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Urgency for economic diversification 
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What is needed is export diversification, 
not simply ‘economic diversification’ 
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Resource abundance and subsidies contribute to high 
consumption and high emissions levels
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Source:  World Bank data. 

kg of oil equivalent/ capita



Energy abundance and high emissions
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Source: World Bank (2014), World Development Indicators. Source: Shehabi (2021)

 Hydrocarbon exporting economies have some of the world’s highest emissions per capita levels
 Example for the GCC shows highest emissions are generated from the energy sector (power, oil, and gas) followed by 

transport and industrial processes, suggestion scope for domestic decarbonization opportunities which can also be 
combined with economic export diversification.  

 In resource exporting economies, capital and infrastructure are locked in resource sectors and countries have existing 
comparative advantage in the resource sectors.  

 Thus, there is an obvious opportunity for transforming existing high-emitting resource industries to 
low-carbon sectors. Energy diversification as a source of export-oriented economic diversification. 



Opportunities to expanding green energy exports:
Circular Carbon Economy framework
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Source: Circular Carbon Economy Guide (2020)

Framework can 
offer flexible 
opportunities to 
meet economic 
diversification goals 
as well as low 
carbon development 



Opportunities: Low carbon hydrogen projects in Gulf 
hydrocarbon exporters
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Source: Shehabi (2021)
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Challenges: Weak climate & decarbonization regulatory 
framework

Note: “X” indicates a lack of both implicit regulation and their present regulation, 
while “I” indicates close- to-no or no inadequacy.
Source: Shehabi (2021)

Expanding low-carbon energy sectors for exports might not translate to domestic decarbonization 
or expansion of green non-hydrocarbon sectors.



Important policy challenges and implications of relying on 
energy diversification as a source for export diversification 

• Oligopolistic industries and low competition regulation result in lower reversed Dutch disease dynamics and 
non-hydrocarbon diversification that is not export-focused

• Energy transition and energy diversification for economic diversification purposes is important but capital 
intensive and, therefore, limits employment opportunities

• Employment and socio-economic development 
• Just transition of existing labor force, reskilling and upskilling
• New employment opportunities and the creation of new sectors

• Requires large technological investments, including for carbon capture, storage, and utilization (CCUS)

• Costly, entailing trade-offs between socioeconomic development and energy diversification projects

• Urgent need for policymakers to increase economic resilience even at existing levels of diversification and 
existing energy and climate policies.  

• Energy efficiency– can reduce up to  40% of emissions
• Competition reform 
• Human capital development 

These policies will render the economy more ready to weather economic challenges, and will maximize 
positives and minimize negatives of implementation of response measures.
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Example: Increasing economic resilience under same 
levels of economic and energy diversification

Real GDP performance to equiproportional oil price shocks under normal policy and under policy of 
private sector reform and regulating oligopolies. 
Results from from economy-wide CGE model of Kuwait’s economy

Source: Shehabi (2020)
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