Oil has always been the fastest route to scale in the Middle East. It built ports, roads, power plants, universities,
and entire cities in timelines that would have taken decades elsewhere. It also created a structural dependence that
diversification efforts are still trying to unwind: when crude prices rise, government revenues swell; when they fall,
budgets tighten and investment plans get delayed. That push and pull is why “diversification progress” is rarely a

straight line. It is a portfolio story, with some assets compounding and others stalled.

What has changed over the past decade is not just ambition. Many governments have become more systematic
about diversification because the shocks have forced them to. Lower oil prices, global energy transition pressures,
and tighter fiscal constraints turned diversification from a slogan into a budgeting discipline. Even where results
are uneven, the direction is clearer: shift part of national income away from crude exports, reduce exposure to

subsidies and jobless public payrolls, and build non oil growth engines that can survive price cycles.

Diversification is mainly a finance problem, not a vision problem

Most diversification plans start with the same statement: we want a broader economy. The harder question is how
you fund that shift, especially when oil is still the largest source of predictable revenue. In practical terms,

diversification progress is determined by three things | watch closely.

First, the fiscal baseline. When governments cut deficits and stabilize the public finances, they can invest in
infrastructure, regulation, and human capital without constant stop-start cycles. When budgets are unstable, every

new program competes with immediate liabilities.

Second, the policy credibility cycle. Investors do not only ask, “What is the plan?” They ask, “Will the rules remain
consistent after oil revenues dip?” A mining license, a tourism concession, or an industrial free zone needs years of

regulatory continuity to produce returns.

Third, the ability to absorb risk. Diversification requires trial. Some sectors mature quickly, others take a decade to
reach operational scale. The economies that progress are usually the ones that can afford imperfect

experimentation without breaking the budget.

You can see this logic in how many states approached downstream investments and financial reforms. Upstream
oil can be highly profitable, but it also tends to dominate talent and capital allocation. Downstream refining,
petrochemicals, logistics, and industrial parks often come first because the inputs and skills already exist. Tourism

and business services follow because they require softer infrastructure, regulation, and trust.

The “progress” you can actually measure

Diversification rarely means “oil disappears.” It means the share of oil in revenue and exports gradually declines,
and more economic activity becomes domestically driven rather than purely oil driven. In the Middle East, the

progress is visible in several channels, even when headline diversification figures can look optimistic.

One channel is the growth of non oil fiscal revenues. Value added taxes and corporate taxes have expanded in
several jurisdictions over recent years, moving some funding away from hydrocarbons. Another channel is the
buildout of digital and business services, where government demand and private demand reinforce each other. A
third channel is the expansion of private sector capacity in sectors linked to oil, like maintenance, engineering

services, and specialized manufacturing.

In day to day terms, diversification progress also shows up in who gets hired. If the private sector’s share of

employment rises and job categories diversify beyond government and oil fields, that is real structural movement.



If employment remains stuck in public payrolls and large contractors, the headline growth may not translate into

resilience.

Sovereign wealth and industrial ambition, with a reality check

Sovereign wealth funds and state-owned investment arms have played a central role in diversification across the
region. They help governments invest beyond current budget cycles, and they can take long horizons that private
investors might avoid. They also bring a challenge: when returns depend on political priorities as much as market

discipline, capital can get allocated to projects that are strategically appealing but economically fragile.

In places that have made progress, the investment approach has become more selective and more performance
focused. Investments increasingly target sectors with clear demand drivers, such as logistics corridors, urban real

estate with measurable absorption, or export oriented manufacturing tied to existing trade routes.

Still, there are edge cases. Industrial parks can underperform if power pricing, customs processing, and land titling
do not work smoothly. Tourism can stall if hotel supply rises faster than occupancy. Clean energy projects can get

delayed if grid capacity is insufficient or procurement timelines remain inconsistent.

The lesson from experience in many emerging markets is straightforward: diversification is not only about starting
projects. It is about operating them efficiently for years, with low friction between investors, regulators, and

utilities.

Common diversification levers across oil economies

Most oil exporting economies in the region have leaned on a similar toolkit, though the pace differs from country
to country. From what | have seen in economic development work, these levers matter more than the catchy

sector names.

* Fiscal reform and revenue diversification to reduce reliance on oil and fund long term investment
® Public-private investment structures that try to share risk and bring operating discipline
* Trade and logistics improvements to attract manufacturing and regional distribution businesses

* Human capital and labor market reforms to enable private sector employment at scale

That list looks simple, but each item has hard implementation details. Fiscal reform can trigger political resistance if
subsidy reduction is poorly sequenced. Public-private structures can fail if contracts are not enforceable or if
procurement becomes unpredictable. Logistics improvements can be undermined if customs rules and
documentation remain slow. Human capital reforms can stall if curriculum updates do not align with employer

needs.

Case patterns: where momentum shows up

It is useful to look at the types of progress rather than chasing country comparisons that ignore different starting

points.

Downstream, chemicals, and the “keep the value inside the region” logic

Refining and petrochemicals are often framed as diversification, and they can be, because they create a longer
value chain than exporting crude. The momentum tends to be stronger where there is a reliable energy and
feedstock base, along with export logistics. The trade-off is cyclical vulnerability: chemicals demand can move with

global industrial cycles, and profit margins can compress when overcapacity appears elsewhere.



Tourism and entertainment, built on brand and infrastructure

Tourism and entertainment rely less on feedstocks and more on land use, public services, safety, and visa policy.
They can scale quickly in terms of arrivals and hotel construction, but economy their long term value depends on
repeat visitation, seasonal employment stability, and the creation of domestic supply chains, from food sourcing to

event production.

Where tourism is working, it often is not just “visitors.” It becomes an ecosystem that supports airlines, hospitality
management, retail, and creative industries. Where it struggles, it can turn into asset heavy construction with

underutilized capacity.

Financial centers and business services, a quieter but meaningful shift

Some Middle Eastern economies have made progress in financial services, asset management, and corporate
services. These sectors can grow even without massive industrial base changes because they often serve cross
border demand. However, they depend on legal frameworks, compliance standards, talent pipelines, and market

confidence.

The reality check here is that financial services can be sensitive to global risk sentiment. When volatility rises, deal
flow slows. So the best outcomes pair finance with real economy use, such as financing trade, enabling local

startups, and underwriting infrastructure projects.

Clean energy and the transition narrative

Renewables have become a major part of diversification narratives, and that matters because it reframes the
“future of oil” discussion. Yet the progress depends on procurement design, grid readiness, and the economics of
power purchase agreements. If tariffs are too low, projects can become politically frozen. If timelines are
inconsistent, developers hesitate.

One practical point: even when renewables add capacity, the grid integration and storage needs do not disappear.
Diversification into clean energy is not only generation. It is also transmission upgrades, demand management,

and sometimes industrial electrification.

Employment, procurement, and the private sector’s real constraints

A frequent mistake in diversification discussions is to treat private sector growth as a policy choice rather than a
set of constraints. In many oil economies, private companies can exist and even expand, but still face bottlenecks

that slow scale.
Common constraints include:
* Procurement friction, where government demand is not reliably translated into bankable contracts for
private vendors

* Access to finance, especially for SMEs that do not have collateral or stable cash flows

* Labor market mismatch, where roles are filled with foreign labor because local talent pipelines are not yet
aligned
* Regulatory delays, where licensing timelines and inspections vary across jurisdictions
Progress happens when reforms reduce friction, not only when new incentives appear. Incentives can attract

headlines and early entrants, but if licensing remains slow and procurement unpredictable, the private sector does

not scale beyond pilot projects.


https://en.search.wordpress.com/?src=organic&q=economy

In my experience, you can tell whether diversification is becoming durable by looking at how quickly recurring
costs stabilize for private operators. Land leasing, power connection timelines, customs clearance, and permit

renewals all signal whether the business environment is becoming investable.

The fiscal tightrope: cutting dependence without cutting momentum

Budget constraints are the constant background story. When oil prices soften, diversification spending faces

scrutiny. Yet the risk is that austerity undermines the very sectors that need time to mature.

This is where sequencing matters. A sensible approach in many cases is to protect investments that produce future
revenue and productivity, while adjusting consumption subsidies gradually to reduce fiscal strain. If subsidy
reforms happen too quickly without compensating households, social pressure increases and implementation

becomes unstable.

The trade-off also appears in labor policy. Reducing reliance on public employment can be politically sensitive
because public jobs are not only income, they are social status and stability. Labor market reforms that connect
training to actual private sector hiring tend to work better than reforms that simply change hiring rules without

changing incentives for companies to take on trainees.

Diversification progress is often a story of incremental adjustments rather than dramatic reversals. The economies
that keep moving usually manage political constraints through pacing and by tying reforms to visible

improvements in public services.

How free zones and industrial clusters can succeed

Free zones and industrial clusters are a common tool across the region. They can help attract logistics and light
manufacturing by offering customs facilitation, streamlined licensing, and sometimes targeted tax treatment. In the

best cases, they create an operating ecosystem that supports suppliers and service firms.

But | have also seen clusters stall. The typical failure mode is not the concept itself. It is underestimating the
“plumbing” work needed for real operations: reliable utilities, predictable inspections, clear land boundaries, and
competent customs processes. If those are weak, companies do not just face inconvenience. They face revenue

risks.

A cluster can look active on paper, with many memorandums and announcements, yet produce limited jobs or
exports because the operating environment is not ready. Durable progress requires enough tenant throughput

and enough services to make the zone self sustaining.

What diversification looks like over a business cycle

Oil markets move in cycles, and diversification progress should be judged across cycles, not in a single boom or
downturn. The question | use is: when revenues tighten, do non oil sectors hold up, or do they collapse due to

policy reversals?

In economies where diversification is getting traction, private activity continues even as public investment slows
temporarily, because demand is supported by a broader base such as tourism flows, regional trade, and domestic
services. In economies where diversification is mostly project driven, activity often pauses when budgets get

strained, because projects depend on government budgets and approvals.

This difference matters for investors, too. They care about stable rulebooks and predictable procurement. A

government can announce ambitious sectors, but if it cannot maintain a credible regulatory and funding pipeline



through price swings, private capital stays cautious.

A practical view of risks and trade-offs

Diversification progress is real, but it is also constrained by global forces that no single government can control.
Demand for hydrocarbons is evolving, but it is not disappearing instantly. Meanwhile, global capital markets have

their own cycles, and energy transition pressures can accelerate unpredictably.
There are also domestic risks that deserve attention.

First, over concentration within “non oil” sectors can recreate dependence. For example, if a large share of non oil
exports come from a single downstream industry, shocks still transmit through the same channel. Diversification

needs cross sector balance, not only an exit from crude.

Second, real estate booms can masquerade as diversification. Property and construction generate economic
activity, but without durable links to productivity, they can create financial vulnerability. In high interest rate

periods, the downside can hit quickly.

Third, skill bottlenecks can limit private sector expansion. If training systems do not produce relevant
competencies, employers keep hiring from abroad, and the employment gains for locals remain limited. That can

slow political support for reforms and reduce the perceived success of diversification.

What to watch next, beyond announcements

To judge whether diversification in Middle East oil economies is becoming structural, | look for signs that go
beyond project announcements. The goal is not to predict every outcome. It is to identify whether reforms are

becoming repeatable and durable.

1. Budget credibility during oil price volatility, not just in periods of high revenues
2. Regulatory consistency, especially for licensing, customs, and procurement timelines
3. Private sector hiring, measured in roles that locals can realistically fill with updated training

4. Exports and operating cash flow, so growth is not entirely dependent on ongoing subsidies or new

construction

These indicators are less glamorous than headline sector shifts, but they connect closely to real resilience.

The biggest shift underway: from state dominance to managed
markets

Historically, many oil economies operated as command driven systems, with the state playing the central role in
directing investment and employment. Diversification efforts do not automatically remove that role. What is

changing is the state’s posture, from full operator to more active manager and regulator.

In successful cases, governments economy report create frameworks that let private actors compete and invest,
while the state focuses on infrastructure, education, and the rules of the game. This is harder than it sounds. It
requires administrative capacity, legal reforms, and a tolerance for market outcomes that do not always align with

political expectations.

The most telling sign is not the number of initiatives. It is the capacity of institutions to implement reforms
consistently for years, even when results lag. That institutional learning is slow, but it is what turns diversification

from a political program into an economic system.
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A short anecdote from the field: “the last mile” decides outcomes

One of the most practical lessons | have learned working with investment stakeholders is that the “last mile”
matters more than the policy headline. | once sat in a meeting where a large industrial investor was enthusiastic
about a new incentive package. On paper, the deal stack looked strong, with reduced costs and expedited

licensing.

Then they started discussing power connection timelines, metering requirements, and the order of inspections. The
investor was not asking for a bigger incentive. They were asking whether the sequence could be stabilized,
whether approvals would be handled by the same teams each quarter, and whether documentation would be

accepted consistently.

That is where diversification succeeds or fails. Economic development is not just about attracting capital. It is about

removing recurring friction that turns planned projects into delayed cash flow.

Where the region may be heading

Middle East oil economies are not converging into one identical model. Different countries will emphasize different
mixes of tourism, logistics, manufacturing, finance, and energy transition investments. But the common thread is

the move toward diversified income sources and less dependence on oil price cycles.

In the near term, progress will likely remain uneven. Some sectors will mature quickly and attract private capital,
while others will require longer regulatory buildout and workforce alignment. The energy transition will keep

influencing policy choices, but it will not eliminate the need for industrial competitiveness and fiscal stability.

The healthiest future is not one where oil vanishes from the economy, but one where oil becomes a revenue base
while the rest of the economy develops the capacity to sustain livelihoods and growth even when oil prices

fluctuate.

Diversification in these economies is still a work in progress. Yet after years of reform, budgeting discipline, and
institution building, the direction is clearer than it used to be, and more of the economic activity is becoming

anchored in the non oil fabric of modern trade, services, and industry.



