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Overall Appreciation MENA (1)

" From a globalization perspective, MENA defies geography

= MENA has lagged on servicification with low GVC upstream participation

= Optimistic scenario. Absence of services export growth outside GCC suggests
strong potential and opportunities to leverage digitalization because of
young computer-savy workforce....provided that governments get their act
together on policy front.

= |f digitalization signifies ultimate death of distance (properly measured for
services trade via data ), then how can MENA that missed the digitization
boat jump on GVC train (presumably here to stay notwithstanding current
some offshoring)?

= Pessimistic scenario.

" |ow values for indicators of network readiness

" Long term: Huge climate change challenge for adaptation (large CC migratory
nre<siires)




Overal
= For SSA, the size of t

appreciation SSA (2)

ne digital economy is small,

" Digital-readiness is low, Cost of capital is high

" On the way to account for half of the growth in the global
labour force over the first half of the 21st.

" Automation challenge presents a threat for employment.
Arrival of digitalization could rob SSA from its demographic
dividend opportunity offered by rising wages in China.

" Also large Climate-Change-related migratory pressures



High GVC participation associated with MENA dEﬁES 8608raphy
higher future growth (WB 2020)

Geography is an important correlate of 60 Erope & Cantrai sl
trade costs at least for goods, less so for 55 7
services. 50 e *
ast Asia acific
MENA countries are not landlocked so 4 . e
. ® Middle Eas orth Africa
SMC connection necessary for GVC . i I St
. . . pation : Sub <Saharan Africa
participation are good and good 201525
connectivity (see below) % |
Latm A.merlca &
SSA GVC participation has increased B o Caribhean
Why hasn’t MENA region which is at arm’s 2 e % om0 s w0 as s = e
length of EU participated more in GVC Participation 1990

globalization as one would have expected
than GVC data to tell us (i.e. locate at the
star in the figure with higher GVC
participation and growth from 1990 to Source: Melo and Twum (2021)
2915)7

Figure 2 Global Value Chain (GVC) participation by major geographic regions. Source: Authors calculation using GVC database from Borin and
Mancini (2015, 2019). Note: See Annex A for full countries in regional groups. Points above 45° indicate an increase in GVC participation.



The Thread

" MENA defies geography.

= SSA has persistent high trade costs

" Persistently high Trade Costs with mostly forward GVC
participation

" Low servification (services trade concentrated in
transport and tourism)

" High Mobile usage in MENA, but low network
readiness



low digitalization reflected in low regional servicification in
MENA (as captured in low Services share of exports) (A2)

Digitization: converting analog representations of
tangible objects or attributes into a digital format
Digitalization: applying digital technologies to
existing business processes

Digital transformation: changing or developing new x f
business processes and products using digitalization ;

technologies

Raw material :> Intermediate Final product Consumers

N
input nd

L\ |
_|/

Servicification: process of increasing intensity of the 5
share of services in GDP (value added), or, at the DATA
firm level, a shift towards services in revenues \
* Average rate of increase in servicification of Arab :
countries below that observed in middle-income \
countries: 7.5 vs. 15 percentage point increase since coo’ >/ Data analyics

1990
* Services % GDP Arab states =49.7% vs, 54.7% in MICs
(structure of services exports show MENA specialized in
transport and travel services and weak performance in non- Source: Hoekman (2021)
tourism services) 6



Trade Costs Across - SSA and MENA countries: 1995-2015

105

Bilateral trade costs high in MENA, SSA
Gravity-calibrated Trade Costs

104

91

Trade Costs Index (1995=100)
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= Bilateral trade costs of MENA (15 | \
countries) relative to bilateral trade costs =
of top 15 world traders (182% > 144%) e

a0

SSA Couniries (35) [256, 226)

MNote: Average trade costs (TC) for all goods {(agregated), calibrated relative to the bilateral trade

wath the 15 world largest impadaers: USA China, Germany, Japan, United Kingdam, France, Hong Kang,
Metherlands, South Korea, ltaly, India, Canada, Maxico, Belgium, and Spain.

Mumber of countries considered for each group is in parentheses in front of legend’s items.

All TG are nodmialized (1995=100). Absolute T are reparted for [1995, 2015] in front of legend's tems.
Source: UMESCAP & World Bank Trade Costs datasat.

= Non-GCC group started a little further to
tOp than GCC (and eSpeC|a”y from SSA) Trade Costs Across SSA and MENA Countries: 1995-2015

with slight catching up to GCC. é
%:

= _..but, controlling for geography factors, ;
trade costs still stubbornly high. i

. ——&—— 554 LL Countries (12) [761, 311] ——8—— &5AnonLL Countries (13] [232, 202]
| R fI t d I b k d GVC ——3——  MEMA GCT Countries (5] [161, 144 ——#——  MENA non-GCC Countries (10} [185, 144]
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° Metherands, South Korea, taly, India, Canada, Mexico, Belgium, and Spain
Number of countries considerad for each group is in parentheses in front of legend's items.

All TG are normal@ed (1995=100). Absclute TC are reported for [1995, 2015] in front of legend's items
Source: MelO/SO”eder (zozza) Saurce: UNESCAP & World Bank Trade Cosls dalasel [ : ?




MENA and SSA : So far mostly forward GVC participation

Table 3: Trends in GVC participation by region

Backward (GVCi:) Forward {GV ) Total (GVCs)
1095 2005 2015 1905 2005 2015 1905 2005 2015 Trend
By region N
World 0.25 0.29 0.28 0.19 0.20 0.20 0.44 0.49 0.48 e
East Asia & Pacific 0.22 025 025 017 0.19 0.19 039 044 043 —
Europe & Cenfral Asia 0.31 033 035 020 0.21 021 051 0.56 0.36 -
Latin America & Caribbean 0.19 020 019 013 0.13 0.15 033 033 033 —
Middlie East & North Africa 018 015 014 022 026 027 039 041 041 —_—
North America 0.16 018 0.16 020 0.21 021 035 039 037 ~
South Asia 011 014 0.15 018 0.20 0.19 029 034 035 —_—
Sub-Saharan Africa 015 014 i3 022 025 025 037 0.39 .39 ~
By Country ]
Egypt 0.11 0.14 0.11 0.23 0.25 0.26 0.35 0.38 0.37 -
Kenya 0.15 017 0.17 018 0.20 0.19 033 037 036 P
Morocco 0.11 012 0.16 0.21 0.27 0.26 033 0.40 042 -
Nigeria 0.11 0.08 0.06 0.25 0.26 0.29 0.36 0.34 035 —
Fowanda 0.16 012 0.18 0.25 0.32 0.25 041 044 043 -
Sandi Arabia 021 016 0.13 020 0.24 028 041 040 041 e
South Africa 0.16 0.17 0.17 022 0.25 0.25 0.37 041 042 —

MNotes: Estimates from the sample of 148 countries listed in table A2 Simple average at the region level. (GVCbs) 15 the share of
imports in gross exports and (GVCfs) 1s the share of gross exports that enters into exports of destination country. (GVCs) =
(GVCbs)HGVCHs)

Source: Melo and Solleder (2021, table 1).

e A large import content of exports (high backward GVC,,), an indicator of TFPG is key
ingredient for successful transformation
® GVC, lowest among regions for SSA anf MENA in 2015



Digitalisation in MENA : ICT (high); DIGITECH (low)—>Servification(low)

Figure 1: Inputs and outcomes of the digital economy

% y
o Network readiness (national data ecoystems)

e T, .-f ™
' DIGITECH " SERVICIFICATION/SERVITIZATION
# Industrial robots LL oo r - ¢ Digital trade (ICT enabled cross-border services)
# Computer aided design and manufacturing (CAD/CAM) B : ] e E-commerce platforms
o Additive manufacturing (3D printing) A - ~ E‘ | o Servitization (product + aftersales, subscription model) |
# Machine learning and artificial intelligence (Al) ,f’" : “\\ @ [ s /
# Big data and cloud computing ¥ g I -
@ Internet of Things (10T) I'lel] \ | 2 | STRUCTURAL TRANSFORMATION
\_# Digital technologies to create new formal low-skilljobs /| = | | DIGITALISATION = t= 3 + = =1 = =% 4 substitution of labour with automation
Z%:; I"x. % I o Reinstatement of labour through new jobs
a \ i X,r’ g | o Manufacturing-led development harder
L 1 ~ 3 | “.a.Services-led development easier /
4 h A 2 e '
ICT (National data Infrastructure) : , a [
# Submarine cables [SMCs);broadband lines : I g p—. DFFSHQRINGIRESHDEING
e Internet exchange points (IXPs) N O : ¢ Lower coordination costs —offshoring/FDI
e Colocation data centers (CDCs) I o Better information technology (3D) <onshoring
I

Data Infrastructure policy ‘

e Slide Al gives estimates of the ‘high hopes’ of digitalisation for Africa and MENA
® MENA has done well on ICT (see mobile usage) but not on DIGITECH (due to low backward GVC participation?).
e Outcome: low servification (services share of GDP in MENA is low for MICs)



Two Challenges of digitalisation

DIGITECH should favor MENA countries that have missed the manufacturing-led stage of structural
transformation, especially since well connected to the worldwide web (see high mobile usage on next slide)

Figure 2: Two Challenges of Digitalization: (a) Globotics and (b) Disappearance of jobs

Increasingly Difficult to Program
“Globotics”  “Development”

»
Automation %:“j;gf:‘fn“:;"ﬁa'rzir Rule-based logic Pattern recognition Human work
D |g itech Variety Computer processing Computer processing  Rules cannot be

N> using deductive using inductive articulated and/or
—‘ /A Globalization Service-led rules rules necessary information
development casier i
4 cannot be obtained

Examples Calculate basic Speech recognition Writing a convincing
income taxes legal brief
Issuing a boarding Predicting amortgage Moving furniture into a
pass default third-floor apartment

Source: Frank Levy and Richard Murnane, Dancing with Robots, NEXT report 2013,
Third Way.

Source: (a) Baldwin and Forslid (2020): (b) Tirole (2017, table 15.1)



All Brosdbard Subs. per 100 hab.

Meslle Broadband Subs. per 100 hakb.

High Mobile usage in MENA, low usage in SSA...
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... low Network Readiness Score for MENA and very low for SSA...

Figure 4: Network Readiness Index (NRI) scores in MENA and SSA
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Notes: Scores based on a simple average of scores (number of indices per pillar in parenthesis) over four pillars: Technology (16).
people (16), Governance (14), Impact (14). Except for technology, SSA and MENA., figure in the bottom of the regional rankings

Source: Authors’ from NRI (2021) data for 132 countries (31 SSA and 14 MENA). Source: Melo/Solleder (2022a)



...with low digital Trade Potential scores for MENA (1)

Table 1: Digital trade potential scores and ranking, selected Arab countries, 2016-2017

(N=111) '

Digital infrastructure Digital trade potential Weighted overall Table 2: EGDI global ranking, 2020
Score Rank Score Rank rank Country , Rank

- — United Arab Emirates 21
UAE 1.014 22 0.045 26 24 Balrain 38
Bahrain 0.816 31 -0.592 108 33 Saudi Arabia 43
Kuwait 0.182 44 -0.406 92 47 Kuwait 46
Saudi Arabia -0.176 56 0.192 16 50 Oman S0
Egypt -0.638 32 0.015 28 70 %Ezia S‘f
Jordan -0.621 77 -0.115 42 74 Morocco 106
Lebanon -0.75 83 -0.113 40 84 Egypt 111
Tunisia -0.623 80 -0.396 89 7 Jordan 117
Algeria -1.158 101 0.035 27 96 Algeria 120
Memo items: Lebanon | 127
Switzerland 1.894 1 -0.022 30 7 oAb Repblie o
USA -0.22 58 7.96 1 1 Libva 162
China -0.788 87 5.054 2 5 Sudan 170
Note: Scores derived from a factor analysis of indicators sourced from ITU, World Bank. WEF and UNCTAD: _Yemen 173

mobile telephone and fixed broadband subscribers per 100 inhabitants, credit card ownership (%), % of credit ~ Source: UN (2020).
card owners making at least one digital payment in the past year. quality of logistics services and trade/transport
infrastructure (5 point ordinal scale). use of ICT for B2B and B2C transactions (7 point scale). legal framework ]
for consumer protection for online purchases and data protection (yes, no. draft). and GDP, total trade, and final EGDI: UN E-government
consumption (USD bn). digital index

Source: Ma, Guo and Zhang (2019).

Source: Hoekman table 1



... low ICT Skills for MENA and
low education outcomes (2

Table 4: Penetration of population with Basic, Standard, and Advanced Skills, 2020 or latest available year

(%)

Country Basic Skills/1 | Standard Skills/2 | Advanced Skills/3
Arab countries

Algeria 18 12 7
Bahrain 63 18 17
Djibouti 17 13 5
Egypt 55 43 11
Irag 30 1 5
Kuwait 44 15
Morocco 40 28 10
Oman 37 8
Qatar 47 30 5
Saudi Arabia 61 64 21
Sudan 3 2 2
Tunisia 21 17 16
UAE 79 69 17
West Bank and Gaza 13 6 3
Advanced countries

Finland 74 9
Germany 65 5
Ireland 58 11 7
Japan 49 4
South Korea 72 51 7
Sweden 11
Switzerland 10
United Kingdom 68 7

Source: ITU database, 2021

1/ Basic skills are defined as copying or moving a file or folder, usmg copy and paste tools. sending emails and attached files.

and transferring files between a computer and other devices.

2/ Standard skills include using basic arithmetic formula in a spreadsheet; connecting and installing new devices; creating

electronic presentations; and finding. downloading, and configuring software.

3/ Advanced skills would allow writing computer programmes using specialized programming language.

Figure 2: Sactoral shares invalug-added, Arab world,

1995-2015
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Digital Preparedness ladder (1)

T L di e
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Iotes: Sea table 2 for the list of MENA and 55A countries at each stage in the ladder. BWumber of infemest exchange points (TEPs)
per region and momber of Colocation Diata Centers (CDCs) in Comim et al. figures 7 and 10.

Source: Comim ef al. (2021, figure 2). Sample of §5 LIC and LMIC countmies. IXP: Internet Exchanpe Poont

MENA and SSA
dominate stages 1
and 2 in this group
of 65 countries (all
low and middle
income countries)

No participant
diversity in terms of
providers



Digital Preparedness ladder (2)

Table 1: National Data Infrastructure in 55A and MENA: by stage and cluster

Stage 0 (no IXP) Stage 1{IXT) Stage 2 (NP with participant  Stage IXP + CDC
diversity)
CAR Burkina Faso Coogo, Dem Rep hana
Muritania Cameroon Marocce Migeria
Closter 1 Wigar Cote 4 Tvaire Mozambiqus
Somalia Egypt Gambia
Competitive market; r=ladvely kizsh Yemen BE_ Madazazcar
level: of mobile and fixed Semezal
broadband pensmation; Sndan
heterogeneons access to SMTs Tanzania
Sudan
Tumisia
Uganda
Zamhia
Crther * 5 [ 4 2
Caba Verde Benin
Chad Conga Bep.
Closter 2 Croinea Hiszan Liberia
Lesnthin Mlalamd WhHank & Gara Earmya
Higher market penemation. fewer Sao Tome & Prmcipe. Mali
OiPs and heterozensity in termss of  Siema Leon Rwanda
access to SMICs South Sudan Togo
Syrian Arab Eep.
Crtber # 3 3 2 1
Closter 3 Comaras Ezwatani Djiksourti
SIS with po OVF or small markers  Erntrea
with monapoeliss of duspoliss Ethiopia
Crtber # 3 3 2 1

Motes: Data for 2018, Sample of §5 Low and middle-income counimies. *; momber of other LIC and LMIC conniries in each stage
and cluster.

Spurce: Comind et al (2021, tzable 2. See description of characteristics in each stage on the ladder in fizure 8. The three clusters are
obiained from non-hierarchical chostering owver the following characteristics: income stams, mobile penstration (3G, access to ST,
and mobile market concenmation (Herfindhal index).

IXP Internet exchange
access points.
No IXP implies tromboning

Colocation Data Centers
(CDCs) . No CDCs implies
less latency

Regulatory policies. AETR
in 19 gold exporters 48%
in mining and 68% in
mobile sector.



Data Centers key to exports of information Services

Figure 11 :Correlation between exports of information Services in GDP and Data Centers
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Productivity-growth in Services: Mena and SSA

Figure 10: Labor Productivity Growth in industry and services by region, 1995-2018
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eSlow servification in both
MENA and SSA.

e In MENA half the rate in
other middle income
countries

® Low labor productivity
growth in industry and
services.

Note: services not very
capital intensive, size matters
less than for manufacturing,
favorable characteristics for
start-ups in capital-poor
countries where achieving
minimum scale is difficult



Final Thoughts

= Regional-level trends suggest MENA specificities have contributed in
region having missed the industrialization cum manufactured exports
structural transformation of the past observed in Asia.

" Good ICT infrastructure but low DIGITECH combine to present a
challenge towards successful digitalisation, at least so far.

» Weight of distant history (Kuran 2010) still a brake on a successful
digitalization?

Recommendations for policy-makers
» Summary UNDP-ERF report (Fardoust and Nabli (2022)—see A2-A5
" EIB report from 5800 firm surveys (Betz et al. (2022))—See A6



References (1)

Atiyas, |. and M. Dutz (2022) “Digitalization in MENA and SSA: A Comparative Analysis of Mobile Internet
Uptake”, WP# 1549

Betz, F., A. Islam, H. Schweiger (2022) “Unlocking Sustainable growth in MENA private sector: Evidence from the
Entreprise survey”, European Investment Bank https://theforum.erf.org.eg/2022/06/01/unlocking-sustainable-
private-sector-growth-mena/

Burzinski, M., C. Deuster, F. Docquier, J. de Melo (2022) “Climate Change, Inequality and Human Migration”,
Journal of the European Economic Association, 20(3),1145-97

Comin, D., W. Easterly, E. Gong (2010) "Was the Wealth of Nations Determined in 1000 B.C?", American Economic
Journal: Macroeconomics, 2(65-97)

Cusolito, A, D. Lederman, C. Gevaudan, and C. Wood (2022) “The Upside of Digital for MENA: How Digital
Technology Adoption can Accelerate Growth and Create jobs”, World Bank

Fardoust, S., and M. Nabli (2022) “Growth, Employment, Poverty, Inequality, and Digital Transformation in the
Arab Region: How Can the Digital Economy Benefit Everyone?”

Hoekman, B. (2021) “digitalization, international trade and Arab economies: external policy dimensions”, ERP
WP#1484


https://theforum.erf.org.eg/2022/06/01/unlocking-sustainable-private-sector-growth-mena/

References (2)

Kuran, T. (2010) The Long Divergence: How Islamic Law Held Back the Middle East, Princeton University Press

Melo, J. and A. Twum) “Prospects and Challenges for Supply Chain Trade under the African Continental Free Trade
Area”, Journal of African Trade, https://www.atlantis-press.com/journals/jat/125951740

Melo, J. and J.M. Solleder (2022a) “Structural Transformation in MENA and SSA: The Role of digitalization”, ERF WP
#1547

Melo, J. and J.M. Solleder (2022b) “Patterns and Correlates of Supply Chain Trade in MENA and SSA ” ERDI WP#304,
https://ferdi.fr/en/publications/patterns-and-correlates-of-supply-chain-trade-in-mena-and-ssa

Nayyar, G. and M. Hallward-Meier (2017) “Trouble in the Making? The Future of manufacturing-led development”,

World Banks
Rodrik, D. (2022), “Prospects for Global economic convergence under new technologies”, in Z. Qureshi ed.

Van der Marel (2021) “Sources of Comparative Advantage in Data-Related Services “, EUI, RSCAS #30


https://www.atlantis-press.com/journals/jat/125951740
https://ferdi.fr/en/publications/patterns-and-correlates-of-supply-chain-trade-in-mena-and-ssa

Extra-Slides



Hoped-for gains from digitization (A1)

FIGURES5.2 The Upside of Digital: Cumulative Gains in GDP per Capita in the Middle East and
North Africa and in Sub-Saharan Africa, 2017-45
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Source: Calculations based on estimates of the marginal effects of digital infrastructure on the level of GDP per capita presented in Calderon et al. 2019,
Note: The estimates of the marginal effects of expanding digital infrastructure services (internet use, mobile subscriptions, and broadband subscriptions)
control for the preexisting level of GDP per capita and other indicators used in the various regression analyses. All countries are assigned the same marginal
effect. The assumed adoption schedule follows the concave function discussed in the text. The data for each curve have been normalized to obtain start

values of "0"in 2017.

Source: Cusolito et al. (2022)



Coverage by type of mobile network (A2)

Figure 1. Population coverage by type of mobile network, 2021
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The Gender usage gap by region is highest in MENA (A3)

The Internet user gender paritly score (%), 2013 and 2019"
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Source: International Telecommunications Union, Measuring Digital Development: Facts and Figures 2020 (Geneva).
https://www.itu.int/en/ITU-D/Statistics/Documents/facts/FactsFigures2020.pdf.
Note: The gender parity score is calculated as the proportion of women who use the Internet divided by the proportion of men

using the Internet. A value smaller than 1.0 indicates that men are more likely to use the Internet than women.
Source: (Fardoust-Nabli)



Table I: Digitalization and individuals (latest data as of January 2021)

Internet Active social media Maobile
Country connections Users connections
% of population % of population % of population

Sweden 98.0 821 1116
USA 0.0 723 1066
% Korea 97.0 893 1183
Ireland 910 76.4 246
Malaysia 842 86.0 1228
China 65.2 64.6 1188
Chile 823 835 1321
Turkey 7T 708 Q0.8
Brazil 750 703 96.3
Vietnam 703 3.7 1579
Kenya 400 202 1089
India 450 323 79.0
Rwanda 314 65 739
UAE 990 99.0 1715
Catar 990 988 160.6
Saudi Arabia 95.7 793 1127
Bahrain 990 87.0 1289
Oman 952 802 1107
Kuwmait 990 988 1614
Jordan 66.8 615 78.2
Egypt 57.3 47.4 927
Lebanon 782 64.3 67.3
Tunisia 66.7 69.0 1500
Morocco 744 583 1171
Algeria 596 565 1058
Yemen 267 10.6 60.4
Irag 750 6l.4 983
Syria 470 79.6

Source: DataReportal 2021 January
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Internet usage
challenges (A4)

8 major bottlenecks on usage
UNDP-ERF summary

(Fardoust-Nabli)

Human capatal, skills, and labour markets

Dhgtal dindes differences 1n access

The challenge of e-government

Dhzital technologzy adoption by businesses and mnovaton
Regonal and global regulatory challenges

Taxaton and regulaton of dimital transachons
Compettion and regulations

Cyvbersecunty, privacy, and data protechon

Source: (Fardoust-Nabli)

Table 3: Labour productivity growih (%), 1992-2019.

Labor productivity growth (%)

Country
1552-2000 2001-2010 2011-2019
Sweden 322 16l 0.75%
5A 158 166 08
5 Korea = | 3.47 1.54
Ireland 313 157 4.45
Malaysia 3.56 201 2.18
China 378 962 6.98
Chile 4.4 1.45 0.97
Turkey 258 277 267
Brazil 0.4 1.44 -0.15
Vietnam 5.16 427 4497
Kenya -1.42 122 153
India 3.68 456 5.47
Rwanda -1.0% 52 412
UAE -1.42 -5.81 2.66
Clatar -1.84 -0.57
Saudi Arabia -1.37 -0.99 -0.91
Bahrain 129 -3.25 -0.28
Cman 166 -2 82 -4 314
Euwait -02 -2.67
Jordan 0.53 215 -0.77
| Egypt 22 158 278
Lebanon 173 2.04 -3.56
Tunisia 226 .24 115
Moroooo 012 2.53 2.83
| Algeria 0.44 -0.51 122
Irag 11.6% 0.55 1.65
Libya 135 -4 85




EIB Recommendations (A5)

MENA economies should lower regulatory barriers for businesses, promote
competition and reduce disincentives emerging from political influence and
informal business practices.

Adopt reforms that facilitate innovation, the adoption of digital technologies and
investments in human capital are crucial.

Give companies incentives to exploit the benefits of participating in cross-border
trade and global value chains more broadly.

Improve management practices.

Green countries’ growth models by sound public policy, strong state institutions
and determined political leadership

Promote incentives for companies and consumers to think green, promote clean
investment and remove barriers that prevent a smooth transition to the green
economy.

Devise labour market policies, skills training, social safety nets, and action to
support regional economic development.

Source: (Betz et al.)
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