services such 
as the Man-Made River in Libya and the large-scale desert farming in 
Egypt to supply water and generate employment to the growing urban 
populations. The major North-Western Sahara Aquifer System covers 
�ÛiÀ���i�����������Ó]��v�Ü��V��Çää]äää�>Ài����Ƃ�}iÀ�>]�nä]äää����/Õ��Ã�>�
and 250,000 in Libya. It includes the two main aquifers in the region: 
The Intercalary Continental and the Terminal Complex. The riparian 
countries are developing groundwater resources to expand cultivation 
of high value crops. The over-exploitation of groundwater may cause 
serious problems of saline intrusion or ground subsidence. 

Recovery of the aquifers, even with the introduction of appropriate 
measures, may take generations. The responsibility of public water 
agencies is to ensure that public water resources are much better 
protected and sustained for future generations. The main drivers 
��� ÕÌ���â��}� Ì�iÃi� >µÕ�viÀÃ� >Ài� i�}��iiÀ��}� wÀ�Ã� >�`� ��vÀ>ÃÌÀÕVÌÕÀi�
project managers. The expansion of unrestricted use of non-renewable 
groundwater supplies in many countries demonstrates the impact of 
inadequate policies and misguided investment in this sector. 

The absence of a strategic national water framework to protect the 
non-renewable water supplies, especially for future generations, is 
causing many Arab countries to waste precious water resources on 
activities cultivating low value crops, which have not received adequate 
economic or environmental assessment and evaluation. This situation 
could be addressed through carefully developed and articulated 
��Ìi}À>Ìi`� Ü>ÌiÀ� �>�>}i�i�Ì� >««À�>V�iÃ� Ã«iV�wV>��Þ� `iÃ�}�i`�
to change the way groundwater is being abstracted and used. This 
requires an appreciation that groundwater is part of the integrated 
water cycle in the country, and that it is part of the river basin that 
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��V�Õ`iÃ� L�Ì�� ÃÕÀv>Vi� >�`� Li��Ü� }À�Õ�`� Ü>ÌiÀ� y�Ü� �iÌÜ�À�Ã°� /��Ã�
recognition is essential to harmonize water use among high priority 
social and economic objectives, within a framework that also takes 
��� V��Ã�`iÀ>Ì���Ã� Ì�i� Ü>ÌiÀ� �ii`Ã� �v� vÕÌÕÀi� }i�iÀ>Ì���Ã°� 
vwV�i�Ì�
management of groundwater resources recognizes that some of the 
tapped aquifers are connected with the national hydrological network 
of both surface and underground, and thus may also be recharged by 
Ì�i��ÀÀ�}>Ì�����iÌÜ�À�Ã�`�ÃÌÀ�LÕÌ��}�ÃÕÀv>Vi�Ü>ÌiÀ�Ì��Ì�i�wi�`Ã°�ƂÃ�ÃÕV�]�
managing groundwater becomes an integral part of national water plans.

Some governments have initiated serious steps to reform water laws to 
better regulate the groundwater including licensing well construction 
and pumping water for personal use. The open access nature of the 
ÀiÃ�ÕÀVi]�V�Õ«�i`�Ü�Ì���ÌÃ���Û�Ã�L���ÌÞ]��>�iÃ�}�ÛiÀ�>�Vi�`�vwVÕ�Ì°�*ÕL��V�
policies and institutions should enhance permanent monitoring of quality 
and quantity of local and regional aquifers and regulate development 
and abstraction. Water laws are important to protect these open access 
resources and to ensure that poor households and consumers have 
equal access, and to prevent the powerful and politically connected 
members of the communities to have appropriated water rights£Î.

Most countries are modeling data on vulnerability of ground water 
resources to monitor groundwater reserves and to study groundwater 
depletion and possible exhaustion of water resources at local or national 
levels. Main challenge facing such analysis is the lack of a detailed 
understanding of when a depleting resource becomes unviable for 
further exploitation. The question is not simply how much water is 
«�ÞÃ�V>��Þ�>Û>��>L�i]�LÕÌ�Ü�i��Ì�i�w�>�V�>��V�ÃÌÃ�>�`�i�Û�À���i�Ì>��>�`�
water quality impacts of extracting more groundwater render the resource 
unviable for human applications. Scientists and modelers employ a global 
and local data set to specify the cost of groundwater extraction as a 
function of depletion and to test if future rates of groundwater depletion 
could be reduced by higher extraction costs. Regions that deplete water 
to costly levels lose competitive advantage for crop production, which 
shifts to regions where water resources are cheap and plentiful.£{

Cities such as Amman rely heavily on over-abstracted groundwater 
in Jordan. As this source is depleted, the government invested in 
expensive solutions to transfer water from the Disi fossil aquifer, a 
ÌÀ>�ÃL�Õ�`>ÀÞ� >µÕ�viÀ� Ü�Ì�� ->Õ`�� ƂÀ>L�>���Ài� Ì�>�� Îää��� Ã�ÕÌ�� �v�
Amman. Substantial number of residents in the surrounding communities 
and rural areas of Jordan rely on private providers of services water tankers 

13. %NQUCU��#�����/QNNG��(��������)TQWPFYCVGT�)QXGTPCPEG�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�
#HTKEC��+9/+�2TQLGEV�4GRQTV�0Q����+9/+��%QNQODQ�

14.�6WTPGT��5���*GLC\K��/����;QPMQHUMK��%���-KO��5���-[NG��2��p+PƃWGPEG�QH�)TQWPFYCVGT�'ZVTCEVKQP�
%QUVU�CPF�4GUQWTEG�&GRNGVKQP�.KOKVU�QP�5KOWNCVGF�)NQDCN�0QPTGPGYCDNG�9CVGT�
9KVJFTCYCNU�1XGT�VJG�6YGPV[�(KTUV�%GPVWT[�'CTVJ�(WVWTGq�������
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at relatively high cost. Other shared groundwater resources include the 
Western Mountain Aquifer (between the West Bank and Israel). The 
expansion of groundwater exploitation and the resulting serious decline of 
renewable and nonrenewable aquifers have been caused by cheap prices 
for energy needed to pump water especially from fossil aquifers. The 
complex relationship between groundwater extraction and energy subsidy 
is addressed under the water-food-energy section listed below as Issue #5.

In order to improve access to these shared resources, the governments 
in North African countries have updated their water regulations and 
established a joint technical commission for water resources planning 
and management, exchange of information and data management, 
including monitoring water use, pollution and environmental conditions. 
To date, the riparian countries have not approved legal agreements. 
Despite a long history of shared water management in the region, 
there have been limited cooperative agreements for joint management 
of transboundary water. Absence of cooperative agreements on 
transboundary water resources has had severe consequences on 
livelihoods and ecosystems. Cooperation over transboundary waters is 
iÃ«iV�>��Þ�V��«�iÝ�Ü�i��V��y�VÌ�>�`�vÀ>}���ÌÞ�>vviVÌ�À�«>À�>��V�Õ�ÌÀ�iÃ°�


�Õ�ÌÀ�iÃ�>vviVÌi`�LÞ�vÀ>}���ÌÞ]�V��y�VÌ�>�`�Û���i�Vi�>Ài�«��À�Þ�«�>Vi`�Ì��
defend their interests or to enter into cooperative arrangements. Thus, 
they bring additional complexity to transboundary water management.  
In this context, International efforts to enhance cooperation in managing 
shared waters are seriously needed. 

Working together within countries and across boundaries is essential for 
collective management of transboundary water resources and associated 
issues like challenges caused by climate change including increasing 
y��`Ã�>�`�̀ À�Õ}�ÌÃ����Ì�i�Ài}���°�Ƃ�Ì��Õ}��Ì�iÀi�>Ài�����Ì�>VÌ���Ã�«�>�Ã����
the large aquifers in North Africa, unfortunately, no legal agreements have 
been signed along the transboundary rivers or in regulating groundwater 
aquifers in the region. By contrast, the Pakistan/India agreement governs 
Ã�>À��}��v�Ì�i���`ÕÃ�	>Ã����À�Ì�iÀi�>Ài�>�Ã����Ài�Ì�>��£Çä��i}>��>}Àii�i�Ì�
among the riparian countries along the Danube river. Efforts by international 
organizations should be made to encourage cooperation to sign binding 
agreements among the riparian countries in the region. 

c. Non-conventional water resources are expensive: Most counties 
in the region are exploring options of water desalination to augment 
declining natural water resources to augment naturally available 
resources. The six countries of the Gulf Cooperative Council (GCC 
Bahrain, Kuwait, Oman, Qatar, United Arab Emirates and Saudi Arabia) 
and Israel have invested heavily in advancing desalination technology 
to augment water supply for drinking to the increasing and urbanizing 
population. Seventy percent of desalination plants in the world are 
located in this area. However, while the plants produce water needed 
for the arid region, they can manufacture problems for health and the 
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environment. The seawater used most in desalination plants has high 
amounts of boron and bromide, and the process can also remove 
essential minerals like calcium. Also, the concentrated salt is often 
dumped back into oceans where the increased salinity affects the 
ocean's environment. The plants harm local wildlife and add pollutants 
to the region's climate. In addition, costs of desalination are extremely 
high. In addition, the desalination most countries are treating uses water 
for recycling. Countries are investing in modern infrastructure and in 
water treatment technologies to utilize this expensive non-conventional 
water resource. Several hurdles are slowing the scaling up of using this 
resource including cultural barriers and health and quality risks that 
have to be addressed as important components of the resource£x. 

15. -HQWTK�%���GV�CN���p9CVGT�4GWUG�KP�VJG�/'0#�4GIKQP��%QPUVTCKPVU��'ZRGTKGPEGU�CPF�2QNKE[�
4GEQOOGPFCVKQPU��KP�9CVGT�KP�VJG�#TCD�9QTNF��9QTNF�$CPM������

Source: &CVC�HTQO�)NQDCN�9CVGT�+PVGNNKIGPEG������

Most countries in the region have expanded implementing public-private 
partnerships (PPPs) in managing several components of the water system 
>Ã�`iÃVÀ�Li`�Li��Ü�­-ii�
�>ÀÌ�£®°�/�i���ÃÌ�V������***��Ã�����>�>}��}�
Ü>ÌiÀ�ÕÌ���Ì�iÃ�Ì��Ì>V��i�w�>�V�>��V��ÃÌÀ>��ÌÃ����Ü>ÌiÀ�ÃiÀÛ�Vi�̀ i��ÛiÀÞ°

Public Private Partnership (PPP) is increasing 
in the water sector. 

Issue 4
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16. #EJKGXKPI�C�5WUVCKPCDNG�%CNKHQTPKC�9CVGT�(WVWTG�6JTQWIJ�+PPQXCVKQPU�KP�5EKGPEG�CPF�
6GEJPQNQI[�%CNKHQTPKC�%QWPEKN�QP�5EKGPEG�CPF�6GEJPQNQI[�#RTKN������

Source: %CNKHQTPKC�%QWPEKN�QP�5EKGPEG�CPF�6GEJPQNQI[�#RTKN�����16�CPF�OQFKƂGF�
HQT�VJKU�PQVG�
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PPPs in utilities can be one tool, among others, available to governments 
v�À���«À�Û��}�Ì�i�«iÀv�À�>�Vi�>�`�w�>�V�>��ÃÕÃÌ>��>L���ÌÞ��v�Ì�i�Ü>ÌiÀ�
ÃiVÌ�À�>�`�Ì��ÃÕ««�ÀÌ���«À�Ûi�i�ÌÃ����ivwV�i�VÞ�>�`�µÕ>��ÌÞ��v�ÃiÀÛ�Vi�
delivery. PPPs in the water utility have mostly worked using management 
and performance-based contracts. The advantage of this type of 
partnership is that the ownership of the assets remains in the hands of 
the public utility. The private operator becomes involved over short to 
�i`�Õ��Ì��i�ÃV>�iÃ� ­x�Ç�Þi>ÀÃ®� ��� Ì�i��«iÀ>Ì����>�`��>��Ìi�>�Vi��v�
municipal water and wastewater systems where the public utility seeks 
improvements in service delivery and quality. Utility PPPs can also focus 
on reducing leakage in distribution networks and ensuring that these 
ivwV�i�VÞ�}>��Ã�>Ài��>��Ì>��i`��ÛiÀ�Ì��i°� ���Ì��Ã�V>Ãi]� Ì�i�Li�iwÌ��v�
the partnership is that the public utility gains by reduced levels of non-
revenue water and the contractor by performance-based fees linked 
to volume of water saved. The engagement of the private sector has 
not been easy because of weak governance and weak engagement 
by the stakeholders and water users in designing the conditions under 
which each component of the water system would be managed and 
delivered. Because according to the UN resolution, drinking clean 
water is a human right£Ç, the engagement of the private sector in this 
service requires careful assessment of the risk of using this issue for 
«À�Û>Ìi�«À�wÌ°


�>ÀÌ� £� >L�Ûi� �Ã� >`>«Ìi`� �iÀi� Ì�� ÃÕ}}iÃÌ� Ì�>Ì� Ì�i� V��«�iÝ� Ü>ÌiÀ�
ÃÞÃÌi�� ÀiµÕ�ÀiÃ� i�>L�À>Ìi� «���VÞ� vÀ>�iÜ�À�� Ì�� `iw�i� Ì�i� À��i� �v�
the role government, the private sector and the users as integrated 
stakeholders of this system. The public sector is crucial in developing 
and managing and protecting water resources as public good, building 
water infrastructure such as managing river basis and building dams 
and national water distribution networks and water storage and water 
quality and treatment facilities. The public sector is also responsible 
for monitoring and establishing public data for hydrology and water 
resources and public water information services. Private sector and 
water users and other stakeholders can play crucial roles in managing 
and delivering other components of the water system such as joint 

17. On 28 July 2010, through Resolution 64/292��VJG�7PKVGF�0CVKQPU�)GPGTCN�#UUGODN[�GZRNKEKVN[�
TGEQIPK\GF�VJG�JWOCP�TKIJV�VQ�YCVGT�CPF�UCPKVCVKQP�CPF�CEMPQYNGFIGF�VJCV�ENGCP�FTKPMKPI�
YCVGT�CPF�UCPKVCVKQP�CTG�GUUGPVKCN�VQ�VJG�TGCNK\CVKQP�QH�CNN�JWOCP�TKIJVU��6JG�4GUQNWVKQP�ECNNU�
WRQP�5VCVGU�CPF�KPVGTPCVKQPCN�QTICPK\CVKQPU�VQ�RTQXKFG�ƂPCPEKCN�TGUQWTEGU��JGNR�ECRCEKV[�
DWKNFKPI�CPF�VGEJPQNQI[�VTCPUHGT�VQ�JGNR�EQWPVTKGU��GURGEKCNN[�FGXGNQRKPI�EQWPVTKGU��VQ�
RTQXKFG�UCHG��ENGCP��CEEGUUKDNG�CPF�CHHQTFCDNG�FTKPMKPI�YCVGT�CPF�UCPKVCVKQP�HQT�CNN��6JG�GHHGEVU�
QH�GPGTI[�UWDUKFKGU�QP�YCVGT�YKVJFTCYCNU�CPF�FGRNGVKQP�KNNWUVTCVG�VJG�EQPUGSWGPEGU�QH�
WPOCPCIGF�VTCFG�QHHU�KP�VJG�YCVGT�GPGTI[�HQQF�PGZWU��#�UVWF[�QP�GPGTI[�UWDUKFKGU�KP�/'0#�

KP�'ZVGTPCN�VJG�5K\G�QH�'ZVGTPCN�'HHGEVU�QH�'PGTI[�5WDUKFKGUq�%QOOCPFGT�5����0KMQNQUMK�<��
CPF�8CINKCUKPFK��/��
������UWIIGUVU�VJCV�EQWPVTKGU�YKVJ�NQYGT�VJCP�CXGTCIG�FKGUGN�RTKEGU�CTG�
EJCTCEVGTK\GF�D[�OWEJ�JKIJGT�
CPF�UVCVKUVKECNN[�UKIPKƂECPV��YCVGT�YKVJFTCYCN�VQ�CXCKNCDKNKV[�
TCVKQU��+P�QVJGT�/KFFNG�'CUVGTP�CPF�0QTVJ�#HTKECP�EQWPVTKGU�YJGTG�FGUCNKPCVKQP�KU�PQV�C�OCLQT�
UWRRN[�UQWTEG��UWDUKFK\GF�HWGN�ECWUGU�JKIJ�YCVGT�YKVJFTCYCN�VQ�CXCKNCDKNKV[�TCVKQU�
CPF�VJWU�
unsustainable water use) by driving uncontrolled groundwater pumping.
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18.�/QNNG�(��5JCJ��6��CPF�$CMGT��4��6JG�)TQWPFUYGNN�QH�2WORU��/WNVKNGXGN�+ORCEVU�QH�C�5KNGPV�
Revolution, 2003.

19.�4CPC�'N�*CLL��GV�CN�������p'PJCPEKPI�TGIKQPCN�EQQRGTCVKQP�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�
#HTKEC�VJTQWIJ�VJG�9CVGT�'PGTI[�(QQF�5GEWTKV[�0GZWUq�+UUCO�(CTGU�+PUVKVWVG�HQT�2WDNKE�
2QNKE[�CPF�+PVGTPCVKQPCN�#HHCKTU��#OGTKECP�7PKXGTUKV[�QH�$GKTWV�

Water, energy and food security are closely interlinked in a region. 
Water is needed to grow food. And energy depends on water to 
generate power, yet energy is needed to extract and deliver water to 
users. Deep groundwater extraction has increased exponentially with 
the spread of energized pumping for irrigation and to provide drinking 
water for the millions of rural communities which are not connected to 
national water carriers. 

Great improvements have been made in the methods of drilling in 
recent years, thanks largely to technology developed by the petroleum 
industry. Powerful pumps enable the users to draw large volumes of 
water via deep boreholes, thus affecting the water table beyond 
Ì�i� V��w�iÃ� �v� Ì�i�À� «À�«iÀÌÞ� >�`� `i«�iÌ��}� `�ÃÌ>�Ì� Üi��Ã� v�À�iÀ�Þ�
considered to lie safely beyond the drilled zone. The steady decline 
in costs, pumps are now, to a large degree, privately owned and have 
spread rapidly. Facilitated and encouraged by cheap energy prices and 
subsidies to the energy sector, the dissemination of relatively cheap 
pumping technology has revolutionized access to both underground 
water (deep wells or shallow wells) and surface water (tapping rivers 
>�`�`À>��Ã�>�`�y�ÜÃ�����ÀÀ�}>Ì����V>�>�Ã£n). Pumps and tube wells have 
played a prominent role in irrigation in the semiarid regions for many 
decades. The expansion of pumping technology has often resulted in 
dramatic declines in the water table in areas of low or zero recharge. 
The complex relationship between groundwater extraction and energy 
ÃÕLÃ�`Þ� �Ã� `�vwVÕ�Ì� Ì�� >``ÀiÃÃ� ivwV�i�Ì�Þ� LiV>ÕÃi� �v� Ì�i� «���Ì�V>��
economy of both water and energy in most countries in the region. This 
�>Ã�ÃÕ«iÀ��«�Ãi`�>���}�V��v���`�Û�`Õ>�]�yiÝ�L�i]�>�`����`i�>�`�>VViÃÃ�
to water, which has far-reaching and, as yet overlooked, implications for 
the regulation and management of our water resources. Subsidies on 
energy allowed this expansion. If subsidy on energy is removed, water 
extraction will be better managed to optimize use£�. 

Water/Energy/ Food Nexus needs careful 
adjustment.

Issue 5
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private sector and the stakeholders require transparent governance, 
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regulatory capacity in public water organizations. 
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Issue #5

Ƃ}À�VÕ�ÌÕÀi�V��ÃÕ�iÃ�LiÌÜii��Çä¯�Ì��nä¯��v�Ü>ÌiÀ������ÃÌ�V�Õ�ÌÀ�iÃ�
of the region, while its contribution to GDP has been in decline. On 
>ÛiÀ>}i]�>}À�VÕ�ÌÕÀi�V��ÌÀ�LÕÌiÃ��iÃÃ�Ì�>��£ä�¯�Ì��Ì�i���*°��i�iÀ>Ì����
of energy at various stages demands water. For example, in Egypt 
Óx¯� �v� Ì�i� i�iVÌÀ�V>�� }i�iÀ>Ì���� V>«>V�ÌÞ� �Ã� L>Ãi`� ��� �Þ`À�«�ÜiÀ°�
Energy is needed throughout the water system starting from extraction 
at the source to delivery to consumers. Several governments in the 
region attempt to manage water scarcity by increasing investment 
in water desalination and water recycling of water for reuse. In Saudi 
ƂÀ>L�>]� >««À�Ý��>Ìi�Þ� Èx¯��v�`��iÃÌ�V� ���� ÕÃi� �Ã� v�À�`iÃ>���>Ì���°� �Ì�
�Ã� iÃÌ��>Ìi`� Ì�>Ì� V��Ãi� Ì�� £x¯� �v� Ì�i� i�iVÌÀ�V>�� V��ÃÕ�«Ì���� ��� Ì�i�
Arab world goes into the water cycle. Desalination is the main source 
of drinking water in the six GCC countries. Energy is also needed in 
food production at different stages starting from pumping needs for 
�ÀÀ�}>Ì����Ì��ÌÀ>�Ã«�ÀÌ>Ì�����v�«À�`ÕVi�>�`�w�>��Þ�ÀivÀ�}iÀ>Ì���°�����Ì�iÀ]�
less rich parts of the region, however, water and energy needed for 
food production are still lacking20. 

Water is inextricably linked to energy and food production. Energy 
depends on water for power generation, the extraction, transport and 
processing of fossil fuels, and the irrigation of biofuel. At the same 
Ì��i]�Ü>ÌiÀ�«À�Û�Ã����̀ i«i�`Ã����i�iÀ}Þ�v�À��ÌÃ�>LÃÌÀ>VÌ���]�«ÕÀ�wV>Ì����
and distribution. Food production needs water, productive land and 
energy to grow crops, maintain livestock, and process food. Food 
waste can also be used to generate energy via anaerobic digestion. 
-ÕV��L��`�ÀiVÌ���>������Ã�>Ài�vÕÀÌ�iÀ�V��«��V>Ìi`�LÞ�Ì�i�ÃiVÌ�À�Ã«iV�wV�
externalities that modify the physical or chemical characteristics of 
Ü>ÌiÀ�>�`�>�ÌiÀ�Ü>ÌiÀ�y�ÜÃ°�/�i�ÃÌÀÕVÌÕÀ>����`�wV>Ì�����v�Ü>ÌiÀ�V�ÕÀÃiÃ�
resulting from their use for energy can impair their integrity, alter water 
y�ÜÃ�>�`��i}>Ì�Ûi�Þ�>vviVÌ�Ì�i��i>�Ì���v�À�ÛiÀÃ°�

Ƃ�«�i� v��`� ÃÕ««��iÃ� iÝ�ÃÌ� }��L>��Þ� `iÃ«�Ìi� 
"6���£�½Ã� ��«>VÌÃ°�

"6���£���>Ã�V>ÕÃi`�`�ÃÀÕ«Ì���Ã�Ì��Ì�i�v��`�ÃÕ««�Þ�V�>��Ã�>À�Õ�`�Ì�i�
world and raised concerns about food security. Global cereal markets 
are expected to remain well supplied and balanced but localized 
disruptions, largely due to logistical issues, pose challenges to the 
functioning of food supply chains in the several countries in the region. 
FAO reports indicate that food supplies and reserves are currently 

Food Security in the region. 

Issue 6

20. 
(#1��������%18+&����CPF�KVU�KORCEV�QP�HQQF�UGEWTKV[�KP�VJG�0GCT�'CUV�CPF�0QTVJ�#HTKEC��
How to respond?
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Natural constraints on production for most of the MENA region, 
geography and climate combine to impose severe constraints on 
agriculture production. Vast deserts stretch across North Africa to the 
Arabian Peninsula, leaving little arable land for most of the region’s 
population. Growing populations, in fact, have reduced per capita 
>À>L�i� �>�`� >Û>��>L���ÌÞ� Ì�� ä°£�� �iVÌ>ÀiÃ]� ��i� �v� Ì�i� Ü�À�`½Ã� ��ÜiÃÌ�
À>ÌiÃ� ­1-�Ƃ�Óä£x� >�`��Ƃ"]� Óä£{®°� 
ÝVi«Ì���Ã� iÝ�ÃÌ]� �v� V�ÕÀÃi]�Ü�Ì��
the area covering the historic Fertile Crescent24—which includes 
Turkey, Lebanon, parts of Syria and Jordan, and the Nile River Delta—
�vviÀ��}� ÃÕvwV�i�Ì����ÃÌÕÀi� Ì�� ÃÕÃÌ>��� «À�`ÕVÌ�Ûi� >}À�VÕ�ÌÕÀi25. Rain-
fed agriculture in MENA is supplemented with irrigation systems on 
>L�ÕÌ� Îä� «iÀVi�Ì� �v� >À>L�i� �>�`]� Ì��Õ}�� Ì�i� Û>ÃÌ��>��À�ÌÞ� �v� Ì��Ã� �Ã�
concentrated in Iran, Egypt, and Iraq. 

Moreover, highly variable rainfall in areas that rely on rain-fed 
agriculture contribute to large swings in year-to-year yields. In 

satisfactory in most countries in the MENA region, but worries remain 
v�À� V�Õ�ÌÀ�iÃ� >vviVÌi`� LÞ� V��y�VÌ� >�`� ��ÃÌ>L���ÌÞÓ£. 

For decades, MENA countries have been allocating the bulk of 
their scarce water resources to the agricultural sector to enhance 
food security, despite the fact that all countries in the region are 
increasing their dependence on international markets for main staple 
food commodities. While domestic food production has increased 
due to substantial investment in modern agricultural and irrigation 
technology,22 the increase is not enough to secure food for the growing 
«�«Õ�>Ì���� Ü��V�� �>Ã� ��Ài� Ì�>�� ÌÀ�«�i`� LiÌÜii�� £�Çä� >�`� ÓäÓä]�
À�Ã��}�vÀ���£ÇÎ���������«i�«�i�Ì��xÇn���������«i�«�i�>�`�Ài`ÕV��}�Ì�i�
average amount of fresh water available per capita and arable land by 
��Ài� Ì�>�� Èä� «iÀVi�Ì� �Ƃ"� ­Óää£®� >�`� *,	� ­ÓääÓ®ÓÎ. 

21. 
(#1��������
#37#56#6�5WTXG[�s�������p+TTKICVKQP�KP�VJG�/KFFNG�'CUV�TGIKQP�KP�ƂIWTGUq�
22. 4QWFK�(CJKOK�(��%TGGNK��.���&G�5QW\C��4�&��
������(KPFKPI�VJG�DCNCPEG��2QRWNCVKQP�CPF�

YCVGT�UECTEKV[�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC��6JG�2QRWNCVKQP�4GHGTGPEG�$WTGCW��
9CUJKPIVQP�&%�75#����

23. Dixon, J, et.al (2001) “Farming systems and Poverty: Improving Livelihood in a Changing 
9QTNF��(#1�9QTNF�$CPM�RWDNKECVKQP�

24. 0KICVW�)���CPF�/QVCOGF��/���
������p6JG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC�4GIKQP��#P�
+ORQTVCPV�&TKXGT�QH�9QTNF�#ITKEWNVWTCN�6TCFGq��6JG�'EQPQOKE�4GUGCTEJ�5GTXKEG��75&#�

�������CPF�
(#1���������(#1�5VCVKUVKECN�;GCTDQQM�������0GCT�'CUV�CPF�0QTVJ�#HTKEC�(QQF�
CPF�#ITKEWNVWTG��4QOG�

25. *KUVQTKECNN[�CPF�UEKGPVKƂECNN[�VJG�TGIKQP�KU�TGEQIPK\GF�CU�VJG�EGPVGT�QH�QTKIKP�QH�YJGCV��
DCTNG[��NGPVKNU�CPF�EJKEMRGCU�YJKEJ�JCXG�HQTOGF�VJG�OCKP�FKGV�QH�VJG�TGIKQP�HQT�
EGPVWTKGU��.CTIGT�INQDCN�RTQFWEGTU�QH�VJGUG�ETQRU�UVKNN�TGN[�QP�VJG�YKNF�TGNCVKXGU�QH�VJGUG�
crops which still grow in the region to enhance breeding varieties resistant to disease 
and climate.
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��À�VV�]�v�À�iÝ>�«�i]�Ü�i>Ì�Þ�i�`Ã��>Ûi�>ÛiÀ>}i`�>L�ÕÌ�£°x��iÌÀ�V�
tons per hectare (MT/ha) since 2000, though depending on the rainfall 
in any given year, this value could jump or fall by nearly 50 percent. 
Land and water are scarce, and both rain-fed and irrigated land in 
use suffer from ongoing degradation caused by wind and water 
erosion and unsustainable farming practices. Of the total land area 
of the MENA region, only one-third is agricultural land (cropland and 
«>ÃÌÕÀiÃ®]�Ü���i����Þ�x¯��Ã�>À>L�i� ­VÀ�«�>�`®°�/�i�ÀiÃÌ��v� Ì�i� �>�`� �Ã�
either urban or dry desert.  

Unfortunately, poor land use planning has combined with political 
expediency. Most urban communities built and expanded in the last 
four decades have done so at the expense of arable lands surrounding 
existing cities rather than building cities in the marginal zones of most 
countries. The growing urban populations in Egypt and Jordan and 
Israel and Palestine have expanded around urban centers traditionally 
built around water resources. Egypt has expanded settlement in 
the western desert through substantial investment in groundwater 
(See Annexes A and B). More recently, Egypt and Jordan have 
initiated strict land use planning to prevent further encroachment on 
diminishing agricultural lands. Egypt is investing in infrastructure to 
expand settlements in the western and eastern deserts of the country. 
The increasing pressure on and limited productive lands and water 
resources has diminished the regional capacity to feed its growing 
and urbanizing population.ÓÈ

�Õi�Ì��Ì�i�̀ ÀÞ�V���>Ìi]�>L�ÕÌ�{ä¯��v�VÀ�««i`�>Ài>����Ì�i�Ài}����ÀiµÕ�ÀiÃ�
�ÀÀ�}>Ì����>�`����Þ�{¯��v��>�`����Ì�i�Ài}�����>Ã�Ã���Ã��Õ`}i`��v���}���À�
good suitability for rain-fed cereal cultivation. With urbanization growth 
at the expense of currently cultivated land, and with little prospect 
to expand cultivation into new lands, farmers are transforming their 
farming system to produce high value crops as the next generation for 
food and water and sustainable environment.ÓÇ

While production has grown over the past decade, cereal yields across 
Ì�i��
 Ƃ�Ài}����>ÛiÀ>}i�>À�Õ�`�£°��Ì��Ã�«iÀ��iVÌ>Ài]�Üi���Li��Ü�Ì�i�
Î°Ç�Ì��Ã�«iÀ��iVÌ>Ài�Ü�À�`�>ÛiÀ>}i�­�Ƃ"]�Óä£{®°��>«Ã�LiÌÜii��Ü�À�`�
>�`�Ài}���>��>ÛiÀ>}i�Þ�i�`Ã�v�À�>���VÀ�«Ã�V��L��i`�>Ài�iÃÌ��>Ìi`�>Ì�Èä¯�
��� �ÀÌ��ƂvÀ�V>�>�`�{�¯� ��� Ì�i���``�i�
>ÃÌ� ­�Ƃ"]�Óä££®]� ÃÕ}}iÃÌ��}�
considerable room for growth through improved inputs. 

26. 1'%&�(#1�#ITKEWNVWTCN�1WVNQQM�������������5RGEKCN�(QEWU��/KFFNG�'CUV�CPF�0QTVJ�
#HTKEC��%JCRVGT����6JG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC��2TQURGEVU�CPF�EJCNNGPIGU�

27. (#1�
������9CVGT�OCPCIGOGPV�KP�HTCIKNG�U[UVGOU��$WKNFKPI�TGUKNKGPEG�VQ�UJQEMU�CPF�
RTQVTCEVGF�ETKUGU�KP�VJG�/KFFNG�'CUV�CPF�0QTVJ�#HTKEC��
������

A Pos t -Pandemic  Growth  S t ra tegy  fo r  Southe r n  and  Eas te r n  Med i te r ranean  Count r ie s



When all inputs are calculated including the opportunity cost of 
water resources, the cost of producing one ton of cereal crops in 
the MENA region is much higher than the cost of imported ton from 
main producing countries in Europe or the Americas. Because of the 
above constraints, the region is the largest grain-importing region 
in the world (Chart 2). Severe constraints on arable land and water, 
coupled with a growing population and rising incomes, make the 
region inherently dependent on imports to meet rising demand for 
food, particularly cereals. 

28. (QQF�CPF�#ITKEWNVWTG�1TICPK\CVKQP�QH�VJG�7PKVGF�0CVKQPU��%18+&����CPF�KVU�KORCEV�QP�
HQQF�UGEWTKV[�KP�VJG�0GCT�'CUV�CPF�0QTVJ�#HTKEC�

Source: (#156#6�
TGHGTGPEG�[GCT���������EGTGCN�KORQTV�FGRGPFGPE[�TCVKQ�KU�
FGƂPGF�CU�VJG�UJCTG�QH�KORQTVGF�EGTGCNU�KP�FQOGUVKE�EQPUWORVKQP��+V�KU�ECNEWNCVGF�
WUKPI�VJG�HQNNQYKPI�HQTOWNC��+ORQTVU��
KORQTVU�
�FQOGUVKE�RTQFWEVKQP�s�GZRQTVU��

Cereal import dependency ratios (in percent) 
of selected Arab countries28
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These imports became exorbitantly expensive in recent years, as world 
market prices for cereals were high and erratic. As a result, MENA 
countries, as well as food importing countries throughout the world, 
have placed a new premium on designing strategies for improving food 
security by reducing the risks that accompany being a food importing 
nation. The three main risks of food security facing the region are: (i) 
availability risk, i.e., the risk that grains may not be available for import, 
potentially because of crop failures in producing countries or due to 
there being barriers to import (physical or political); (ii) counterparty 
performance risk, i.e., despite grains being available at an acceptable 
price, the party who contracted to deliver the grain defaults on the 
contract; and, (iii) price risk, i.e., the risk that the price of imported 
grains will increase above levels that the importing country considers 
to be acceptable and/or may be able to afford29.

Since it is easier to import food than to import water, all countries of 
the region are net importers of food, a practice that is the equivalent 
of augmenting water supplies. All MENA countries but Syria are net 
��«�ÀÌiÀÃ��v�Ü>ÌiÀ�i�Li``i`����v��`]�Ã��Vi�Ì�iÞ�`����Ì��>Ûi�ÃÕvwV�i�Ì�
rain or irrigation water to grow crops domestically. More than half of 
total water needs of MENA countries are imported in the form of food, 
a concept known as virtual water. Given these circumstances, trade 
is an increasingly important issue for water policy. Trade will become 
increasingly important as farmers begin using irrigation water more 
ivwV�i�Ì�Þ������}�iÀ�Û>�Õi�>``i`�«iÀ�̀ À�«�q�Ã��Vi�Ì�iÞ�Ü����}À�Ü���Ài��v�
the crops in which the region has a comparative advantage, which they 
will export, while increasing imports of staples. In effect, the countries 
would be exporting high-value virtual water and importing larger 
quantities of low-value virtual water from countries with more abundant 
supplies.Îä There is growing interest in using water productivity as 
measured in terms of unit of crops production per one unit of water 
to inform and guide management and allocation of water resources.

Agriculture, trade and water productivity. 
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29. )TCKP�KORQTV�FGRGPFGPE[�KP�VJG�/'0#�TGIKQP��TKUM�OCPCIGOGPV�QRVKQPU�/CTE�5CFNGT���
0KEJQNCU�/CIPCP��5RTKPIGT�5EKGPEG�$WUKPGUU�/GFKC�$�8����+PVGTPCVKQPCN�5QEKGV[�HQT�2NCPV�
Pathology 2011.

����
K��*QGMUVTC��#�;��CPF�*WPI��2�3��
������#�SWCPVKƂECVKQP�QH�XKTVWCN�YCVGT�ƃQYU�DGVYGGP�
PCVKQPU�KP�TGNCVKQP�VQ�KPVGTPCVKQPCN�ETQR�VTCFG��8CNWG�QH�9CVGT�4GUGCTEJ�4GRQTV�5GTKGU�0Q��
����70'5%1�+*'�+PUVKVWVG�HQT�9CVGT�'FWECVKQP��&GNHV��VJG�0GVJGTNCPFU��
KK��%JCRCICKP��
#�-��CPF�#�;��*QGMUVTC��
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KP�NKXGUVQEM�CPF�NKXGUVQEM�RTQFWEVU��8CNWG�QH�9CVGT�4GUGCTEJ�4GRQTV�5GTKGU�0Q������
70'5%1�+*'�+PUVKVWVG�HQT�9CVGT�'FWECVKQP��&GNHV��VJG�0GVJGTNCPFU�
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Source: &CXKF�/QNFGP�/QNFGP��&���GV�CN��
�������p+ORTQXKPI�#ITKEWNVWTCN�9CVGT�
2TQFWEVKXKV[��$GVYGGP�1RVKOKUO�CPF�%CWVKQPq�#ITKEWNVWTCN�9CVGT�/CPCIGOGPV��8QN��
����JVVR���YYY�KECTFC�QTI�YNK�RFHU�CTVKENGU����+ORTQXKPI#ITKEWNVWTCN9CVGT2TQFWEVKXKV[�
RFH��9CVGT�KU�PQV�VJG�QPN[�KPRWV�KP�CITKEWNVWTCN�RTQFWEVKQP��CPF�QVJGT�HCEVQTU�KPƃWGPEG�
VJG�FGEKUKQP�QH�YJKEJ�ETQRU�QT�NKXGUVQEM�VQ�RTQFWEG��&GEKUKQPU�QP�RTQFWEV�UGNGEVKQP�
CNUQ�FGRGPF�QP�VJG�V[RG�QH�NCPF�CXCKNCDNG�
G�I��RCUVWTG�XU��ETQRNCPF���VJG�NQECVKQP�
QH�VJG�HCTO�
G�I��KP�TCKP�HGF�QT�KTTKICVGF�CTGCU���CPF�HCTOGTUo�CVVKVWFGU�VQYCTFU�TKUM��
*QYGXGT��KH�QVJGT�EQUVU�CTG�UKOKNCT��C�HCTOGT�KP�VJG�/'0#�TGIKQP�YQWNF�QDVCKP�VJG�
JKIJGUV�RC[QHH�RGT�FTQR�QH�YCVGT�D[�RTQFWEKPI�HTWKVU�CPF�XGIGVCDNGU�

Physical water 
productivity, 

midrange value 
(kilograms per M3)

Average producer 
price in MENA, 

2010-16  
(USD per kg)**

Average economic 
water productivity 

(USD per M3 of water in 
producing agricultural 

commodity)

Crop

Tomato

Onion

Apples 

Potato 

Olives

Lentils

Dates

Fava Beans

Maize

Rice

Bovine meat

Wheat

Ground nuts

1

12.5

6.5

3.0

5.0

2.0

0.7

0.6

0.6

1.2

0,9

0.1

0.7

0.3

2

0.4

0.42

0.88

0.45

0.90

1.17

1,33

0.98

0.45

0.59

7.48

0.52

1.33

1x2=3

4.98

2.76

2.64

2.23

1.80

0.82

0.80

0.54

0.51

051

0.49

0.33

0.33

Table 2 Average water productivity for selected 
agricultural products in the MENA region
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Studies at the International Center for Agricultural Research in the Dry 
Areas (ICARDA) have addressed optimal use of water for optimal farm 
economic and crops yield. These studies concluded that productivity of 
water used to irrigate cereals is among the lowest as presented below 
(Table 2).
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Additional theoretical studies on virtual water estimate water 
consumption per unit of crop production based on common water 
application methods. For example, one hectare of wheat crop requires 
>L�ÕÌ� Èäää� �Î� Õ�`iÀ� ivwV�i�Ì� �ÀÀ�}>Ì���� Ì�À�Õ}��ÕÌ� Ì�i� }À�Ü��}�
season. As mentioned earlier, a hectare of wheat is expected to produce 
>��>ÛiÀ>}i�Ó°x�Î�Ì��Ã�Õ�`iÀ�Üi�����>�>}i`�ÃÞÃÌi�������ÃÌ�V�Õ�ÌÀ�iÃ�
in the region. The opportunity cost of water in most MENA countries 
�Ã�>L�ÕÌ���i�1-f�«iÀ��Î�­Ì�i�V�ÃÌ��v��Î�vÀ����iÜ�Ã�ÕÀViÃ���V�Õ`��}�
fossil aquifer or desalination.) or close to $2000 per ton for the cost 
of water alone. Farmers also grow vegetables during off-season when 
Europe is unable to produce these commodities especially in winter. 
The expanding of modern packaging and freight and international 
supermarkets has facilitated the growth of cultivation of high value 
perishable crops for export from MENA countries to Europe.

There is a growing trend in the region to invest in innovative policies 
and practices and water governance. More is needed to invest in 
research, technology development and transfer to further enhance 
Ü>ÌiÀ�ivwV�i�VÞ�>�`�Ü>ÌiÀ�>�`�VÀ�«�«À�`ÕVÌ�Û�ÌÞ� ��� Ì�i�Ài}���°� Ì�iÃi�
innovations include highly successful technology development, policy 
reform to better manage subsidies to the energy and to balance the 
use of energy for water food production. Also needed are responsive 
policies to expand high quality and safe treated reused water for 
recycling, and policies that have successfully reallocated water from 
low- to high-value uses. More is needed to test and adapt and scale up 
new technologies and policies for water resources management and 
water service delivery such as smart metering to improve accuracy in 
billing, evaluate consumption, and increase users’ awareness of their 
own consumption. Smart metering also helps water service providers 
identify leaks, reduce operating costs, and communicate the value of 
water to users. 

The private sector and small farmers in several countries in the region 
such as Jordan, Tunisia and Palestine are promoting hydroponics 
farming to produce fresh vegetables for domestic and export 
markets.  The term hydroponics is a subset of “hydroculture” which 
refers to growing plants without the use of soil. It uses nutrient-
rich solutions in a water solvent and is typically done indoors, in a 
controlled environment. The latter is a growing area of commercial 
food production and is also used for home food. It is recognized as 
one of the fastest developing soil-fewer cultivating practices globally. 
Hydroponics produces higher yield than conventional farming, an 
��VÀi>Ãi��v�Î�Ì��£ä�Ì��iÃ����Ì�i�Ã>�i�>��Õ�Ì��v�Ã«>Vi°��ÕÀÌ�iÀ��Ài]�
�Ì��Ã�Õ«�Ì���ä�«iÀ�Vi�Ì���Ài�Ü>ÌiÀ�ivwV�i�Ì�Ì�>��ÌÀ>`�Ì���>���iÌ��`Ã]�
allowing a longer growing season.
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In addition to increasing revenues, hydroponic techniques also provide 
a platform to increase economic opportunity and new, competitive 
skillsets to members of underserved communities. Introducing 
hydroponic systems to farmers also helps vulnerable groups, such as 
women and youth, garner workforce skills and vocational training.

U ��«À�Û��}�Ü>ÌiÀ�ivwV�i�VÞ����>}À�VÕ�ÌÕÀi�Ì�À�Õ}���Þ`À�«���V�ÃÞÃÌi�Ã�
Ì�>Ì�ÕÃi�Ã�}��wV>�Ì�Þ��iÃÃ�Ü>ÌiÀ�Ì�>��ÌÀ>`�Ì���>��v>À���}�«À>VÌ�Vi°

U Strengthening agricultural productivity by increasing the quantity and 
value of produce.

U Using cost-effective and environmentally friendly green energy 
sources for farming instead of fossil fuels.

The high “crop per drop” ratio inherent to hydroponic systems is 
achieved by reusing water runoff and limiting water loss associated with 
evaporation and percolation. Root mass is much smaller in hydroponic 
systems, where plants are given nutrients directly and in precise 
proportions. 

The main objectives of the Government initiative are: 

U Promote hydroponic technology in established farmer networks and 
targeted communities throughout the Jordan Valley and highlands.

U �i���ÃÌÀ>Ìi�Ì�i�vi>Ã�L���ÌÞ��v��Þ`À�«���VÃ�Ì�À�Õ}��wi�`�̀ >ÞÃ�>Ì������
program sites.

U Bridge the gap between traditional agricultural knowledge and 
hydroponic systems through educational material and training 
exercises.

Previous sections highlighted the effects of population and economic 
growth on increasing water demands. But recent studies warn that 
climate change will be the primary driver for the most pronounced 
changes in surface water stress across the region.Î£ The effects of 
climate change on water resources will be spatially variable across 
MENA region and may be felt most severely in the medium-to-
longer-term. While spatially variable, generally forecasted accelerated 
Ü>À���}����V����}�`iV>`iÃ��Ã����i�Þ�Ì����VÀi>Ãi�`iÃiÀÌ�wV>Ì���]�Ài`ÕVi�

Climate Change and impact on water security 
and food security in the region. 
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À�ÛiÀ�y�Ü�`Õi�Ì����VÀi>Ãi`�iÛ>«�À>Ì���]���VÀi>Ãi�À�Ã���v�y>Ã��y��`��}]�
and reduce long-cycle crop production. This will amplify existing 
stress on water availability in the region and ultimately become a key 
constraint on the region’s continued economic development. Climate 
V�>�}i�>�`�Ã�V���iV�����V�V�>�}i�Ü������yÕi�Vi�ÃÕÀv>Vi�Ü>ÌiÀ�ÃÌÀiÃÃ�
���ÓäÎä°�/�i�7�À�`�,iÃ�ÕÀViÃ���ÃÌ�ÌÕÌi½Ã�ÀiVi�Ì�ÃÌÕ`�iÃ�Ü>À��Ì�>Ì�Ã��i�
of the biggest climate change-induced changes in surface water stress 
will occur in countries already facing politically and environmentally 
fragile situations. Iraq, Lebanon, Jordan, Israel, Syria and Morocco 
will all experience increased water stress driven by climate change.ÎÓ 

���>Ìi�V�>�}i�Ü����>�Ã��`À�Ûi���VÀi>ÃiÃ����Ì�i�iÝ«�ÃÕÀi�Ì��y��`Ã]�>�`�
will increase water stress in the Middle East and North Africa. Water is 
the primary medium through which the impacts of climate change will 
be felt. Climate projections point toward a drier and hotter Middle East 
and North Africa region, where increasing water stress will reduce GDP 
}À�ÜÌ��À>ÌiÃ�LiÌÜii��È�>�`�£{�«iÀVi�Ì�LÞ�Óäxä�­7�À�`�	>���Óä£È®°ÎÎ 

Not only will climate change lead to less water in many areas, but it 
will increase variability in terms of when rains occur, thus presenting 
added challenges for the region’s agriculture. Climate change will 
>�Ã����Ìi�Ã�vÞ�y��`�>�`�`À�Õ}�Ì�À�Ã�Ã°�
���>Ìi�V�>�}i���VÀi>ÃiÃ�Ü>ÌiÀ�
stress through multiple mechanisms, including reductions in rainfall 
>�`� ��VÀi>Ã��}� Ìi�«iÀ>ÌÕÀiÃ� ­�*

� Óä£{®°� 
���>Ìi� ��`i�Ã� «À��iVÌ�
>�� ��VÀi>Ãi� ��� Ìi�«iÀ>ÌÕÀi� ­6iÀ�iÀ�Óä£Ó®Î{ and heat extremes in the 
Middle East and North Africa.

In addition to water scarcity, the main challenge facing expanding 
cultivation in the Middle East’s desert environment is climate change. 
The projections indicate that climate change will reduce the rate of 
increase in agricultural productivity. The yields of our most important 
v��`]�vii`]�>�`�wLiÀ�VÀ�«Ã�̀ iV���i�«ÀiV�«�Ì�ÕÃ�Þ�>Ì�Ìi�«iÀ>ÌÕÀiÃ��ÕV��
>L�Ûi� Îäc
°� Ƃ���}� �Ì�iÀ� Ài>Ã��Ã]� Ì��Ã� �Ã� LiV>ÕÃi� «��Ì�ÃÞ�Ì�iÃ�Ã�
has a temperature optimum in the range of 20° to 25°C for the 
major temperate crops, and plants develop faster as temperature 
increases, leaving less time to accumulate the carbohydrates, fats, 
and proteins that constitute the bulk of fruits and grains. Widespread 
adoption of more effective and sustainable agronomic practices can 
help buffer crops against warmer and drier environments, but it will 

32. 5VCVG�QH�%NKOCVG�#EVKQP��#UUGUUKPI�2TQITGUU�VQYCTF������CPF�������9CVGT�4GUQWTEGU�
Institute (2020).

33. 2016. High and Dry: Climate Change, Water, and the Economy. Washington, DC: World Bank.
34. 8GTPGT��&��������#FCRVCVKQP�VQ�C�%JCPIKPI�%NKOCVG�KP�VJG�#TCD�%QWPVTKGU��#�%CUG�

HQT�#FCRVCVKQP�)QXGTPCPEG�CPF�.GCFGTUJKR�KP�$WKNFKPI�%NKOCVG�4GUKNKGPEG��/'0#�
Development Report. Washington, DC: World Bank.
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Li� ��VÀi>Ã��}�Þ� `�vwVÕ�Ì� Ì�� �>��Ì>��]� �ÕV�� �iÃÃ� ��VÀi>Ãi]� Þ�i�`Ã� �v�
our current major crops as temperatures rise and dry lands expand. 
Climate change will further affect agriculture as the case in the Nile 
Delta, where sea level rises would increase saline intrusions from the 
Ãi>�>�`�>�Ã�� ��VÀi>Ãi�Ì�i�À�Ã���v�y��`��}�>�`�Ã>����â>Ì���� ���V�>ÃÌ>��
areas in the Middle East and North Africa. Low-lying deltas such as 
Ì�i� ��i�`i�Ì>�>�`� Ì�i�-�>ÌÌ�>��ƂÀ>L��>Ûi�Lii�� �`i�Ì�wi`�>Ã�>Ì� À�Ã��
from the impacts of climate change low-lying coastal areas such as 
Morocco’s Mediterranean coastal zoneÎx.

35. 0��8��(GFQTQHH��q4CFKECNN[�4GVJKPMKPI�#ITKEWNVWTG�HQT�VJG���UV�%GPVWT[q���5EKGPEG����
February 2010:  
8QN������PQ�������RR�����������162 163
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7>ÌiÀ� ÃiVÕÀ�ÌÞ� ÀiµÕ�ÀiÃ� ivwV�i�Ì� �>�>}i�i�Ì� ÃÕ««�ÀÌi`� LÞ� >� Ã���`�
policy and legal framework. And the scope of management should 
address all components of a water system that includes several 
��«�ÀÌ>�Ì� V��«��i�ÌÃ� ­
�>ÀÌ� Î®°� �iÞ� �iÃÃ>}iÃ� >Ài\

1. Water resources determine the scope of water scarcity and the role 
of the public sector in secure adequate supplies from rainfall, surface 
water, groundwater and desalination

2. The role of public sector covers protecting, managing developing 
and monitoring and updating data and information and knowledge 
about these resources. The main issue here is water laws and 
regulations and governance. Most countries in the region have 
advanced responsive water laws to manage these scarce resources 
issued related to managing the three sources: surface water, 
groundwater, and non-conventional water resources.

3. Water infrastructure such as building dams and groundwater wells 
and desalination plants attract public and private investment in 
extracting each of the above water resources. The issue is the 
strength of the legal and regulatory framework that guides such 
investment.

Source: #WVJQTU�

Components of National Water Systems: Public 
Private Partnership desirable in select components 
under transparent governance and regulations

Chart 3

4. An adequate water stock for national needs, especially during 
political and natural crisis, must be built the issues here are managing 
storage facilities, applied approved standards of water treatment to 
ensure healthy and acceptable water quality responsive to national 
and international water regulations and governance.

5. Water distribution and services are through networks managed 
by public or private providers charging fees and tariffs. The issues 
here are reliability and stability of these services which interact with 
adequate water pricing and water fees and tariff to cover proper 
national accounting of operating and maintaining these services 

6. "«iÀ>Ì��}�>��ivwV�i�Ì�Ü>ÌiÀ�ÃÞÃÌi��ÀiµÕ�ÀiÃ�ÃÕLÃÌ>�Ì�>��i�}>}i�i�Ì�
of water users including households for drinking and farmers for 
irrigation and other industries to agree on allocations of water 
across sectors based on economic and social indicators especially 
to address salient human needs and strategic economic objectives.

7. The valuation of water under scarce conditions while addressing 
environmental and ecological factors and considering the importance 
�v� ÌÀi>Ìi`� >�`� ÀiVÞV�i`� ÕÃi`� Ü>ÌiÀ]� �Ã� VÀÕV�>�� Ì�� Ì�i� ivwV�i�Ì�
management of the water cycle and adds a valuable source which 
can be used to recharge groundwater, for irrigation for landscape 
and environmental purposes, and for select industries.
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Main components of Food Security (See Chart 4) are:
£° Water productivity for food production should guide the process of 

producing domestic food crops and imported food commodities. It 
�Ã�̀ iÃ�À>L�i�Ì��>���V>Ìi�Ü>ÌiÀ�Ì����}��Ü>ÌiÀ�ivwV�i�Ì�VÀ�«Ã�­Ãii�/>L�i�Ó�
>L�Ûi®°�7i���`iw�i`�«���V�iÃ�Ã��Õ�`�Li����«�>Vi�Ì��}Õ�`i���VÀi>Ã��}�
imports of staples. In effect, the countries would be exporting high-
value virtual water and importing larger quantities of low-value 
virtual water from countries with more abundant supplies. There is 
growing interest in using water productivity as measured in terms of 
unit of crops production per one unit of water to inform and guide 
management and allocation of water resources. A primary challenge 
is to increase the productivity of water used in irrigated agriculture 
by introducing modern irrigation technologies to reduce losses 
and unproductive water use; the second is to develop agricultural 
production practices to shift cropping patterns to include increased 
production of higher-value crops. 

2. Trade policies are increasingly important as farmers begin using 
�ÀÀ�}>Ì����Ü>ÌiÀ���Ài� ivwV�i�Ì�Þ� ��� ��}�iÀ� Û>�Õi�>``i`� «iÀ� `À�«� q�
since they will grow more of the crops in which the region has a 
comparative advantage, which they will export. The challenge is 
to ensure the safety and exportability of produce grown with water 
quality accepted in international markets. Water productivity should 
be supported by government policies to ensure that water quality 
destined for agricultural use is well managed to ensure food safety 
on domestic and export markets.  

Î° The private sector plays and important role in the logistics of 
international trade for both import of strategic food commodities 
especially cereals, and domestic food production, storage and 
�>À�iÌ°���ÛiÀ��i�Ì�Ài}Õ�>Ì���Ã�Ã��Õ�`�Li�}Õ�`i`�LÞ�Üi���`iw�i`�
governance and public procedures responsive to high environmental 
standards and consumer protection. The Government, in 
participation with other stakeholders, e.g., the private sector and 
��V>��V���Õ��Ì�iÃ]��>Ã�Ì���>�i�̀ �vwVÕ�Ì�̀ iV�Ã���Ã����Ü>ÌiÀ�>���V>Ì����
and selection of crops for domestic production and commodities for 
import form foreign markets. Policies should be based on holistic 
multi-sectoral approach to balance the needs nationally, i.e., to 
apportion diminishing supplies between ever-increasing demands, 
taking into account national priorities and the impact on the social 
and economic and the natural environment of the country. Such an 
approach would entail close collaboration among all concerned 
sectors (planning, water and irrigation, agriculture, environment, 
tourism, industry and trade, health) on water-related policy, economic 
and social concerns, especially for the inter-sectoral use of water. 

4. Transparent trade policies are needed to import food. Enhanced 
government role is key in managing risks of international trade and 
constraints in domestic production. The three main risks of food 
security facing the region are: (i) availability risk, i.e., the risk that grains 
may not be available for import, potentially because of crop failures in 166 167
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Source: #WVJQTU�

Components of Food Security Chart 4

producing countries or due to there being barriers to import (physical 
or political); (ii) counterparty performance risk, i.e., despite grains 
being available at an acceptable price, the party who contracted to 
deliver the grain defaults on the contract; and, (iii) price risk, i.e., the 
risk that the price of imported grains will increase above levels that the 
importing country considers to be acceptable and/or may be able to 
afford. Such policies should be based on reliable market intelligence 
>�`�Li�}Õ�`i`�LÞ�ÌÀ>�Ã«>Ài�Ì�>�`�µÕ>��wi`�>�>�ÞÌ�V>��Ì���Ã
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Constraints to Water 
Security and Food Self-
Sufficiency in Egypt

Annex A

7>ÌiÀ�ÀiÃ�ÕÀViÃ����
}Þ«Ì�>Ài�v>V��}�ÃiÀ��ÕÃ�V�>��i�}iÃ°���Ài�Ì�>���x¯�
of Egypt's water comes from the Nile, this means that it depends on 
rainfall outside of its territory. The Nile River is shared by ten countries 
(Egypt, Sudan, Ethiopia, Eritrea, Tanzania, Uganda, Burundi, Rwanda, 
�°,°�
��}�]�>�`��i�Þ>®�/�i�L>Ã����Ã�Ì�i����i�Ì����Ài�Ì�>��ÓÈä���������
people (Mason).ÎÈ Ethiopia, home to the main watershed of the Blue 
Nile, is building the Grand Ethiopian Renaissance Dam that is likely to 
impact the allocation of water to Egypt and Sudan. 

�>À���}� ��� 
}Þ«Ì� �Ã� V��w�i`� Ì�� �iÃÃ� Ì�>�� Ì�Àii�«iÀVi�Ì� �v� Ì�i� Ì�Ì>��
land area because the country falls within arid and hyper arid zones. 
Nearly all farming operations depend on irrigation. Consequently, 90 
¯��v��>�`�VÕÀÀi�Ì�Þ�ÕÃi`�v�À�>}À�VÕ�ÌÕÀi�­"�`��>�`®��Ã���V>Ìi`����Ì�i� ��i�
Delta, and virtually all of the rest falls within a narrow ribbon along the 
Nile River and a strip along the Mediterranean. Irrigation and drainage 
��vÀ>ÃÌÀÕVÌÕÀi� Ài�>��� ��ÃÕvwV�i�Ì°� ��ÃÌ� v>À�Ã� `i«i�`� ��� ÃÕÀv>Vi�
�ÀÀ�}>Ì���� Ì�>Ì� ÃÕvviÀÃ� vÀ��� >}��}� >�`� ��ivwV�i�Ì� Ü>ÌiÀ� `�ÃÌÀ�LÕÌ����
networks and declining water quality and quantity for most cultivators.  
Egypt’s water irrigation and supply system in these areas operates with 
���Þ�xä¯�ivwV�i�VÞ�>�`�{ä¯�V�ÃÌ� ÀiV�ÛiÀÞ°�

Lands irrigated with Nile waters continue to be lost to agriculture.  
Annual loss of land due to urban encroachment is estimated to be 
LiÌÜii��£x�Óä�Ì��ÕÃ>�`��iVÌ>ÀiÃ��À���i�«iÀVi�Ì��v�Ì�i��ÀÀ�}>Ìi`��>�`�
of Egypt per year over the past two decades . In addition, major causes 
of land degradation are irrigation drainage, soil salinization, inadequate 
crop rotation and soil erosion.ÎÇ

36. *CO\C��9��/CUQP��5��
������9CVGT�CXCKNCDKNKV[�CPF�HQQF�UGEWTKV[�EJCNNGPIGU�KP�'I[RV�
Paper presented at the “International Forum on Food Security Under Water Scarcity in 
VJG�/KFFNG�'CUV��2TQDNGOU�CPF�5QNWVKQPUq��%QOQ��+VCN[��������0QX�������

37. 2TGUGPVCVKQP�D[�#��5JGVC�
�������*GCF�QH�VJG�5QKNU�CPF�)25�UVWF[�)TQWR��/#.4�168 169
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The government has embarked on a long-term strategy to address 
main challenges caused by the growing population density in the 
Nile Delta, limited cultivable lands in the Nile Basin, and growing 
demand for jobs among youth and landless population. This strategy 
is based on expanding economic opportunities through investment in 
partnership with the private sector to build new communities adjacent 
to the Nile Basin and to provide incentives to the private sector to 
iÝ«>�`� ��ÛiÃÌ�i�Ì� ��� `�ÛiÀÃ�wi`� iV�����V� i�ÌiÀ«À�ÃiÃ� ��V�Õ`��}� ���
the initial phase agriculture and related sectors. The program would 
provide housing needed for workers who join the newly created 
enterprise opportunities in several sectors especially farming and 
related industries. The strategy is designed to expand cultivation into 
“New Lands” and diversify and expand agricultural production into 
new ecological zones, while expanding exports of agricultural products 
>�`� Ài`ÕV��}� Ì�i� y�Ü��v� ÀÕÀ>�� «i�«�i� ��Ì��
>�À�°� /�i���ÛiÀ��i�Ì½Ã�
�ÛiÀ>���1-fÈ�L�������«À�}À>��Ü����ÃÕ««�ÀÌ�>�LÀ�>`�À>�}i��v���ÛiÃÌ�i�ÌÃ�
including those related to the establishment of new communities and 
the infrastructure needed by those communities as well as investments 
related to the establishment of irrigated agriculture. 
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Jordan’s Water 
and Food Security

Annex B

Jordan is a landlocked country with minimal coastline on the Gulf 
of Aqaba. Water security is already being affected by a multitude of 
factors. Through a series of negotiations with Israel which started in 
Ì�i� i>À�Þ� £�ÈäÃ� >�`� V��V�Õ`i`� Ü�Ì�� Ì�i� «i>Vi� >}Àii�i�Ì� ��� £��{]�
Jordan and Israel agreed to share the small amount of water in the 
Jordan Basin Jordan which is equivalent to only two percent of the 
y�Ü��v�Ì�i� ��i�,�ÛiÀ°�/�i�«�«Õ�>Ì���Ã��v�Ì�i�Ì�Àii�À�«>À�>��V�Õ�ÌÀ�iÃ�
in the basin (Israel, Jordan and Palestine) have increased from less 
£ä��������� «i�«�i� ��� Ì�i� £�ÈäÃ� Ì����Ài� Ì�>�� Óx��������� ��� Óä£�°� �ÌÃ�
dry climate, population increases through a succession of shocks of 
refugees, and disadvantaged downstream location on the Yarmouk-
Jordan River system increase the vulnerability of Jordan’s freshwater 
resources. Recent climate change studies indicate that Jordan is facing a 
deepening multipronged freshwater crisis, exacerbated by a long-term 
`iV���i� ���À>��v>��]�`iV�����}�}À�Õ�`Ü>ÌiÀ� �iÛi�Ã]�>�`�Ài}���>��V��y�VÌ�
and immigration. Jordan’s per capita water availability has decreased 
vÀ���ÎÈää��ÎÉÞi>À����£�{È�Ì��£Îx��ÎÉÞi>À����Ì�i�«ÀiÃi�Ì]�«ÕÌÌ��}�Ì�i�
�>Ì���� v>À�Li��Ü� Ì�i�xää��ÎÉÞi>À� �iÛi���v� º>LÃ��ÕÌi� ÃV>ÀV�ÌÞ°»În

The country has allocated substantial investment to extract and transfer 
water from the transboundary groundwater aquifer in the south with 
Saudi Arabia to urban centers in the north. Slow negotiations with Israel 
are under way to increase cooperation in water desalination and joint 
management of the Jordan Valley’s water resources. 

Despite the fact that Jordan is considered one of the most water scarce 
countries in the world, the country has shown a remarkable progress 
in improving access to water services reaching most rural and semi 
urban populations. Unfortunately, these achievements have been offset 

38. Rajsekhar, D. and Gorelick, S. (2017), “Increasing drought in Jordan: Climate change and 
ECUECFKPI�5[TKCP�NCPF�WUG�KORCEVU�QP�TGFWEKPI�VTCPUDQWPFCT[�ƃQYq�5EKGPEG�#FXCPEGU�
���#WI�������8QN�����PQ�����G��������170 171
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by low water availability, competing water demands from other water 
V��ÃÕ���}� ÃiVÌ�ÀÃ� >�`���Ài� ��«�ÀÌ>�Ì�Þ� Ì�À�Õ}�� >� Ài}Õ�>À� ��yÕÝ� �v�
refugees from neighboring countries. The challenge remains in terms 
of providing universal access to those services. The percentage of the 
«�«Õ�>Ì����Ü�Ì��>VViÃÃ�Ì��Ã>vi�Þ��>�>}i`�Ü>ÌiÀ�Ü>Ã��Î¯�>�`����Þ�ÇÇ¯�
�>`�>VViÃÃ�Ì��Ã>vi�Þ��>�>}i`�Ã>��Ì>Ì����ÃiÀÛ�ViÃ°�-��Vi�Óä££]���À`>��
>���i��>Ã�«À�Û�`i`� ÀivÕ}i� Ì����Ài� Ì�>��£°Î���������-ÞÀ�>�Ã°���ÃÌ��v�
these refugees live in camps, while the remaining have settled in urban 
and rural areas, primarily in northern governorates and in Amman.

Jordan has modernized its water laws. In Jordan, for example, the 
public water agency recognized the important fact that aquifers 
systems and sub systems are intimately connected with portions of 
the overall hydrological system in the country, and that the patterns 
of groundwater uses are usually interconnected and often sequential. 
The government introduced a new policy framework to regulate and 
manage the groundwater subsector. The average annual abstraction 
vÀ���}À�Õ�`Ü>ÌiÀ����>���ÃÕL�L>Ã��Ã����Ì�i�V�Õ�ÌÀÞ��Ã�>L�ÕÌ�£Èä¯��v�Ì�i�
annual renewable average of recharge. The recently enacted national 
water policy is being supported with tough regulations. It prevents the 
issuing of new licenses for new or to renewal of existing wells; imposes 
full control on water drilling throughout the country; and permit only 
hospitals and educational institutions to renew their license to abstract 
}À�Õ�`Ü>ÌiÀ°� ƂL�ÕÌ� �ä¯� �v� >��� Üi��Ã� >Ài� iµÕ�««i`� Ü�Ì�� �iÌiÀÃ� Ì��
enforce new volumetric water pricing on abstracted groundwater. Also 
included in the new framework is a new mechanism designed to regularly 
monitor the status of groundwater resource through observation wells 
and identify and enforce actions required for water resource protection 
and quality control. 

/�i��iÜ�«À�Vi`ÕÀiÃ�V�i>À�Þ�`iw�i�Ì�i�`iÛi��«�i�Ì�«À��À�Ì�iÃ�v�À�i>V��
ÃÕL�L>Ã��]�ÃiÌ�}Õ�`i���iÃ�v�À�Ü>ÌiÀ�>���V>Ì���Ã]���ÌÀ�`ÕVi�Ã«iV�wV�«���VÞ�
tools to install and measure abstraction; and enforce targeted rules to 
prevent illegal drilling. The policy also provides support for long term 
research on water quality, on managing shared water aquifers, and 
on communication and education to the public. The government also 
encouraged farmers to transfer farming systems and crop choices and 
irrigation systems to reduce allocation of fresh water to agriculture. It has 
enhanced the increasing recycling of treated used water to irrigate select 
crops in the Jordan Valley, home of the majority of irrigated agriculture. 
Jordanian farmers are diversifying farming toward less water consuming 
and high value crops for export. But recent travel restrictions and regional 
V��y�VÌ��>Ã�Ài`ÕVi`���ÌiÀÀi}���>��ÌÀ>`i�>�`�Ài`ÕVi`�v>À����V��i°�/�i�
}�ÛiÀ��i�Ì��v���À`>���>Ã��>�>}i`�Ì�i���«>VÌ��v�
"6���£��Ài�>Ì�Ûi�Þ�
well and is responding proactively to mitigate potential immediate 
impacts on the availability of food to the population. 

��� ��À`>�]� iÛi�� Ì��Õ}�� ���Þ� x¯� �v� �>�`� ÀiVi�ÛiÃ� i��Õ}�� À>��v>��� Ì��
support cultivation, agriculture is currently the largest user of water. While 
v>À�iÀÃ��ÀÀ�}>Ìi��iÃÃ�Ì�>��£ä¯��v�Ì�i�Ì�Ì>��>}À�VÕ�ÌÕÀ>���>�`]�>}À�VÕ�ÌÕÀ>��
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Ü>ÌiÀ� ÀiµÕ�Ài�i�ÌÃ� Ài«ÀiÃi�Ìi`� >À�Õ�`� Èä¯� �v� Ì�Ì>�� �>Ì���>�� Ü>ÌiÀ�
�ii`Ã�Ü��V�� �Ã�iÃÌ��>Ìi`� Ì��Li�Çää�
��>�`� Ì�i�>}À�VÕ�ÌÕÀ>�� ÃiVÌ�À�
V��ÌÀ�LÕÌi`�>L�ÕÌ�Î�{¯�Ì����*����Óä£Î°���À`>�½Ã�ÃÞÃÌi���v�ÃÕLÃ�`�iÃ�
affects the use of irrigation water, which necessitates strict rationing 
to allocate the remaining water resources. Appropriate water pricing 
can be used for optimizing cropping patterns and water distribution, 
which can also substantially increase agricultural production. Advanced 
irrigation technologies including greenhouse cultivation will expand 
which would result in yield gains and water savings. According to the 
national water reallocation policy, fresh water allocated to irrigated 
agriculture in the highlands will be capped and eventually reduced, and 
would be replaced by treated wastewater. Irrigated agriculture would 
be expanded mainly where treated wastewater is available. Irrigation 
water in the Jordan Valley will be increased with improvements in 
reclaiming non-revenue water or when new water supply sources are 
developed and treated wastewater increases.Î�

The Government of Jordan in cooperation with USAID initiated projects 
to promote hydroponics in among Jordan small farmers. In addition 
to increasing revenues, hydroponic techniques also provide a platform 
to increase economic opportunity and new, competitive skillsets 
to members of underserved communities. Introducing hydroponic 
systems to farmers also helps vulnerable groups, such as women and 
youth, garner workforce skills and vocational training.

U���«À�Û��}�Ü>ÌiÀ�ivwV�i�VÞ����>}À�VÕ�ÌÕÀi�Ì�À�Õ}���Þ`À�«���V�ÃÞÃÌi�Ã�
Ì�>Ì�ÕÃi�Ã�}��wV>�Ì�Þ��iÃÃ�Ü>ÌiÀ�Ì�>��ÌÀ>`�Ì���>��v>À���}�«À>VÌ�Vi°

U�Strengthening agricultural productivity by increasing the quantity and 
value of produce.

U�Using cost-effective and environmentally friendly green energy 
sources for farming instead of fossil fuels.

The high “crop per drop” ratio inherent to hydroponic systems is achieved 
by reusing water runoff and limiting water loss associated with evaporation 
and percolation. Root mass is much smaller in hydroponic systems, where 
plants are given nutrients directly and in precise proportions. 

The main objectives of the Government initiative are: 

U�Promote hydroponic technology in established farmer networks and 
targeted communities throughout the Jordan Valley and highlands.

U��i���ÃÌÀ>Ì��}� Ì�i� vi>Ã�L���ÌÞ� �v� �Þ`À�«���VÃ� Ì�À�Õ}�� wi�`� `>ÞÃ� >Ì�
HGFI program sites.

U� Bridging the gap between traditional agricultural knowledge and 
hydroponic systems through educational material and training exercises.

39. 0CVKQPCN�9CVGT�5VTCVGI[�QH�,QTFCP�������s������/KPKUVT[�QH�9CVGT�CPF�+TTKICVKQP�^�
*CUJGOKVG�-KPIFQO�QH�,QTFCP�172 173
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While the government has been active to ensure on a short-term 
basis adequate food availability and access through support of well-
functioning food supply chains, key risks remain. Globally, markets 
for food staples are well supplied and aggregate international prices 
have been generally stable to date, with increases in global wheat 
and rice prices. Jordan needs to continue to monitor its food prices 
for consumers and pay particular attention to food availability and 
w�>�V�>��>VViÃÃ�L���ÌÞ�v�À�Ì�i���ÃÌ�ÛÕ��iÀ>L�i]���V�Õ`��}�«��À���À`>��>��
households (who lost their income sources) and a large population 
�v� ÀivÕ}iiÃ°�ƂÌ� Ì�i� Ài}���>�� �iÛi�]� V��y�VÌ]� V��L��i`���Ü�Ü�Ì�� Ì�i�
ÛÕ��iÀ>L���ÌÞ� Ì�� 
"6���£�]� �Ã� ÀiÃÌÀ�VÌ��}� VÀ�ÃÃ�L�À`iÀ°� /�i� �>VÀ��
iV�����V���«>VÌ��v�
"6��£���>Ã�Lii��Ã��iÜ�>Ì�>��iÛ�>Ìi`�Ì�À�Õ}��
the recent cooperation with the IMF, ensuring that the emergency 
health and economic needs of Jordan do not affect Jordan’s balance 
of payments. It may be important to assess to what degree this 
assistance includes support to key links in the food supply chain, the 
food system, of Jordan. It is important to ensure a close link between 
health interventions and food security interventions, including with 
respect to the health of laborers and rural populations.40

40. 6JG�9QTNF�(QQF�2TQITCO��,QTFCP�(QQF�5GEWTKV[�7RFCVG�/C[������+ORNKECVKQPU�QH�
%18+&����
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/�i� �ÕÌLÀi>�� �v� Ì�i� 
�À��>Û�ÀÕÃ� ­
"6���£�®� VÀ�Ã�Ã� ��� *>�iÃÌ��i� �>Ã�
exacerbated the deteriorating health and socio-economic conditions of 
Palestinians, particularly the most vulnerable groups, including elderly 
people, persons with disabilities, woman-headed households and 
children. Restrictive measures forced thousands of Palestinians out of their 
Ü�À�]�Ã�}��wV>�Ì�Þ���«>VÌ��}�Ì�i�À���Ûi�����`Ã°�/�i�7�À�`�	>���«À��iVÌÃ�
>�Þi>À���*�`iV���i��v�>Ì��i>ÃÌ�Ç°È¯�>�`�Õ«�Ì��££¯�`Õi�Ì��ÀiÃÌÀ�VÌ���Ã�
Ài�>Ìi`�Ì��
"6���£�°�
�Õ«�i`�Ü�Ì��Ì�i�À�Ãi����Õ�i�«��Þ�i�Ì]�«�ÛiÀÌÞ�
Ü������VÀi>Ãi����Ì�i�7iÃÌ�	>���vÀ���£{¯�Ì��Îä¯�>�`�����>â>�vÀ���xÎ�¯�
Ì��È{¯°�Ƃ�1 �7��i��Ài«�ÀÌ�Ã��ÜÃ�Ì�>Ì�>�ÃÌ>}}iÀ��}��x¯��v�Ü��i��
�Ü�i`� LÕÃ��iÃÃiÃ� >Ài� �i}>Ì�Ûi�Þ� ��«>VÌi`� LÞ� 
"6���£�]� >�`� ÓÇ�
women-owned businesses have already shut down.{£

The Palestinian population has grown rapidly over the last forty years 
Ü�Ì��>��iÃÌ��>Ìi`�}À�ÜÌ���v�Î°Çx¯ÉÞi>À°��i�>�`�v�À�Ü>ÌiÀ��Ã���VÀi>Ã��}�
iÃ«iV�>��Þ�>���}�Ì�i�ÕÀL>��«�«Õ�>Ì���� Ì�>Ì��>�iÃ�Õ«�>L�ÕÌ�Çä¯��v�
the country’s total population. The population across the Gaza Strip 
is very dense, and discharges huge amounts of pollutants (organic 
�>ÌÌiÀ]���ÌÀ�}i�]�iÌV°®°�7���i�>À�Õ�`�Çä¯��v�Ì�i�ÕÀL>��>Ài>��Ã�ÃiÀÛi`�
by wastewater collection systems, many people are still using cesspits 
or septic tanks for discharging their raw wastewater. This will negatively 
impact on the groundwater pollution as a result of the wastewater 
leakage through the highly permeable unsaturated sandy zone. As 
recorded, groundwater pollution by nitrates is already widespread in 
the Gaza Strip and the majority of the wells, utilized for domestic water 
purposes, contain more nitrates than the WHO-recommended limit (50 
mg/l). This percentage is still growing with higher concentrations under 
urban areas.42

41. 9(2�2CNGUVKPG�%QWPVT[�$TKGH�1EVQDGT������
42. 0CVKQPCN�9CVGT�CPF�9CUVGYCVGT�2QNKE[�CPF�5VTCVGI[�HQT�2CNGUVKPG�6QYCTF�$WKNFKPI�C�

2CNGUVKPKCP�5VCVG�HTQO�9CVGT�2GTURGEVKXG��2CNGUVKPKCP�9CVGT�#WVJQTKV[������174 175
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Following three consecutive years of economic growth below two 
«iÀVi�Ì]� ÓäÓä� �Ã� «À�Û��}� Ì�� Li� >�� iÝVi«Ì���>��Þ� `�vwVÕ�Ì� Þi>À� >Ã� Ì�i�
*>�iÃÌ���>��iV����Þ�v>ViÃ�ÌÀ�«�i�Ài��v�ÀV��}�VÀ�ÃiÃ\��®�ÀiÃÕÀ}i�Ì�
�Û�`£��
outbreak, ii) a severe economic slowdown; and iii) another political 
standoff between the Palestinian Authority (PA) and Government of 
Israel (GoI), disrupting clearance revenues. Scarce water resources have 
seriously affected most communities especially those in rural areas 
where water services depend on small private providers at relatively 
high cost.  

Surface water resources in Palestine are very scarce. There are currently 
very few surface water resources in the West Bank, and none anymore in 
the Gaza Strip, where the main seasonal water streams (wadis) have been 
dried up by upstream water abstraction in Israel. The main permanent 
surface water resource on the West Bank is the Jordan River, which is 
used heavily for irrigation and domestic water supply by Israel. Since 
£�ÈÇ�Ì�i�*>�iÃÌ���>�Ã�`����Ì��>Ûi�>VViÃÃ�Ì��Ì��Ã�ÀiÃ�ÕÀVi°��Ì��Ã�>�ÌÀ>�Ã�
boundary resource, shared between Jordan, Syria, Lebanon, Israel and 
Palestine. The integrated management of this resource and Palestine is 
mostly reliant on groundwater where the majority of Palestinian water 
supply comes from this source either by wells or springs. 

The total renewable groundwater resources are contained in deep 
>µÕ�viÀÃ°� ��ÃÌ� �>À}i� «À�`ÕVÌ���� 7i��Ã� >Ài� Óää�nää� �iÌiÀÃ� `ii«�
>�`� Ì�i�Ü>ÌiÀ� Ì>L�i� ��iÃ� LiÌÜii�� £ää� >�`� {xä��Li��Ü� Ì�i� ÃÕÀv>Vi°�
These aquifers are commonly divided into three main aquifers-Basins 
(Western, Eastern and North-Eastern). The Western and North Eastern 
L>Ã��Ã�y�Ü�Ì���ÃÀ>i��Ü�iÀi��Ì�V��ÃÌ�ÌÕÌiÃ���i��v�Ì�i��>���}À�Õ�`Ü>ÌiÀ�
resources. In Gaza, groundwater resources are contained in a shallow 
sandy aquifer, extending eastward to Israel and southward to Egypt. 
There are more than 5000 water wells, most of them are for agriculture 
«ÕÀ«�ÃiÃ�Ü�Ì��>��>ÛiÀ>}i�`i«Ì���v�{ä�Çä��iÌiÀÃ�>�`�Ì�i�Ü>ÌiÀ�Ì>L�i�
lies between 20-50m below the ground surface. Gaza is a dry area and 
Ì�i���V>��>µÕ�viÀ�ÀiV�>À}i��Ã�ÛiÀÞ�����Ìi`�­xx�Èä���Î�ÉÞi>À����>ÛiÀ>}i®°�
Abstraction by all users (Israelis, Egyptians and Palestinians) already 
far exceeds natural recharge. Consequently, the aquifer has been 
depleted and suffers from seawater intrusion. the conclusion of a basin 
wide agreement is a key component of any long-term strategy.

Water abstraction by Israelis already exceeds the thresholds agreed 
in Oslo and many sub-aquifers are mined and suffer from depletion. 
This depletion is particularly marked in the southern part of the Eastern 
aquifer, which is subject to unlimited abstraction by Israeli wells that 
>Ài� Ã�}��wV>�Ì�Þ� >vviVÌ��}� Ì�i� �i>ÀLÞ� *>�iÃÌ���>�� Üi��Ã°� ��� >``�Ì���]�
the continuation of severe drought also has a negative impact on the 
aquifers recharge. The costal aquifer is also depleted as a result of 
un-equilibrium between the total water abstraction and its renewable 
amount, where the water level has been declining during the last few 
Þi>ÀÃ� Ì��>L�ÕÌ�£ä�£x��iÌiÀÃ�Li��Ü�Ãi>� �iÛi�°�
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Israeli occupation and the restrictions imposed on the circulation of 
goods and persons, as well as on investment, are major constraints that 
hinder the economic development of Palestine. As such, they must be 
taken into account when considering the feasibility of any investment, 
including investment in the water and wastewater sector.

Ƃ�Ì��Õ}��i�Û�À���i�Ì>��V��`�Ì���Ã�>Ài�`�vwVÕ�Ì����*>�iÃÌ��i�­>Ã�>�ÀiÃÕ�Ì�
�v� Ì�i�ÛiÀÞ���}��«�«Õ�>Ì����`i�Ã�ÌÞ\�LÞ�Óä££]� Ì�i�«�«Õ�>Ì����`i�Ã�ÌÞ�
Ü>Ã�{xÈ�«iÀÃ��ÃÉ��Ô����Ì�i�7iÃÌ�	>���>�`�{]ÎxÎ�«iÀÃ��ÃÉ��Ô����Ì�i�
Gaza Strip. As a result of Increasing investment in water infrastructure 
and improvement in water supply and sanitation life expectancy has 
risen, infant mortality has decreased, and most health indicators are 
among the best in the region.

National Water Policy and Strategy roles and responsibilities of the main 
water institutions in the water sector are detailed in the 2002 Water Law 
 ��Î°����}i�iÀ>�]�Ì�i�7>ÌiÀ��>Ü��>V�Ã�V�>À�ÌÞ�>Ã��Ì��i}�iVÌÃ�Ì��`iw�i�Ì�i�
exact nature of and relationships between the sector institutions. The 
7>ÌiÀ��>Ü�`iw�iÃ� Ì�i� À��iÃ�>�`�ÀiÃ«��Ã�L���Ì�iÃ��v� Ì�i�*7Ƃ�>�`�Ì�i�
National Water Council (NWC), but fails to offer any guidance on other 
��ÃÌ�ÌÕÌ���Ã�­i°}°�����ÃÌÀÞ��v�Ƃ}À�VÕ�ÌÕÀi®�>�`�Ì��`iw�i�Ì�i��ÛiÀ>���ÃiVÌ�À�
architecture under which the NWC and the PWA have to operate. 
The Water Law does, however, provide PWA with jurisdiction over the 
utilities responsible for water provision and sewage water services. At 
present, the relative roles, responsibilities and relationships of water 
ÃiVÌ�À� ��ÃÌ�ÌÕÌ���Ã� >Ài� ��� �ii`� �v� V�>À�wV>Ì���°� /�i� ��ÃÌ�ÌÕÌ���Ã� >�`�
��ÃÌ�ÌÕÌ���>��vÀ>�iÜ�À��VÀi>Ìi`�Ã��Vi�£��x�Ì���>�>}i�Ü>ÌiÀ�ÀiÃ�ÕÀViÃ�
and water uses, including the provision of water and wastewater services 
need assistance to upgrade their performance in meeting the needs of 
the people in Palestine. The lack of clear institutional mandates has 
contributed to a situation of ineffective governance and weak capacity, 
which, when combined with the occupation-related restricting factors, 
hinders the development of integrated water resources management, 
infrastructure development and service provision policies, strategies 
and regulations. For all those reasons, PWA started the water sector 
reform process with a clear mandate and responsibilities for all the water 
actors, based on the newly developed water law that differentiates the 
responsibilities of PWA for policy and strategy and for regulating the 
water resources. 
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