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EXECUTIVE SUMMARY 
 
The political and social upheavals that followed the Arab Spring of 2011 continue to dominate 

economic activity and near term prospects in the Middle East and North Africa (MENA). 

Although political transitions bring promises of greater political and economic freedom, in 

MENA the process remains far from complete and has been accompanied by increased political 

and macroeconomic instability in 2013. In Egypt, rising social and political tensions weighed 

heavily on confidence.  In Syria, a marked escalation of the civil war exacted a heavy economic 

and human toll, with spillovers to neighboring Lebanon, Jordan, and Iraq. Oil production in 

developing MENA oil exporters has fallen because of security setbacks, infrastructure problems, 

strikes, and in the case of Iran, economic sanctions. Meanwhile, the GCC oil exporters continue 

to make up the loss in oil production, while providing financial support to the region’s transition 

economies. 

The regional outlook for 2013 – and even more so for 2014 – is shrouded in uncertainty and 

subject to a variety of risks, mostly domestic in nature and linked to political instability, while 

global economic conditions have become more favorable. In 2013, economic growth is expected 

to remain weak or weaken relative to 2012 across MENA and average 2.8%, down from the 

estimated 5.6% in 2012. Growth has been most volatile in the developing oil exporters, and is 

projected to slow down considerably due to unfavorable developments, especially in Libya, Iran, 

and Syria. Growth of MENA’s oil importers is expected to remain weak and below potential, but 

performance will strengthen slightly relative to 2012. The economic expansion of the GCC 

economies will slow down relative to 2012, but their pace will still be strongest in the region. 

Assuming the political situation evolves toward greater stability and clarity, economic growth is 

expected to pick up and average 4% in 2014. 

Oil importing countries will continue to face external financing difficulties and fiscal pressures, 

but macroeconomic vulnerabilities have also been growing in developing oil exporting countries. 

The absence of significant economic reforms, combined with persistent political and 

macroeconomic instability, is likely to keep investment and growth below potential in 

developing MENA not only in the short run, but in coming years, unless there is a break with 

past practices.  

The Arab Spring, coming on the heels of the region’s recovery from the global financial and 

economic crisis in the late 2000s, had a dampening effect on foreign investment in the region. 

Prior to the Arab Spring, aggregate investment and foreign direct investment (FDI) flows to 

MENA followed the rest of the world. Starting from a low base, FDI flows to the region 

increased in the early 2000s, peaked in the second half of the period, and declined at the end of 

the decade. Whereas the rest of the world’s FDI picked up after 2010, FDI flows to MENA 

continued their decline as economic and political conditions worsened. 



 
 

iii 
 

A more disaggregate picture of FDI in MENA shows some differences from the rest of the world 

and over time. Although the region attracted more FDI in the 2000s relative to the 1990s, 

reflecting improvements in the business environment in many economies, the majority of 

countries performed below potential. In addition, FDI was concentrated in the resource-intensive 

and services sectors, while nonoil manufacturing FDI remained weak. Developing oil importing 

countries received just 30 percent of the region’s FDI inflows and a large amount of it came from 

the GCC economies. As oil prices rose in the 2000s, source countries shifted investments toward 

the oil exporters in the region. After 2010, FDI inflows declined across the region, public 

investment declined in developing MENA, while domestic private investment remained 

relatively unaffected. 

Whether the post-2011 decline in FDI has been due to political instability is not clear-cut, just as 

it is not in the literature. Some aspects of instability, including the quality and stability of 

government institutions and policies, did play a role, but others, such as democratic 

accountability, did not. Furthermore, FDI flows to the resource-intensive and nontradable sectors 

appear immune to political instability, but FDI flows in the tradable sectors exhibit a clear 

negative response. Finally, economic conditions have continued to play an important role in 

attracting FDI. 

This report shows that political turbulence since the early 2000s has affected not only the level of 

FDI in MENA, but also its composition; it has skewed it towards activities that create the least 

jobs or that create jobs in nontradables. At the same time, it has discouraged the high quality FDI 

in non-resource tradable manufacturing and services needed for export upgrading and 

diversification. By hurting these efficiency-seeking investments, shocks to political stability 

exacerbate the clustering of FDI in the extractive industries and nontradable sectors – a problem 

associated with policy distortions and political capture that predate the Arab Spring.  

The findings of the report outline several policy challenges and priorities. The report argues that 

MENA countries may find themselves in a resource trap unless they strengthen institutions and 

improve the investment climate, especially political and macroeconomic stability. Protecting the 

rule of law and property rights, and committing to stable and transparent policies will encourage 

investment, especially foreign investment in the labor-intensive nonoil manufacturing and 

service sectors of MENA, and thus job creation, growth, and structural transformation.  

Achieving consensus on political reforms is a necessary pre-requisite for sustainable, high 

growth in developing MENA. But so are structural reforms that address long-standing 

challenges, including distortionary and unevenly enforced regulations, favoring of privileged 

businesses, macroeconomic imbalances and expensive subsidies, inadequate and irregular 

provision of electricity and other infrastructure services, problems with education quality and 

skills, and poorly functioning markets for labor, goods, and finance. These structural issues 

constrain growth, with grim consequences for the structural unemployment problem, especially 

among youth and women. 
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PART I. RECENT DEVELOPMENTS AND PROSPECTS 
 
The political and social upheavals that followed the Arab Spring of 2011 continue to dominate 

economic activity and near term prospects of the Middle East and North Africa (MENA) region. 

Although political transitions bring promises of greater political and economic freedom, in 

MENA the process remains far from complete and has been accompanied with increased 

political and macroeconomic instability. In 2013, rising social and political tensions in the run up 

to and after the overthrow of the Morsi government weighed heavily on confidence in Egypt, 

causing investment and industrial output to plummet in the second quarter.  A marked escalation 

of the civil war in Syria exacted a heavy economic and human toll, with spillovers to 

neighboring Lebanon, Jordan, and Iraq. Oil production in developing MENA oil exporters – 

accounting for nearly a third of the region’s oil output – has fallen over the past year by slightly 

more than 5%,
1
 reflecting security setbacks, infrastructure problems, strikes, and in the case of 

Iran, sanctions. Meanwhile, the GCC oil exporters continue to make up the loss in oil production, 

while providing financial support to the region’s transition economies. 

The global environment has become more favorable. Economic activity is strengthening in high-

income countries, led by the US and Japan, and more recently the EU. The latter is good news, 

particularly for Morocco and Tunisia. Growth in developing countries is also expanding at a 

satisfactory, albeit slower rate, in response to tighter global monetary conditions. The risks of 

spillovers to the global economy from turmoil within the MENA region have receded since mid-

2013, when an intensification of the Syrian conflict caused world oil prices to spike to $116 per 

barrel. Still, as long as conflicts in different spots in the region stay unresolved, spillover risks 

will remain.  

The regional outlook for 2013 – and even more so for 2014 – is shrouded in uncertainty and 

subject to a variety of risks, mostly domestic in nature and linked to the political instability and 

attendant policy uncertainty. Part I of this report looks at the performance and outlook for 

MENA economies in the context of current political instability and weak macroeconomic 

fundamentals, focusing specifically on the outlook for 2013. The implications of political and 

macroeconomic instability for investment are discussed in Part II of the report.  

With elevated political instability and policy uncertainty, economic growth in MENA is expected 

to slow down in 2013 to 2.8% from the estimated 5.6% in 2012, when the region embarked on a 

“two-speed” post-Arab-Spring recovery, with oil exporters growing much faster than oil 

importers.  

                                                           
1
 This estimate represents the change in production for the first 9 months of 2013 relative to the same period last 

year and is based on oil production data from the Energy Intelligence Group. The corresponding estimate, based on 

Bloomberg data, suggests a decline of more than 8%. 
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In 2013, economic growth in all groups of countries is expected to remain weak or weaken 

relative to 2012 (Figure 1.1). In the developing oil exporters, growth has been most volatile and 

is projected to slow down considerably due to unfavorable developments, especially in Libya, 

Iran, and Syria. The growth performance of oil importers is expected to remain weak and below 

potential, but performance will strengthen slightly relative to 2012 (Figure 1.1). The pace of 

economic expansion in the GCC is the flipside of that of developing oil exporters as the GCC 

economies have stepped up oil production to offset production stoppages in some developing oil 

exporters. In 2013, the economic expansion of the GCC economies will slow down relative to 

2012, but their pace of expansion will still be strongest in the region. Going forward, as the 

political situation evolves toward greater stability and clarity, economic growth will pick up in 

developing MENA and average 4% in 2014, more in line with the region’s average growth 

record over the past 4 decades. 

 

 

 

 

 

 

 

 

 

 

 

Source: World Bank. 

Oil importing countries will continue to face external financing difficulties and fiscal pressures. 

Although developing oil exporters do not have the same balance of payment and budget deficit 

pressures as the oil importers, their macroeconomic vulnerabilities have been growing due to 

persistent political instability. In Libya, militia activity and strikes over the summer led oil 

production to plummet. In Iraq, oil production has been constrained by technical issues and 

attacks on infrastructure. In Iran, sanctions have limited oil exports, while high inflation and 

currency weakening and volatility have depressed private consumption. In Algeria, long-term 

underinvestment in infrastructure in the resource sector and security concerns, which flared up 

during the hostage crisis in the Tagantourine natural gas facility in early 2013, have limited 

export and fiscal revenues from the resource sector.   

Figure 1.1  Post Arab Spring Regional Growth Record and Outlook (annual % change) 

  
 

 

 

 

 

 

 

 

 

Source: World Bank 
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Achieving consensus on political reforms is a necessary pre-requisite for sustainable, high 

growth in developing MENA. But so are structural reforms that address long-standing 

challenges, including distortionary and unevenly enforced regulations, favoring the privileged 

businesses, inadequate and irregular provision of electricity and other infrastructure services, 

problems with education quality and skills, and poorly functioning markets for labor, goods, and 

finance. These structural issues constrain growth, with grim consequences for the structural 

unemployment problem, especially among youth and women. 

RECENT DEVELOPMENTS AND OUTLOOK IN DEVELOPING MENA 

Unlike other developing countries, where economic growth in 2013 is expected to remain close 

to the rate in 2012 and average 4.9%,  growth in developing MENA is expected to slow down to 

1.3% from the estimated 3% average growth in 2012 (see Table 1.1). The slowdown reflects 

mainly a deceleration in economic activity in developing oil exporters, especially Libya (Figure 

1.2). Whereas in early 2013 Libya was expected to grow by 20% during the year, it is now 

expected to contract by 2%, largely due to production stoppages associated with the ongoing 

unrest. Growth is also expected to weaken in Iraq and average about 4% in 2013, compared to 

earlier projections of 9% for the same period, on account of a slowdown in oil production and 

infrastructure issues. The other weak performer in this group is Iran, which has been coping with 

the consequences of economic sanctions.  

 

 

 

 

  

 

 

 

 

Source: World Bank. Note: Fiscal year data are report for Egypt. 

As a group, the economies of the developing oil exporters are expected to contract on average by 

0.4 percent in 2013 (Table 1.1). This contraction will increase by a percentage point if we were 

to include  projections  for Syria,
2
  where  the  economy  collapsed  as  the  conflict    

                                                           
2
 Syria is not included in the regional forecast for 2013 and 2014 due to lack of information and the speculative 

nature of a macroeconomic forecast at this point in time. We assume that the economy might contract by 20% on 

average in 2013. Given the uncertainty, there is a wide confidence interval around this point estimate.  

Figure 1.2 Real Output Growth, Recent Record, and Outlook (annual % change) 

                  

 

 

 

 

 

 

 

Source: World Bank. Note: Fiscal year data are report for Egypt. 
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intensified.
3
 Growth in the transition oil importers will remain close to 2.5%, mostly due to 

relatively weak growth in Egypt, while other oil importers as a group are projected to grow faster 

relative to 2012. 

Economic activity in the region remains vulnerable to political events  

 

Economic recovery in transition economies has been interrupted by bursts of domestic unrest. 

High frequency information suggest that Egypt and Tunisia, for example, experienced several 

episodes of sharp decelerations in industrial production (IP) and merchandise exports since the 

contractions associated with the Arab Spring uprising (Figure 1.3 and Figure 1.4). In Libya, there 

have been two episodes of extreme macroeconomic volatility since early 2011. The first one was 

associated with the regime change in 2011. The second one reflects severe oil disruption due to 

spurts of violence. 

 

 

 

 

 

 

` 

 

 

 

 

 

 

Source: Datastream and World Bank. 

Macroeconomic volatility also contributed to economic weakness. Inflation and foreign 

exchange and fuel shortages constrained business activity and dampened consumer confidence in 

many developing MENA countries (see Table 1.1). Energy shortages in Egypt – the second 

largest natural gas producer in North Africa after Algeria – reflect a longer term decline in 

supply, more conservative drilling plans by some major producers due to rising domestic 

political instability and policy uncertainty, and increased use of crude oil exports to cover 

                                                           
3
 The extent of economic devastation in Syria is difficult to quantify, but mirror statistics suggest that economy 

might have contracted by more than 30% in 2012 and trade flows might have fallen by more than 80% in 2012. 

Figure 1.3 Industrial Production (growth rates, %) 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

Source: Datastream and World Bank. 
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imports and debts, leaving less for refineries to process for domestic use. Tunisia recovered in 

2012, but lost momentum due to political and social instability, the difficult external 

environment, and the contraction in agricultural production thanks to unfavorable weather 

conditions. As a result Tunisia’s growth is expected to average 3.2% in 2013, down from 3.6% in 

2012.  

 

 

 

 

 

 

 

 

 

Source: Datastream and World Bank. 

Figure 1.4 Exports (growth rates, %) 
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             Table 1.1 Regional Macroeconomic Outlook 

 

2011 2012e 2013p 2014p 2011 2012e 2013p 2014p 2011 2012e 2013p 2014p

MENA 3.5 5.6 2.8 4.0 2.1 3.1 2.2 1.3 11.0 10.0 8.7 7.7

Excluding Post-Revolutionary Economies 5.3 2.9 3.0 3.5 3.8 4.3 4.0 2.9 13.1 11.2 10.1 8.7

Developing MENA 0.0 3.0 1.3 3.6 -4.1 -4.1 -5.4 -4.8 2.2 0.0 -1.6 -1.0

Developing Post-Revolutionary Economies -4.5 16.8 1.9 5.7 -9.1 -3.9 -8.5 -7.6 -2.2 3.1 0.6 2.0

Other Developing MENA 2.5 -1.0 0.9 2.2 -2.4 -4.2 -4.1 -3.5 3.6 -1.2 -2.5 -2.4

Oil Exporters 3.8 6.7 2.7 4.2 4.4 5.7 4.9 3.6 14.8 13.6 11.8 10.4

Excluding Transition Economies 5.4 2.9 2.9 3.6 4.9 5.4 5.0 3.7 15.2 13.3 12.0 10.4

GCC 7.2 5.4 4.2 4.3 9.4 11.7 9.6 7.2 21.5 21.8 18.9 16.2

             Bahrain 2.1 3.9 4.2 3.3 -0.1 -2.1 -2.6 -3.2 12.6 15.4 13.8 12.1

             Kuwait 6.3 5.1 1.5 2.8 30.6 30.2 28.0 21.9 41.4 46.0 40.0 35.9

             Oman 4.5 4.7 4.9 4.9 7.3 2.5 4.7 1.2 15.3 11.6 8.3 1.7

             Qatar 13.0 6.6 5.3 4.5 8.2 8.0 8.1 4.7 30.4 29.5 26.5 21.7

             Saudi Arabia 8.5 5.7 5.3 5.2 8.3 11.7 7.1 5.3 19.9 18.7 15.1 12.7

             United Arab Emirates 4.9 5.0 3.0 3.3 4.1 8.8 8.1 7.1 13.8 16.8 14.5 13.9

Developing Oil Exporters -2.3 9.0 -0.4 4.0 -1.9 -1.6 -2.4 -2.1 6.3 3.6 0.8 1.2

Transition Economies -38.8 72.9 -0.4 13.8 -10.6 11.1 2.8 1.3 2.7 20.4 8.7 9.0

           Libya -62.1 104.5 -2.0 17.1 -15.4 20.8 7.9 4.7 9.2 29.1 15.3 13.9

           Yemen -12.7 2.4 3.0 6.0 -5.6 -12.4 -7.9 -7.3 -4.1 -0.9 -5.4 -3.4

Rest of Developing Oil Exporters 1.7 -2.4 -0.4 1.9 -1.2 -3.3 -3.2 -2.6 6.6 1.4 -0.3 -0.2

           Algeria 2.6 3.3 2.3 3.0 -1.2 -5.2 -3.3 -4.5 10.1 6.0 2.2 1.6

           Iran, Islamic Republic of 1.7 -3.0 -2.1 1.0 -2.6 -4.7 -5.2 -3.9 5.2 -2.1 -2.4 -2.1

           Iraq 8.6 8.4 4.2 6.5 4.9 4.1 0.5 0.8 12.5 7.0 1.0 1.2

           Syrian Arab Republic -3.4 -30.0 -11.0 -14.7 -14.2 -11.0

 Oil Importers 2.5 2.5 2.9 3.2 -8.6 -9.5 -10.9 -9.7 -6.3 -7.7 -6.1 -5.1

Transition Economies 1.2 2.4 2.5 3.5 -8.8 -9.9 -12.9 -11.6 -3.4 -3.9 -2.6 -1.0

            Egypt, Arab Rep. 1.8 2.2 2.4 3.4 -9.8 -10.8 -13.9 -12.4 -2.6 -3.1 -1.6 0.0

            Tunisia -1.9 3.6 3.2 4.1 -3.5 -5.1 -7.2 -6.9 -7.3 -8.1 -8.1 -7.1

Rest of Oil Importers 4.5 2.6 3.6 2.8 -8.2 -8.7 -7.8 -6.9 -10.9 -14.0 -11.7 -11.3

            Djibouti 4.5 4.8 5.0 6.0 -0.7 -2.7 -3.1 -4.8 -14.1 -12.3 -13.1 -15.2

            Jordan 2.6 2.7 3.1 3.5 -12.7 -9.7 -10.0 -10.7 -12.0 -18.4 -11.3 -12.5

            Lebanon 3.0 1.4 1.5 1.5 -6.4 -8.7 -9.8 -7.2 -12.1 -14.4 -15.2 -15.3

            Morocco 5.0 2.7 4.5 3.0 -6.9 -7.6 -5.6 -4.7 -7.9 -10.0 -8.2 -7.1

            West Bank & Gaza 12.2 5.9 4.5 4.0 -16.9 -16.5 -14.9 -13.3 -32.0 -36.4 -32.5 -29.1

Real GDP Growth Fiscal Balance Current Account Balance

(in percentage of GDP) (in percentage of GDP) (in percentage of GDP)

Source: World Bank. Note: Fiscal year data are reported for Egypt. 
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The intensifying Syrian conflict has taken a toll on economic activity in Lebanon. Despite an 

increase in government expenditures, economic growth in Lebanon is expected to remain 

muted and average just 1.5% in 2013 and 2014, reflecting increasing negative spillovers from 

the Syrian conflict. Services were particularly affected by the volatile security situation and 

weakened consumer confidence. Tourism arrivals slumped by 17% in 2012 and 14% (year-

on-year) in the first four months of 2013, as a number of Arab and European countries warned 

their citizens not to travel to Lebanon.  

Political instability and security problems have limited economic activity and investment in 

Libya in 2013. An Islamic banking law passed in early 2013 lacked specificity in terms of 

implementations plan and procedures, which added uncertainty and nearly brought non-trade 

related banking sector activity to a halt. Repeated strikes and operational constraints have 

disrupted oil production in recent months and severely limited oil exports and government 

revenue. In Iran, macroeconomic instability is depressing private consumption and has led to a 

contraction in the economy for a second year in a row. In Iraq, economic activity is also 

expected to slow down relative to 2012 and average about 4% in 2013 due to technical 

difficulties and attacks on export infrastructure. In Yemen, the recovery remains fragile and 

growth is expected to average 3% in 2013, mainly due to strength in the non-oil sectors, while 

the oil sector continues to struggle, following repeated attacks on oil pipelines. Algeria’s 

economic performance is expected to weaken, as the secular decline in oil and gas production 

caused by underinvestment in infrastructure in the resource sector continues, and as a difficult 

business climate continues to hold back the private sector.  

The economies of Jordan, Morocco, and Djibouti are expected to grow at faster rates in 2013 

than 2012. The acceleration in Jordan is driven by increased public investment and private 

consumption, boosted by the spending of Syrian refugees, and has occurred despite multiple 

disruptions of natural gas imports from Egypt. Reasons for these disruptions include sabotage 

targeting the Arab Gas Pipeline in 2011, followed by a temporary suspension of exports in 

October 2012 in an effort to cover a spike in domestic energy demand in Egypt, and social 

unrest in Egypt in early 2013. Morocco’s performance is expected to improve in 2013 due to a 

20% jump in agricultural production and the strong performance of the tourism sector, while 

other sectors continue to suffer from the slowdown in external and domestic demand. Political 

stability has reassured both tourists and foreign investors who continue to favor Morocco over 

other destinations in North Africa. Djibouti has also been growing steadily and the 

expectation is that growth will reach 5 percent in 2013 and strengthen to 6% in 2014, driven 

by port-related activities and large FDI inflows in the transit trade, transshipment, and 

construction sector.  

Macroeconomic fundamentals have weakened as political instability persisted 

 

Persistent social and political upheaval has hurt macroeconomic stability. Governments 

responded to social demands by increasing current public spending, including subsidies, 

wages, and pensions, and public sector employment. The increased spending stoked 

inflationary pressures, while weaker currencies exacerbated the situation, especially in Iran, 

Syria, and Egypt (Figure 1.5). In 2012, Iran had one of the highest inflation rates in the world, 
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and flirted with hyperinflation in October of 2012. Inflationary pressures have persisted 

because of trade sanctions and currency depreciation (Figure 1.5, right panel). Cash transfers 

also stoked consumption and price hikes. In Syria, inflation spiked as the civil conflict 

deepened, the economy contracted, and the government monetized its large fiscal deficits 

(Figure 1.5, right panel). In Egypt, inflation has picked up since end of 2012 as food and 

energy prices increased, supply bottlenecks emerged, and the currency weakened in the 

context of growing macroeconomic and political instability (Figure 1.5, left panel).    

 

 

 

 

 

 

 

 

 

Source: Datastream and World Bank. Note: % y/y denotes year on year % change. 

In Morocco, inflation has been moderate, but rising (Figure 1.5, left panel). Despite generous 

price subsidies and a decline in world prices of imported basic commodities, inflationary 

pressures in Morocco rose in the first half of 2013 on account of price increases in education 

and transport services, food, and restaurants.  In Tunisia, the recent inflation hike was driven 

mainly by increases in food and fuel prices, amplified by the currency depreciation (Figure 

1.5, left panel). The tightening of monetary policy in late 2012 has slowed this trend. 

Inflationary pressure subsided in Jordan as the pass-through effects of the fuel subsidy reform 

dissipated, whereas in Lebanon the drop in inflation reflects weak economic activity (Figure 

1.5, left panel).    

Inflation remains low in Algeria and Iraq (Figure 1.5, right panel). Inflationary pressures in 

Algeria are abating as public wage increases came to a halt and the Central Bank implemented 

measures to raise reserve requirements and absorb liquidity. In Iraq, the Central Bank kept 

inflation low primarily through its exchange rate policy, although housing costs and electricity 

tariffs have crept up. 

With only a few exceptions, fiscal imbalances have worsened across developing MENA, 

especially in oil importers (Figure 1.6). In addition to expansionary fiscal policies, the 

deterioration reflects slippage in revenues due to underlying economic weakness, rising costs 

of imported, but heavily subsidized food and fuel commodities, and in some cases, increased 

interest expenditures.   

 

Figure 1.5 Inflation 

  
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Datastream and World Bank. 
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Source: World Bank. Note: Fiscal year data are report for Egypt. 

Rising fiscal deficits have led to growing public sector debt and concerns about fiscal 

sustainability. As a share of GDP government debt rose in most developing MENA countries. 

In Egypt, spending pressures exacerbated by rising borrowing costs have pushed interest 

expenditure to about 40% of total expenditure. To finance its revenue shortfall Egypt has 

relied heavily on domestic borrowing, increasing the exposure of the banking sector to 

sovereign risk and potentially crowding out private sector borrowing. The quality of 

government spending deteriorated too. In Morocco, for the first time the government spent 

more on subsidies than on public investment. Part II of this report looks in greater detail at the 

decline in public spending in developing MENA following the Arab Spring events.  

 

 

Figure 1.6 Fiscal Balances (% of GDP) 
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Figure 1.7 Sovereign Bond Interest Rate Spreads (basis points over US Treasuries) 
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Source: Datastream. 

Developing MENA countries’ access to capital markets has diminished significantly as credit 

agencies lowered their sovereign credit ratings. Deteriorating macroeconomic conditions and 

persistent political instability and policy uncertainty resulted in rising risk premia, and thus 

foreign borrowing costs, especially in Egypt and Tunisia (Figure 1.7). As political tensions in 

Egypt escalated in mid-2013, credit default swap (CDS) spreads widened too and surpassed 

800 basis points (Figure 1.8). Since then CDS spreads have declined only slightly and remain 

above 700 basis points, while EMBI spreads have declined to levels observed in December 

2012 (Figure 1.7). Although the outlook for Egypt has been upgraded with the appointment of 

an interim government of technocrats, it remains uncertain amid sporadic violence and social 

unrest. 

External imbalances have persisted, and in some cases, have worsened across developing 

MENA (Figure 1.9) as net exports declined, hurt particularly by the steep decline in tourism 

receipts. Countries have experienced difficulty financing current account deficits as foreign 

investment flows declined and access to traditional capital markets became more limited in 

the midst of political turmoil. Foreign direct investment, which is the focus of Part II of this 

report, and foreign portfolio investment, has declined sharply since 2010, although FDI flows 

have recovered in some countries.  

Figure 1.8 Credit Default Swaps Spreads 
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In Egypt, balance-of-payments pressures eased by March 2013 thanks to higher exceptional 

bilateral borrowing from the region, increased exchange rate flexibility, and weak economic 

activity. The current account deficit also narrowed in response to high inflows of remittances, 

a rebound in tourism receipts, and a smaller non-oil trade deficit (Figure 1.9, left panel). Non-

oil merchandise imports decreased during this period due to weaker domestic demand and 

rationing of foreign currency. The external deficit was financed by exceptional bilateral 

borrowing from the GCC economies and a slight recovery in FDI inflows. In the course of 

fiscal year 2013, new external borrowing tilted toward short-term debt instruments with 

maturity of less than a year, doubling the share of short term debt in total external debt. Net 

portfolio inflows to Egypt remained negative, but foreigners have been pulling out of the 

Egyptian securities market at a much slower pace than last year. The GCC aid package 

boosted foreign exchange reserves and stabilized markets. Reserves recovered to about 3 

months of import cover, the exchange rate stabilized, and Treasury bill rates declined in 

response to improved liquidity conditions.  

 

Source: World Bank: Note: Fiscal year data are reported for Egypt  

In Tunisia, the current account deficit is expected to persist despite lower imports because of 

stagnating tourism receipts and remittances, and weak exports (Figure 1.9, left panel). 

Interventions to sustain the currency in the face of a worsening current account and lower-

than-expected official financing have led to reduction in reserves, which stood at 3.1 months 

of imports as of end-August 2013. With downgrades by major rating agencies, Tunisia will be 

unable to finance its debt from traditional capital markets, and will increasingly rely on 

official external financing. The only financing Tunisia received from capital markets was the 

US$ 230 million Samurai bond, raised with a Japanese guarantee. Political uncertainty has 

had a negative impact on FDI, which was lower in the first half of 2013 than during the same 

period last year. In short, the pressure on the exchange rate and the need for fiscal 

consolidation are expected to grow.     

Figure 1.9 Current Account Balances (% of GDP) 
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In Yemen, the external position, which strengthened in 2012 mainly due to exceptional 

support from Saudi Arabia, is expected to deteriorate in 2013 (Figure 1.9, right panel). The 

reasons are an anticipated decline of donors’ grants and oil exports, as well as workers’ 

remittances, following the tightening of immigration rules in some GCC economies. The 

currency has remained stable since 2011, but with the widening of the external deficit, the 

authorities might allow the currency to weaken somewhat in 2013. In Iran, the current account 

might have turned into a deficit for the first time in a decade. Continued pressure on the 

currency and a decision to preserve rapidly depleting foreign exchange reserves led to the 

significant devaluation in April 2013. Other developing oil exporters’ current account 

surpluses are expected to decline somewhat.  

The external pressures are expected to recede in a number of oil importing countries. After a 

challenging 2012, Jordan’s external balance will improve in 2013 due to a decline in energy 

imports and an increase in official transfers (Figure 1.9, left panel). Jordan already received 

US$1.25 billion in grants from the GCC economies in 2013. In addition, it is expected to 

receive an additional US$775 million from the IMF. As external financing in the form of 

grants and loans from international financial institutions filled the financing gap in 2013, the 

pressure on the currency and foreign exchange reserves subsided. The easing of pressure is 

reflected in a declining dollarization rate of deposits between November 2012 and June 2013. 

These developments enabled the authorities to loosen monetary policy and cut policy rates by 

25 basis points in early August 2013.  

Morocco’s external account is also expected to improve in 2013 due to a smaller trade deficit 

and stronger tourism receipts and remittances. The external gap will be financed by foreign 

investments and official loans. Foreign investors have been encouraged by the relatively calm 

political scene and the confirmation of an IMF loan in the amount of US$ 6.2 billion. Net 

official international reserves reached 4 months of import cover.  

Djibouti’s external deficit is expected to deteriorate slightly in 2013 after improving in 2012, 

but ample and increasing FDI inflows are expected to provide sufficient finance. Official 

reserves are expected to increase, but the country remains at high risk of debt distress despite 

declining external debt. Debt service is most vulnerable to an exchange rate shock or a 

slowdown in export growth.   

Figure 1.10 Macroeconomic Performance and Outlook in the GCC economies 
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THE GCC ECONOMIES - A SOURCE OF ROBUST GROWTH AND FINANCING 

Overall, economic growth in the GCC economies is expected to average 4.2% in 2013 – a 

robust, but more modest pace of expansion compared to the one observed in the previous two 

years. The growth slowdown has been most dramatic in Kuwait and the United Arab Emirates 

(Figure 1.10, left panel). Oil production is at capacity in both economies. Growth in Saudi 

Arabia is also expected to slow down relative to 2012, but will remain strong as oil production 

expands beyond the record level observed last year and nonoil growth reaches 6 percent, 

supported by domestic spending and investments funded by oil revenue receipts. Qatar’s 

economy will continue to grow albeit at a slower rate than in the previous years. During the 

last decade, double-digit growth was fueled by the expansion of LNG production, elevated oil 

prices, and robust nonoil growth. In Oman, growth will accelerate slightly on account of 

robust expansion of the nonoil economy and government spending. Bahrain is the only GCC 

country which experienced substantial political turbulence in 2011 and political uncertainty 

remains a major issue. However, in 2012 and the first quarter of 2013 the oil and gas sector 

was a major source of strength, whereas the non-oil economy remained relatively weak.  

Except for Bahrain, all other GCC economies have ample fiscal space (Figure 1.10, right 

panel), including wealth in sovereign oil funds, which has enabled them to provide financing 

to several developing MENA countries in political transition, including Egypt, Jordan, 

Morocco, Tunisia, and Yemen. The aid has been particularly timely given the large external 

financing needs of these economies. Some GCC assistance was humanitarian in nature, 

offered to Tunisia, Syria, and Yemen to help address challenges brought about by an increase 

in the number of refugees and internally displaced people.  

From the start of 2011 to September 2012, GCC countries provided US$7.1 billion to 

developing MENA countries, representing 40% of total official disbursements (International 

Monetary Fund, 2012) and nearly 30% of total pledges made by GCC economies during the 

same period. Despite the fact that the GCC financial support was significantly higher in the 

last two years than in the past, it fell short of the financing needs of the transition countries in 

the region, and disbursements were significantly lower than pledges (Rouis, 2013).  

Detailed information from the United Arab Emirates and Qatar for the period 2009-2011, 

which covers the two years after the global financial and economic crisis and the first year of 

transition, sheds some light on the level of assistance received by the transition countries 

before and after 2010. With the exception of Jordan, the assistance of the United Arab 

Emirates to these countries was minimal in 2011. In that year, the United Arab Emirates 

disbursed a total of US$440 million, of which nearly half was direct to Jordan. In 2009-10, the 

corresponding annual average disbursement was US$230 million and nearly half of this 

support was given to Yemen. Data for Qatar are available for 2010-11 taken together. 

Transition countries accounted for nearly 70 percent of the assistance, with Egypt accounting 

for the lion’s share (77%), followed by Libya (16%), Jordan (6%), and Yemen (2%) (Rouis, 

2013).  

More recently, however, there are indications that the GCC countries are expanding their 

support to Egypt, Jordan, Tunisia, Morocco, and Yemen. The bulk of pledges are in the form 
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of loans, commodity aid (oil, gas, and food), and grants. The pledges were made for a variety 

of purposes, notably investment project financing to Egypt, Jordan, and Morocco which 

accounts for over two-fifths of all the pledges; balance of payments and budget support to 

Egypt, Jordan and Tunisia, accounting for over a third; and commodity aid to Egypt and 

Yemen, accounting for the remainder. As of July 2013, GCC donors have pledged close to 

US$40 billion to these five countries (Table 1.2).
4
 About 55 percent of this amount has been 

pledged to Egypt, with over half of the financing pledged in July 2013 after Morsi’s removal 

from office, and more than half of the amount to Egypt pledged by Saudi Arabia.  

Arab financial institutions also extended financial assistance to the group of transition 

economies, but the support varied widely across countries. The overall annual average 

financial assistance to these countries in 2011 and 2012 was slightly higher than the average 

during the global economic and financial crisis, which in turn was nearly 70 percent higher 

than the average prior to the crisis (Figure 1.11). In 2011-12 support for Egypt and Tunisia 

increased significantly, stagnated for Yemen, and declined for Jordan, Morocco, and Syria. 

The drop in financial support to Jordan and Morocco reflects the unusually high commitments 

made in the previous two years rather than lack of will to support these countries. In most 

cases, the bulk of assistance was provided by regional institutions, notably the Islamic 

Development Bank, the Arab Fund for Economic and Social Development, and the Arab 

Monetary Fund. The Saudi Fund for Development and the Kuwait Fund for Arab Economic 

Development provided assistance mainly to Egypt and Morocco. 

                                                           
4
 This number should be interpreted with caution as it is based on media reports and may not reflect the official 

views of donor countries. Also, there might be some double counting, particularly with respect to Egypt since 

most of the pledges made to the Morsi government have not being disbursed and have resurfaced as part of the 

US$ 12 billion pledged after Morsi’s ouster. 
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In summary, the regional outlook for 2013 is shrouded in uncertainty and subject to a variety 

of risks, mostly domestic in nature and linked to political instability and policy uncertainty. In 

this context, economic growth in MENA is expected to slow down and average 2.8% in 2013. 

Macroeconomic and political instability will constrain growth in developing MENA in the 

near term, while long-standing structural problems remain key constraints to sustainable 

growth and job creation. The absence of significant economic reforms, combined with 

persistent political and policy uncertainty, is likely to keep investment and growth below 

potential in coming years, unless there is a break with past practices. Next, part II of this 

report looks at investment, with a specific focus on the role of political instability which has 

exacerbated the impact of existing distortions and re-enforced the dependence on the capital-

intensive resource sector.     

Source: Secretariat of the Coordination Group (2012) and Rouis (2013). 

Table 1.2 GCC Support to Countries in Transition, Cumulative Pledges as of July 2013 
(US$ million) 

  Kuwait Qatar Saudi Arabia UAE Total 

Egypt 4000 3000 9000 6000 22000 

Jordan 1250 1250 2700 1250 6450 

Tunisia 0 1000 750 200 1950 

Yemen 500 500 3250 136 4386 

Morocco 1250 1250 1250 1250 5000 

 Total 7000 7000 16950 7658 39786 

 

 

 

Figure 1.11 Commitments of Arab Financial Institutions to Selected Countries  
(US$ million) 
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PART II. INVESTING IN TURBULENT TIMES 
 
Investing during times of political unrest is not for the fainthearted. Economic factors always 

play the most important role in investors’ decisions, but political stability is also crucial. Since 

the onset of the Arab Spring unrest, political instability and the attendant policy uncertainty 

have firmly taken the top spot on the list of investors’ concerns and are cited as the most 

severe constraint to doing business in the developing part of the Middle East and North 

Africa.
5
 And while political instability has had an impact on all investors, evidence suggests 

that it has had a greater impact on multinational corporations operating in the region. 

Objective data are consistent with this view. While private domestic investment held up in the 

aftermath of the Arab Spring, foreign direct investment retreated. This is worrisome because 

FDI is believed to offer multiple developmental benefits. Understanding the impact of 

political instability on the level, composition, and volatility of FDI flows to MENA is the 

focus of this part of the report.  

The wave of FDI flows to the developing world and MENA 

FDI flows to developing countries in general have increased substantially since the early 

2000s (Figure 2.1). While developed countries traditionally receive more FDI and host the 

majority of the inward FDI stock, developing countries are catching up. The share of 

developing countries in global inward FDI stock jumped from 25 percent in 2000 to 35 

percent in 2010. This year for the first time the developing world received more FDI flows 

than their developed counterparts.
6
 Rapidly rising commodity prices and increased global 

liquidity encouraged capital flows to developing countries during this period, but country-

specific factors also played a role, making some countries a lot more successful than others in 

attracting FDI (see Box 2.1).   

The wave of FDI flows to the developing countries in the 2000s did not bypass the Middle 

East and North Africa. Starting from a low base, FDI flows to MENA increased in the 2000s, 

peaked in the second half of the decade (Figure 2.2), and became a major share of foreign 

capital flows to the region (Figure 2.3). The wave did not equally benefit all countries and 

industries. It was dominated by large inflows of FDI into the GCC economies (Figure 2.2) and 

MENA’s commercial service sectors, as well as resources and non-tradable activities, while 

greenfield FDI
7
 in the tradable non-oil manufacturing sectors remained low (Figure 2.4). 

Developing oil-importing countries received just 30 percent of the region’s FDI inflows and a 

large amount of FDI came from MENA countries, particularly the GCC economies. 

Furthermore, there was a shift in the destination of FDI from MENA’s developing oil 

                                                           
5
 Source: World Bank Enterprise Surveys for Algeria (2007), the Arab Republic of Egypt (2008), Jordan  (2011), 

Lebanon (2009),  Libya (2009), Morocco (2007), Syrian Arab Republic (2009), West Bank and Gaza (2006), the 

Republic of Yemen (2010), Iraq (2011), and Tunisia (2012). According to the most recent enterprise surveys, 

political instability and/or policy uncertainty are the top major constraints to business operations for investors in 

a diverse set of developing MENA economies, including Egypt, Tunisia, Lebanon, Jordan, West Bank and Gaza, 

Libya, the Republic of Yemen, the Syrian Arab Republic, and Iraq.  
6
 UNCTAD (2011) World Investment Report: Non-Equity Modes of International Production and Development. 

New York and Geneva: United Nations. 
7
 See Box 2.2 for a discussion of the two major modes of FDI: greenfield FDI and mergers and acquisitions.  
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importers, which received over sixty percent of all MENA net FDI inflows during 1993-1997, 

to MENA’s oil exporters, which received almost two thirds of all MENA FDI during 2003-

2007.
8
 

 
Source: UNCTAD data and country classification. 

Source: UNCTAD data. Note: GCC=Gulf Cooperation Council 

 

                                                           
8
 Source: Calculations based on UNCTADstat. 

Figure 2.1 Net FDI inflows in Developing and Developed Countries (US$ Billion) 
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The onset of the global financial and economic crisis in the second half of the 2000s marked 

the end of the FDI wave. However, while FDI inflows to developing countries recovered by 

the early 2010s (Figure 2.1), they continued to retreat in developing MENA (Figure 2.2) as 

political turmoil engulfed many countries in the region. Political instability in the early 2010 

had a particularly harmful effect on FDI, while private domestic investment rates held up 

(Figure 2.5). Given the importance of FDI as a source of foreign capital (Figure 2.3) and its 

developmental benefits, this report now takes a closer look at the links between political 

factors and FDI. 

 

Source: World Bank Development Indicators. Note: MENA=Middle East and North Africa; FDI = Net Foreign 

Direct Investment; FPI = Net Foreign Portfolio Investment; Debt = Net External Debt Flows. 

 

Figure 2.3 Net Foreign Capital Flows into Developing MENA, 1991-2010  
(US$ Billion) 
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Source: IMF/IFS for private domestic investment and UNCTAD for FDI. 

 

Figure 2.5 Private Domestic and Foreign Direct Investment Rates in MENA 
 (% of GDP) 
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Box 2.1  What Do We Know about FDI? 

Multinational firms consider a combination of economic and political factors when deciding 

to invest in a country: access to large markets, natural resources, cheap labor and other 

inputs, skills and knowhow; proximity and access to leading firms or markets that could 

serve as suppliers or buyers of products; and macroeconomic and political stability.
a 
 

Competition for FDI has become fierce, especially for investments in manufacturing.
b
 

Believing that FDI can be a source of capital, jobs, technology and productivity spillovers, 

governments have used various incentives such as duty and tax drawbacks or exemptions, 

investment promotion programs, preferential access to factors and services, etc.
c
 Evidence 

from resource-rich, middle-income countries shows that multinational enterprises outperform 

domestic producers in terms of productivity, and they tend to be larger, and more capital- and 

skill-intensive.
d
 Multinational corporations are also research-oriented,

e
 trade heavily, and 

often establish regional and global production and distribution networks that help boost host 

countries’ exports.
f
 Multinational firms are viewed as conduits to knowledge transfers. 

Importantly, attracting FDI inflows offers a way of raising the quality of exports in 

developing countries, thus helping the process of structural transformation.
g
  

Still, the benefits of FDI vary greatly across sectors.  They materialize only when a country is 

export-oriented, has a minimum threshold level of human capital, and well developed 

financial markets.
h
 Alfaro (2003) shows that while FDI in the manufacturing sector has a 

positive effect on growth, FDI in the primary sector has a negative impact, and the growth 

effect of FDI in services is ambiguous. Furthermore, policymakers believe that some FDI 

projects are better than others and devise policies to attract “quality” FDI. Definitions of 

quality FDI vary, but broadly it is FDI that increases employment, enhances skills, transfers 

technology, and boosts the competitiveness of local enterprises. Using data for the OECD 

countries, Alfaro and Charlton (2007) show that FDI at the industry level is associated with 

higher growth in value added and this relationship is stronger for industries with higher skill 

requirements and for industries more reliant on external capital.   

a
 See Agarwal (1980) for a survey on determinants of FDI and Schneider and Frey (1985) for an 

examination of the relative importance of economic and political determinants. 
b
 See Globerman and Chen (2010) and Burger et al. (2013). 

c
 Whereas tax incentives have been used with various degrees of success (Ianchovichina, 2007), 

investment promotion programs have been found to make a difference, especially in countries 

suffering from red tape and information asymmetries (Harding and Javorcik, 2011). 
d
 See for details Arnold and Javorcik (2009). 

e
 Multinationals have been responsible for most of the world’s R&D expenditure (UNCTAD, 2005). 

f
 See Peitrobelli and Rabellotti (2011) and Bellak (2004). The latter argues that performance gaps 

between multinational firms and their domestic counterparts can be attributed to firm-specific assets 

and firm characteristics like industry, size, parent country, and multinationality per se rather than 

foreign ownership. 
g
 See Harding and Javorcik (2012). 

h
 Borensztein, De Gregorio, and Lee (1998) and Xu (2000) draw attention to the role of human capital; 

Alfaro et al. (2004) and Durham (2004) underscore the role of financial markets; Balasubramanyam et 

al. (1996) highlight the role of a country’s export orientation. 
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Box 2.2 FDI: Modes of Entry 

Numerous country, project, and industry characteristics affect the quality of FDI. Although both 

modes of entry, Greenfield investments (GF) and mergers and acquisitions (M&As have been 

associated with increased aggregate productivity, they differ in quite a few respects. GF investments 

finance the construction of new facilities, which expand the capital stock and directly create new job 

opportunities. M&As involve merely a change in ownership via the purchase of existing assets, 

although this mode of entry also offers access to foreign technology. In addition, multinational firms 

entering through M&As rely more on local and regional supplier networks than those entering through 

GF projects, implying that M&As might have an indirect effect on job creation, and thus substantial 

developmental benefits. 

Using data from 48 US states between 2003 and 2009, a study on the economic growth impact of FDI 

finds that mergers and acquisitions have an insignificant effect on state economic growth, while 

greenfield investment contributes positively to state economic development only when a minimum 

level of human capital is present.
a
 In services, where competition is more restricted due to the greater 

presence of oligopolistic structures, greenfield (GF) FDI is believed to have a greater effect on 

competition than mergers and acquisitions (M&A). In the manufacturing sectors, where barriers to 

entry tend to be lower, foreign firms are expected to be indifferent between the two forms of entry. 

While neither mode of entry unambiguously offers advantages in terms of technology transfer,
b
 a 

number of factors might be influencing foreign firms to adopt one mode of entry over the other. If the 

market has well-established incumbent enterprises, and global competitors are also interested in 

establishing a presence, the firm might choose to enter via an acquisition. An entry via GF investments 

might be slow in establishing a presence.
c
 GF FDI might be the preferred mode of entry either when 

there are no incumbent competitors or when competitors do not have a technological edge over the 

foreign firm. In this case the foreign firm might decide to build a plant and transfer the technology it 

needs to have a successful operation. The technological gap between developed and developing 

countries partly explains the dominance of GF investments in developing countries. 

The country of origin matters for the growth impact of FDI and the technological spillovers to 

domestic producers.
d
 The share of intermediate inputs sourced by multinationals from a host country is 

likely to increase with the geographical distance from the source country. The sourcing pattern is also 

likely to be affected by the trade policy regime. Any preferential trade agreements which cover some 

but not all source economies make it cheaper for multinational firms from beneficiary countries to 

import intermediate inputs rather than to source them from within the host country. The nationality of 

foreign investors also seems to matter for the growth impact of FDI. This impact tends to increase with 

the similarity between the endowments of the source and host countries as technology transfer 

becomes less costly the more similar the endowments.
e
 Other studies emphasize the importance of 

investing in R&D-intensive countries for successful FDI transfer, and find that there are much larger 

transfers of technology from some countries than others.
f
 

a See Wang and Wong (2009) for details.  
b Mattoo, Olarreaga, and Saggi (2004) explain that the relatively large market share that the foreign firm enjoys under 

acquisition increases its incentive for transferring costly technology, but the strategic incentive for transferring costly technology 

might be stronger in competitive environments.  
c See Wang (2009) for details and for a discussion of the risks associated with M&As. 
d See Javorcik and Spatareanu (2011) for empirical evidence consistent with these hypotheses. 
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Political Instability in MENA 

For the purpose understanding its impact on the level, composition, and volatility of FDI 

flows, political instability is defined in the broadest possible sense as the propensity of a 

country to experience regime or government change, political, religious, and ethnic violence, 

as well as practices that have a detrimental effect on contracts, law and order, and the stability 

and efficiency of institutions. The report relies on the political risk component of the 

International Country Risk Guide (ICRG) indicators for high-frequency information on 

political instability. The ICRG indicators are closely aligned with the definition of political 

instability in the report. See Box 2.3 for other definitions of political instability and a 

discussion of other measures.  

The ICRG database has been used by others to study the relationship between FDI and 

political instability
9
 and is the only source of high-frequency data on political instability.

10
 In 

this database, each country has a composite score on political instability, which is rescaled so 

that the scores range from 0 to 10, where a higher value indicates a higher degree of political 

instability. This score factors in rankings on the following dimensions of political instability: 

government instability, socio-economic conditions, investment profile, internal conflict, 

external conflict, corruption, military in politics, religious tensions, law and order, ethnic 

tensions, democratic accountability, and bureaucratic quality in a country. Annex A provides a 

description of each dimension. A score above 5 on the composite index indicates a high 

degree of political instability, while a score below 2 indicates that the country is characterized 

by a very low degree of political instability.  

According to the ICRG indicators, three groups of countries stand out in terms of political risk 

(Figure 2.6):  

(i) The GCC economies whose overall political instability rank has been below, but close 

to, the aggregate rank of their high-income country comparators;  

(ii) The group of oil-importing developing MENA countries which have had slightly 

higher political instability ranking than the middle-income group of countries; and 

(iii) The group of oil-exporting developing countries where political instability was 

elevated and above that of the typical middle-income, developing country.  

The Arab Spring transitions generated a substantial shock to political stability, reflected in 

significantly deteriorated political risk rankings across nearly all countries in the region (Table 

2.1). According to the ICRG data, 5 out of 17 MENA countries received a score of 5 or more 

in the last quarter of 2012 and another 3 received a score in the mid 4s. Many of the countries 

in the region experienced some type of political turmoil since 2010. The increase in political 

instability occurred in all three major groups of countries, but was most apparent in 

developing MENA where, to various degrees, government instability, conflict, and policy 

instability linked to the business and legal environment affected many countries (Figure 2.6). 

Governments were overthrown in the Arab Republic of Egypt, Tunisia, Libya, and the 

                                                           
9
 See, for example, Busse and Hefeker (2007), Alfaro et al. (2008), Ali et al. (2011), and Méon and Sekkat 

(2012). 
10

 High frequency event data on violent protest is available for only a few countries in North Africa. 
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Republic of Yemen; civil wars erupted in Libya and the Syrian Arab Republic, and major 

protests were staged in Bahrain, Jordan, and Lebanon. These events led to erosion of 

institutional quality, but also to a worsening of macroeconomic stability and poor economic 

performance. 

 

The relationship between political instability and the level and pattern of FDI inflows is 

complex. Shocks to political stability affect economic conditions, and therefore rates of return, 

but also risk perceptions as outcomes are uncertain. These effects alter the level of FDI 

inflows in the short term, but also have an impact on the pattern of FDI because political 

instability does not affect all firms in the same way.
11

 Not surprisingly, the empirical evidence 

                                                           
11

 Changes in economic conditions also affect political instability and over the longer run FDI could potentially 

affect both the economic and political environment in a country, but the report does not study these second-round 

effects. 

Box 2.3  Definitions and Measures of Political Instability 

Political Instability can be defined in at least three ways. One approach defines it as the 

propensity of a country to experience a regime or government change. A second way is to 

focus on the incidence of political upheaval and violence in a society, such as 

demonstrations, assassinations, and other types. A third approach focuses on policy 

instability and captures changes in fundamental policies related to contract enforcement, 

property rights, incidence of corruption, civil liberties, political rights, civil liberties, law 

and order, and institutional quality.  

The available indices of political instability relate to the various definitions of the term in 

different ways. The Polity data contain indices of regime change and durability in line with 

the first definition. The objective indices of political violence in the 1997 dataset of 

Easterly and Levine are in line with the second definitions. Indices from the political 

component of the ICRG database encompass all three of these definitions.  

There are a number of specialized indices of phenomena related to political instability, 

such as the Corruption Perceptions Index of Transparency International, the political risk 

and civil liberties indices of Freedom House, and the World Bank governance indices by 

Kaufmann et al. (2004).   

The indices broadly fall into two categories in terms of how they are constructed. Objective 

indices typically count data on the incidence of certain events, e.g. demonstrations, wars, 

revolutions, assassinations, and others. Perception indices use expert opinion or surveys to 

gauge the assessments and insights of certain groups on the degree of political stability in a 

country. 

Indices of political instability are employed in many cross-country empirical studies. In 

political science, the political instability variable is typically the dependent variable, whose 

variation is explained by other variables. In economics, the political instability is often an 

independent variable and is linked to such dependent variable as growth and investment. 
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is mixed. Some studies find evidence that political instability significantly reduces FDI 

inflows, especially in developing countries.
12

 Others argue that political instability and other 

political variables are of secondary importance to investors and that economic considerations 

are the prime determinants of FDI flows.
13

 

Source: ICRG database. *Note: An increase in the index reflects an increase in political instability. 

MENA=Middle East and North Africa; GCC = Gulf Cooperation Council; OECD=Organization for Economic 

Co-operation and Development. 

Informed by both strands of the literature, this report asserts that both macroeconomic and 

political stability are important to foreign investors in MENA. It provides empirical evidence 

that political instability in the MENA region has a strong negative impact on the level of 

greenfield FDI, the dominant form of FDI flows to the region during the past two decades 

(Figure 2.7). In MENA, political instability is associated with increased incidence of FDI 

stops, but not of surges, with negative consequences for macroeconomic volatility, growth, 

and management. The report shows that economic activity and macroeconomic volatility also 

influence foreign investors’ decisions. Price instability and worsening economic performance 

exert a negative influence on the level of FDI flows to the region.  

However, not all types of political instability matter equally to foreign investors in MENA. 

Government instability, worsening bureaucratic quality, unstable business environment, and 

conflict have a strong negative effect on greenfield investments, but other aspects of political 

instability such as lack of democratic accountability, law and order, corruption, and ethnic and 

religious tensions appear to matter less.  

                                                           
12

 See Schneider and Frey (1985) and Alfaro et al. (2008). 
13

 Examples include Levis (1979) and Wang et al. (2012). 

Figure 2.6 Political Instability Index, 2000-2012 
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Source: Burger, Ianchovichina and Rijkers (2013). 

Importantly, foreign investors in the natural resource sectors and non-tradable activities 

appear immune to shocks to political stability. However, political instability has a strong 

negative effect on greenfield investments in non-resource tradable manufacturing and service 

activities. Heightened political instability gives rise to sectoral effects similar to Dutch 

disease. Given the evidence that FDI in manufacturing has a positive impact on growth and 

higher propensity to create jobs than FDI in the resource sectors, political instability thus 

becomes an obstacle to growth and job creation. It is also an obstacle to integration efforts, 

export diversification, and export upgrading, because most of GF FDI in tradable non-

resource manufacturing comes from countries with strong institutions,
14

 which also tend to be 

leaders in technological innovation. The MENA region is among the least integrated into 

global production networks
15

 and the presence of leading multinationals in the region’s nonoil 

manufacturing sectors has been limited.  

Since most investments in nontradable services are sourced from MENA countries, 

predominantly the GCC economies, the finding that GF investments in nontradables are 

                                                           
14

 Firms from countries with strong institutions have less experience with operating in risky environments and 

are also more concerned with corporate social responsibility (Driffield et al. 2013). Hence, multinational firms 

from countries with strong institutions are less likely to invest in politically unstable countries. 
15

 See Behar and Freund (2010). 

Table 2.1 Evolution of Political Instability in MENA since Arab Spring Onset 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Country 

Least Stable  

Quarter 

Most Stable 

Quarter 

Political 

Stability 

Q4 2010 

  Political 

Stability 

Q4 2012 

Δ Political Stability 

Q4 2010 – Q4 2012 

 

Aspects Political Stability that Considerably 

Worsened during Arab Spring* 

Algeria 5.60 (Q1, 2004) 3.58 (Q2, 2005) 4.98 4.45 0.47 Conflict, government stability 

Bahrain 3.40 (Q4, 2012) 2.08 (Q1, 2003) 2.78 3.40 0.62 

Business environment, conflict, government stability, 

Law and order 

Egypt, Arab Rep. 5.02 (Q3, 2012) 3.55 (Q4, 2003) 4.28 5.00 0.72 

Conflict, democratic accountability, ethnic and religous 

tensions, government stability, law and order 

Iran, Islamic Rep. 5.15 (Q4, 2012) 3.78 (Q4, 2005) 4.85 5.15 0.30 Democratic accountability 

Iraq 7.03 (Q1, 2003) 5.60 (Q4, 2011) 5.87 5.85 -0.02 Government stability, corruption 

Jordan 3.80 (Q4, 2012) 2.62 (Q3, 2005) 3.20 3.80 0.40 

Business environment, conflict, corruption, government 

stability 

Kuwait 6.60 (Q4, 2012) 2.15 (Q2, 2007) 2.70 3.40 0.70 Business environment, corruption, government stability 

Lebanon 5.35 (Q4, 2012) 3.94 (Q4, 2004) 4.15 4.65 0.50 Business environment, corruption, government stability 

Libya 5.27 (Q3, 2011) 3.15 (Q2, 2008) 3.28 4.30 1.02 

Business environment, conflict, corruption, government 

stability 

Morocco 3.45 (Q4, 2012) 2.60 (Q1, 2004) 3.10 3.45 0.35 Corruption, law and order 

Oman 3.23 (Q2, 2011) 2.30 (Q1, 2005) 2.60 2.75 0.15 

Business environment, conflict, corruption, ethnic and 

religious tensions, government stability, law and order 

Qatar 3.05 (Q2, 2011) 2.55 (Q1, 2005) 2.70 2.75 0.05 Government stability 

Saudi Arabia 3.40 (Q3, 2004) 2.90 (Q2, 2009) 3.05 3.20 0.15 Government stability 

Syrian Arab Republic 5.55 (Q4, 2012) 3.45 (Q1, 2003) 4.20 5.55 1.35 

Conflict, corruption, ethnic and religious tensions, 

government stability, law and order 

Tunisia 6.30 (Q3, 2011) 2.65 (Q4, 2004) 2.78 3.70 0.92 

Business environment, conflict, corruption, ethnic and 

religious tensions, government stability, law and order 

United Arab 

Emirates 2.35 (Q1, 2003) 2.03 (Q3, 2007) 2.05 2.20 0.15 Business environment 

Yemen, Rep. 5.05 (Q4, 2012) 3.68 (Q3, 2007) 4.35 5.05 0.70 

Conflict, corruption, democratic accountability, 

government stability 

* More than 0.75 points (scale 0-10) in the period Q4 2010 and Q4 2012 

Dark grey: countries that experienced government overthrowing or civil war after 2010. 

Light grey: countries that experienced major protests, sustained civil disorder, and government changes during Arab Spring 

White: countries that experienced minor or no protests after 2010. 
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insensitive to political instability are consistent with the fact that perceptions of risk depend 

greatly on one’s vantage point. Risk and uncertainty seem greatest from afar. Investors from 

the region or already in the region understand the cultural and political contexts and are much 

better equipped to assess risk and capture opportunities during volatile times.
16

 Investors in 

the resource sectors are also less likely to be affected than investors in other sectors. The 

availability of underexplored and under-exploited natural resources in low-hassle countries 

has been significantly reduced over the past few decades, leaving multinational firms in the 

resources sectors with little choice but to develop strategies to cope with location-specific 

hassles in unstable countries.
17

    

The remainder of this report is structured as follows. Section 2.1 discusses the evolution of 

MENA’s investment, FDI, and GF investment over time and in comparison with other 

regions. Section 2.2 turns to a discussion of the progress made by MENA countries in terms 

of attracting FDI, the challenges standing in their way of reaching potential, and issues related 

to the distribution of FDI that affects the developments impact of FDI on growth and 

structural transformation in the region. Section 2.3 presents analysis of the impact of political 

instability on the volatility, level, and pattern of FDI. The last section summarizes the findings 

and discusses policy implications. 

Source: UNCTAD data and World Bank Investment Report 2013, Annex Tables. Notes: EAP=East Asia and 

Pacific; ECA=Europe and Central Asia; LAC=Latin America and Caribbean; MENA=Middle East and North 

Africa; GCC=Gulf Cooperation Council; SA=South Asia; SSA=Sub-Saharan Africa; GF=Greenfield FDI; 

M&A=Mergers & Acquisitions.  

INVESTMENT IN MENA: A MIXED PICTURE 

During the past two decades, the MENA region as a whole invested at a relatively good pace 

and its overall investment rate compared favorably with those of other regions. In the 1990s 

                                                           
16

 See Kogut and Singh (1988). Du et al. (2012) confirm this hypothesis in the context of inward Chinese FDI. 
17

 See Schotter and Beamish (2013). 

Figure 2.7 FDI by Type of Investment (% of GDP) 
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only East Asia had a higher investment rate than MENA, mostly reflecting the extraordinary 

investment in China (Figure 2.8). In the 2000s, the region’s investment rate increased, albeit 

only slightly and the region compared favorably with most other developing regions, except 

East and South Asia. Since 2010, however, the rise in uncertainty stemming from Arab Spring 

transitions translated into higher risk premiums and substantially lower investment rates in 

countries affected by unrest (Figure 2.9).  

As capital became scarcer, economic growth declined, fiscal space and reserves diminished, 

and inflationary pressures increased as governments responded to social demands by 

stimulating consumption with expansionary fiscal policies. The composition of public 

spending shifted with governments in many countries cutting public investment in order to 

accommodate burgeoning current expenditures on wages, pensions, and subsidies. These 

developments were most pronounced in oil importing countries and countries in turmoil 

(Figure 2.9), although even here, private domestic rates held up (Figure 2.5). By contrast, the 

turmoil did not affect the oil-rich GCC countries, whose economic performance was strong 

and public and overall investment rates increased relative to the previous two decades as they 

channeled oil revenues into public investment programs.  

Source: IMF/IFS. EAP=East Asia and Pacific; ECA=Europe and Central Asia; LAC=Latin America and 

Caribbean; MENA=Middle East and North Africa; SA=South Asia; SSA=Sub-Saharan Africa. 

The decline of public investment in the developing oil exporting countries has not necessarily 

been bad news. World Bank (2011) found no correlation between public investment and per 

capita income growth in countries with weak rule of law.
18

 During the 2000s all MENA 

                                                           
18

 World Bank (2011) used information on public investment rates and per capita GDP growth for 165 developed 

and developing countries from the IMF/IFS, and a rule-of-law indicator from Kaufman, Kraay, and Mastruzzi 

(2010) governance database. The report defines countries with weak rule of law to be those with an average rule-

Figure 2.8 Investment Rates (% of GDP) 
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developing oil exporters were countries with weak rule of law and high and inefficient public 

investment rates. There is a greater cause for concern in the case of the developing oil 

importing and transition countries, where public investment rates have been low (Figure 2.9) 

and fiscal space has tightened since 2010. It is, however, encouraging that private domestic 

investment rates in developing oil importers and transition economies have picked up since 

2010 (Figure 2.5) and to some extent have offset the weakness in foreign domestic investment 

and public investment. This is particularly important in the context of deteriorating law and 

order, especially in the Arab Republic of Egypt and Tunisia (Table 2.1).   

Source: IMF/IFS. Note: GCC=Gulf Cooperation Council. 

                                                                                                                                                                                      
of-law index below the median of the country sample. Countries with good rule of law are those with an average 

index above the median of the country sample. 

Figure 2.9 Total and Public Investment in MENA (% of GDP) 
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Source: UNCTAD data. Notes: EAP=East Asia and Pacific; ECA=Europe and Central Asia; LAC=Latin 

America and Caribbean; MENA=Middle East and North Africa; GCC=Gulf Cooperation Council; SA=South 

Asia; SSA=Sub-Saharan Africa. 

Figure 2.10 Net Foreign Direct Investment Rates (% of GDP) 
 

 

 
 

 
 

0

1

2

3

4

5

6

EAP ECA LAC MENA:
Developing

MENA: GCC SA SSA

1991-2000

2001-2010

2011-2012

0

1

2

3

4

5

6

GCC Developing MENA Developing Oil
Importers

Developing Oil
Exporters

Transition
Countries

1991-2000

2001-2010

2011-2012

-2

0

2

4

6

8

10

12

14

A
lg

er
ia

B
ah

ra
in

D
jib

o
u

ti

Eg
yp

t,
 A

ra
b

 R
ep

.

Ir
an

, I
sl

am
ic

 R
ep

.

Ir
aq

Jo
rd

an

K
u

w
ai

t

Le
b

an
o

n

Li
b

ya

M
o

ro
cc

o

O
m

an

Q
at

ar

Sa
u

d
i A

ra
b

ia

Sy
ri

an
 A

ra
b

 R
e

p
u

b
lic

Tu
n

is
ia

U
n

it
e

d
 A

ra
b

 E
m

ir
at

es

W
es

t 
B

an
k 

an
d

 G
az

a

Ye
m

en
, R

ep
.

1991-2000

2001-2010

2011-2012



 

31 

Unlike domestic private investors, foreign investors were discouraged by the deterioration in 

the political and economic environment in the region after the end of 2010. Average net FDI 

rates in the period 2011-12 were half of those registered in the 2000s (Figure 2.10). In 

contrast, in large parts of the developing world FDI rates stayed close to those registered in 

the 2000s. As expected, the decline was most dramatic in the countries affected by turmoil. 

Least affected were the group of developing oil exporting countries, which had low levels of 

FDI prior to 2010. However, rates plummeted even for some developing oil exporters, 

including Libya, the Republic of Yemen, and the Syrian Arab Republic. The decline in 

Tunisia’s FDI rate was small despite the political turmoil, arguably because of Tunisia’s dual 

economy structure – with investment in the offshore sector being tax exempt and subject to 

only a few regulations.  During the same period, FDI increased in just two MENA countries – 

Iraq and Kuwait.
19

 MENA’s share in global FDI flows, which had doubled in the period 

between the 2000s and the 1990s, retreated back to the levels observed in the 1990s.  

Since 1990 FDI flows to the developing world have been dominated by greenfield 

investments (Figure 2.7). In the MENA region, this empirical regularity has been even more 

pronounced. The dominance of GF investments in MENA can be explained by the resource-

rich status of many countries in the region. FDI in resource-intensive industries usually takes 

the form of GF projects. Local companies often have privileged access to the natural resources 

in these countries, and hence host country government policies encourage joint ventures in the 

form of GF FDI.
20

 In addition, it can be expected that a large price differential between the 

home and host countries makes GF investments more likely as an entry mode in lower income 

developing economies. These differentials are needed to offset the relatively high start-up 

costs associated with the construction of new facilities.  

MENA’S FDI PERFORMANCE: NOT SO GOOD DESPITE PROGRESS  

The region improved its FDI record in the 2000s relative to the 1990s, but even in the 2000s 

many MENA countries continued to underperform relative to their potential to attract FDI 

(Figure 2.11). The potential is estimated by juxtaposing MENA’s FDI performance to that of 

an average developing country, while controlling for domestic, economic, and political 

determinants, and external factors affecting all countries.
21

 In the 2000s, many countries 

performed much better than the 1990s, moving close to or above potential. The progress can 

be linked to substantial improvements in the business environment, especially in some oil 

importing MENA countries and the GCC economies (Figure 2.12).  

Obstacles to reaching FDI potential 

 

In a number of cases, even after controlling for political instability factors, FDI flows 

remained below potential (Figure 2.11), suggesting that unaccounted factors (not present in 

the model) might have obstructed FDI flows to the region. These are most likely linked to 

                                                           
19

 FDI in Kuwait, however, remains low. 
20

 For details, see Demirbag et al. (2008). 
21

 Domestic, economic, and political factors include GDP per capita, natural resource rents as a share of GDP, 

inflation, change in nominal exchange rates, and political stability.  Global factors are represented via time 

dummies.  
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rules and regulations that restrict foreign participation, business privileges which ensure that 

only connected businesses can have access to finance, essential services, and domestic 

markets, conditions on companies’ ability to repatriate profits, protect intellectual property, 

and deal with bureaucratic hurdles, among others. Two recent papers by Chekir and Diwan 

(2012) and Rijkers et al. (2013) highlight the role of business privileges in Tunisia and the 

Arab Republic of Egypt, respectively, and their impact on multinational firms. In the Arab 

Republic of Egypt, connected firms had a larger market share and were able to borrow more 

than their non-connected competitors, with this particular advantage rising significantly over 

the period. In Tunisia, the presence of crony-owned firms was associated with de facto 

restrictions on FDI in the domestic-oriented part of the economy. Moreover, FDI restrictions 

were especially likely to be introduced into sectors in which crony firms were already active, 

making it difficult for new firms to enter, and thus discouraging FDI.  

 

Note: Actual FDI statistics based on UNCTAD data. Potential FDI for country c in year t is estimated using the 

following equation: FDI/GDPc,t = Intercept – 0.44*Log(GDP/Capita) c,t + 10.01*Annual GDP growth c,t + 

0.65*Capital Openness c,t + 0.13*Inflation c,t – 0.11*Log(Nominal Exchange Rate) c,t + Year Dummy t. 

Coefficients obtained from regression on 94 developing countries for the period 1991-2010.  

In a few cases, countries did better than their estimated FDI potential suggesting that omitted 

country-specific factors encouraged FDI flows to these destinations. Lebanon, for instance, is 

considered a safe haven in times of crisis by the Lebanese Diaspora, while Jordan made major 

strides in liberalizing the investment and trade regime by ratifying a free trade agreement with 

the US and an association agreement with the EU in 2002 and by obtaining memberships in 

PAFTA in 2005 and Agadir in 2007.
22

 The government also implemented a series of structural 

                                                           
22

 For more information see Ianchovichina and Ivanic (2013). 

Figure 2.11 Actual to Potential Net FDI Inflows as % of GDP 
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reforms, opened up economic sectors to competition, and improved business regulations and 

institutions to strengthen property rights. 

 

Note: Change Stability Business Environment Score based on Investment Profile Score from ICRG. Change FDI 

Potential based on difference between observed and predicted FDI based on equation presented in Figure 2.11. 

The World Bank (2011) argues that the major constraints to FDI growth differ by country 

grouping, but lack of technological readiness and weak innovation efforts are common 

problems across the region. These are also weaknesses that obstruct the ability of countries to 

attract and benefit from FDI in high tech activities, skewing the composition of FDI. In the 

GCC economies, problems in education quality, innovation, and technological readiness have 

been the most pressing competitiveness issues. The GCC countries perform at par or better 

than other developed countries in terms of macroeconomic environment, quality of 

institutions, infrastructure, financial market development, and goods market efficiency. Oil 

importing countries lag behind other emerging markets in terms of labor market efficiency, 

macroeconomic stability, and innovation.  

Developing oil exporting economies are a different story. They face a broad range of issues – 

from financial, goods and labor market inefficiencies to lack of technological readiness and 

weak institutions. These findings are consistent with the gaps between realized and potential 

FDI, presented in Figure 2.11, which are most pronounced for the Republic of Yemen, the 

Islamic Republic of Iran, Algeria, and Libya. As argued later in the report, in addition to these 

long standing problems, political instability is another obstacle to growth and structural 

transformation.  

Figure 2.12 FDI Performance and Change in the Stability of the Business 
Environment 
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The presence of leading multinationals in the region is limited, especially in nonoil 

manufacturing. Of the 50 largest multinational firms in MENA, nearly half of them operate in 

resource and oil manufacturing sectors; and only 18 are multinationals from R&D oriented 

countries with strong institutions, of which just 9 are engaged primarily in GF projects in the 

nonoil manufacturing and services (see Annex B, Table B.2). In total, only 12 of the 50 

largest multinationals in MENA are engaged in tradable nonoil activities – two of them invest 

primarily in non-oil manufacturing and the other ten invest in commercial services.  

Though the presence of large multinationals does not guarantee spillovers to local economies 

in the form of technology transfers and adoption, the small presence of leading multinationals 

in the nonoil manufacturing sectors of MENA countries is a missed opportunity. Enterprise 

surveys in the region indicate that foreign-owned firms are more likely to develop a new 

product line and undertake R&D projects (Figure 2.13). The gaps between domestic and 

foreign firms’ innovation efforts are largest in the Arab Republic of Egypt, Lebanon, and 

Algeria.  

 

Source: World Bank Enterprise Surveys, latest year available by country. 

The benefits of innovation efforts are multiple and involve making better products or offering 

better services; making products more efficiently, and making more skill-intensive products. 

But these benefits are not automatic. One big obstacle is the availability of appropriate skills. 

A recent report on Jordan (World Bank, 2013) underscores lack of strong technological and 

managerial capabilities as a key obstacle to successful technological acquisition and 

application. A segmented labor market, with high absorption of workers into the public sector, 

has harmed the quality of education provided in the region and has resulted in a lack of 

interest in R&D and venture formation among graduate students.   

MENA also lacks an overarching policy aimed at building up innovation capabilities and the 

links between the private sector, education community, and research institutions are weak. 

The major shortcomings in the current policy climate include high transaction costs, controls 

and restrictions on private investment, domestic trade and competition, and underdeveloped 

Figure 2.13 Innovation Efforts by Foreign-Owned and Domestic-Owned Firms 
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capital markets. R&D spending in the Middle East and North Africa is funded mainly by the 

government. By contrast, in developed economies, the private sector contributes between 40% 

and 60% of R&D spending. However, shortage of funding is not a problem as many funds, 

especially in the GCC economies, are set up to encourage entrepreneurial activities, and the 

opening up of MENA markets to international trade has resulted in an inflow of knowledge 

intensive imports, but not in developing indigenous knowledge. In such a technologically 

stagnant environment it is important to encourage the entry and growth of firms that innovate 

and develop new products, including MNCs which show higher propensity to develop new 

products and services and undertake R&D projects than local firms.  

GF Investments in MENA: Composition Issues 

 

An important feature of FDI flows to MENA is that they are concentrated in the natural 

resource and nontradable sectors. During the period 2003-12, these two sectors received 

nearly 50% more GF FDI flows than tradable non-resource manufacturing and commercial 

services (Table 2.2). Furthermore, countries with strong R&D capabilities invested mainly in 

MENA’s resource and non-tradable sectors, and not in the non-resource manufacturing 

sectors. Thus, the region has missed opportunities and largely failed to attract the high quality 

FDI needed for growth, jobs, and export upgrading.  

 

Source: Calculations based on fDi Markets; numbers in parentheses are shares. MENA=Middle East and North 

Africa 

Table 2.2 Distribution of Greenfield FDI by Source and Sector, 2003-2012 
 (US$ billion) 

`  

  

Resources and 

Oil 

Manufacturing 

Non-Oil 

Manufacturing 

Commercial 

Services 

Non-

Tradables 

Developed – Strong Institutions 

and R&D 
172.1 (41) 78.2 (18) 86.6 (20) 87.8 (21) 

United States 64.8 (50) 20.6 (16) 24.8 (19) 19.3 (15) 

France 24.6 (42) 8.0 (14) 12.6 (22) 13.0 (22) 

United Kingdom 16.1 (30) 7.0 (13) 14.0 (26) 15.9 (30) 

Japan 15.3 (43) 7.2 (20) 0.6 (2) 12.5 (35) 

Netherlands 19.3 (81) 2.1 (9) 1.3 (5) 1.2 (5) 

Germany 6.2 (30) 7.0 (33) 5.6 (27) 2.2 (10) 

Switzerland 0.3 (2) 3.5 (20) 4.1 (23) 9.9 (56) 

Canada 8.0 (46) 3.9 (23) 4.8 (28) 0.6 (3) 

          

MENA 23.2 (7) 29.8 (9) 125.7 (40) 139.0 (44) 

United Arab Emirates 13.8 (8) 9.1 (6) 76.2 (47) 64.5 (39) 

Bahrain 0.2 (0) 0.3 (1) 12.3 (27) 32.0 (71) 

Kuwait 0.9 (2) 2.6 (7) 21.5 (61) 10.3 (29) 

Qatar 4.1 (13) 3.2 (10) 7.2 (22) 18.4 (56) 

Saudi Arabia 0.0 (0) 6.2 (42) 3.3 (22) 5.1 (35) 

          

Other Developed Countries 28 (36) 12.4 (16) 15.8 (20) 21.7 (28) 

Spain 4.1 (18) 4.8 (21) 6.8 (30) 7.0 (31) 

Italy 4.4 (26) 2.1 (12) 1.4 (9) 8.7 (53) 

Russian Federation 11.5 (73) 1.7 (11) 1.1 (7) 1.5 (10) 

          

Other  Developing Countries 59.2 (51) 3.3 (28) 13.0 (11) 11.8 (10) 

India 17.6 (37) 15.0 (32) 5.9 (13) 8.3 (18) 

China 16.2 (67) 7.2 (30) 0.2 (1) 0.7 (3) 
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Source: Calculations based on fDi Markets. Note: Table B.1 in Annex B shows the country classification for 

major sources of FDI. Individual countries shown are top sources of GF FDI for the particular country group. 

Given the prominence of GF investments in MENA-directed FDI flows, this section discusses 

the distribution of GF FDI by source, destination, and industry. For this task, we rely on data 

from the fDi Markets database, which is a detailed register of cross-border, GF investments by 

sector and activity made around the world.
23

 These data are recorded on the basis of formal 

announcements by the media, financial information providers, industry organizations, and 

market and publication companies and represent 79% of global FDI. The database covers new 

GF investment projects and expansions in 17 MENA countries for the period between January 

2003 and December 2012, which includes 40 quarterly observations.
24

 All projects are cross-

                                                           
23

 Comparable data on M&As are not available, which is another reason why our analysis is restricted to 

greenfield FDI flows.  
24

 West Bank and Gaza and Djibouti are excluded from the regression analysis due to data sparseness. 

Table 2.3 Distribution of Greenfield FDI in MENA by Source, 2003-2012 

 
 

 

  

Capital 

Investment  

Direct Job 

Creation  

Number of 

Investments 

Average 

Capital 

Investment  

Average 

Direct 

Job 

Creation  

Average 

Direct 

Job 

Creation  

US$ 

Billions 

Thousands 

  

Millions of 

US$ per 

Project 

per 

Project 

per 

Billion 

US$ 

Invested 

Developed: Strong 

Institutions and R&D 
425 (45) 580 (43) 4524 (61) 94 128 1366 

United States 130 (14) 148 (11) 1402 (19) 92 106 1146 

France 58 (6) 94 (7) 654 (9) 89 144 1622 

United Kingdom 53 (6) 61 (5) 839 (11) 63 72 1145 

Japan 36 (4) 38 (3) 202 (3) 176 190 1078 

Netherlands 24 (3) 25 (2) 144 (2) 167 174 1042 

Germany 21 (2) 48 (4) 364 (5) 59 133 2272 

Switzerland 18 (2) 31 (2) 179 (2) 99 173 1748 

Canada 17 (2) 24 (2) 130 (2) 133 187 1409 

              

MENA 318 (34) 452 (34) 1358 (19) 234 333 1423 

United Arab Emirates 163 (17) 205 (15) 543 (7) 301 377 1253 

Bahrain 45 (5) 27 (2) 87 (1) 516 311 604 

Kuwait 35 (4) 84 (6) 168 (2) 210 498 2372 

Qatar 33 (4) 39 (3) 88 (1) 374 441 1181 

Saudi Arabia 15 (2) 42 (3) 160 (2) 91 265 2893 

              

Other Developed 

Countries 
78 (8) 136 (10) 623 (8) 126 218 1739 

Spain 23 (2) 43 (3) 234 (3) 97 185 1900 

Italy 17 (2) 26 (2) 143 (2) 116 181 1557 

Russian Federation 16 (2) 25 (2) 81 (1) 195 308 1577 

              

Other  Developing 

Countries 
117 (13) 172 (13) 921 (12) 128 188 1469 

India 47 (5) 77 (6) 486 (7) 96 158 1637 

China 24 (3) 31 (2) 103 (1) 236 297 1259 
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referenced with multiple sources, and 90% of all investment projects are validated with 

company sources. There is no official minimum investment size, although investment projects 

creating less than 5 full-time jobs or involving a total investment of less than US$1 million are 

very uncommon in the MENA region, constituting less than 1.5% of all investment projects. 

Overall, the fDi Markets database contains 7,426 investments made in MENA by well over 

4,500 multinational corporations (MNCs). 

Which countries played a big role as foreign direct investors in MENA? 

Countries with strong institutions and R&D capabilities stand out as a major source of GF 

investments, but much fewer investments from these countries go into MENA’s nonoil 

manufacturing (Table 2.2). Over the ten year period from 2003 to 2012, the region received 

the largest amount of GF capital (US$ 425 billion) from developed economies with strong 

institutions and R&D record (Table 2.2).
25

 Investments from this group represented 45% of 

the total GF capital received by MENA during this period, 61% of all GF projects, and created 

43% of the direct GF-related jobs (Table 2.3).  

The GCC economies were the second largest source of GF capital for the MENA countries, 

and most of these investments were directed to tradable and nontradable services (Table 2.2). 

For the period 2003-12, GF investments from within MENA totaled US$ 318 billion, which 

was equivalent to 34% of the total GF investment inflows received during this period, 19% of 

all GF projects, and 34% of the direct GF-related jobs (Table 2.3). The remaining 21% of the 

total investment came from other developed and developing countries, such as India, China, 

Spain, Italy, and Russia.  

At the country level, the largest investor in MENA during this period was United Arab 

Emirates (Table 2.3). It invested US$163 billion in 543 projects which, in turn, created 205 

thousand direct jobs in the region. The US is the second largest investor, with US$130 billion 

invested in 1,402 projects and close to 150 thousand GF-related jobs. Third largest investor is 

France with US$58 billion invested in 654 projected which resulted in 94 thousand jobs.  

Which countries in MENA attracted GF investors? 

During the period between 2003 and 2012, developed countries with strong institutions and 

R&D capabilities invested mostly in the GCC economies, but two of the largest investors 

from this group of countries – the UK and France – had a more balanced approach as they 

split their investments in nearly equal shares among developing MENA and the GCC 

economies (Table 2.4). Other developed economies had a balanced approach investing nearly 

equal shares in the three groups of MENA countries. The United Arab Emirates preferred to 

invest in the developing oil importing economies, while other MENA investors targeted 

destinations in GCC economies and, to a lesser extent, destinations in developing MENA 

(Table 2.4). Developing countries directed investments mostly towards the oil exporting 

                                                           
25

 Countries with strong institutions are shown in Annex B, Table B.1. They are among the top 10% of countries 

ranked as part of the Kaufmann et al. (2004) Worldwide Governance Indicators index. The rest of the countries 

are in the remaining 90% of the countries ranked. Table B.1 also shows the country classification used to identify 

the major sources of FDI in the region. 
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countries in the region. Indian multinationals, alone, invested US$33 billion in the GCC 

economies, while their GF investments in developing MENA were just US$14 billion.  

At the country level, the United Arab Emirates made their largest GF investments in the Arab 

Republic of Egypt (US$32 billion), Iraq (US$ 23 billion), and Tunisia (US$ 20 billion) (Table 

2.4). US investors committed their most sizable investments to destinations in Saudi Arabia 

(US$38 billion), Qatar (US$27 billion), and United Arab Emirates (US$24 billion). France 

made its largest commitments in Saudi Arabia (US$ 16 billion) and Morocco (US$10 billion), 

while the UK preferred destinations in the United Arab Emirates and Iraq.  

What was the direct job impact of GF investments? 

The GCC economies invested in large GF projects which created more direct jobs than those 

of any other investor in the region (Table 2.3). Among the GCC economies, Bahrain led with 

an average project size of US$516 million and 311 jobs per project, followed by Qatar, with 

US$374 million and 441 jobs per project and United Arab Emirates, with US$301 million and 

377 jobs per project. China also stood out with an above average project size and jobs created 

per project. In contrast, developed countries with strong institutions and R&D invested in GF 

projects that had smaller direct job impact and size than the projects of the GCC economies 

and other developed countries.   

These differences in terms of direct job impact can be explained by the sectoral distribution of 

GF investment flows (Table 2.2). Developed economies with high quality institutions invested 

slightly more than 40% of their MENA-directed GF investments in MENA’s resource and oil 

manufacturing sectors. These are capital intensive sectors with low propensity to create direct 

jobs. Investors from other developed countries were most successful in creating jobs per 

dollar invested. They made sizable investments in GF projects in low-tech manufacturing 

activities. The GCC economies also created relatively more direct jobs in MENA as they 

invested 84% of GF capital in services, which tend to have higher propensity to create direct 

jobs than GF investments in the resource sector. Other developing countries also preferred the 

resource sector, so their investments had a similar impact on job creation as investments from 

the developed countries with strong institutions.  

MENA as an FDI destination 

In addition to being the second largest GF investor in the MENA region, the GCC economies 

are a prominent FDI destination. They received nearly half of all GF FDI flows to the MENA 

region and 63 percent of all GF projects during the period 2003-12 (Table 2.5). Saudi Arabia 

and the United Arab Emirates stood out with the large size of their cumulative GF inflows and 

the number of direct GF-related jobs, but the average project size in the United Arab Emirates 

was smallest in the region. Saudi Arabia, on the other hand, attracted fewer projects, but their 

average size was larger and these projects created fewer jobs than those in the UAE because 

the major share of investments went into the oil sector (Table 2.6). 

In developing MENA, the Arab Republic of Egypt attracted the largest amount of GF capital 

and Morocco received the largest number of GF projects (Table 2.5). Djibouti attracted 

projects with the largest average size due to the nature of GF investments in its port facilities. 
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The direct job impact of GF investments was highest in the oil importing countries, where a 

billion US dollars created close to 2,000 jobs, compared to just 1,200 jobs in the oil exporting 

countries on average. The difference is substantial and reflects the fact that nearly 70% of GF 

flows to oil importing countries are invested in service activities, whereas the corresponding 

share for the oil exporting countries is just close to 50% (Table 2.6). Despite low incomes and 

abundance of cheap labor, the Republic of Yemen and Djibouti did not attract efficiency 

seeking GF projects. Indeed, the number of jobs per billion US dollars invested is relatively 

low, and higher only than the corresponding numbers in oil exporting Iraq and Libya (Table 

2.6). A billion US dollar investment created most jobs in Morocco and Lebanon largely due to 

the dominance of labor intensive manufacturing and commercial services such as textiles and 

tourism. 
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Source: Authors’ calculation based on fDI Markets data. MENA= Middle East and North Africa; GCC = Gulf Cooperation Council. Note: Source countries accounting for 

more than 5% of total inflows in MENA are shown separately and, in those cases, significant flows of US$10 billion or more are shaded in grey.

Table 2.4 Origin – Destination Table for Greenfield FDI into MENA, Cumulative Flows for the Period 2003-2012 ($US billion) 

 

 

 

Destination 

United 

States France 

United 

Kingdom 

Other Developed 

Countries with 

Strong Institutions 

and R&D 

United 

Arab 

Emirates Bahrain 

Other 

MENA 

Other 

Developed 

Countries India 

Other 

Developing 

Countries 

GCC 98 31 24 119 29 16 44 21 33 31 

Bahrain 4 2 1 5 5 - 8 1 1 1 

Kuwait 3 0 1 2 3 0 0 0 0 0 

Oman 3 1 4 8 4 0 7 1 10 3 

Qatar 27 7 2 32 6 14 1 2 2 10 

Saudi Arabia 38 16 3 34 11 1 10 3 6 12 

United Arab Emirates 24 5 13 37 - 1 17 14 14 6 

    

 

  

  

  Developing Oil 

Importers 13 17 12 29 84 8 36 29 6 6 

Djibouti 0 0 0 0 2 0 2 0 0 0 

Egypt, Arab Rep. 4 4 7 14 32 0 25 10 4 4 

Jordan 3 0 0 2 15 2 4 2 1 1 

Lebanon 1 0 0 1 4 0 4 1 0 0 

Morocco 3 10 1 8 11 0 1 11 1 1 

Tunisia 2 3 3 4 20 6 1 5 0 1 

West Bank and Gaza 0 0 0 0 0 0 1 0 0 0 

    

 

  

  

  Developing Oil 

Exporters 18 10 17 36 51 21 27 28 8 33 

Algeria 3 6 3 11 17 0 8 8 0 8 

Iran, Islamic Rep. 2 1 0 4 1 0 1 5 5 16 

Iraq 11 2 11 10 23 0 6 2 2 1 

Libya 1 0 1 4 1 20 2 3 0 5 

Syrian Arab Republic 1 0 2 2 9 0 7 9 1 3 

Yemen, Rep. 0 1 0 4 1 0 3 0 0 0 
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Table 2.5 Distribution of Greenfield FDI in MENA by Destination, 2003-2012 

  

Capital 

Investment  

Direct Job 

Creation  

Number of 

Investments 

Average 

Capital 

Investment  

Average 

Direct Job 

Creation  

Average 

Direct Job 

Creation  

US$ Billions Thousands 

  

Millions of 

US$ per 

Project 

per 

Project 

per Billion 

US$ 

Invested 

GCC 445 (47) 582 (43) 4680 (63) 95 124 1308 

Bahrain 28 (3) 50 (4) 368 (5) 76 136 1786 

Kuwait 9 (1) 11 (1) 113 (2) 80 97 1222 

Oman 41 (4) 62 (5) 302 (4) 136 205 1512 

Qatar 102 (11) 68 (5) 443 (6) 230 153 667 

Saudi Arabia 134 (14) 118 (9) 753 (10) 178 157 881 

United Arab Emirates 131 (14) 273 (20) 2701 (36) 49 101 2084 

              

Developing Oil Importers 243 (26) 482 (36) 1777 (24) 137 271 1984 

Djibouti 5 (1) 7 (1) 14 (0) 357 500 1400 

Egypt, Arab Rep. 104 (11) 163 (12) 526 (7) 198 310 1567 

Lebanon 10 (1) 30 (2) 142 (2) 70 211 3000 

Morocco 47 (5) 144 (11) 530 (7) 89 272 3064 

Jordan 31 (3) 55 (4) 226 (3) 137 243 1774 

Tunisia 45 (5) 79 (6) 326 (4) 138 242 1756 

West Bank and Gaza 1 (0) 4 (0) 13 (0) 77 308 4000 

              

Developing Oil Exporters 250 (27) 278 (21) 967 (13) 259 287 1112 

Algeria 65 (7) 93 (7) 314 (4) 207 296 1431 

Iran, Islamic Rep. 35 (4) 40 (3) 125 (2) 280 320 1143 

Iraq 68 (7) 48 (4) 206 (3) 330 233 706 

Libya 39 (4) 32 (2) 137 (2) 285 234 821 

Syrian Arab Republic 33 (4) 51 (4) 145 (2) 228 352 1545 

Yemen, Rep. 10 (1) 14 (1) 40 (1) 250 350 1400 

 

Source: Authors’ calculations based on fDi Markets. GCC=Gulf Cooperation Council. 
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Source: Authors’ calculations based on fDi Markets. GCC=Gulf Cooperation Council.  

ON POLITICAL INSTABILITY AS A DETERRENT TO GF INVESTMENTS IN MENA 

Before the Arab Spring, political instability was not among the top concerns in the MENA 

(Figure 2.14, left panel). During the 2000s, corruption and taxes were most widely cited as 

major constraints to private sector growth. After the Arab Spring, concerns about corruption 

have become even more pronounced, while political instability has become the second most 

cited problem plaguing the business environment. Nearly 65% of business owners in MENA 

complained about political instability and institutional weaknesses as part of the most recent 

Table 2.6  Distribution of Greenfield FDI by Destination and Sector, 2003-2012 

  

Resources and Oil 

Manufacturing 

Non-Oil 

Manufacturing 

Commercial 

Services 
Non-Tradables 

GCC 136.6 (31) 87.1 (20) 114.9 (26) 106.0 (24) 

Bahrain 4.1 (15) 3.7 (13) 13.7 (49) 6.4 (23) 

Kuwait 1.6 (18) 0.2 (2) 4.4 (52) 2.4 (28) 

Oman 7.5 (18) 16.4 (40) 5.0 (12) 11.9 (29) 

Qatar 46.5 (45) 11.9 (12) 14.7 (14) 29.2 (29) 

Saudi Arabia 69.1 (52) 30.1 (23) 23.1 (17) 11.4 (9) 

United Arab Emirates 7.8 (6) 24.8 (19) 54.0 (41) 44.9 (34) 

 

        

Developing Oil 

Importers 
49.7 (20) 30.9 (13) 74.4 (31) 88.2 (36) 

Djibouti 0.0 (0) 0.0 (0) 2.1 (43) 2.8 (57) 

Egypt, Arab Rep. 31.9 (31) 12.1 (12) 18.9 (18) 41.6 (40) 

Lebanon 0.4 (4) 1.2 (11) 5.6 (54) 3.2 (31) 

Morocco 9.9 (21) 8.1 (17) 15.4 (33) 13.8 (29) 

Jordan 2.3 (8) 5.8 (19) 15.4 (50) 7.1 (23) 

Tunisia 5.2 (12) 3.8 (8) 16.3 (37) 19.3 (43) 

West Bank and Gaza 0.0 (0) 0.0 (0) 0.7 (61) 0.5 (39) 

 

        

Developing Oil 

Exporters 
96.6 (39) 35.4 (14) 51.7 (21) 66.0 (26) 

Algeria 21.1 (33) 19.2 (30) 12.7 (20) 11.9 (18) 

Iran, Islamic Rep. 23.2 (67) 10.0 (29) 0.7 (2) 1.0 (3) 

Iraq 24.6 (36) 1.3 (2) 18.8 (28) 23.3 (34) 

Libya 9.7 (25) 1.7 (4) 3.1 (8) 24.0 (62) 

Syrian Arab Republic 11.7 (35)  2.5 (7) 14.7 (44) 4.5 (13) 

Yemen, Rep. 6.2 (62) 0.7 (7) 1.6 (16) 1.4 (14) 
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set of World Bank enterprise surveys conducted in the region (Figure 2.14, right panel). 

Crime and violence have also become more of a concern after the Arab Spring, with 35% of 

firms complaining about these issues as constraints to their operations. While political 

instability affects all economic players, this section explores the impact of political instability 

on foreign investors. First, we turn to the question about the impact of political instability on 

the volatility of FDI flows. Then, we examine the question about the impact on the level and 

composition of FDI.  

Source: World Bank, Enterprise Surveys. 

Does Political Instability Contribute to FDI Volatility?  

 

Volatility characterizes all types of cross-border capital flows, and foreign direct investments 

are not an exception.
26

 Extreme volatility, however, could be problematic. There is a concern 

that economic growth might be harmed in countries exposed to volatile FDI inflows
27

  and 

that extreme events, such as sudden surges and stops in foreign capital flows, might contribute 

to macroeconomic volatility
28

 and crises,
29

 and thus complicate macroeconomic management. 

Others point out to a connection between sudden stops and credit market imperfections.
30

 Gall 

et al. (2013), in particular, find that high past exposure to FDI may impede an economy’s 

ability to respond to sudden stops in FDI, especially in industries relying on external 

financing, and more so in countries with less developed financial markets.  

A recent study by Burger and Ianchovichina (2013) looks at extreme movements in FDI flows 

in order to assess the incidence and determinants of surges and stops by type of FDI in the 

developing world. Using data on FDI flows from UNCTAD and Thompson M&A data, they 

                                                           
26

 The literature on extreme volatility in capital flows, such as surges and stops, is large. See, for example, work 

by Calvo et al. (1996), Fernandez-Arias and Montiel (1996), and Forbes and Warnock (2012), among others.  
27

 Lensink and Morrissey (2006) and Herzer (2012) develop this argument. 
28

 Calvo et al. (2006). 
29

 Reinhart and Reinhart (2008) and Fureceri et al., (2012). 
30

 See, for instance, Abiad et al. (2011), Coricelli and Roland (2011), and Cowan and Raddatz (2011). 

Figure 2.14 Leading Constraints to Firms in MENA 
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identify overall 263 FDI surges episodes and 282 FDI stop episodes for 95 developing 

economies in the period 1991-2010. Following the literature, a surge episode is defined as an 

increase in inflows in a given year that is more than one standard deviation above the country-

specific (five-year rolling) average.  

 The surge episode begins when the FDI-to-GDP ratio increases more than one standard 

deviation above its rolling mean.  

 The surge ends when the FDI-to-GDP ratio falls below one standard deviation above its 

mean.  

 The increase in the FDI-to-GDP ratio should be falling within the top 25
th

 percentile of the 

entire sample’s FDI-to-GDP ratio growth.  

The last condition ensures that the increase in FDI inflows is substantial and only surges that 

are large by international standards are included in the definition of a surge. Stops are defined 

in a symmetric manner.   

Overall, political instability does not appear to have exacerbated the extreme volatility in the 

FDI flows to the developing countries during the past two decades. The direct effect of 

worsening political instability on extreme volatility in the series is negative, but this effect is 

not significant for the developing country sample.
31

 Burger and Ianchovichina (2013) show 

that FDI surges occur at different times across countries, usually last only a year, and are 

difficult to predict in general. Global liquidity is the only common predictor of surges, 

regardless of whether it is led by increases in greenfield FDI or M&As, and indirectly of 

stops, while a surge in the preceding year is the only significant, robust, and direct predictor 

of a stop, regardless of its kind. 

 

Source: Based on Burger and Ianchovichina (2013) using UNCTAD data till 2012.  

Note: For Europe and Central Asia information on a limited number of countries is available in the period 1990-1997. Small 

states (less than 0.5 million inhabitants) are excluded from the calculations. EAP=East Asia and Pacific; ECA=Europe and 

Central Asia; LAC=Latin America and Caribbean; MENA=Middle East and North Africa; GCC=Gulf Cooperation Council; 

SA=South Asia; SSA=Sub-Saharan Africa. 

                                                           
31

 Burger and Ianchovichina (2013) use the composite political stability ICRG index described earlier in the 

report.  

Table 2.7 Incidence of FDI Surges & Stops in Developing Countries (% of all events) 
 Incidence of FDI Surge Incidence of FDI Stop 

EAP 16.9% 15.3% 

ECA 17.7% 20.2% 

LAC 14.6% 13.9% 

MENA 12.4% 15.0% 

* GCC 10.9% 14.5% 

* Developing Oil Importers 17.3% 18.0% 

* Developing Oil Exporters 8.3% 12.1% 

SA 5.0% 8.1% 

SSA 15.8% 14.3% 
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As in other developing countries, FDI flows to the MENA region did not progress in a smooth 

fashion. In MENA, the incidence of stops was slightly higher than the incidence of surges, 

which in turn were less frequent in MENA than in Eastern Europe and Latin America (Table 

2.7). Surges were most prevalent in MENA and other developing countries in the mid-2000s, 

while stops were most prevalent in the period following the global financial crisis (Figure 

2.15), although extreme events occurred in different countries at different times within MENA 

(Table 2.8). The majority of extreme events could be attributed to extreme swings in GF 

investment flows. GF surges represented 85% of all FDI surges and 87% of all FDI stops in 

the region (Table 2.9). The ratio is higher in the GCC and developing oil exporting countries 

and much lower in the developing oil importing countries, where the share of M&A surges is 

considerably higher. This is consistent with the finding of Burger and Ianchovichina (2013) 

who show that GF surges are more likely in resource-rich countries and in lower income 

countries, where cost differentials with developed countries are large.
32

 Djibouti is the only 

country in the region with substantially higher incidence of GF surges (17%) than stops (9%). 

This could be attributed to the importance of Djibouti’s port facilities, geographic location, 

and strong links with the GCC economies, which have been the source of most FDI flows to 

the country.  

Politically volatile countries tended to experience on average more stops, but not more surges 

(Figure 2.16).
33

 This suggests that political instability in MENA might be impeding the ability 

of economies to recover after sudden stops, especially in countries with high exposure to FDI 

and underdeveloped credit markets.
34

 According to these criteria, Djibouti might be 

particularly vulnerable, but the incidence of FDI stops there was low (Table 2.8). Lebanon has 

had high exposure to foreign capital flows and high incidence of stops, but relatively 

developed credit markets which would allow the economy to cope with the shocks. The Arab 

Republic of Egypt appears most vulnerable because of its high exposure to FDI flows, high 

incidence of stops (Table 2.8), and relatively underdeveloped financial markets.  

                                                           
32

 Burger and Ianchovichina (2013) also find that M&A surges are more likely when global growth is strong. 

Policies aimed at increasing financial openness are enablers of M&A surges, but such events are also more likely 

during period of domestic economic and financial instability. 
33

 In general, countries with stable, but low political risk ranking experience fewer surges and stops because FDI 

flows to these countries are low.  
34

 See, for example, Gall et al., (2012). 

Figure 2.15 Incidence of Extreme Events, MENA vs. Rest of Developing World (%) 
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Source: Authors’ calculations based on Burger and Ianchovichina (2013) using UNCTAD data till 2012. *Most 

extreme increases are characterized by FDI-to-GDP ratio increases that are more than two standard deviations 

above or below the country’s rolling mean rolling mean and belong to the top (increase by at least 1.81 

percentage points) or bottom 10
th

 percentile (decrease by at least 1.44 percentage points) in the sample of 

extreme events for 121 non-OECD countries (excluding countries with less than 0.5 million inhabitants). 

MENA=Middle East and North Africa; GF=Greenfield investments; M&A=Mergers & Acquisitions. 

 

 

Table 2.8 Surge and Stop Years by Country and Type of FDI in MENA Countries 
 

Country First 

Year 

Last 

Year 

GF-led 

Surges 

M&A-led 

Surges 

GF-led Stops M&A-led 

Stops 

Algeria 1990 2012 2001  1999, 2003, 
2010, 2012 

 

Bahrain 1990 2012 1991*, 1996, 

2006* 
 1990, 1993*, 

1997*, 2007*, 

2009* 

 

Djibouti 1990 2012 2003, 2004*, 

2006*, 2007 
 2005*, 2008*  

Egypt, Arab Rep. 1990 2012 1993, 2004*, 
2005*, 2006, 

2012 

 1990, 2008*, 
2011* 

2001, 2009* 

Iran, Islamic Rep. 1990 2012 2002  2003, 2006  

Iraq 1990 2012 2003  2004*  

Jordan 1990 2012 1990, 1997*, 
2005, 2006 

2000* 1991, 1993, 
1999*, 2007* 

2001* 

Kuwait 1990 2012 1996, 2009  1997, 2010  

Lebanon 1990 2012 1997*, 2003*  1998*, 2004*, 
2010*, 2011* 

 

Libya 1990 2012 2005, 2006, 

2007* 
 2001, 2008*, 

2011* 

2010* 

Morocco 1990 2012 1999, 2011 1997*, 2001* 2000*, 2005 1998*, 2002* 

Oman 1990 2012 2005*,  2007    

Qatar 1990 2012 1996*, 2002, 
2005, 2009* 

   

Saudi Arabia 1990 2012 2005*  2010*, 2011*  

Syrian Arab 

Republic 
1990 2012 1999, 2007, 

2009* 
 2001, 2010*  

Tunisia 1990 2012 1992*, 2012 1998, 2000*, 

2006* 

1995, 1996, 

2001, 2003 

1999*, 2007* 

United Arab 
Emirates 

1990 2012 2001, 2003*, 
2004 

 1994, 1999*, 
2002, 2005, 

2008, 2009* 

 

West Bank and Gaza 2001 2012 2009*  2010*  

Yemen, Rep. 1996 2012 2012 2006* 1994*, 2005*, 
2009* 

 

 



 

47 

Source: Based on Burger and Ianchovichina (2013) using UNCTAD data till 2012. 

 

 

Figure 2.16 Incidence of Extreme FDI Events and Political Volatility in MENA 



 

48 

Source: Based on Burger and Ianchovichina (2013) using UNCTAD data till 2012. 

 

FDI Levels and Composition: Does Political Instability Matter? 

 

This section shows that the composition of FDI flows plays a significant role in determining 

the impact of political shocks on the level of FDI. Countries relying extensively on FDI flows 

into their resource and nontradable sectors may experience no declines or only small declines 

in the level of FDI flows in the event of an increase in political instability. In some cases, for 

instance, during periods of political instability coinciding with commodity booms, FDI flows 

to resource dependent countries may increase, not decrease.   

 

What does the literature tell us? 

The literature is ambiguous about the impact of political instability on the level of FDI flows. 

One strand of the literature argues that political instability significantly reduces FDI inflows, 

especially in developing countries, and many authors emphasize the role of a country’s legal 

Table 2.9 FDI Surges and Stops in MENA, 1990-2012 

  
Incidence of 

surge 

% of GF-led 

Surge 

Incidence of 

stop 

% of GF-led 

stop 

GCC 10.90% 100% 14.50% 100% 

Bahrain 13.00% 100% 21.70% 100% 

Kuwait 8.70% 100% 8.70% 100% 

Oman 8.70% 100% 4.30% 100% 

Qatar 17.40% 100% 17.40% 100% 

Saudi Arabia 4.30% 100% 8.70% 100% 

United Arab Emirates 13.00% 100% 26.10% 100% 

          

Developing Oil Importers 17.30% 73.10% 18.00% 74.10% 

Djibouti 17.40% 100% 8.70% 100% 

Egypt, Arab Rep. 21.70% 60% 26.10% 60% 

Jordan 21.70% 80% 21.70% 80% 

Lebanon 8.70% 100% 21.70% 100% 

Morocco 17.40% 50% 17.40% 50% 

Tunisia 21.70% 40% 26.10% 67% 

West Bank and Gaza 8.30% 100% 17.40% 100% 

          

Developing Oil Exporters 8.30% 91.90% 12.10% 93.70% 

Algeria 4.30% 100% 17.40% 100% 

Iran, Islamic Rep. 4.30% 100% 8.70% 100% 

Iraq 4.30% 100% 4.30% 100% 

Libya 13.00% 100% 17.40% 75% 

Syrian Arab Republic 13.00% 100% 8.70% 100% 

Yemen, Rep. 11.80% 50% 17.60% 100% 

Middle East & North Africa 12.40% 84.60% 14.50% 87.30% 
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system for economic growth and development.
35

 Others, however, argue that political 

instability and other political variables are of secondary importance to investors and that 

economic considerations are the prime determinants of FDI flows.
36

  

Similarly, the empirical literature on the implications of political instability for FDI flows is 

inconclusive.
37

 On the one hand, survey studies consistently indicate that political instability 

is one of the major concerns of company executives
38

  and exposure to threats reduces 

survival of subsidiaries in conflict zones.
39

 On the other hand, several econometric studies 

find no significant relationship between the degree of political stability in the host country and 

FDI inflows.
40 

 

Importantly, multinational firms react differently to political instability. According to a survey 

of the World Bank’s Multinational Investment Guarantee Agency and the Economist 

Intelligence Unit conducted in 2011, half of the surveyed firms postponed, reconsidered, 

canceled or withdrew their investments in the MENA region.
41

 Still, some multinational 

corporations seem to have neglected political risk.
42

 Recently, the Emirati Dana Gas and the 

Italian Eni SpA announced major investments in the Arab Republic of Egypt’s oil and natural 

gas sector, while the Kazakh oil company KazMunaiGaz invested in Libya.
43

 

One possible explanation for the different results is that the impact of political instability 

varies across economic sectors and activities. Resource-seeking investors may simply not 

have many alternative investment opportunities due to geographically constrained availability 

of resources.
44

 In addition, they may not have a lot of flexibility in terms of choosing the 

timing of their investment due to first mover advantages which render timely (early) market 

entry critical to subsequent success.
45

 By contrast, global competition in attracting FDI in the 

tradable manufacturing and service sectors is arguably more intense since supply is not 

geographically constrained and, hence, FDI inflows into these sectors are more likely to be 

affected by political instability. 

The literature is also inconclusive on what aspects of political instability matter to foreign 

investors in different sectors. Political instability has many facets, and not all of them are 

equally important to foreign direct investors. Busse and Hefeker (2007) find that conflict, 

ethnic tensions, and democratic accountability are important determinants of FDI, but the 

presence of military in politics and corruption appeared to matter less for the investment 

decisions of multinational corporations. Daude and Stein (2007) assert that government 

stability and legal and regulatory predictability are more important to foreign investors than 
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 See Schneider and Frey (1985), Alfaro et al. (2008), Acemoglu et al. (2001), La Porta et al. (1998), Levine 

(1999), and Moenius and Berkwits (2011), among others. 
36

 See, for example, Levis (1979), Noorbakhsh et al. (2001), and Bloninger and Piger (2011). 
37 See also an overview of the empirical literature by Ali et al. (2011) 
38

 See Chan and Gemayel (2004). 
39

 This point is argued by Dai et al. (2013). 
40

 Noorbakhsh et al. (2001) and Blonigen and Piger (2011) are among this group of studies. 
41

 Barbour et al. (2012) present results from the survey. 
42

 Arguably, some firms might have increased exposure to the region and insured against some types of political 

risk. 
43

 Source: fDi Markets data base. 
44

 Spar (1999) and Busse (2004) emphasize this point. 
45

 See Frynas et al. (2006) and Kraemer and Van Tulder (2009) for details on this point.  
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control of corruption, expropriation risk, and democracy. On the contrary, Ali et al. (2011) 

find that the protection of property rights such as the rule of law and expropriation risk are the 

most important obstacles for inward FDI.  

The findings in this report are consistent with the literature focused on the Middle East and 

North Africa. Chan and Gemayel (2004) and Méon and Sekkat (2004) conclude that political 

instability and weak institutions deter FDI in the region, while Mohamed and Sidiropoulus 

(2010) find that both property rights and control of corruption matter for attracting FDI in 

Arab countries. Mina (2012) also asserts a negative effect of political instability on FDI 

inflows in MENA countries, but at the same time shows that different dimensions of political 

stability matter in different countries. Control of corruption is particularly important for FDI 

flows into the GCC countries, while government stability and property rights protection are 

the most important institutional determinants of FDI flows into the developing countries in the 

region.  

Our analysis is linked to two distinct literatures. The first one underscores the importance of 

economic factors associated with ownership, localization, and internationalization 

advantages,
46

 which are attributed to differences between factor endowments, countries’ sizes 

and distance from markets, and tested with gravity models.
47

 Related to this literature are 

studies that include relative labor costs as potential determinants of FDI, as well as a paper by 

Wang et al. (2012) who argue that better economic fundamentals can help an area or a region 

under a weak rule of law – but with order
48

 – to attract FDI. Global factors such as increased 

liquidity, rising and high commodity prices, and technological changes also play a role for the 

level and volatility of FDI flows.
49

 

The second body of literature uses the theory of real options applied to FDI.
50

 In this 

approach, the profitability of an investment operation does not depend simply on the net 

present value of future expected cash flows of the operation, but has to factor in uncertainty 

over the future returns to an investment, the timing of an investment, and whether the 

investment is completely or partially irreversible. The theory of real option calls for a model 

of FDI in which there are variables associated both with the expected uncertainty facing 

investors and the overall macroeconomic volatility of a host country. The uncertainty is linked 

to a number of host economy factors, including political instability, regulatory environment, 

and institutional quality.    

With this as a background, the analysis assumes multinational firms consider both expected 

returns and perceived risks when they make decisions about investments abroad.
51

 These 

firms are either risk averse or their investments are completely or partially irreversible. 

Shocks to political stability, whether positive or negative, affect economic conditions and 
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 See Dunning (1992). 
47

 See Markusen (1995). Some of the papers which belong to the traditional literature on FDI determinants also 

include political factors, although empirical tests of the influence of a host country’s political stability have failed 

to give conclusive evidence about the presence and direction of causality.   
48

 The authors distinguish between lack of order (e.g. war, conflict, chaos) and the absence of rule of law.  
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therefore rates of return, but also risk perceptions as outcomes are uncertain. The framework 

in Diagram 2.1 shows the link between political stability shocks and FDI outcomes. By 

incorporating political stability measures in the empirical model, the analysis captures the 

direct impact of change in political instability on investment. We recognize that some of the 

variation in the economic variables in the model can be attributed to variation in political 

instability, although we do not aim to disentangle the two effects. We also acknowledge that 

over the longer run FDI could potentially affect both the economic environment, and 

indirectly political stability,
52

 but our interest is in the direct, short-run impact of political 

instability on the level and pattern of FDI flows. 

The estimation strategy is also shaped by the availability of data on quarterly greenfield FDI 

flows by sector, source, destination, and industry from fDi Markets database. While the report 

would ideally have examined total FDI flows, comparable data on mergers and acquisition are 

not available so out of necessity the analysis is restricted to greenfield FDI flows, which 

however represent the majority of FDI flows to the region. These data are available for only a 

relatively short, but politically turbulent period for MENA between 2003 and 2012. In 

addition to the fDi Markets database, the report draws on the International Country Risk 

Guide (ICRG) for data on political instability and its various facets. The econometric models 

control for economic variables that affect the rate of return and risk premiums. The high-

frequency database of the Middle East and North Africa Department of the International 

Monetary Fund was the source for the industrial production and nominal exchange rate data. 

In those cases when no industrial production data are available, we used quarterly export data 

from the IMF Direct of Trade Statistics database. Inflation, measured as the quarterly change 

in the consumer price index, was derived from national statistical offices, and in some cases 

the Economic Intelligence Unit.  

 

Diagram 2.1 Political stability and FDI 

 

 

 

 

 

                                                           
52

 Borensztein, Gregorio, and Lee (1998) argue that FDI is an important vehicle for growth and technology 

transfer.  
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Political Instability and FDI in MENA 

Political instability in the host economy has on average a negative, direct effect on the amount 

of GF FDI in MENA countries. This relationship is evident from a simple correlation between 

net FDI inflows in the current period and political instability in the previous period (Figure 

2.17). A formal econometric estimation, controlling for omitted economic variables, details of 

which are available in Burger, Ianchovichina, and Rijkers (2013), confirms the negative and 

significant relationship between political instability and the level of FDI in MENA. The 

results also confirm that price instability and worsening economic performance hurt the 

amount of FDI inflows into the region.
53

   

 Source: Based on Burger, Ianchovichina, and Rijkers (2013). FDI=Foreign Direct Investment; GCC=Gulf 

Cooperation Council. 

Not all aspects of political instability mattered equally to foreign investors in MENA. 

Government instability, worsening bureaucratic quality, unstable business environment, and 

conflict had a strong negative impact on foreign investors in the region, but other aspects of 

political instability such as lack of democratic accountability, law and order, corruption, and 

ethnic and religious tensions did not affect foreign investment decisions (Figure 2.18).  

Political instability does not affect GF FDI flows to the resource industries and nontradable 

activities (Figure 2.19), but there is a strong, negative effect on the amount of GF FDI in 

tradable manufacturing and services. These findings are in line with the hypothesis that firms 

in the primary sector are less deterred by a decrease in political stability because of the 

absence of many alternative location sites and the presence of clear first-mover locational 

advantages. 
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 The estimation uses a dynamic model of FDI which controls for economic variables, affecting return and risk 

perceptions (Diagram 2.1), including FDI in the previous period, market size, growth potential, and 

macroeconomic volatility. 

Figure 2.17 Greenfield FDI vs. Political Instability 
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Based on: Burger, Ianchovichina, and Rijkers (2013). Dark blue: Negative and significant effect of political 

instability dimension on Greenfield FDI inflows; Light blue: No effect of political instability dimension on 

Greenfield FDI inflows. MENA=Middle East and North Africa 

Importantly, foreign investors in the natural resource sectors appear immune to shocks in 

political instability, in general (Figure 2.19), and shocks to nearly all specific aspects of 

political instability (Figure 2.18).
54

 The availability of underexplored and under-exploited 

natural resources in low-hassle countries has been significantly reduced over the past few 

decades, leaving multinational firms in the resources sectors with little choice but to develop 

strategies to cope with locations-specific hassles in unstable countries. 

Investors in non-tradable services seem to pay attention mostly to changes in government, but 

ignore other aspects of political instability, so they are also largely unaffected in a significant 

way by political instability shocks (Figure 2.18). Since most investments in nontradable 

services are sourced from MENA countries, predominantly the GCC economies, the finding 

that GF investments in nontradables are insensitive to political instability are consistent with 

the fact that perceptions of risk differ greatly depending on one’s vantage point. Risk and 

uncertainty seem greatest to those who are observing from afar. Investors from the region or 
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 Asiedu and Lien (2011) show that democracy is less important for FDI flows to resource-rich countries, while 

Walsh and Yu (2011) find that institutions do not have a significant impact on FDI flows into the primary sector. 

Figure 2.18 Effects of Different Political Instability Dimensions on 
Greenfield FDI 
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Figure 2.19 Greenfield FDI vs. Political Instability by Broad Industry 

already in the region understand the cultural and political contexts and are much better 

equipped to assess risk and capture opportunities during volatile times, as well as positioned 

to negotiate and protect their investments. 

However, political instability has had strong negative effect on greenfield investment in 

tradable non-resource manufacturing and commercial services (Figure 2.19). These results 

suggest that heightened political instability gives rise to sectoral effects typical of Dutch 

disease. Given the evidence that FDI in manufacturing has a positive impact on growth and 

higher propensity to create jobs than FDI in the resources sectors, political instability can be 

considered an obstacle to inclusive growth in the region. It is also an obstacle to integration 

efforts, export diversification, and export upgrading as most GF investment in tradable non-

resource manufacturing come from countries which strong institutions and technological 

capabilities.  

 

 

 

Source: Based on Burger, Ianchovichina, and Rijkers (2013). FDI=Foreign Direct Investment; GCC=Gulf 

Cooperation Council. Note: Nontradables refers to nontradable services. 
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CONCLUDING REMARKS AND POLICY IMPLICATIONS 

Several messages emerge from this analysis.  

 In aggregate, investments, FDI, and greenfield FDI to MENA followed the rest of the 

world. Starting from a low base, FDI flows to the region increased in the early 2000s, 

peaked in the second half of the period, and declined at the end of the decade. Whereas the 

rest of the world’s FDI picked up after 2010, FDI flows to MENA continued their decline 

as the Arab Spring events altered the economic and political environment throughout the 

region. 

 A more disaggregate picture of FDI and GF investments in MENA shows some 

differences from the rest of the world and over time. Although the region attracted more 

FDI in the 2000s relative to the 1990s, reflecting improvements in the business 

environment in many countries, the majority of countries performed below potential. FDI 

was concentrated in the resource-intensive and services sectors, while nonoil 

manufacturing FDI remained weak. Developing oil importing countries received just 30 

percent of the region’s FDI inflows and a large amount of FDI came from MENA 

countries, particularly the GCC economies. Source countries shifted from destinations in 

developing oil importing countries to MENA’s oil exporters, which received almost two 

thirds of all MENA FDI during 2003-2007. After 2010, FDI declined across MENA, 

public investment declined in developing MENA, while domestic private investment 

remained relatively unaffected. 

 Whether the post-2011 decline in FDI has been due to political instability is not clear-cut, 

just as it is not in the literature. Some aspects of instability, including the quality and 

stability of government institutions and policies, did play a role, but others, such as 

democratic accountability, did not. Furthermore, FDI to the resource-intensive and 

nontradable sectors appear immune to political instability shocks, but FDI in the tradable 

sectors exhibit a clear negative response.  

 Political turbulence since the early 2000s has affected negatively the level of FDI in 

MENA, and has affected its composition; it has skewed it towards activities that create the 

least jobs or that create jobs in nontradables. At the same time, it has discouraged the high 

quality FDI in non-resource manufacturing needed for export upgrading and 

diversification. Finally, economic conditions have continued to play an important role in 

attracting FDI.  

The findings of the report outline several policy challenges and priorities. The report argues 

that MENA countries may find themselves in a resource trap unless they strengthen 

institutions and improve the investment climate, especially political and macroeconomic 

stability. Protecting the rule of law and property rights, and committing to stable and 

transparent policies will encourage investment, especially high-quality foreign investment in 

the labor-intensive nonoil manufacturing and services sectors of MENA, and thus job 

creation, growth, and structural transformation. 
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Achieving consensus on political reforms is a necessary pre-requisite for sustainable high 

growth in developing MENA. But so are structural reforms that address long standing 

challenges, including distortionary and unevenly enforced regulations, favoring of privileged 

businesses, macroeconomic imbalances and expensive subsidies, inadequate and irregular 

provision of electricity and other infrastructure services, problems with education quality and 

skills, and poorly functioning markets for labor, goods, and finance. These structural issues 

constrain growth, with grim consequences for the structural unemployment problem, 

especially among youth and women.  
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ANNEX A 

ICRG sub-indices 

(1) The Government Stability Sub-index provides an assessment of the government’s ability 

to carry out its program and its ability to stay in office.  

(2) The Socio-economic Conditions Sub-index provides a measure of the socioeconomic 

pressures at work in society that could constrain government action or fuel social 

dissatisfaction.
55

  

(3) The Investment Profile Sub-index assesses the degree of contract viability, profits 

repatriation, and payment delays in a country, and thus captures salient features 

indicatives of the health of the investment climate. 

(4) The Conflict Index Sub-Index assesses the degree of internal and external conflict that a 

country faces, looking at the risk to the incumbent government of foreign interference, 

ranging from diplomatic pressures to cross-border conflicts. This index takes the 

maximum value of the internal and external conflict indicators in the ICRG index. 

(5) The Corruption Sub-Index measures the extent of corruption within the political system.  

(6) The Democratic Accountability Sub-Index consists of two sub-indices: military in politics 

and democratic accountability. Its score reflects the degree to which the government is 

responsive to its citizens, respects civil liberties, and political rights, and the extent to 

which the military is involved in politics. 

(7) Ethnic and Religious Tensions Sub-Index assesses the degree of tension in a country that 

can be attributed to racial, religious, nationality, or language divisions. This index takes 

the maximum value of the ethnic and religious tensions indicators in the ICRG index. 

(8) The Law and Order Sub-index measures the strength and impartiality of the legal system.  

(9) The Bureaucracy Quality Sub-index assesses the degree of institutional strength and the 

extent to which bureaucracy is subject to political pressure. 
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 Socio-economic conditions sub-index is not included as a separate dimension of political instability in the 

econometric analysis, because it is highly correlated with some of the macroeconomic control variables included 

in the estimation. 
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Table B.1  Country Classification on Quality of Institutions 
 

Country Country Groupings 

Algeria, Bahrain, Arab Republic of Egypt, Islamic 

Republic of Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, 

Morocco, Oman, West Bank and Gaza, Qatar, Saudi 

Arabia, Syrian Arab Republic, Tunisia, United Arab 

Emirates, Republic of Yemen 

MENA 

Afghanistan, Angola, Argentina, Azerbaijan, 

Bangladesh, Belarus, Bosnia-Herzegovina, Brazil, 

Bulgaria, China, Cote d'Ivoire (Ivory Coast), Georgia, 

Ghana, Hungary, India, Indonesia, Kazakhstan, 

Macedonia FYR, Malaysia, Mexico, Nigeria, Pakistan, 

Panama, Philippines, Romania, South Africa, Sri Lanka, 

Sudan, Tajikistan, Tanzania, Thailand, Togo, Turkey, 

Ukraine, Venezuela, Vietnam 

Other Developing Countries 

Australia, Austria, Belgium, Bermuda, Canada, Cayman 

Islands, Chile, Denmark, Finland, France, Germany, 

Hong Kong (China), Iceland, Ireland, Japan, 

Liechtenstein, Luxembourg, Malta, Netherlands, New 

Zealand, Norway, Singapore, Sweden, Switzerland, 

United Kingdom, United States of America 

Developed Countries with Strong Institutions  

Bahamas, Brunei, Croatia, Cyprus, Czech Republic, 

Estonia, Greece, Italy, Latvia, Monaco, Poland, 

Portugal, Russian Federation, Slovenia, South Korea, 

Spain, Taiwan (China) 

Other Developed Countries 
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Table B.2 Top 50 Multinational Corporations (MNCs) in MENA 

Rank Company Capital Investment Country Main Sector Rank Top 100 Multinationals 

1 Dow Chemical 23.1 United States* Resources and Oil Manufacturing 91 

2 Emaar Properties 22.4 United Arab Emirates Commercial Services - 

3 Al Maabar International 21.5 United Arab Emirates Commercial Services - 

4 Al Khaleej Development 21.1 Bahrain Nontradables - 

5 Total 18.7 France* Resources and Oil Manufacturing 5 

6 Gulf Finance House 17.4 Bahrain Nontradables - 

7 ExxonMobil 17.3 United States* Resources and Oil Manufacturing 6 

8 Royal Dutch Shell 15.7 Netherlands* Resources and Oil Manufacturing 2 

9 Dubai Holding 15.7 United Arab Emirates Nontradables - 

10 Sumitomo Group 14.0 Japan* Resources and Oil Manufacturing 88 

11 China National Petroleum 11.0 China Resources and Oil Manufacturing - 

12 Barwa Real Estate 10.0 Qatar Nontradables - 

13 SASOL 8.6 South Africa Resources and Oil Manufacturing - 

14 Al-Futtaim Group 7.9 United Arab Emirates Nontradables - 

15 DAMAC Holding 7.9 United Arab Emirates Nontradables - 

16 Chevron Corporation 7.3 United States* Resources and Oil Manufacturing 9 

17 Norsk Hydro 7.1 Norway* Non-Oil Manufacturing - 

18 AP Moller – Maersk 6.3 Denmark* Resources and Oil Manufacturing 58 

19 GDF Suez 6.2 France* Nontradables 8 

20 Bonyan International Investment 6.1 United Arab Emirates Nontradables - 

21 Crescent Petroleum 5.9 United Arab Emirates Resources and Oil Manufacturing - 

22 British Gas Group (BG) 5.8 United Kingdom* Resources and Oil Manufacturing 46 

23 Qatari Diar 5.7 Qatar Nontradables - 

24 Qatar Petroleum (QP) 5.6 Qatar Resources and Oil Manufacturing - 

25 

Majid Al Futtaim Group (MAF 

Group) 5.4 United Arab Emirates Nontradables - 

26 Dubai Aluminium (Dubal) 5.4 United Arab Emirates Non-Oil Manufacturing - 
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Rank Company Capital Investment Country Main Sector Rank Top 100 Multinationals 

27 ONGC 5.4 India Resources and Oil Manufacturing - 

28 Marubeni 5.4 Japan* Nontradables 85 

29 British Petroleum (BP) 5.3 United Kingdom* Resources and Oil Manufacturing 3 

30 Vietnam Oil and Gas Corporation 5.3 Vietnam Resources and Oil Manufacturing - 

31 Orascom Group 5.2 Egypt, Arab Rep. Commercial Services - 

32 Marriott International 5.0 United States* Commercial Services - 

33 Bukhatir 5.0 United Arab Emirates Commercial Services - 

34 Emirates International Investment  5.0 United Arab Emirates Commercial Services - 

35 International Petroleum Investment  5.0 United Arab Emirates Resources and Oil Manufacturing - 

36 Jelmoli Holding 5.0 Switzerland* Nontradables - 

37 Accor 4.9 France* Commercial Services - 

38 Kuwait Finance House 4.7 Kuwait Commercial Services - 

39 China Petroleum and Chemical 4.6 China Nontradables - 

40 Dana Gas 4.5 United Arab Emirates Resources and Oil Manufacturing - 

41 Gazprom 4.2 Russia Resources and Oil Manufacturing - 

42 GAIL 4.2 India Resources and Oil Manufacturing - 

43 DSECO 4.0 South Korea Commercial Services - 

44 Aref Investment Group 4.0 Kuwait Commercial Services - 

45 Mitsui & Co 3.9 Japan* Nontradables - 

46 Eni 3.9 Italy Resources and Oil Manufacturing 11 

47 Repsol 3.7 Spain Resources and Oil Manufacturing 57 

48 Pertamina 3.6 Indonesia Resources and Oil Manufacturing - 

49 CapitaLand 3.6 Singapore* Nontradables - 

50 ProLogis 3.5 United States* Nontradables - 

Source: Own calculations based on fDi Markets; Ranking based on Foreign Assets Ranking presented in World Investment Report 2012 

Capital investment in billions of $; Note: * denotes country with strong institutions. 


