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Executive summary

Three decades of globalisation brought about
by the proliferation of free trade agreements,
investment liberalisation, and enhanced
logistics have facilitated the geographic
diversification of supply chains away from
domestic markets. From the 1980s to the
financial crisis in 2008, supply chains fanned
out across the world as companies sought
lower-cost locations for the sourcing of inputs
and production. For countries in the Middle
East, globalised supply chains have enabled
greater linkages with markets around the
world as well as an increased dependence on
foreign imports for the provision of essential
products.

However, since the financial crisis, and
especially in the last five years, a more
splintered trade environment has emerged,
characterised by rising economic nationalism,
trade tensions, and the emergence of
complex global trade risks, including extreme
weather and, most recently, the COVID-19
pandemic. Through a combination of positive
trends such as growing consumer markets in
emerging economies, the democratisation of
manufacturing through innovations like 3D
printing, and government policies to increase
local participation in global value chains,
countries and companies in the Middle East
and elsewhere have begun to consider supply
chain localisation.

This report explores the drivers and
implications of the shift from global to

local supply chains in the Middle East’s Gulf
Cooperation Council (GCC) and Levant
regions, analysing the drivers of localisation
for both governments and corporations, key
localisation sectors, and how the pandemic
has impacted localisation trends. It also
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identifies potential approaches for addressing
challenges to supply chain localisation in the
region.

Key findings:

« The GCC and Levant nations have
courted supply chain localisation
through local content policies,
investment promotion reforms to
encourage foreign direct investment
(FDI), and improvements to their
logistics and technology infrastructure.
Supply chain localisation approaches have
varied across countries and in line with their
economic growth strategies. Oil-rich and
populous Saudi Arabia has underscored
the importance of local content as part
of an economic transformation plan to
diversify from oil and increase employment
for nationals, while smaller countries,
such as the UAE, Qatar and Bahrain, have
emphasised openness to international
talent and a “hub and gateway” economic
strategy. In Jordan, localisation has been
part of specific attempts to build capacity in
the solar energy sector through mandatory
quotas on competitive tenders. GCC
governments have equally been focusing
on enhancing their logistics and technology
infrastructure to encourage localisation,
including through investments in advanced
technologies such as 3D printing and cloud
computing; the development of “smart”
cities employing the Internet of Things;
the establishment of special economic
zones; and the development of state-of-
the-art aviation and port infrastructure.
Governments across the Middle East have
also sought to improve the overall business



environment to enable a more FDI-friendly
landscape, although performance is mixed.
High-income GCC countries are among
the world’s leading performers in this
regard, while middle- and lower-income
and conflict-affected countries have made
more limited gains. Multinational companies
have realised a range of benefits from
localisation in the region, including greater
customer-centricity and improved agility.
Improvements in the region’s logistics
sectors, especially in the GCC, are enablers
that can attract further local production in
the future.

Food and agriculture, next-generation
manufacturing, and energy are
prominent sectors for localisation.
Food insecurity has prompted significant
localisation, especially by Gulf states,
through investment in regionally proximate
areas like East Africa and, more recently,
innovations in agri-tech and vertical
agriculture. In manufacturing, increasing
investment in and adoption of the IoT, as
well as innovations in 3D printing, have
supported productivity and reduced
costs, making regional manufacturing
more competitive. The energy sector is

a third focal area, from enhancing local
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participation in oil and gas to building
capacity to support decarbonisation.

Solar energy and cleantech are attracting
significant localisation efforts through
initiatives such as academic research in
leading Gulf universities, and the use of local
content as a procurement instrument to
attract investment in green energy.

Key challenges for supply chain
localisation include ensuring the

right local skills and capabilities, a
continual focus on creating an open
business environment, and achieving
stronger regional integration. To attract
localisation, governments in the Middle
East have used incentives, such as low tax
and light-regulation zones, and regulatory
mandates, such as local content policies.
To expand and deepen localisation, it is
crucial that countries in the Middle East
invest in the broader FDI landscape, support
the development of industrial clusters,
and enhance the skills of the local labour
force as the world economy becomes
more knowledge-based. Achieving a stable
macroeconomic policy environment and
enhancing regional integration are also
key factors that could positively inform
companies’ localisation decisions.
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Introduction

Supply chains are at a historic inflection
point. For more than 30 years, firms sought
to reduce costs through increasingly complex
and dispersed vendor networks and razor-
thin inventories. But in recent years, risks
ranging from climate change to protectionist
governments have led businesses to
consider security of supply, alongside price.
The COVID-19 pandemic has accelerated
this reorientation, as several industries,
particularly manufacturing, have faced the
prospect of having to halt production due to
an absence of inputs.

One strategy that has emerged in response to
these challenges is supply chain localisation

- using a smaller network of known and
geographically clustered suppliers, and
possibly having multiple, independent
production networks in different regions.
While not a panacea to risks of supply
disruption, localisation is likely to form part of
firms’ attempts to increase their resilience to
shocks in future.

The shift in supply chain strategy is

important to the Middle East. The pandemic
has highlighted the region’s dependence

on imports for essential products, most
importantly food, yet the sources of these
imports to the region have become far more
complex in just one generation. At the start of
the millennium, nearly two-thirds of imports
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to the Middle East and North Africa (MENA)
came from Europe and North America,
according to World Bank data. By 2018 those
two regions accounted for less than half of
imports, with East and South Asia filling the

gap/

This report examines how countries and
companies are pursuing localisation strategies
in the GCC and Levant regions. It analyses the
factors driving localisation as well as efforts to
improve conditions for the localisation of key
supply chains. The report combines extensive
secondary research, data analysis and insights
from interviews with supply chain executives
and thought leaders.

The report is structured as follows. Section

1 examines why and how supply chains have
become increasingly global in the Middle

East as a whole over the last three decades,
and Section 2 explores the internal and
external factors that are driving the shift
towards supply chain localisation, specifically
in the GCC and Levant. Section 3 explores
trends in supply chain localisation in the

GCC and Levant, including an examination of
leading localisation sectors. In Section 4, the
discussion turns to exploring the challenges in
localising supply chains in the Gulf and Levant,
and the report concludes by suggesting
approaches to overcoming challenges to
localisation in the region.
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Section 1: Supply chain transformation

For three decades leading up to the 2008
financial crisis, supply chains deepened and
widened across the world. The extension of
free trade under the aegis of the World Trade
Organisation (WTO) eliminated or reduced
tariff and non-tariff barriers to the movement
of goods between countries, while the signing
of bilateral investment treaties between states
protected companies’ foreign investments,
encouraging investors to engage in emerging
economies. Additionally, globalisation,
enabled by technological developments, led
to a decrease in transport and logistics costs.
This period led to the era of the “global value
chain’, typified by cross-border factories in
which production is disaggregated across
countries and companies.?

Companies, driven by the pursuit of lower
costs, set up production in locations with
cheaper labour and operational costs to ship
products to a range of markets, from high-
income to developing countries. They focused
on creating long and lean supply chains,
manufacturing goods in multiple nations
globally to obtain the greatest efficiencies.

(|
What is a global supply chain?

This shift in supply chains abroad contributed
to anincrease in global trade from 39% of
global GDP in 1990 to 60% in 2019.34

In the Middle East, although international
trade has increased (see chart below), the
region’s integration into global production
and higher-value-added parts of the global
supply chain has been limited and uneven.
Between 1990 and 2018, the share of exports
in the MENA's GDP increased by 11.5%.° Yet,
the Middle East’s participation in global value
chains remains below 10%, and the region has
a relatively low share of foreign value-added
in exports.® Overwhelmingly, the GCC and
Levant’s integration into global trade has been
as exporters of raw materials and primary
commodities and importers of intermediate
and finished goods. This encompasses exports
of oil and gas, but also of other materials.
Syria and Jordan, for instance, are among

the world’s leading producers of phosphate;
Bahrain hosts one of the largest aluminium
smelters in the world; and Oman was the
largest gypsum exporter globally as of 2017.789

A global supply chain splits up the production process across countries and regions. Firms specialise in a specific

task and do not produce the entire product themsleves.

0
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Source: EIU analysis.
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The Middle East region lags behind other
emerging economies and comparator regions
in export sophistication, and the value-added
of non-oil exports remains relatively low.!
Countries in the Gulf and the Levant depend
heavily on imports of manufactured goods
due in part to higher wage costs in some of
the region’s countries and restrictive business
regulations in others. Between 2000 and
2018, imports of consumer materials in the
MENA grew faster than either raw materials
or intermediary goods, indicating a high
dependence on imports of finished goods
and low production by regional assembly
lines. This is further illustrated by the low
proportion of manufacturing output to
national output in high-income GCC countries,
such as Saudi Arabia and the UAE, which
stood at 5.8% and 2.6% respectively in 2018,
compared with around 27% in China and 19%
in Japan."

To capture more of the global value chain,
diversify their economies, and minimise the
risk of external shocks, some governments
in the GCC and the Levant are implementing
policies and programmes to promote

)
Trade in the Middle East
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localisation. Supply chain localisation policies
“are not looking at investment into a country
to export back out, they are looking at how
you localise supply chains to meet the needs
of the domestic market in order to use the
domestic market to build a regional business,”
explains Jan Hoffmann, Chief of Trade
Logistics, at the United Nations Conference on
Trade and Development (UNCTAD).

Over the last decade, companies too have
begun to shift their focus away from the
globalisation of supply chains as frailties

and shortcomings have emerged. First,
geopolitical tensions and the breakdown

in parts of the international trade system
have increased the risks for businesses that
source inputs from overseas. The signing of
bilateral trade agreements slowed after the
Doha Round of WTO trade talks collapsed
in 2008."2 This has ushered in a new trend
towards regionalisation which, coupled with
geopolitical disputes like the US-China trade
war, have increased tariff and non-tariff
barriers to sourcing products from low-cost
countries.®" These trends have significantly
impacted global trade; while the value of

Middle East and North Africa, Imports and exports of goods and services (1990-2019, % of GDP)
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Firms can expecta
supply chain disruption
lasting a month or
longer to occur every

A
3

Source : McKinsey

global trade tripled between 1998 and 2008,
it grew by less than 20% over the following
decade, and not at all after 2013.*

Second, supply chain risks have become
more dynamic and complex, as more goods
involve more production nodes. Globalised
supply chains have exposed companies to

a host of new supply chain risks, including
extreme weather events, cyber-attacks,
and public health disruptions. Due to these

-
Value levelling off
World imports and exports (1998-2018, USS$ trillion)

e Exports === Imports

vulnerabilities, firms can now expect a supply
chain disruption lasting a month or longer

to occur every 3.7 years.'® For instance, the
inadequate disaster response to floods in
Jeddah, Saudi Arabia, in 2009 highlighted how
commercial supply chains, as well as disaster
relief supply chains, required more agile
logistics and emergency inventories.” With
climate change set to increase the frequency
of extreme weather events in the years ahead,
multinational companies are having to review
their traditional approaches and diversify their
risk.

“It was relatively easy in the 80s and 90s. The
oil price was low and labour was cheap in the
East so a low-cost solution — of manufacturing
in the East and shipping to the developed
markets — was a relatively clear and easy
strategy,” says Jonathan Wright, Global Head
of Cognitive Process Reengineering at IBM
Global Business Services. But now “oil prices
are fluctuating and cross-border trade is
volatile, which has led to a view that maybe
marginal manufacturing should go closer to
the demand point,” explains Mr Wright.

T T T T T
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Source: EIU analysis of data from the World Bank’s World Integrated Trade Solution service.
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The COVID-19 pandemic has illustrated how,
in an interconnected global economy, a crisis
in a key node of the global supply chain (e.g.
China) can quickly disrupt international trade.
Arecent EIU report estimated in 2020 that
the volume of world trade in goods would
contract by 18% due to the effects of the
pandemic on production, logistics, and other
areas critical to the global supply chain.’®

“Companies have pushed very hard to grow
their revenue over many years prior to the
pandemic but this has introduced a lot of
complexity into their supply chains. The trend
which is now coming out of the pandemic is
for companies to be closer to consumers and
respond to shifts in their needs in different
markets. So we will see a different kind of
supply chain, a combination between global
and local supply chains,” says Frank Vorrath,
Vice President for Supply Chain Service
Delivery for EMEA and APAC at Gartner.

The power of proximity
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Increasing awareness of geopolitical, climate,
and public health risks has not only slowed
down supply chain globalisation, but has also
supported the rise of localisation — defined
as shifting, devolving, or decentralising
management, operations, production,
products, or marketing to local markets.”
“Organisations are starting to ask: is
greatness about low cost, or is it also about
responsiveness, agility, being able to bounce
back? We have to start to think about
strategies that allow for more flexibility,
agility and responsiveness,” according to
Jonathan Wright of IBM. A 2018 survey of
investors from 25 countries in Asia, Europe,
North America, and Latin America found
that 90% of respondents were either already
implementing or actively considering
localisation strategies.?

Section 2 explores how these dynamics have
played out in the GCC and the Levant.

© The Economist Intelligence Unit Limited 2021
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Section 2: Drivers and mechanisms of supply
chain localisation in the GCC and Levant

Governments across the Middle East are
embracing supply chain localisation through
a number of mechanisms, driven by national
growth objectives, including increasing local
employment, diversifying the economy, and
bolstering private sector competitiveness.
For companies, the benefit of localisation lies
in its ability to enhance responsiveness to
consumers and operational competitiveness
in the face of changing market dynamics.
Prominent factors driving supply chain
localisation in the Gulf and Levant are local
content policies; the prioritisation of agility
and resilience among businesses; and
improvements to the enabling environment,
notably logistics and technologies.

As a result, “in terms of localisation the region
is going through quite a metamorphosis at
the moment, particularly the GCC,” explains
Gavin Maxwell, a Dubai-based partner at the
consultancy Ernst & Young (EY). In the last
decade, the Middle East has seen arisein

regional manufacturing operations in areas
such as shipping, aircraft, and oil and gas.
Gulf states in particular are leveraging their
technologies and transport infrastructure to
attract logistics and e-commerce industries in
order to create trade hubs in the region.

Local content policies

Local content policies are one of the

primary ways through which Middle Eastern
countries are seeking to increase localisation
in a scalable way. These policies stipulate

a minimum level of local capability in a
government-based commercial agreement,
which can range from the procurement of
public services to the development of public
infrastructure. Governments achieve local
content through requirements on global
companies to hire a minimum number of local
staff, or to enter into joint ventures with local
companies.

In terms of localisation the region is
going through quite a metamorphosis
at the moment, particularly the GCC.

Gavin Maxwell, Partner, Ernst & Young
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In Saudi Arabia, for example, in order for

an organisation to do business with Saudi
Aramco, it is required to participate in

the company’s In-Kingdom Total Value

Add (IKTVA) programme, which aims to
increase the amount of goods and services
procured from within the Kingdom to

70% by 2021.*' GE Oil and Gas, a global
energy technology company, has started
manufacturing compression trains locally

as part of the IKTVA programme.?? In 2019,
Qatar Petroleum launched TAWTEEN, a
programme that aims to increase supply chain
localisation in the country’s energy sector.?
Through the programme, WASCO Energy, a
leading Malaysian energy company, signed a
memorandum of understanding with Qatar
Petroleum for the building by WASCO of a
line-pipe-coating facility in the country.
One of the programme’s key components

is an In-country Value (ICV) policy, which
rewards contractors who maximise local
content in their operations. In the UAE,
Mubadala, the Abu Dhabi sovereign wealth
fund, is establishing a joint venture with
Lockheed Martin and Airbus to develop a
local aerospace sector that will draw on local
skills as well as locally sourced goods and
services.? In Jordan, domestic manufacturing
of renewable energy components is
supported through local content policies that
require a mandatory 20% local contribution
in competitive bidding for renewable energy
projects.?

Governments in the Middle East view
localisation through local content policies

as a key component of national economic
development plans aimed at economic
diversification. Qil-rich Gulf governments

in particular are seeking to diversify from

fossil fuel dependence and grow domestic
industries via plans such as Saudi Arabia’s
Vision 2030, as well as “mega-events” including
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the Dubai 2020 Expo and the Qatar 2022 FIFA
World Cup, and investment projects such as
the Saudi mega-city initiative, Neom. Such
mega-events have also been attracting foreign
companies to the region.

Gavin Maxwell from EY singles out Saudi
Arabia, Oman and the UAE as having “very
strong requirements around local content,
with quite mature formulas to score suppliers
on localisation during the procurement
process”. There are differences between
states, however. The small populations of
Oman and the UAE mean there is an emphasis
on equity stakes in joint ventures, while Saudi
Arabia’s large population has led the country
to emphasise job creation.

By employing local content policies to further
their supply chain localisation objectives,
oil-rich Gulf countries are following a
well-trodden path pioneered by the likes

of Norway, which developed national

oil company Statoil through knowledge-
sharing agreements with international
companies. Norway required international
oil companies operating in the country to
use 50% local content and conduct research
and development (R&D) locally. In this way,
Norway increased local content in the oil and
gas industry to 80%.%’

Agility, resilience and customer-
centricity

Multinationals do not pursue supply chain
localisation only to meet government
requirements - they also derive benefits
through the additional levels of agility,
resilience, and customer-centricity that
localisation brings. As Marcos Eloi, Chief
Procurement Officer for The Kraft Heinz
Company explains, localisation “brings

a competitive advantage by increasing a
company’s ability to deliver to consumers

© The Economist Intelligence Unit Limited 2021
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locally with agility and to quickly react to
changes in terms of demand”.

Coca-Cola offers an instructive case in point.?
It produces the concentrated syrups that

are the basis for its drinks but distributes
them to hundreds of bottling companies

that blend drinks for distribution in their
specific market.?® Each bottler sources its own
ingredients, such as sweeteners, locally, and
decides exactly how to combine them, which
can result in subtle differences in flavours in
products between countries.®® The system
allows for flexibility, and a disruption to
bottling in one region does not impact other
geographies. It also allows for local expertise
to be used, for example in determining
recipes. Another example is that of Mondeléz
International, an American multinational food
company, which opened its second factory

in Bahrain in 2018 with the aim of increasing
efficiency, simplifying operations, and meeting
the demands of its growing Middle Eastern
consumer market.

Leveraging local knowledge to inform business
strategy has become even more valuable in
the pandemic era. “COVID-19 has proven that

Having a one size fits all approach to
your supply chain does not enable growth.

running global supply chains in all of their
complexity really requires a lot of supply chain
capabilities, competencies in running effective
end-to-end business processes, people skills
and competencies enabled by technology. The
organisational structure will increasingly be
decentralised and local to set more focus on
the different consumer needs and to leverage
the local knowledge and talent bases,” says Mr
Vorrath from Gartner.

Companies can also use their local presence
to more effectively engage with consumers.
“Having a one size fits all approach to your
supply chain does not enable growth.
Customers are looking for a customised
service and a personalised product, and they
have their own different requirements,” claims
Javed Ahmad, Senior Vice President — Global
Supply Chain International region at Schneider
Electric. “But it’s very hard to run a profitable
business and to serve personalisation on
economy of scale concepts, and over long lead
time and long cycle times,” says Mr Vorrath

of Gartner. Consumers are also increasingly
embracing locally sourced, sustainable

and geographically distinct products, and
COVID-19 has accelerated this trend.?"32

Customers are looking for a customised
service and a personalised product, and
they have their own different requirements.

Javed Ahmad, Senior Vice President - Global Supply Chain

International region, Schneider Electric
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According to the August 2020 EY Future
Consumer Index, a monthly poll conducted
by EY, over half of MENA consumers will
support domestic brands produced locally
for the long term.* Arla Foods, a European
dairy cooperative, for example, signed an
agreement with Mondeléz International

in 2018 to acquire its processed cheese
business in the Middle East, including its
cheese production site in Bahrain. Until then,
the majority of Arla’s products sold in the
Middle East had been produced in Europe,
but the deal granted the company the local
production capacity to enable it to “bring new
commercial opportunities to [its] customers
quicker and better”3*

Improvements to the enabling
environment: technology and
logistics

Supply chain localisation is significantly
affected by the wider trade facilitation
environment that allows companies to
operate efficiently in new markets. According
to Jonathan Wright of IBM, companies seeking
to localise are looking at fundamentals such
as technology, logistics, security, and physical
infrastructure.®

Creating an attractive environment for
supply chain localisation in the Middle East
has become easier due in part to advanced
manufacturing technologies and software-
driven innovations that reduce the capital and
assets required to reach minimum levels of
efficient production. “Two or three years ago,
a company would have taken cost as the main

selection criterion when moving manufacturing

or supply chain setups into certain geographies
or countries,” says Mr Vorrath. “Now costs

are not really the primary factor because
technology has disrupted that landscape.”
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3D printing, which is one such technology,
could redistribute between US$4 trillion and
$6 trillion of value in the global economy in
the next five to ten years.*® This technology
- which converts software and engineering
data into products by layering plastics,
ceramics, metals and other inputs - has
existed for three decades, but its level of
performance and capability has quickly
improved in recent years. The global 3D
printing market was valued at US$14.5 billion
in 2019 and could reach $21 billion by 2021,
driven by the pandemic which has seen a
significant rise in its adoption, including by
the medical industry to create vital products
like personal protective equipment.®” Additive
manufacturing, as 3D printing is also called,
could democratise manufacturing through
supply chain localisation by enabling mass
customisation, supporting the entry of
smaller players and start-ups into industrial
production, and enabling parts to be quickly
produced or remade on spec, thus improving
the efficiency of manufacturers.?®2°

[

Adding up

Global 3D printing market size (2013-2021, US$ billion)
25

2013 14 15 16

Note. Data published in 2017.
Source: Statista.
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Two or three years ago, a company would have
taken cost as the main selection criterion when
moving manufacturing or supply chain setups
into certain geographies or countries. Now
costs are not really the primary factor because
technology has disrupted that landscape.

Frank Vorrath, Vice President for Supply Chain Service Delivery

EMEA and APAC, Gartner

In the Middle East, Dubai and Saudi Arabia are
becoming 3D printing hubs. Dubai recently
launched its 3D Printing Strategic Alliance,

a project aiming to develop, test and deploy
3D printing technology, while Saudi Arabia
built the first 3D-printed house in the Middle
East and is reported to have purchased the
world’s largest 3D printer.*°*' International

3D printing companies are expanding their
presence and setting up facilities in the
region. Dubai-based 3D printing start-up,
Immensa Technology Labs, for example, is
establishing new production facilities in Saudi
Arabia, while Danish 3D construction printing
provider COBOD International is seeking to
establish a foothold in Dubai.**** Jens Kilimann
from Roland Berger claims that expertise in
3D printing, combined with investment in
intermodal logistics via airports and ports, is
enabling the region to build out its capabilities
in spare part manufacturing for shipping and
aviation.*

Another technology that is encouraging
localisation in the GCC and attracting
multinational firms to the region is cloud
computing. This technology grants companies

© The Economist Intelligence Unit Limited 2021

unprecedented processing power and data
storage possibilities at low cost, regardless of
their size, and enables them to employ new
technologies in their operations, including
industrial robots and the Internet of Things
(IoT) — interconnected devices equipped with
sensors that can report on their environments
and generate data on their usage.* The
efficiency and cost advantages associated
with digitalisation are expected to increase
domestic markets’ competitiveness and

help boost economic development. In Saudi
Arabia, for example, Saudi Aramco signed an
agreement with Siemens in 2017 to digitise the
oil and gas sector, which is set to enable the
Saudi industry to compete more effectively
through the introduction of cloud technology
and advanced analytics in its operations.*®

The public cloud market in the GCC is
expected to more than double in value
by 2024, reaching US$2.35 billion.* Cloud
adoption in the region is “seeing strong
demand, driven by the diversification to
non-oil economies, young and dynamic
populations that are digital natives, an
active startup community, and a drive to



The public cloud market in '

the GCCis expected to reach

$2.35 bn

by 2024.

T

Source : International Data Corporation

digitise across several industries,” according
to Santiago Freitas, Head of Technology
for the MENA at Amazon Web Services.*®
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Governments are investing in it in order

to enhance their product and service
offerings, and multinational cloud technology
companies are setting up offices in the region
and partnering with local businesses to

cater to rising regional demand. Bahrain, for
example, adopted a Cloud First Policy in 2017
under which all government ministries and
agencies are to consider cloud-based services
when undertaking ICT (information and
communications technology) procurements,
and Amazon Web Services launched its first
cloud region in the Middle East in Bahrain in
2019, paving the way for loT deployment in
the country.*>>° In 2020, AliBaba Cloud - a
Chinese company providing cloud computing
services to online businesses - entered into

a partnership with Saudi Telecom Company

Case study: Cloud computing in Qatar osSre
O s ~o

Investments in the digital landscape

in Qatar, and particularly in cloud
computing, are at an all-time high as part
of efforts to implement the country’s
digital transformation agenda and build a
knowledge-based economy. Both Google
and Microsoft are expanding their cloud
services offerings to the country.

Google Cloud provides companies with
infrastructure, platform capabilities

and industry solutions to reinvent their
business with data-powered innovation
using modern computing infrastructure.
It delivers cloud solutions that help
companies operate more efficiently,
modernise for growth and innovate for
the future.®* Google Cloud Platform
regions are the cornerstone of Google’s
cloud infrastructure, “delivering high-
performance, low latency, zero emissions,
cloud-based services to users throughout
the world”>* In 2020, Google signed a

strategic collaboration agreement to launch
its inaugural Google Cloud Region in the
Middle East in Doha, Qatar.>* The region is
set to allow Google’s global customers and
partners to run their workloads locally.

Earlier, in 2019, the government of Qatar
entered into a strategic partnership with
Microsoft to establish a regional cloud
datacentre in the country to deliver its
cloud services and expand its global cloud
infrastructure to new markets.* Three
Microsoft Azure cloud datacentres are set
to start operating in Qatar in 2022, enabling
individuals and organisations to access
cloud services, and facilitating their digital
transformation. According to Microsoft,
the Azure Qatar National Framework is
set to create opportunities amounting to
over US$3.1 billion of new revenue for

the country over the next five years and
establish Qatar’s position as a digital hub.®
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through which it is to invest up to US$500
million in Saudi Arabia and set up an office in
Riyadh.”!

Globally, governments, particularly in the
Gulf, are increasingly investing in their
digital infrastructure and in making their
cities “smart”. Smart cities use advanced
technologies, including artificial intelligence
(Al) and the loT, in order to improve public
utilities and services, enhance mobility, and
help the environment, among other things.>’
Saudi Arabia’s capital, Riyadh, was ranked

as the fifth smartest city among the G20
capitals in the Institute for Management
Development’s 2020 Smart Cities Index,>®
and the Kingdom is working on a US$500
billion smart city mega-project, Neom.>®
Kuwait’s South Saad Al Abdullah smart city
project is said to be the Middle East’s first
green and smart development,®® whereas
Abu Dhabi and Dubai lead the GCC region in
the 2020 Smart Cities Index®' and the UAE is
set to transform 1,000 government services
into smart services through its Smart City
Initiative.®* The MENA smart cities market is
expected to reach US$2.7 billion in 2022, up

-
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from $1.3 billion in 2018, primarily driven
by the pursuit of increased efficiency and
lower costs for governments, businesses, and
consumers.®*

Through increased connectivity, smart cities
enable “smarter urban transport networks,
upgraded water supply and waste disposal
facilities and more efficient ways to light and
heat buildings”,® but they can also optimise
supply chain management. For instance, with
sensors embedded at multiple points, the real-
time data generated by them can enhance
traffic flows and the movement of goods;
enable monitoring of the storage conditions
of products in transit to reduce spoilage; and
facilitate tracking of cargo vehicles and the
goods they are carrying to reduce disruption-
related costs.®® As a result, the boom in smart
cities across the GCC creates large market
opportunities for international companies

to capitalise on through localisation of their
supply chains in the region.

Expanded and modernised logistics are also
facilitating supply chain localisation in the
Middle East. The GCC has become a central
node for international trade in recent years,
especially through the establishment of
“special economic zones”, and “free zones”
in particular, as well as investments in port
and air cargo infrastructure. Saudi Arabia’s
National Industrial Development and
Logistics Program, for example, seeks to
transform the Kingdom into a global logistics
hub; Abu Dhabi’s Economic Vision 2030
includes developing sufficient and resilient
infrastructure as a priority; and Qatar’s
Vision 2030 aims to diversify the economy by
investing in world-class infrastructure 57686
It is hoped that by cementing their roles as
key logistics hubs, GCC countries will be
able to both attract FDI in the short term
and diversify their economies to achieve
sustainable growth in the long term.

Free zones, defined by the World Bank
as “duty-free areas offering warehousing,



storage, and distribution facilities for trade,
transhipment, and re-export operations,””°
offer regional and international investors
the ability to enter new markets and
access state-of-the-art infrastructure and
facilities, forming a crucial avenue for FDI
inflows.”" Dubai, for example, which contains
17.5% of the free zones in the Middle East,
conducted 41% of its total trade through
its free zones in the first nine months of
201872 The city’s Jebel Ali Free Zone alone
contributes 24% to Dubai’s GDP.”? Through
their regulatory frameworks, the enclaves
enable governments to improve ease of
doing business quickly without reforming
regulations across the country as a whole.”*
As a result, they have been attracting large
multinational companies across a range

of sectors, from logistics, to energy, to
manufacturing. In Bahrain, international
logistics companies, including DHL and
Kuehne Nagel, operate out of the Bahrain
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Logistics Zone,”> and Siemens and Kraft Foods
have set up production sites in the Bahrain
International Investment Park.”®’7 In the UAE,
major manufacturing companies, including GE
and Arcelor Mital, have established distribution
centres and stockyards in the Jebel Ali Free
Zone.’87°

Itisimportant to note, though, that the
characteristics and attractive elements of
these zones are not homogeneous across the
region. Setting up and operating in the Ras

Al Khaimeh Economic Zone in the UAE, for
example, can be half as expensive as in other
zones in the region, whereas the Dubai Multi
Commodities Center has advantages through
its strategic location in the heart of Dubai.®
Similarly, the aims of these zones are not
identical. Dubai launched a University Free
Zones Strategy to establish certain universities
as free zones where students can carry out
business and creative activities.®"®> Oman has

Case study: Dubai CommerCity—A free zone for e-commerce

The need for strong e-commerce services
in the GCC is at an all-time high. The
region has been relatively slow in adopting
e-commerce, with online sales typically
accounting for only 2% of overall retail
sales,®® but the COVID-19 pandemic has
encouraged a shift towards shopping

via online channels. As global and GCC
e-commerce markets are set to continue
to grow, governments in the GCC are
seeking to solidify their reputations

as trading hubs, in turn harnessing
e-commerce as a driver of long-term
economic growth.

In the UAE, the Dubai Airport Freezone
Authority has established a new free
zone specifically for e-commerce—Dubai

CommerCity—the first such zone in the
region.t” The free zone is said to provide a
“unique e-commerce ecosystem to global
and regional brands to help them set up
and operate their e-commerce business in
the MENA region”.88 It aims to attract FDI
by providing businesses with e-commerce
solutions and digital services that aid their
operations and accelerate their growth.®

Notably, the free zone has vast logistics
capabilities. Not only is it strategically
located just five minutes from Dubai
International Airport and 45 minutes
from Jebel Ali Port,®® but it contains a
logistics cluster consisting of 105 heavily
automated Al-powered warehouses for
companies to access.”!
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set up free zones that seek to promote growth
in underdeveloped parts of the country,®

and Bahrain has set up zones that allow

100% foreign ownership in various sectors,
including real estate, communication, and
administrative services.®* In Saudi Arabia, the
government plans to launch special economic
zones in 2021 that are dedicated to certain
sectors with the hope of encouraging growth
in fields such as cloud computing, renewable
energy, tourism, and logistics.®

The globalisation of the GCC’s airlines,
including Qatar Airways and Emirates, and the
region’s growing integration into international
maritime and air trade through its seaport

and airport infrastructure, have also played a
large role in the GCC's logistics transformation.
“When looking to localise supply chains,

the strength of a country’s infrastructure

and transportation capabilities are of the

key factors companies look at,” says Henrik
Ambak, SVP Cargo Operations Worldwide at
Emirates SkyCargo, “following fundamentals
such as access to market, political stability, and
type of tax and legal frameworks.” The UAE,
for example, ranked fourth internationally

in 2020 for its port infrastructure quality,”

and its flagship Jebel Ali Port is the tenth
busiest globally, with 14.95 million Twenty-
foot Equivalent Units passing through it in
2018.% Both Qatar and the UAE have invested
heavily in airline and airport capacity, in part to
enhance their status as international transport
hubs.”* These investments include expanding
the fleet of national carriers, upgrading airport
terminals, and adding new routes to national
carriers’ networks. These investments have
increased Gulf airlines’ engagement in cargo
transport. In 2020, for instance, Qatar Airways
flew more seats for more kilometres than any
other airline on cross-border routes, becoming
the largest passenger and cargo airline in

the world.?>?¢ Meanwhile, 2020 saw Dubai
International Airport become the world'’s sixth-
busiest airport in terms of cargo traffic.’

In the face of COVID-19, cargo companies
have also invested in new technologies to
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improve their offerings. “The pandemic served
as a wake-up call to many players in the cargo
industry that digitalisation was lacking and that
they would have been much more efficient had
they digitised earlier. COVID-19 accelerated
the digitalisation pattern that already existed
in the industry,” according to Guillaume
Halleux, Chief Officer Cargo at Qatar Airways.
Henrik Ambak of Emirates SkyCargo shares

a similar perspective. He explains that while
the operational aspects of air cargo logistics
were digitised years ago, digitisation of the
commercial side took off significantly only

in recent years, and this has been markedly
accelerated by the impacts of COVID-19.%¢

Key global logistics brands are also ramping up
their presence in the Middle East as logistics
within the region improves. DHL Express,

for example, is investing US$33 million to

set up a world-class major logistics facility in
Qatar’s Ras Bufontas Free Zone,?® and is also
set to invest nearly $100 million to expand

its operations in the Abu Dhabi Airports Free
Zone in the UAE, with a new facility set to
open in 2021.1%° In Bahrain, Schmidt-Heilbronn
Logistics — a European logistics company -
opened a $20 million joint venture logistics
facility in the Bahrain Logistics Zone in 2017,
in partnership with the National Oil and Gas
Authority of Bahrain.”®’

The Levant region is also enhancing its logistics
to support localisation through innovations

in supply chain technology. In Jordan, supply
chain platform TradeLens was piloted in the
Agaba Customs Center to transport goods
through the Agaba Container Terminal. A
jointinitiative involving IBM and Maersk,
Tradelens integrates smart devices to
monitor the temperature, weight and location
of containers.'® The initiative will improve
transparency and raise Jordan’s standing as a
logistics and transport gateway to the Levant.
In Israel, the Israel Ports Company recently
initiated a pilot for sending blockchain-based
electronic bills of lading, enabling quicker
cargo release, reducing costs, and increasing
transparency.'%®
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Section 3: Sectoral trends in supply chain

localisation

Although the drivers of supply chain
localisation are similar across the Gulf and
Levant, progress on localisation is evolving
according to the nuances of each market

and the particularities of sectors. Across the
region, three sectors stand out in terms of
advances in localisation: food and agriculture;
digital and next-generation manufacturing;
and energy.

In the arid, oil-rich GCC region, food

security is a top priority, and advances

in agri-tech are facilitating more home-
grown food production. The broader food
sector in the Middle East has also seen
significant localisation as brands adapt their
product portfolios to consumer tastes. In

the manufacturing sector, the geographic
proximity of Gulf and Levant countries to key
consumer markets in Africa and South Asia
has incentivised some companies to invest

in digital and next-generation manufacturing
in the region to more easily access these key
markets. The energy sector has also attracted
sizeable localisation projects, both in oil and
gas and in the fledgling solar industries.

Food and agriculture

The arid Gulf and Levant regions have limited
agricultural capacity, leaving them heavily
reliant on food imports. The agriculture,
forestry and fisheries sectors, for instance,
contribute less than 2.5% of GDP in all

GCC states, and less than 0.5% in Bahrain,
Kuwait, and Qatar, compared with the global
average of 3.3%.1% GCC countries import
approximately 85% of their food,'® with both
the UAE and Kuwait importing 100% of their
cereal supplies, while Saudi Arabia and Oman
each import over 90%.'%

]
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After dramatic food price spikes roiled the
global economy in 2007/08 and 2010, Gulf
states sought to shorten their food supply
chains by buying arable land in areas close to
home, increasing their investment in agri-tech,
and introducing incentives to encourage local
production.'”” A number of Gulf countries
have purchased arable land in geographically
proximate East Africa. Saudi Arabia, for

GCC countries
import approximately

85% -

of their food. .

Source: Strategy&
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example, purchased 50,000 hectares in
Tanzania in 2009,°® while in 2018 Qatar
invested US$500 million in food production
in Sudan.'eeM01 Qatar also ramped up its
domestic food industry following trade
conflicts in the region; it went from 90%
import dependence on dairy products to self-
sufficiency by airlifting 4,000 cows.""?

Gulf countries are now experimenting with
agri-tech innovations like indoor vertical

farm facilities, high-tech greenhouse
complexes, and advanced farm technology
research to bolster food security."> The UAE
government has set a target of 30% domestic
food production by 2021, which could also
stimulate the local food-processing industry,
tripling its output from the 6 million tonnes

it already produces annually.™* Kuwait is also
looking to build out its food storage, waste,
recycling and packaging sectors through
investments in agri-tech.” In Oman, the Sohar
University greenhouse project, in partnership
with the University of Sheffield in the UK,

isa 150 m2 renewable-energy-powered
greenhouse that facilitates horticulture
production in Oman'’s arid climate. "®

In the Levant, food supply chain localisation
has also been driven by import dependence.
In Palestine, where an estimated 80-90% of
raw materials used in the food industry are
imported, the Palestinian Authority promoted
a network of agricultural clusters in 2019. They
are part of a five-year plan to develop the
agricultural sector and increase production

by 30%, including through measures such as
encouraging agricultural entrepreneurship in
marginalised populations."'” Israel, a country
which imports 89% of its cereal supplies,™®

has achieved near self-sufficiency in fruit,
vegetables, milk, eggs and poultry meat
supplies, largely through its world-leading agri-
tech industry" in which over 440 companies
actively operate.' [sraeli companies now

© The Economist Intelligence Unit Limited 2021

supply over 90% of local fruit and vegetable
demand, with technologies enabling farmers
to grow produce with less manpower and
water.”’

Food localisation in the Middle East is also
being driven by companies’ need to meet the
tastes and preferences of local consumers.
Global brands have developed products or
brands that cater to the halal market, for
example, with Cargill, Nestlé and Unilever

all establishing halal portfolios in recent
years.”? Some multinationals have localised
production in the region to launch products
faster. Cargill entered a joint venture with
Saudi food producer Arasco in 2013 to triple
production of starch-based products at
Arasco’s Al Kharj factory. A Cargill executive
claimed that the joint venture was needed

to provide “local solutions”, given “rapidly
changing demographics in the region and the
growth of consumer choice”'?

Digital and next-generation
manufacturing

One of the historical challenges to localisation
of manufacturing in the GCC region has been
the relatively high cost base; however, this

The Middle East’s smart
factory automation
market is set to reach

US$17 bn
G

Source : Modor Intelligence



is becoming less of a constraint thanks to
automation and advanced manufacturing.

As a result, the Middle East’s supply

chain advantages over other major Asian
manufacturers, such as its closer geographic
proximity to key consumer markets, now play
a more prominent role in organisations’ supply
chain considerations.

In the Middle East, the smart factory
automation market is set to reach a record
high of US$17 billion in 2020, according to
Modor Intelligence.”” The use of the loT in
manufacturing has been rising across the

Case study: loT in Saudi Arabian manufacturing

Obeikan Investment Group, a leading
Saudi Arabian food and beverage
packaging supplier, wanted to “increase
productivity and reduce losses in

order to ensure competitiveness and
sustainability”'?’

In 2017, the Group partnered with

GE Digital to transform two of its
manufacturing plants into “smart”
factories in a bid to improve efficiency
and productivity.'?® The transformation
involved the application of advanced
digital technologies, including the IoT,
known as the Industrial loT when applied
to industrial sectors and applications; an
asset performance management solution
enabling more intelligent operations by
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region. As of 2019, loT connections in the
MENA were growing at the second fastest rate
globally, trailing only the Asia-Pacific region.’®
loT solutions can improve manufacturing
processes by reducing costs associated with
human labour, increasing productivity by
predictively detecting and fixing maintenance
issues, and enabling real-time asset tracking
remotely, among other factors.'

Businesses and governments in the Middle
East have been investing heavily in automation
technologies, such as robotics. “Until recently,
robots were used largely for work that was

providing a complete view of assets; and
a cloud-based field service management
solution that enables better management
of resources.'” One of the benefits of this
transformation was increased machine
uptime through the analysis of real-time
asset maintenance data and the use of
predictive maintenance.”

Obeikan also signed an agreement with
GE Digital to establish a digitally focused
practice within its business—Obeikan
Digital Solutions—which is to provide
digital transformation services to other
food and beverage industry leaders in the
Middle East,"”' furthering the adoption of
loT and other advanced technologies in
Middle Eastern manufacturing.
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too dangerous or difficult for humans, but now
the technology is improving and becoming
more cost-effective, allowing it to be used

for an ever-wider range of applications,” says
Klaus Prettner, Professor of Economics at

the University of Hohenheim.*2 Robots are
set to support local production as they lift
manufacturing productivity to new highs
through faster, more efficient, and more
accurate production.

The UAE has emerged as a global technology
hotspot, with Dubai attracting US$21.6
billion in FDI for Al and robotics between
2015 and 2018 - the highest value globally.”*?
In fact, Unilever’s personal care products
manufacturing facility in Dubai has been
recognised as an “Advanced 4th Industrial
Revolution Lighthouse” by the World
Economic Forum.”* The Forum’s Global
Lighthouse Network, of which the facility

is now a part, consists of manufacturers
making great advances in the development
and application of digital manufacturing
technologies in their operations.”® The 54
“Lighthouses” in the Network are said to

be the world’s most advanced factories,®
and the Unilever facility is the first non-
energy manufacturing factory in the Middle
East to join the Network.®” At the Unilever
site, through the application of advanced
technologies, costs were reduced by over
25%.%8 In the Levant, Israel, which spends
the most on R&D as a share of GDP globally,
has established an Institute for Advanced
Manufacturing that aims to improve
productivity in the manufacturing industry
by implementing advanced technologies,
including robotics and the [oT.'140

Traditional and renewable energy

To capture more of the global value chain
for oil and gas, Gulf states have introduced
programmes to enhance localisation in their
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oil and gas sectors, and these have been
attracting international companies. Through
Qatar Petroleum’s In-country Value initiative,
for example, Schlumberger, an American
oilfield services company, collaborated with
Qatari suppliers in oilfield-grade cement
and equipment manufacturing and signed
an agreement with Milaha, a Qatar-based
maritime and logistics organisation, to
establish a joint stimulation vessel operation
in the country." In Saudi Arabia, Saudi
Aramco and Baker Hughes, an American
energy technology company, have formed
ajoint venture and are building an oilfield
services facility in Saudi Arabia’s King Salman
Energy Park. This is one of the country’s
largest localisation ventures, and aims to
make the Kingdom a global energy and
technology hub."*? In Damman, Saudi Arabia,
Baker Hughes’ 30,000m? facility has over
90% “Saudization”, with more than 20 local
suppliers supporting its operations.

The GCC and Levant regions are also
well-placed to harness solar energy, and
governments have sought to ramp up
domestic solar capacity through market
reforms and incentives. Saudi Arabia, for
example, is advancing its renewable energy
capacity through local content policies such
as import tariffs and fiscal incentives for local
production of photovoltaics. The national
Vision 2030 plan has set out an installed
solar energy target of 40 GW by 2030, and
encourages “Saudization” by supporting

the localisation of components.™* Saudi
Arabia has set up two solar parksin a project
spearheaded by Saudi energy company
ACWA. One of these, the Sakaka project,
achieved a 100% local employment rate within
the first year of operation, and registered
over 30% of contractual local content

of independent power producers during
construction and development.'*®



Levantine countries have also progressed in
building a local renewables industry. Jordan
is ramping up its local content capabilities
to transition its energy system as part of a
2015-25 economic agenda."5'¥” The country
has adjusted its policy environment to
support local renewables production and
attract investment through public-private
partnerships for energy infrastructure and
fiscal incentives for independent power
producers. Policies include a feed-in tariff
scheme, the first of its kind in the region; tax
exemptions for renewable energy systems;
and the introduction of net metering.'#®

“The world is becoming more and more
electric,” says Javed Ahmad of Schneider
Electric. The Middle East is no exception -
electricity consumption as a share of total
final energy consumption increased from
10.3% in 1990 to 15.6% in 2018.° GCC
states in particular are advancing the use of
electrical energies in the transport sector.
For instance, in Qatar, the government has
committed to ensuring that 25% of public
buses are powered by electricity by the
time of the 2022 FIFA World Cup, with

the entire fleet of buses following suit by
2030."%915" One firm capitalising on this is
Chinese bus manufacturer, Yutong. Yutong
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signed an agreement with the QFZA to set

up an e-bus assembly facility in the free

zone in partnership with Mowasalat—a

Qatari transport services provider— and to
manufacture e-buses in Qatar for the World
Cup.”? Similarly, German vehicle manufacturer
Volkswagen has announced plans to deploy

a fleet of electric autonomous buses in Doha
for the sporting event.” In a bid to meet
growing demand for electricity in Qatar, the
Qatar General Water & Electricity Corporation
signed a €790 million deal with Siemens in
2017 for the expansion of the country’s power
transmission network.'>*

Gulf and Levantine countries are increasingly
seeking to generate electricity through
renewable energies, rather than oil, and are
partnering with international companies to
help achieve this. In Saudi Arabia, US gas
company, Air Products, and the Neom smart
city initiative have partnered to build a US$5
billion green hydrogen production facility,
powered by renewable energy.”*® It is hoped
that green hydrogen could provide electricity
to power energy-intensive industries, such as
heavy manufacturing, as well as elements of
the transport sector that are hard to electrify,
such as aviation, shipping, and long-distance
trucking.'s
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Section 4: Challenges of supply chain
localisation in the Middle East and potential

responses

As discussed in the two previous sections,
supply chain localisation in the Middle East

is expanding due to investments in enabling
technologies and logistics, consumer demand
for locally adapted products, and government
efforts to bolster economic diversification

and resource security. However, localisation
remains limited in several sectors in the region
as many challenges remain. Key issues facing
the Middle East’s efforts to expand supply
chain localisation include limited labour force
availability and capabilities; weak resource and
infrastructure clusters in some sectors; and
restrictive business environments and regional
tensions.

Limited labour availability and skills

Incentives for companies to localise supply
chains in the Middle East are weakened when
they are unable to access sufficient labour
and/or when the cost of labour is high. Skills
mismatches are frequently highlighted as a
challenge by businesses in the region, and
the lack of full labour force participation of
certain groups, particularly women, has been
detrimental for productivity.'”’

Manufacturers, for example, have raised
concerns regarding impediments to accessing
skilled labour, including norms impacting
female participation in the labour force and
cultural factors that disincentive citizens

from taking jobs in the private sector. The
Levant, for instance, has the lowest regional
female labour participation rate globally at
only 15.8%."%® The average is far higher in GCC
countries at 42.6%, but this remains below the
global average of 47%. This is despite women
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outnumbering men in universities in the MENA
region by 108%, and in Qatar by a staggering
676%, as well as the potential productivity of

females in the region being higher than that of
malesl159,160,161,162

||
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Having the right local workforce in terms of
size, skill and cost is critical to encouraging
multinational companies to build more
domestic supply chain capability. According
to Mr Eloi from Kraft Heinz, the availability
of the right skills is important not only for
managing the operations of multinational
firms, but also for enabling productive
engagements between global and local
firms: “People drive the strategy. They have
the knowledge and expertise and allow us
to grow locally.” Skills gaps, or misalignment
between sectoral development strategies
and the local workforce, are one reason why
localisation strategies may fail. The mismatch
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People drive the strategy. They have the
knowledge and expertise and allow us

to grow locally.

Marcos Eloi, Chief Procurement Officer,
The Kraft Heinz Company

places more onus on companies to invest in
skills and capabilities development, which
may deter investment for more competitive
environments.'®?

Positively, countries in the GCC have open
migration policies allowing global talent to
help build out existing and new industries.
The UAE is expatriate-dominated, with
non-Emiratis accounting for 88.5% of

the population, enabling the country to
attract a range of skill sets, from finance to
technology.'®* In Bahrain, where expatriates
make up 52.6% of the population, the country
has positioned itself as a gateway to Saudi
Arabia, with a more cosmopolitan cultural
environment.'s®

Nonetheless, the GCC states differ in

their attitudes towards encouraging the
participation of international professionals

in the workforce and imposing hiring quotas
for citizens. Such quotas may impact foreign
companies’ localisation decisions. Nitagat,
Saudi Arabia’s Nationalisation Scheme, for
example, requires private sector companies to
meet employment quotas for Saudi nationals.
These quotas differ by sector and company
size, but reach up to 77% in some cases,'®®

while quotas in Bahrain reach an even higher
90%.'®” In Oman, private sector hiring quotas
for nationals are set for five sectors, at 60%
for banking and finance; 35% for the industrial
sector; 30% for hotels and restaurants;

20% for wholesale and retail; and 15% for
contracting.'®® On the other hand, in 2020
Qatar approved a draft law stipulating that
state-owned private sector companies should
consist of at least 60% Qatari nationals,'® 7
but it has no such requirement for privately
owned companies.

Gulf states have invested in vocational

and tertiary education sectors through
collaborations with institutions including
New York University and the Sorbonne.
Governments are also creating vocational
training schemes to prepare local populations
for private sector roles. Saudi Arabia aimed
to increase the proportion of students
enrolled in vocational education and training
courses from 7% in 2016 to 12.5% in 2020,
while in Oman the government has worked
with the Scottish Qualifications Authority

to develop curricula that will give graduates
of vocational courses equal standing with
graduates from academic disciplines.”" 72 At
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the corporate level, Saudi Aramco is among
the most notable organisations in terms of
skills-development initiatives, including in
digital competencies.””® In Qatar, universities
and research institutions have been attracting
global companies. Inventus Power, a leading
global battery manufacturer, has established a
manufacturing presence in the country partly
in order to partner with Qatar’s “local research
and development centers” and enhance its
“engineering capabilities””*

Regional universities are also encouraging
more domestic innovation and talent
development. King Abdullah University of
Science and Technology in Saudi Arabia is
building a broad portfolio of R&D areas and
hiring to take advantage of international
academic expertise.”* It is emerging as an
entrepreneurship hub to boost the domestic
business community through training,
mentoring and funding for prospective
businesses, helping to enable more advanced
innovation deployments.'”®

Just as critical is the presence of enough
competent local partners to avoid localisation
becoming a form of rent-seeking. Bernard
Hoekman, Professor and Director of Global
Economics at the Robert Schuman Centre

for Advanced Studies, argues that local
content efforts need specific goals to measure
efficacy: “Joint venture requirements only
make sense conditional on clear specification.
What's the objective and how do we measure
if that’s actually working? Any programme
needs explicit measurable criteria which are
correlated with development.” Otherwise,
localisation may encourage rent-seeking
behaviour as nationals set up companies

to participate in joint ventures that allow
foreign companies to meet localisation
mandates, without any knowledge transfer or
employment.
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Limited cluster effects

The GCC countries’ long-standing reliance on
oil exports for growth has resulted in weak
investments in manufacturing infrastructure.
In Saudi Arabia, for example, exports of
manufactured goods accounted for less than
5% of total exports in 2019."77 Also in 2019,

as a share of total merchandise exports,
manufacturers’ exports accounted for only
5% in Kuwait, 7% in Qatar, and 8% in the UAE,
compared with 68% globally.””® The region

has a low concentration of manufacturing
plants and component suppliers, and
industrial clustering is minimal. In turn,
manufacturing of complex goods is relatively
expensive and slow, discouraging international
manufacturers from localising their operations
in the region.'”®

Manufacturing missing out
Manufacturers’ exports (2019, % of total exports)
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Note: Data for Bahrain and Oman are from 2018.
Source: World Bank.

GCC countries are increasing investments in
industrial clusters and their establishment,
however. For instance, Saudi Arabia has
introduced an Economic Cities programme — a
cluster policy combining the construction of
specific infrastructure with a focus on several
economic sectors for diversification, including



logistics, agriculture, and labour-intensive
industries.’®® Nonetheless, such clusters
remain limited across the region as a whole.

Supply chains are embedded in wider
production ecosystems that include labour
costs, transport infrastructure efficiency,

and access to materials, energy, and
intermediate suppliers and knowledge.'®
Manufacturing relies on networks of expertise
and supplier relationships built up over long
periods in specific regions, and, as such,
countries with clusters of manufacturing
facilities are best positioned to capitalise on
localisation drives.”® “If you think about all

the components that make up a PC, it takes
an ecosystem of manufacturing capability to
produce all the parts you need to manufacture
it,” says Keith Miears, SVP Indirect
Procurement & Supply Chain Strategy at Dell.
Going forward, Gulf and Levantine countries
will need to build out their capabilities in
sectors where they have strong comparative
advantages. Saudi Arabia, for instance, is
developing a solar power cluster,'®3 while the
UAE's network of free zones has enabled a
steady build-out of light and medium-light
industries including printing, plastics and
furniture.’®* But beyond the higher-income
economies of the region or those with existing
capabilities, finding the right comparative
advantages on which to build cluster effects
will prove more of a challenge.

Restrictive business environments
and limited regional integration

In the Middle East, the business environment
varies widely, which hinders localisation for
lower-performing countries. “Investors looking
to invest in countries far away from home
want to ensure that they are both compliant
and easy to do business with,” says Guillaume
Halleux of Qatar Airways. In The EIU’s
business environment rankings, the GCC and
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Levant’s most business-friendly environment
is that of the UAE, which ranks 22nd out of 82
countries measured. It is followed by Qatar
(37th), Bahrain (41st), Kuwait (46th), Saudi
Arabia (48th), and Jordan (58th).

Regional markets in the Middle East are
fragmented owing to the prevalence of
conflict and a lack of functioning regional
trade agreements. Regional tensions reduce
companies’ incentives to build a regional trade
hub as they restrict access to larger markets.
According to Mr Halleu, international
companies looking to localise their supply
chains are after connectivity, both to the
domestic market and, more importantly, to
the rest of the world.’®> Market fragmentation
may affect businesses through its impacts on
financial stability, for example, particularly

in cases where liquidity and capital are
unable to move freely across the region.
“From a multinational company supply chain
perspective, the regional instability puts

it out of reach for the foreseeable future,”
IBM’s Jonathan Wright explains. “If they can
drive intra-regional stability and trade that
would set the platform for building more
infrastructure. Every MNC [multinational
corporation] would value stability in the
Levant region.”

Despite the existence of several regional,
sub-regional and bilateral agreements aimed
at boosting integration, such as the Agadir
Agreement, their implementation has been
lacking and they have had mixed results.
However, the normalisation of Israel’s relations
with a growing number of countries in the
region, and the recent resumption of trade
between Qatar and the GCC, bode well for
improved trading relations in the future.

Consistent regulations and regional
commercial integration are critical, especially
in countries which, in and of themselves, are

© The Economist Intelligence Unit Limited 2021



The power of proximity

Localising supply chains in the Middle East

not large markets. While the likes of Saudi
Arabia are large enough to entice investment
to meet domestic needs—or respond to
government rules—the majority of countries
in the GCC and the Levant will attract supply
chain localisation in part as a result of their
positioning as gateways to the wider region
which, in turn, requires an open and efficient
business environment.

Jan Hoffmann of UNCTAD believes that trade
facilitation is a critical factor in boosting the
development of local production given the
need to move inputs and finished goods in
and out. UNCTAD has been promoting
“single windows"—electronic portals, on
which any party can enter information about
a shipment—as one means to achieve this.
All participants, from customs inspectors to
buyers, sellers, and carriers, would access
the same information, preventing the need
to duplicate paperwork. More advanced

In 2018-19, the MENA
region implemented

57 business-

facilitating reforms.

Source : World Bank
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economies have their own single window
systems; for example, in August 2020, Dubai
Trade, the UAE's single window, began offering
services for food shipments.'®” However, these
portals need to be gradually expanded to
cover more goods and services.

Multinationals see the vibrancy of the

local economy as a significant stimulus

for localisation. “The strength of our local
business is what drives us to invest more,”
claims Marcos Eloi of Kraft Heinz. In

2018-19, the MENA region implemented

57 business-facilitating reforms, of which

35 were implemented by Gulf countries.'®
Forinstance, Jordan put into practice a new
secured transactions law to strengthen access
to credit; Bahrain made it faster and cheaper
to access electricity; and Kuwait strengthened
protection for minority investors.'® With

a long-term view in mind, Saudi Arabia
invested US$70 billion in the building of six
cities with regulatory environments that
would both attract and support international
manufacturing companies.'®®

To attract more productive investment,
experts caution against economic nationalism
under the guise of localisation, arguing instead
that governments should focus on building

an open business environment for both trade
and FDI. According to Bernard Hoekman, “This
notion of bringing back production of critical
supplies ... there isn't a whole lot of evidence
that it is really needed if we keep markets
open, if we keep them predictable, and if the
government helps firms to do what they're
best at doing, which is responding to demand.”
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Conclusion

Over the last decade, the focus of supply chain strategies has shifted
from efficiency to resilience and closeness to the consumer. This has
been driven by both negative and positive trends, from the slowdown
in global trade agreements and the emergence of complex risks such
as extreme weather events, to benefits companies can realise through
localisation, including meeting consumer needs more effectively and
securing access to state-driven investment initiatives.

Both the GCC and Levant regions have sought to increase localisation,
albeit unevenly, based on the specific policy and economic
environments of each region and country. In the GCC, diversification
from fossil fuels, through the development of national economic
transformation plans, has been a critical localisation driver. Companies
and governments have also been able to increase localisation by
leveraging the latest technologies, especially automation and additive
manufacturing, which reduce the importance of labour costs when
making supply chain management decisions.

Yet there are a number of obstacles to overcome in order to realise
the full potential of localisation. Local capability in terms of both firms
and labour needs to be sufficiently high to enable multinationals to
find the best partners. The broader business environment, including
macroeconomic policy and regional stability, is crucial, and trade
facilitation infrastructure must be sufficiently strong to allow firms to
access the intermediate goods and distribute locally in an efficient and
cost-effective manner.
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