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Abstract: This paper attempts to provide a holistic understanding of the environment in which
entrepreneurs and SMEs and startups operate; the so-called entrepreneurial ecosystem in 22 Arab
countries and proposes ways forward to stimulate and enrich the culture of entrepreneurship in the region.
The ecosystem domain mapping, inspired by Isenberg’s model, enabled to spot the gaps and constraints in
the ecosystem. The measures to energize the ecosystem and the methods of intervention to stimulate
entrepreneurship were done using GIZ model. The study concluded that much of the potential for digital
entrepreneurship remains untapped by local entrepreneurs but eaten up by foreign businesses dominating
the landscape. Thus, there is a high potential in the region for young and women entrepreneurs with the
right type of skills and knowledge are instilled, and providing the entrepreneurial ecosystem is enabling.
The paper provides some general recommendations and the ways forward.
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1. Introduction

Start-ups, small medium sized enterprises (SMEs) and entrepreneurs are the main
drivers of world economy according to the World Business Angels Investment Forum
(WBAIF). These micro, small - and medium - sized enterprises are the driving forces of
economic stability, job creation, business innovation and green and inclusive growth.
They recruit large majority of the working population of the world.

This report attempts to gain a holistic understanding of the environment in which
entrepreneurs and SMEs operate; the so-called entrepreneurial ecosystem in 22 Arab
countries; to gather and collect information related to the needs analysis on promoting
entrepreneurial innovation culture with the focus on selected countries. It will then
formulate guidelines for the acceleration strategy and priority training courses on
entrepreneurship and digital skills amongst the young and not so young population,
including women, to stimulate and enrich the culture of regional innovation and
entrepreneurial ecosystem in the region.
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The methodology proposed will follow secondary data collection and primary
research. The process will be to observe, analyze, visualize the entrepreneurial
ecosystem, including surrounding institutions, culture and actors. The above ecosystem
is then ‘mapped’ to enable to see the gaps and constrains in the ecosystem, and to devise
the most relevant measures to energize the ecosystem in Arab region. The methodology
closely follows the methodology of Deutsche Gesellschaft fiir Internationale
Zusammenarbeit (GI1Z) GmbH. The proposed methodology not only considers
traditional indicators such as business environment and investment climate but also
focus on behavioral and culture as influencing factors.

Entrepreneurship as an engine of economic growth is related to a combination of
several determinants such as education levels, business climate and legal and political
conditions (Alvarez et al. 2014). Some of the above listed factors explain the rates of
entrepreneurship in a global context. They also can explain types of entrepreneurial
activities carried out across countries and regions (Acs & Amoros, 2008). Numbers of
research activities were carried out which tried to explain a mix of determinants at the
macro and micro level that lead to increase in entrepreneurship activities and processes
(Reynolds et al. 1999). Extensive research also was carried out in analyzing institutional
factors that determine the growth of entrepreneurship, and more specifically, the
relevance of regulations in this process.

Based on the systems approach by Acs (2014), entrepreneurship is an action
undertaken and driven by agents on the basis of incentives. Second, the individual action
is affected by an institutional framework for entrepreneurship. Third, entrepreneurship
ecosystems are complex, multifaceted structures in which many elements interact to
produce systems performance, thus, the system method needs to allow the constituent
elements to interact (Susan & Acs, 2017).

Variations in entrepreneurship activity and the reasons behind the variation
depends partially upon in institutional environment which defines, creates, limits
entrepreneurial opportunities and thus affect entrepreneurial activity rates (Aldrich,
1990; Welter 2011., et al). Institutions are the rules of the game in a society, or more
formally, institutions are constrains that shape human interaction. By providing stable
structure for human interaction, institutions reduce uncertainty (North, 1990).
Institutions can be formal, such as constitutions, regulations, contracts or informal such
as culture, values, attitudes, behavioral norms of societies. Both institutions: formal and
informal interact with each other and are interdependent. When formal institutions
weaken informal institutions take over to govern the societies (Aminova, 2011, Alareeni,
2018). It is a blend of institutions (soft and hard) that drives knowledge production and
application and how countries differ according to their set of institutions (Susan & Acs,
2017). The knowledge is produced and accumulates through the interaction and
innovation that is embedded in a national context. Thus the context of national country
matters great deal with it comes to entrepreneurship and innovation outcomes.

On the other side of the spectrum there are a new breed of companies that
emerged that uses digital technology. The success of companies like Uber, Snapchat,
AirBnB and earlier Google, Amazon, Facebook and others is obvious. These companies
use the breed of new technology, innovation and entrepreneurship to upend industries in
a global scale (Stone, 2017). In order to better understand entrepreneurship at the digital
world we use the concept of ecosystem. A system is a set of interacting and
interdependent organizations that function together as a whole to achieve a purpose. An
ecosystem is a purposeful collaborating network of dynamic interacting systems that
have an ever-changing set of dependencies within a given context. (Susan & Acs, 2017).
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The entrepreneurial ecosystem is a new way to contextualize the increasingly complex
and interdependent social systems being created (Acs, et al., 2014).

As in the biological ecosystem, there is a nutrition and energy that is required for
an ecosystem to survive and thrive. In the case of entrepreneurial ecosystem the nutrition
Is knowledge, creation and circulation of new knowledge and the energy is availability
of funding according to Acs, 2014. However, the two are not enough, there is still a need
for a production function which are — institutions and agents.

In this paper we rely on Isenberg’s model on ecosystem domains which consists
of policy, finance, culture, supports, human capital and markets. As can be seen from the
Isenberg’s figure, the entrepreneurship ecosystems are complex, multifaceted structures
in which many elements interact to produce systems performance (Szerb, et al. 2014).
Like in biological world, the ecosystem can flourish if all ingredients are sustainable and
be destroyed if one of the components are cut off. In the entrepreneurial ecosystem we
are talking about introducing heavier regulation or other. In the example of Silicon
Valley we see that entrepreneurial ecosystem routinely produces high growth
entrepreneurship, as all elements of the ecosystem are sustained to enable
entrepreneurial growth.

Digital ecosystem have emerged as important research area as of early 2000s.
Due to rapid digitization and advancement of digital technologies the subject area
attracted discourse in multiple disciplines. There is wide divergence in terms of direction
of research in relation to this area, but most research points to two founding pillars of the
digital ecosystem: technologies and people. The technologies (e.g. Google) that enable
people to use it are non-living part of the ecosystem and people (anyone who uses
Google) are living part of the system.

The interaction and the process in this ecosystem is dynamic, resulting in
multiple user driven changes and constant iterations in the ecosystem. The assumptions
of such an ecosystem is user-driven, bottom-up, and open-source oriented (Dini et al.
2011).

2. Context: The 22 Arab countries

The countries of the League of Arab States (LAS) are: Algeria, Bahrain, Comoros,
Djibouti, Egypt, Jordan, Irag, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman,
Palestine, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, United Arab Emirates,
Yemen. The region is further classified into overlapping other clusters. Middle East and
North Africa (MENA) is a big cluster grouping 19 out of 22 countries of Arab league.
Gulf Cooperation Council (GCC) is another grouping that some countries belong to.

In most cases and for the ease of analysis the countries of Arab league are divided
into several clusters given the wide variations in their socio-economic and political
situations. We use the classification of O’Sullivant et al., (2016): 1) Resource-rich,
labor-abundant: the countries in this cluster are producers and exporters of oil and gas.
They also have their own large native populations. This group of countries includes
Algeria, Iraq, Syria, and Yemen. 2) Resource-rich, labor-importing: the countries in this
cluster are producers and exporters of oil and gas. They have large numbers of foreign or
expatriate residents, who represent a significant percentage of the total population; in
some cases it even represents the majority. This group of countries include the Gulf
Cooperation Council (GCC) members (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia,
and the United Arab Emirates) and Libya. 3) Resource-poor: the countries in this cluster
are small producers or importers of oil and gas, and include Djibouti, Egypt, Jordan,
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Lebanon, Mauritania, Morocco, Tunisia, and the Palestinian Authority. For the purposes
of this paper we also add Sudan, Somalia and Comoros into this category.

MENA countries which represent majority of Arab countries are an important source
of global stability due to their substantial petroleum and natural gas reserves. Oil and gas
are primary commodities in the region whereas the share of finished goods remain low.
There are large inequalities within the countries too. The gap between higher income
group and lower income group is large. The poverty rate albeit decreasing the number of
poor people didn’t decrease for many years due to population increase rates. According
to the World Bank 5% of population in MENA region for instance are below 1,25% per
day. Unemployment rate is high overall in the region. High unemployment rate amongst
the youth include Egypt, Iran, Jordan, Lebanon, Libya, Tunisia and Yemen is observed.

On the bright side the region has a rich historical cultural and religious heritage
according to Global Entrepreneurship Monitor (GEM). It is blessed with human, natural,
and financial resources, and valuable biodiversity (GEM, 2018). The region is
proclaimed as the cradle of civilizations is at the cusp of a potential entrepreneurship
gold rush (McKinzey, 2018). MENA region is the most digitally connected region in the
world, across the countries 88% of people are online daily, and 94% of people own a
smartphone according to Global Mobile Industry Association (GSMA). Some countries
like Saudi Arabia, leads the charts and represents 7" place in the global ranking on
social media engagement. Despite these indicators, the entrepreneurship potential is still
yet to be fully tapped. According to McKinzey only 8% of SMEs have online presence
which is 10 times less than US; the region only realized 8% of its overall digital
potential. However, we can clearly observe the growth in entrepreneurship reflected in
the number of successful start-ups and availability of funding for them.

3. Methodology

This report is based on secondary and primary data. Entrepreneurial ecosystem,
including surrounding institutions, culture and actors were observed, analyzed and
visualized. The above ecosystem is then ‘mapped’ to enable to see the gaps and
constrains in the ecosystem, and to devise the most relevant measures to energize the
ecosystem in Arab region. The methodology closely follows the recommended
methodology Deutsche Gesellschaft fiir Internationale Zusammenarbeit (G1Z) GmbH.
This methodology enables in a short time to design methods of intervention to stimulate
entrepreneurship in the economy in general and in ICT sector in particular.

In the empirical part the following benchmark reports were used: Global
Competitiveness Report from the WEF and Ease of Doing Business of the World Bank.
The business environment and some selected components of the investment climate like
the economic predictability, political situation and a labor market were analyzed in this
category at the national level. Further the results of the above enabled to go in-depth to
investment climate, and more precisely to understanding: financial markets, rule of law,
labor market, political situation, infrastructure and economic predictability.

The data from Global Innovation Index from the World Intellectual Property
Organization and Global Entrepreneurship monitor (GEM) from the Global
Entrepreneurship Research Association was used in this paper too. The empirical
analysis is based on the data available for most of the 22 Arab countries. For the missing
data of certain year, the indicator of the following or proceeding year is used as an
indicator.
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Figure 1. Framework for assessing entrepreneurship ecosystem and its success
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Ihspired by OC&C analysis and Isenbergb’s ecosystems domains

Global Information Technology Report of the World Economic Forum provides
a Network Readiness Index of some 145 countries. The index takes into account four
areas: environment (political and regulatory, business, and innovation), readiness
(infrastructure, affordability, and skills), usage (individual, business, and government),
and impact (economic and social). The methodology of this report and the outcome
showcase that it is more than an infrastructure that is needed for fostering innovation and
entrepreneurship.

The results of the report generate and lay the foundation for further research and
debate about the role of entrepreneurial ecosystem that leads to economic growth and
job creation. Due to vast differences between the socio-economic composition of the 22
Arab countries broad overall general recommendations and the ways forward were
generated.

4. Regulations and Policy

There is a very large discrepancy within the region when it comes to socio-
economic, political, legal and other indicators. Out of 22 countries of Arab league on the
indicator of Ease of Doing Business (World Bank, 2018) some countries like United
Arab Emirates are amongst the leading countries when it comes to ease of doing
business score. UAE is on the 11" rank amongst 190 countries of the world, thus making
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it not only a regional leader but also one of the top countries when it comes to ease of
doing business. Despite the fact that the ecosystem in UAE is relatively young and most
of the regulatory aspects are still in the phase of development. In the last couple of years
UAE introduced a number of regulatory changes to ease doing business e.g. improved
online registration processes for businesses, eased the requirements for obtaining
electricity and construction permits, introduced new service centers and a standard for
contract for property transactions and many others (WB, 2019).

It is followed by Morocco and Bahrain respectively which are on the 60th and
62nd rank among the 190 countries. Morocco also introduced a number of regulatory
changes to ease doing business e.g. the country abolished the deed registration fee and
stamp duties, reduced registration fees for new businesses and introduced an online
platform to reserve the company name, reduced company registration fees, made dealing
with construction permits easier by opening a one-stop shop, made registration of
property easier by increasing transparency of the land registry and cadaster and by
further streamlining the administrative procedures and others (WB, 2019). As a direct
result we will see further that the number of registration for new businesses in Morocco
IS highest in the Arab would. Oman, Tunisia and Qatar follow the chart after Morocco
and Bahrain offering relative ease of doing business to their entrepreneurs and business
people.

The many reforms to streamline the regulations and create further conditions
have been put in place. Ease of doing business report classifies some countries like
Somalia (190th) and Yemen (187th) as least favorable when it comes to doing business.
While no major regulatory changes were observed in the case of Somalia, Yemen was
noted as making the starting of the business more difficult due to suspension of
registration services at the one-stop shop.

5. Entrepreneurship in Arab countries

Overall people in Arab countries have largely positive attitudes toward
entrepreneurship (GEM, 2017)1. On average almost three quarters of people in the
region see entrepreneurship as a good career choice, especially in MENA region. (GEM,
2017). The governments of MENA region made concerted efforts to stimulate
entrepreneurship in their countries.

Below is the representation of the societal values about entrepreneurship in eight
Arab countries which participated in GEM survey in 2016. Tunisia participated in 2015.
Societal values and perceptions albeit not direct contributors to the success of
entrepreneurial ecosystem but have a strong indirect impact. The way people perceive
entrepreneurship depends how many people will risk taking on entrepreneurial activities.
As we see from the table below on average on the eight countries representing the region
we see that two thirds of population have a positive perception of entrepreneurship: they
see entrepreneurship as a good career choice; successful entrepreneurs have high status,
and media has attention is also high in comparison to the world average.

Out of 22 countries of Arab world only 13 participated in GEM study in different years. The rest of the data *
was collected from additional sources.
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Entrepreneurship | High status to | Media attention

as a good career successful for

choice (% of entrepreneurs | entrepreneurship

adult population) | (% of adult (% of adult

population) population)

Egypt 83.4* 87.1 62.1
Iran 52.4 80.5 57.9
Jordan 73.5 82.3 74.7
Morocco 79.3 58.7 60.7
Qatar 712 80.4 66.7
Saudi Arabia 81.3 78.7 75.9
Tunisia
(2015) 71.1 72.1 48.3
UAE 75.1 82.3 83.8
Average
(MENA) 734 77.8 66.3

Source of data: GEM, 2016

More specifically we can see that United Arab Emirates (UAE), Saudi Arabia
and Egypt have a very high positive perception of entrepreneurship whereas Iran has the
lowest positive indicator. Only half of the population of Iran for example sees
entrepreneurship as a good career choice.

Table 2: Fear of failure

Country Fear of Female/Male

failure rate TEA
1 Lebanon 17.02 0.69
2 Egypt 30.2 04
3 Algeria 32.95 0.51
4 Libya 33.05 0.49
5 Saudi Arabia 34.35 0.83
6 Palestine 40.19 0.21
7 Tunisia 40.25 0.36
8 Qatar 41.86 0.99
9 Jordan 44.34 0.26
10 Morocco 52.9 0.37
11 United Arab 61.08 0.89

Emirates

Source of data: GEM, 2016

The table above shows in the first column the Percentage of 18-64 year old
population perceiving good opportunities to start a business who indicate that fear of
failure would prevent them from setting up a business. As we see that in some countries
the level of tolerance for failure is much higher than in the others. The highest
percentage of 18-64 year old population perceiving failure as an impediment to start
their own business is 61.08% in the United Arab Emirates. Despite the ease of doing
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business in UAE the fear of failure is the highest within the 11 countries who
participated in GEM survey.

On the contrary in Lebanon the fear of failure is lowest and represents only 17.02%
of the 18-64 year old population who even though perceive good opportunities to start
business but who fear failure. Looking at the historical data fear of failure rate is
historically low in Lebanon. The data is not available for all the 22 countries of Arab
league to enable more in-depth discussion.

Another very important indicator of business and entrepreneurial activity which

is Percentage of female 18-64 population who are either a nascent entrepreneur or
owner-managers of a new business, divided by the equivalent percentage for their male
counterparts.
Qatar has almost equal representation of women entrepreneurs equaling to 0.99%,
followed by United Arab Emirates and Saudi Arabia. The alarmingly low ratio remains
in Palestine and Jordan 0.21 and 0.22% consequently, which signifies that for every five
entrepreneur only one is a woman. Overall score in the region is 0.52%.

When it comes to the most enabling environments and ecosystems for
entrepreneurship amongst the 11 countries of Arab league the most enabling
environment is of United Arab Emirates and Qatar. In most of the indicators
representing entrepreneurial framework condition the two countries score highly. The
least favorable conditions seem to appear in Iran, especially in the areas of
entrepreneurial finance, government entrepreneurship programs, internal entry burdens
and market regulations. Iran was classified as least favorable due to the fact that only
11 countries took place in this analysis. If the other 11 countries would participate the
regional conclusions would be much more divergent.

6. Access to finance

There are myriad of multiple players and stakeholders, as well ecosystem members
like accelerators, co-working spaces, incubators and other support mechanisms that are
present in most of the Arab countries especially in MENA countries. The number of
venture capitalists, angel investors and other funding organizations are more and more
attracted to MENA region. According to the preliminary estimates the funding has
significantly increased from $53 million in 2014 to $410 million in 2017 (McKinzey,
2018).
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Figure 1: Incubators, accelerators and co-working spaces in Arab region
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The number and the amount of funding of venture capitalists have outgrown
expectations for the region. Having countries with large oil reserves the region easily
attracts funding for new ventures. The sale of Soug.com by Amazon and the return on
investment was one of the good examples of potential the region has. Apart from private
sector funding there is certainly government funding and government led initiatives that
are directed on the growth of the ecosystem and toward the support of the
entrepreneurship in the region.

UAE is a good examples for setting a scene as a pioneer in its startup ecosystem.
Dubai Future Accelerators for instance is one example of initiatives which backs up
innovative high-growth ventures that use the innovation to increase productivity and
contribute to economic growth. Saudi Arabia’s government also contributed significant
amount of investments through the Vision Fund and SMEA. They also have joint
ventures in this domain between Japan’s SoftBankGroup and PIF of Saudi Arabia. This
fund was created to promote the tech entrepreneurship and Al domain. The government
of Lebanon committed 400min worth of investment into knowledge economy.

7. Conclusions

The availability of the new and affordable digital tools gives unprecedented
opportunity to the young people to leapfrog the traditional hurdles and jump start their
business in the comfort of their homes. Both the number of younger tech savvy
population, and the exponential development in digital technologies and digital
consumption are in the growth at Arab countries. Much of the potential for digital
entrepreneurship remains untapped by local entrepreneurs but eaten up by foreign
businesses dominating the landscape.
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The role of private and public investors is important for future growth of
entrepreneurship in the region. Further development of entrepreneurial ecosystems in
Arab countries will need benefit from entrepreneurial education, government support,
and financial resources.

8. Generic recommendations

This report provided a summary of existing situation as well as the summary of
actions taken within different countries to further promote entrepreneurship and digital
skills in their countries and in Arab region in general. Due to wide variance between the
countries and their socio-economic situations, the recommendations of this report
provide a general guidance and direction for action rather than a blueprint to follow step
by step.

By researching the ecosystems of the Arab region it became evident that starting
from the remote village in Djibouti to an advanced city in UAE every place has its own
unique ecosystem with its richness and opportunities and of course with its challenges.
In most of the cases it takes human ingenuity, a pioneers spirit and a long term vision to
exploit the potential fully. It’s equally about taking risks and connecting actors to
quadruple helix — citizens, businesses, administration and academia. The ecosystems
evolve in most cases thru the interaction between top-down policy makers and their
choices and bottom up creative individuals. Thus it’s a combination of public provision
and private initiative.

Below are some general recommendations which emerged from this research that
would further the development of ecosystems within the 22 Arab countries:

Join efforts and consolidate the experiences between the 22 Arab countries

Building bridges and bringing together the different players — investors, accelerators,
entrepreneurs, corporate networks, universities and the media — together within the
ecosystem of Arab countries will lead to further coherence and create more
opportunities. The consolidated networks and ecosystems will provide the right ground
for structured and effective growth for Arab startups and entrepreneurs. Examples could
be Single digital gateway hackathons with the participation of multiple countries and
cities and teams; Student entrepreneurship annual summits — which could bring early
stage entrepreneurs and students together; to encourage women entrepreneurship -
Women's coding events could be organized on a regional level; and many others. These
types of efforts provide an additional incentive to entrepreneurs to keep innovating and
prototyping their solutions. This integration and cooperation will allow the entrepreneurs
to take a step further and follow their vision and experiment with new markets,
technologies and innovations.

Provide training sessions to entrepreneurs on digital skills based on the identified
training needs analysis

The digital skills and competences is an important parameter for the furthering
entrepreneurship in Arab countries. Developing a talent pool and ensuring that young
entrepreneurs and women are equipped with adequate digital skills will require
concerted efforts of public authorities primarily but also of businesses, academia and
other stakeholders. Availability of resources and projects supporting the development of
digital skills from International organizations and supranational governments is
paramount.
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To boost and involve the businesses and other organizations in boosting the digital
skills will enable countries to leapfrog the development and funding hurdles of needing
to make large investments from the very beginning. Google Atelier provides for
examples training on coding, web design, content creation, digital marketing and other
skills for free in most of the countries.

Connect young entrepreneurs to training and mobility exchange opportunities
both abroad and within the Arab countries

Creating a platform where providers and users can meet and exchange is one of the
ways of getting stakeholders engaged from providers and users sides. European
Commission’s Digital Opportunity traineeships can be used by organizations who
provide a possibility to have a digital traineeships to the students who want to do
internships in the area which involved digital skills.

Creating new opportunities and safety nets will further enable turning the Arab
region to an emerging hub for technology and innovations.

Transform ArtecNet into Arab Tech Startup Hub

Creating a One Stop Shop and a platform for all stakeholders is what is missing in
Arab world. This would unite the efforts and bring ArtecNet as a pioneer for promoting
digital and tech entrepreneurship.

Digital entrepreneurship is at rise in the Arab countries. Tech savvy younger
generation and exponential evolution in technologies can help further boost digital
presence in the region.

Digital technologies have a capacity to substantially change the way we design,
produce, commercialize and create value. Arab countries can leapfrog and take
advantage of the full potential of these digital technologies and digital revolution, using
the examples of each other. This can lead to better integration and create further growth
and create more job opportunities.
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