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Privatization is back, it seems. Eye-catching examples 
include	the	initial	public	offering	(IPO)	of	car	manufacturer	
GM at the end of 2010, the privatization program to be 
undertaken by the government of Greece and the listing 
of 10 % of Coal India in India’s biggest-ever IPO in 2010. 
However, these various examples hide very diverse circum-
stances. 

In many of the developed economies, the current wave 
of privatization is closely linked to the financial crisis that 
erupted in 2008. GM’s IPO, for example, is intended to 
eventually undo the company’s bailout by the US govern-
ment. The Greek privatization programme is intended to 
raise funds and reduce the country’s debt burden in a 
weakened European financial system. 

In many emerging economies, which suffered much less 
from the financial crisis, privatization is currently being un-
dertaken for totally different reasons linked to the transfor-
mation of industry. Reformers in India, for example, hope 
that private investment will bring higher transparency and 
stronger management to Coal India, whose current work-
force numbers 400,000. 

Something similar is true for the Middle East. State-owned 
enterprises	(SOEs)	are	widespread	in	the	Middle	East,	and	
privatization historically has been at a very low level. Ac-
cording to researcher Bernardo Bortolotti at the University 
of	Turin,	83	%	of	the	approximately	$1.35	trillion	cumulative	
value of proceeds raised by governments worldwide (devel-
oped	and	developing	countries	together)	through	more	
than 4,000 privatizations between 1997 and 2004 was 
accounted	for	by	Western	Europe	(48	%),	Asia	(24	%)	and	
Latin	America	(11	%).	If	we	zoom	in	on	developing	coun-
tries, World Bank figures show that the Middle East and 
North	Africa	(MENA)	accounted	for	only	7	%	of	the	total	
value of privatization transactions in developing countries in 
the	period	2000-2008	(see	Table	1).
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For Middle Eastern 
governments the 
advantage of being 
late to the game, 
so to speak, is that 
they can learn from 
experience and good 
practice elsewhere 
– and so can foreign 
investors eyeing the 
emerging opportuni-
ties in the region.

However, we expect privatization activity in the Middle East 
to rise significantly in the coming years, as governments in 
the region become increasingly aware of the societal ben-
efits of transparency, accountability, competitive markets 
and independent regulation. These are both prerequisites 
and consequences of a successful privatization program. 
Furthermore, where foreign investors are involved, the 
inflow of capital is expected to enable the development of 
local management talent, provide foreign market access, 
strengthen the local technology base and contribute other 
assets that should help to transform the regional econo-
mies. 

For Middle Eastern governments the advantage of being 
late to the game, so to speak, is that they can learn from 
experience	and	good	practice	elsewhere	–	and	so	can	
foreign investors eyeing the emerging opportunities in the 
region. Of course, an unmindful copy and paste is a recipe 
for failure. A government that is intent on privatization 
should base its policy choices on two fundamental consid-
erations: the country-specific drivers of privatization (i.e. 
what	do	we	want	to	realize	through	privatization?)	and	the	
local context (i.e. the country’s particular political, social, 
economic	and	legal	characteristics).	Likewise,	a	foreign	
investor considering buy-side participation in a privatization 
program is well advised to understand those drivers and 
characteristics and put them against his risk appetite (see 
Table	3).

In this article we will first give a short overview of past 
privatization experience outside the Middle East. Then we 
will explore the drivers of privatization in the Middle East 
and the region’s specific characteristics that should inform 
the policy choices of any Middle Eastern government 
undertaking a privatization program. Finally we will make 
recommendations for near-term action by both govern-
ments and foreign investors. 

Preparing for privatization in the Middle East

Within the MENA region, two countries, namely Egypt and 
Morocco, account for more than 60 % of the total value 
and number of privatization transactions in the period 2000-
2008	(see	Table	2).	In	other	words,	privatization	so	far	has	
almost been non-existent in most of the Middle East. And 
most	of	it	has	taken	place	outside	“strategic”	sectors	such	
as energy and financials.

Table 1 Value of privatization transactions in developing countries

Source: World Bank; Arthur D. Little analysis
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Table 2 Privatisation transactions in Middle East and North Africa, 2000-2008

Source: World Bank; Arthur D. Little analysis
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ogy	(communism	being	one	extreme	form),	possibly	with	
reprehensible derivatives such as favoritism and cronyism. 

As a result of the Thatcherite reforms in the UK in the early 
1980s, privatization gained worldwide momentum. One can 
distinguish five sometimes mutually reinforcing drivers of 
privatization. The first is the diminishing prevalence of natu-
ral monopolies. The combination of technological change 
(e.g. better use of the radio wave spectrum for telecom-
munications,	distributed	power	generation)	and	institutional	
innovation (e.g. independent regulation, horizontal and 
vertical	unbundling,	non-discriminatory	third-party	access)	
in many sectors has made monopoly provision obsolete 
and has stimulated competition.

Company performance improvement is the second driver. 
Many SOEs turn out to be commercially stunted and inef-
ficient, often as a result of overstaffing, with employees 
enjoying a civil servant status and better-than-average job 
security and pension schemes. A stock market listing or 
private ownership can instill a healthy dose of performance 
orientation. 

Benefiting from access to global resources is the third 
driver. By removing the constraints of being state-owned, 
companies are in a better position to tap into global finan-
cial markets, set up strategic alliances and engage in merg-
ers and acquisitions. At the aggregate level, the country 
will benefit from the inflow of talent, technology and other 
assets that accompany foreign inward investment when an 
SOE is privatized and acquires international shareholders. 

Fiscal opportunism is the fourth driver. The cash proceeds 
from privatization may help to reduce government budget 
deficits and debt in a politically less unpopular way than by 
raising taxes. 

Political ideology is the fifth driver. Generally speaking, the 
last 30 years have witnessed a shift toward a reduced role 
for the state in the economy. Part of this shift is inspired 
by sensible economic arguments (e.g. more competition, 
higher	efficiency,	global	connectedness),	and	part	is	inspired	
by often country-specific considerations such as the desire 
to reduce union power or to stimulate popular capitalism.

As a result of the Thatcher-
ite reforms in the UK in the 
early 1980s, privatization 
gained worldwide momen-
tum. One can distinguish 
five sometimes mutually 
reinforcing drivers of priva-
tization.

Preparing for privatization in the Middle East

Table 3 Drivers and country characteristics influencing government policy choices and investor strategies

Source: Arthur D. Little

■ Stimulate competition

■ Improve SOE performance

■ Get access to global resources

■ Use proceeds to reduce debt

■ Put political ideology into practice

■ Competitive markets

■ Regulatory framework

■ Corporatization

■ Nature of the transaction

■ Sequence

■ Post-privatization control

■ Trust building

Drivers of privatization

Government
policy choices

Private investor
strategy

■ Political and social situation

■ Corporate ownership and 
governance

■ Financial system

■ Labor market

■ Legal system

Country characteristics

Past privatization experience

While there is no standard definition of privatization, the 
OECD	describes	a	privatization	as	“any	material	transac-
tion by which the state’s ultimate ownership of corporate 
entities is reduced.” It refers to a transfer of corporate 
assets to the private sector rather than a transfer merely of 
activities.	In	other	words,	“the	transfer	of	certain	commer-
cial activities from SOEs to private operators (e.g. through 
concessions, delegated management contracts, leasing or 
other	forms	of	public-private	partnership)	is	normally	not	
considered as privatization.” The World Bank, on the other 
hand, does include the latter in its definition of privatization 
and in the data shown earlier.

Whatever definition is used, the discussion about privati-
zation begs the question why enterprises are put under 
state ownership in the first place. Historically, states have 
taken ownership of enterprises for two sorts of reasons. 
The first is the government’s wish to address presumed 
market failures, such as in the case of natural monopolies 
(e.g.	in	transport,	energy	or	natural	resources),	systemic	
breakdowns	(e.g.	banks	after	the	Great	Depression)	or	
wide-ranging societal disarray (e.g. economic reconstruc-
tion	after	World	War	II).	The	second	sort	is	political	ideol-



70 71

Prism / 2 / 2011

sion	rights	of	state	employees)	are	often	addressed	
as part of the corporatization process.

•	 Nature of the transaction: The government has a full 
panoply of transaction types at its disposal for privatiz-
ing the SOE partly or fully, from an initial public offering 
to a negotiated sale. Which type it chooses depends 
on the drivers for privatization (e.g. foreign inward 
investments	vs.	popular	capitalism)	and	local	charac-
teristics	(e.g.	the	maturity	of	the	local	capital	markets).

•	 Sequence: If several SOEs are earmarked for privati-
zation, the government should decide the sequence 
for privatizing them, and the percentage of each it will 
sell. Many considerations enter into force, including 
the need and time required to create well-functioning 
markets and a regulatory framework upfront (e.g. in 
the	case	of	utilities),	the	absorptive	capacity	of	the	
capital markets, the importance of directly sharing 
in the benefits of the efficiency gains from a partially 
privatized company and thus maximizing the pro-
ceeds from privatization, and the strength of political 
opposition to privatization.

•	 Post-privatization control: The government may 
want to sell an equity stake in an SOE without 
transferring control rights correspondingly. Bernardo 
Bortolotti of the University of Turin has coined the 
phrase	“reluctant	privatization”	for	this	phenom-
enon. Mechanisms to this effect include regulation 
and the possession of a so-called golden share. The 
latter includes special powers (e.g. board member 
appointment,	veto	rights)	and	statutory	constraints	
(e.g.	ownership	limits,	voting	caps),	often	exercised	
through special class shares.

•	 Trust building: The government should take mea-
sures	(e.g.	through	communications)	to	gain	support	
for the privatization from all important stakeholders, 
in particular potential investors and the local popula-
tion. Political commitment and constancy as well as 
transparency about the privatization objectives and 
process are crucial in this regard.

Preparing for privatization in the Middle East

Whatever mix of drivers prevails in a specific situation, 
the	OECD	noted	in	2003	that	“privatization	brings	about	
a significant increase in the profitability, real output and 
efficiency of privatized companies. The results on improved 
efficiency are particularly robust when the firm operates in 
a competitive market, and that deregulation speeds up con-
vergence to private sector levels.” Sensible policy choices 
in the fields of competition and regulation are arguably the 
two most critical success factors of any privatization pro-
gram. Other policy choices relate to the corporatization of 
the SOE, the nature of the transaction, the sequencing of 
the transactions, the mechanisms to maintain state control 
after privatization and the building of trust with potential 
investors and the population at large (see box for more 
details).	

Sensible policy choices in 
the fields of competition 
and regulation are arguably 
the two most critical suc-
cess factors of any privati-
zation programme.

Government policy choices related to privatization

When planning to undertake a privatization program, 
government policy-makers have to consider a number of 
aspects:

•	 Competitive markets: When an SOE has a virtual 
monopoly or enjoys special privileges, merely trans-
ferring ownership into private hands is unlikely to lead 
to efficiency gains for the company or the economy 
as a whole. Government should take measures prior 
to, or at least simultaneously with, privatization to 
ensure competitive product markets.

•	 Regulatory framework: Likewise, when an SOE is 
privatized but the state maintains an important stake 
and/or effective control (e.g. through so-called golden 
shares),	there	is	a	risk	that	the	full	benefits	of	privati-
zation will not be realized if the regulator is de facto 
neither independent nor in a position to enforce its de-
cisions. The government may be tempted to influence 
the regulator and maximize the value of its residual 
stake at the expense of overall economic efficiency.

•	 Corporatization: The government should decide to 
what extent and in which areas it wants to restruc-
ture the SOE prior to privatization. Review of the 
capital structure and social legacy issues (e.g. pen-
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is above 0.4 USD/m3. Given the current political unrest, 
governments fearful of public reaction will be reluctant to 
sign privatization contracts allowing tariff adjustments. 

Corporate ownership and governance

Corporate ownership in the Middle East tends to be highly 
concentrated. Families often dominate the ownership of 
large companies, holding companies and medium-sized 
enterprises. In many countries, control by families often 
exceeds ownership rights through mechanisms such as 
disproportionate board representation. Control descends 
from the founders and remains within the family. Even 
when companies are publicly traded, their free float is 
generally low. 

While important steps forward have been made in the past 
few years, there is still significant scope for strengthening 
corporate governance throughout the region, as is apparent 
from studies by the OECD, the International Finance Corpo-
ration and Hawkamah, the Institute for Corporate Gover-
nance. Performance measurement within SOEs is often far 
from satisfactory. Proper accounting records and auditing 
systems may be lacking, which makes fair enterprise valua-
tion difficult. The risk involved depresses asset prices. 

Financial system

While UNCTAD figures indicate that inward foreign direct 
investment	(FDI)	in	the	Middle	East	has	exceeded	outward	
FDI in the past decade, the financial sector has failed to 
channel sufficient resources into long-term productive 
investments in the region. Due to an underdeveloped debt 
market, the most important sources of external finance for 
the corporate sector are bank loans, followed by equity. In-
adequate transparency and disclosure practices of compa-
nies as well as government interference in credit allocation 
often limit the productivity of investments and lending.

Labor market

Foreign workers are a major constituent of the labor market 
in the Middle East, particularly in oil-rich countries. In Saudi 
Arabia, for example, foreign workers are a major force in 

While important steps 
forward have been made 
in the past few years, there 
is still significant scope for 
strengthening corporate 
governance throughout the 
region.

The drivers of privatization in the Middle East

The Middle East is experiencing what the media are calling 
the	“Arab	Spring”	or	“Arab	Renaissance”.	Ruling	regimes	
have been forced to relinquish their powers or are still in 
a state of turmoil and widespread public protest. Many 
analysts expect the political overhaul to pave the way for an 
economic renaissance where assets controlled and man-
aged by the government will be transferred to the private 
sector. In that sense, political ideology lies at the basis of 
the upcoming privatization wave in the Middle East: the 
wish to distribute wealth more evenly and create a more 
diversified economy away from natural resources.

As a consequence, the main privatization objective being 
pursued by Middle Eastern governments is to gain access 
to global know-how. International investors considering par-
ticipation in this opportunity should be aware of this driver. 
They should also appreciate the specific political, social, 
financial, legal and other characteristics of Middle Eastern 
countries that will inform the privatization policy choices of 
local governments. Let’s have a closer look at these. While 
each country in the Middle East has its specific charac-
teristics, they have many characteristics in common that 
differentiate the region from the rest of the world. 

Political and social situation 

In several countries, ruling regimes have been forced 
to relinquish power while others are still in the thrall of 
widespread public or concealed protests. Investors cannot 
be certain whether the current upheaval will evolve into 
a period of stability or linger into an inflammable state of 
turmoil. Clearly the above-average size of the Middle East 
opportunity has a risk tag.

Much will depend on social reform. Although some Middle 
Eastern countries have a high GDP and a high GDP per 
capita, most of them suffer from an uneven distribution 
of wealth. To mitigate this situation, governments heavily 
subsidize the price of many services, in particular utilities 
such as water and power. Water tariffs in Saudi Arabia, 
for example, are on average below 0.1 USD/m3, which is 
among the lowest in the world, while the operational cost 

Preparing for privatization in the Middle East

Political overhaul to pave 
the way for an economic 
renaissance where assets 
controlled and managed 
by the government will be 
transferred to the private 
sector. In that sense, politi-
cal ideology lies at the basis 
of the upcoming privatiza-
tion wave in the Middle 
East: the wish to distribute 
wealth more evenly and 
create a more diversified 
economy away from natural 
resources.
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Near-term policy choices and  
investor strategies in the Middle East

In view of the drivers of privatization in the Middle East 
and the region’s specific characteristics, as outlined above, 
two aspects with a near-term impact on government policy 
choices and investor strategies stand out: the form of the 
privatization, and the best timing for corporatization of the 
asset to be privatized. 

Form of privatization

We expect privatizations in the Middle East in the near term 
to relate primarily to the transfer of operational management 
activities rather than the transfer of the full ownership of cor-
porate assets. At the moment, rapid political developments, 
economic uncertainty and the fragility of regulatory frame-
works make the former the more compelling proposition.

The transfer of operational management activities to an 
investor can take many forms, ranging from a service and 
management contract to a concession and an outright 
divestiture	(see	Table	4).	

Table 4 Alternative forms of cooperation and privatization

Source: Arthur D. Little
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Many countries in the  
Middle East, including  
Saudi Arabia, have been 
moving toward economic 
liberalization in recent 
years.

the private sector and account for 35 % of the total. At the 
same time, the unemployment rate is high. In Saudi Arabia 
it is estimated at 10 % overall, topping 43 % among men 
and women aged 20-24. Governments are aware of this is-
sue and are introducing reform to empower the local labor 
force. The Saudi government, for example, has started 
implementing the Nitaqat program, which sets quotas for 
local employees.

The challenge is that local staff often lack adequate training 
and relevant expertise. The government itself is one of the 
biggest employers of locals, and heavily subsidised SOEs 
often appear overstaffed when benchmarked. When priva-
tizing the SOEs, restructuring programs will be needed to 
improve operational efficiency and strengthen profitability. 
The political opposition and the public at large will contest 
any such programs. Even the government will be reluctant, 
as any restructuring will be seen as undermining its efforts 
to empower the local labor force.

Legal system

Many countries in the Middle East, including Saudi Arabia, 
have been moving toward economic liberalization in recent 
years. They have accelerated the development of regula-
tory frameworks including the establishment of effective 
regulatory authorities and the introduction of corporate 
governance policies, foreign investment laws and contrac-
tual/tendering policies to attract foreign investments. How-
ever, such frameworks and policies are still at an embryonic 
stage and subject to constant revision. For example, Iraq 
recently acknowledged mistakes in a number of oil explo-
ration contracts and amended the contract framework for 
new contracts. By the same token, the effective enforce-
ment and implementation of the frameworks and policies 
is often doubtful as the judicial system is susceptible to 
political pressure and long delays. In some countries, arbi-
trations are only final upon the review and approval of local 
judicial authorities.
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sets is forbidden and participation in IPOs is restricted to 
local players. 

All in all, a short-term management contract appears to 
be the most attractive cooperation form in the near term, 
given the rapidly changing political situation in the region. It 
provides the right balance between risk and opportunity to 
the	private	investor.	Generally	it	is	a	“play	it	safe”	strategy	
that attains a win-win-win for the population at large, the 
government and the investor. If the asset concerns a single 
facility, the BOT form and similar arrangements are also 
attractive. 

A short-term management contract usually spans a period 
of about five years. It gives both the investor and the SOE 
the opportunity to overcome cultural mismatches and to 
align expectations along the way. A successful short-term 
partnership can thus be a precursor to a long-term partner-
ship	(such	as	leasing	or	a	joint	venture)	to	be	established	
when the political situation in the region has stabilized. 
That must be the ultimate objective of any Middle Eastern 
government as it seeks durable economic diversification 
and evenly spread wealth creation. In the box we present 
the example of a utility company that is going through a 
phased privatization process.

Case study:  
The staged privatization of a regional utility

The company is a large utility serving around 12 mil-
lion people. It was established as a government-owned 
statutory company in 2008 as part of a strategy to 
privatize operations in the country. At first it took over 
utility operations in one pilot city, partnering with an in-
ternational player through a management contract. Since 
then, the company has been expanding city by city using 
the same model employed in the pilot city.

Simultaneously the company is rigorously improving its 
capabilities and operational efficiency, driven by the vi-
sion	of	becoming	“a	world-class	utility”.	It	has	undergone	
a major overhaul, working with international experts to 
develop and build proper accounting systems, perfor-

All in all, a short-term man-
agement contract appears 
to be the most attractive 
cooperation form in the 
near term, given the rapidly 
changing political situation 
in the region. It provides 
the right balance between 
risk and opportunity to the 
private investor.

A service contract represents the most basic form of priva-
tization, with the least risk, upside potential and impact on 
performance levels.

When a management contract is employed, risk and upside 
potential increase. Putting the right incentives in place can 
improve performance levels dramatically. Although the 
political risks are still present, their impact is minimal as 
the	(foreign)	investor	is	not	contributing	major	capital	to	
the partnership. Moreover, the contract can include force 
majeure clauses providing some protection against politi-
cal disruption. The SOE maintains responsibility for tariffs 
and staffing, which takes away investor risks. Management 
contracts are also beneficial to governments: the foreign 
investor will provide on-the-job training to local staff and 
will contribute expertise to the establishment of best-
practice systems, processes and long-term privatization 
frameworks. 

Leasing takes the foreign investor one step further in the 
risk/opportunity trade-off. This form can be applied to a 
number of profitable sectors that the government has not 
subsidized, such as telecommunications. The risks relate 
in particular to subsidized sectors, as tariff increases may 
be difficult to push through in the current political situation. 
Overstaffing at SOEs is another challenge, as restructuring 
and manpower downsizing may not be feasible due to local 
labor protection regulations.

Build-operate-transfer	(BOT)	and	similar	arrangements	are	
similar to leasing in terms of risks and opportunity. Nev-
ertheless, political, societal and environmental risks can 
be minimized by stipulating force majeure clauses in the 
contracts. The advantage of a BOT contract for a foreign 
investor is that the investor does not inherit the workforce 
from the SOE but can instead select its employees. The 
disadvantage is that such a contract is applied at the level 
of a single facility.

Concession and divestiture, which is the purest form of 
privatization, carry the same risks and are generally not 
recommended for the time being. Local regulations often 
are not clear about foreign ownership of local assets. In 
many Middle Eastern countries, foreign ownership of as-

Preparing for privatization in the Middle East
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Timing of corporatization

A government could decide to privatize an activity or asset 
without	first	corporatizing	it.	But	in	the	Middle	East	“priva-
tization after corporatization” appears to be the right choice 
for two reasons. First, as public debt reduction is not the 
main driver, there is no urgency to privatize and monetize 
assets from that point of view. Quite to the contrary, the 
major driver of privatization in the Middle East is the need 
to build a sustainable economy, to develop the local labor 
force and thus to secure rising standards of living for the 
population at large. 

Second, a phased or delayed privatization will reduce the 
risks for both the government and potential investors. 
While an immediate privatization would grant potential 
investors a greater degree of freedom in shaping the 
company, this benefit is outweighed by the political and 
institutional risks. At this time, it makes sense for investors 
to follow the evolution of the political situation from some 
distance, until it becomes clearer in which direction the re-
gion is going. At the same time, the government will have 
the time to lay solid foundations for a successful privatiza-
tion program: regulatory frameworks, contract designs and 
tariff structures, as well as campaigns to prepare the public 
for potential tariff increases. And, while the SOE cooper-
ates with the investor at the operational level, it can invest 
in building proper accounting records, auditing systems and 
corporate performance measurement systems, improve 
processes, and train and develop local staff. Over time this 
should lead to a more accurate assessment of company 
value and a better alignment of the objectives of the gov-
ernment, the investors and society at large.

At this time, it makes sense 
for investors to follow the 
evolution of the political sit-
uation from some distance, 
until it becomes clearer in 
which direction the region 
is going.

mance management systems, an IT infrastructure and 
best-practice processes. The objective is to prepare the 
next step in privatization and attract foreign investors to 
eventually form joint ventures responsible for operations 
and maintenance in individual cities. To that end, the 
company and the government are optimizing the regula-
tory and contractual frameworks, thereby learning from 
the shortcomings in past management contracts. 

There were many shortcomings in the first manage-
ment contract. The absence of historical baseline data 
made the setting of performance targets and relevant 
incentives an arduous process. Mistakes were made in 
setting the right level and type of incentives. Many per-
formance indicators lacked clarity about the calculation 
method. Additionally, the incentives were not commen-
surate with the required performance improvements, 
leading to continual conflicts between the SOE and the 
private investor.

Despite the mistakes, the company realized major 
operational improvements and developed processes and 
capabilities, making the next step in privatization fea-
sible. The planned joint venture agreement will involve 
a partnership between the SOE and an international 
private investor. A number of challenges remain and 
must be carefully thought through before the com-
pany can make the transition to the joint venture. First, 
investment viability requires a major increase in tariffs. 
The company is still studying the feasibility of such an 
increase, taking into consideration public acceptance, 
with the alternative of an investment subsidy being 
considered. The second challenge is the complexity of 
the contract that defines the split of responsibilities 
and the risk-sharing between the company retaining 
ownership of the asset and the newly formed opera-
tion and maintenance JV. The third challenge relates to 
governance. The government will assume the dual roles 
of part-owner and regulator. Good corporate governance 
will have to be established to ensure a factually indepen-
dent regulator.

Preparing for privatization in the Middle East
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Insights for the policymaker and executive

The	current	“Arab	Spring”	and	the	transition	towards	more	
democracy in the Middle East will accelerate the trans-
formation of the economic landscape dramatically. The 
privatization of today’s state-owned enterprises is gaining 
momentum. The Middle East is thus following in the foot-
steps of other developed and developing regions that have 
already gone through privatization waves.

While lessons can be learnt from privatization experience 
elsewhere, the Middle East’s culture, history and economic 
circumstances are unique. Government debt consider-
ations are not driving Middle Eastern governments. What 
drives them is the wish to distribute wealth more evenly 
and create a more diversified economy away from natural 
resources. They know that access to global know-how is 
the	only	way	to	get	there	–	and	privatization,	in	its	many	
forms, is a means to that end. From that perspective, 
many Middle Eastern countries, and certainly the Gulf 
Cooperation Council countries, are in a privileged situation 
compared to most cash-strapped developed countries that 
are engaged in privatization: they do not have to make the 
trade-off between short-term fund-raising and long-term 
structural reform. 

International investors considering participation in the priva-
tization opportunity should be aware of this driver. They 
should also appreciate the specific political, social, finan-
cial, legal and other characteristics of the countries in the 
Middle East that will inform the privatization policy choices 
of the local governments. Of all privatization forms, the 
management contract appears to be the most attractive in 
the near term, given the rapidly changing political situation 
in the region. It provides the private investor with the right 
balance between risk and opportunity. It gives the govern-
ment the time to develop stable institutional and regulatory 
frameworks that will eventually reassure foreign investors 
to make a long-term commitment to the region. 
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