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Abstract 

 

This paper attempts an assessment of the relative importance of various shocks in accounting for 

output fluctuations in MENA countries. We decomposed macroeconomic shocks into country-

specific, regional, and global sources, and using a small open economy SVAR model, we 

identify the relative importance of each shock in explaining output volatility in the 15 MENA 

countries. Our result show that country-specific factors account for most of the output volatility 

in the region. For less than half of the countries in the region, global shocks play a significant 

role in explaining output volatility. Contrary to some findings in the empirical literature, 

especially on Sub-Saharan Africa, the regional factor does not seem to have a statistically 

significant impact in any of the countries under consideration. The results are uniform and no 

statistically significant difference is observed for the countries in the MENA region. 

Furthermore, oil-exporting and oil-poor countries in the sample do not show any noticeable 

difference. 
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1 Introduction 

 

Until recently, the impact of output fluctuations on economic growth and welfare was generally 

assumed to be negligible and therefore not a major concern. However, more recent 

macroeconomic literature, especially following the East Asian crisis of the late 1990s, suggests 

that high output volatility could have significant adverse effects on long-term growth and welfare 

(Aizernman and Pinto, 2000; Kose, et al., 2005). The transmission mechanisms between output 

volatility and long term economic performance are complex, varied, and not sufficiently 

understood (Hakura, 2007). One theory argues that, output volatility, by increasing the 

uncertainty about future returns, could significantly reduce investment and therefore growth. On 

the other hand, there are those that argue that, volatility could have beneficial effects on growth 

(Blackburn, 1999; Tornell, et al., 2004). It is argued for example, that since potential profits 

associated with highly volatile and riskier investment projects could be larger than less volatile 

ones, they could translate into higher growth rates (Hakura, 2007). It is also argued that, credit 

constraints in emerging markets and developing countries, arising out of domestic market 

imperfections and or imperfect access to world financial markets, could severely limit the scope 

of financing options for long-term investment projects and thereby amplify the negative impact 

of short- term volatility on long-term growth (Aghion et al., 2004). 

A growing number of empirical studies have found that output volatility has significant negative 

effects on growth. Kose et al. (2005) show that countries subject to higher output volatility show 

worse performance on average than more stable ones. Their result shows that a one-percentage 

point increase in the standard deviation of output growth is associated with a 0.16 percentage 

point decline in the average growth rate of a developing country. Output volatility is also argued 

to cause a significant loss in welfare. The stability of people’s consumption pattern is an 

important determinant of welfare. Output volatility, by increasing the amplitude of consumption 

fluctuations, could result in significant welfare costs (Wolf, 2005). Recent empirical studies 

show that the volatility of consumption over the business cycle is significantly associated with 

large welfare costs, up to eight percent of lifetime consumption, in developed countries (Barlevy, 

2004). Furthermore, the welfare costs of output volatility are estimated to be much larger in 

developing countries, where volatility of consumption is on average two to three times higher 

than that in developed countries. Pallage and Robe (2003) report that the welfare cost of 
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volatility in low-income countries could be 10-30 times larger than the estimates for a typical 

developed economy.  

Output volatility could also adversely affect poverty in developing countries like those in Middle 

East and North Africa, MENA. This derives from the consideration that the poor have the least 

access to financial markets, making it difficult for them to diversify the risk associated with their 

narrow sources of income. Where the poor rely heavily on various public services, including 

education and health, they are directly affected by changes in government spending. Given that 

fiscal policy is pro-cyclical in most developing countries, this magnifies the negative impact of 

volatility on poverty especially during crisis. Recent empirical research finds that volatility has 

significantly negative and causal impact on poverty (Laursen and Mahajan, 2005). The adverse 

effect of volatility seems to be more pronounced in low income MENA countries and Sub-

Saharan Africa. Periods of extreme volatility have been associated with increased poverty and a 

concomitant worsening of income distribution in emerging markets. In addition, the poor often 

lack necessary education and skills, limiting their ability to move across sectors to adjust to 

changes in economic conditions. Further, in addition to being subject to a variety of highly 

volatile external and domestic shocks, the lack of developed financial markets coupled with 

developing countries’ limited access to international financial markets magnify the welfare costs 

of volatility in these countries (Hakura, 2007). 

Although all economies experience output volatility, the phenomenon is considerably higher in 

developing and emerging markets than in industrial countries. Even among the former volatility 

is considerable higher in Sub-Saharan Africa than in Asia. In the macroeconomic literature, there 

is a growing recognition that the empirical relationship between volatility and growth is affected 

by several factors, including a country’s structural characteristics, and the nature and sources of 

volatility. Developing countries with weaker institutions and less developed financial markets 

have tended to suffer more from the adverse impacts of volatility. The degree of integration into 

the global economy also affects the relationship between volatility and growth. Economies that 

are more open to trade flows with diversified export base have tended to withstand higher levels 

of volatility with less adverse effects on growth.  

A central concern of this study is whether the source of volatility matters for growth. It is 

generally recognized in the macroeconomic literature that shocks play a crucial role in predicting 
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national and international business cycles and output volatility. A growing area of research is the 

relative role played by global, regional, and country specific shocks in accounting for domestic 

output fluctuations. A major determinant of the joint behaviour of key macroeconomic variables 

is the extent to which a shock is shared or not by different countries. Inter-temporal, small-open 

economy models predict that favourable global technology shocks lead to increases in output, 

consumption, and investment, but leave the current account unaffected. Regional shocks should 

also affect economies in the same region analogous to global shocks. On the other hand, 

favourable country-specific technology shocks positively affect key macroeconomic variables 

but deteriorate the current account (Glick and Rogoff, 1995). International real business cycle 

models, with incomplete financial markets, generally predict that technology shocks which 

moderately spill over international boundaries lead to small cross-country correlations of income 

and consumption (Baxter and Crucini, 1995). Regional shocks that spread across borders mainly 

should act as global shocks, whereas shocks that exhibit moderate cross-country spillovers 

resemble country-specific shocks. 

Empirical studies show that different sources of shock have different impact. Hakura (2007) 

shows that in all emerging markets and developing country regions, except Asia, at least 60 

percent of output volatility is attributable to country specific factors. Also, unlike in industrial 

countries, in all emerging market and developing country regions, the regional factor explains a 

greater fraction of volatility than the global factor. However, the contribution of the country 

specific factor in explaining output fluctuations  in East Asia is about the same as for industrial 

countries,. On the other hand, the contribution of the regional factor is very large, reflecting the 

East Asian financial crisis, which resulted in large output losses simultaneously across the 

region.  

In recent years, understanding and decomposing the various factors affecting the short and long 

run behaviour of output volatility in the MENA region has become a rapidly growing area of 

research. Using a variety of econometric techniques, a substantial body of literature has 

documented various relative magnitudes of the several potential sources of macroeconomic 

fluctuations in the MENA region. Some studies have focused on the determinants of economic 

growth (Abed and Davoodi, 2003; Makdisi, et al., 2003, Hakura, 2004; Tamberi, 2005) while 

others consider how increasing trade and financial linkages affect various economic outcomes in 

the region (Abed and Davoodi, 2003; Hirata, et al., 2004). More recent studies document the 
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main features of business cycles in the MENA countries (Hirata, et al., 2004; Süssmuth and 

Woitek, 2004; Lucke, 2004; Al Zoubi and Meghyereh, 2005; Hirata, et al., 2007). Shafik (1998) 

focuses on the dynamics of economic growth, transitional issues, poverty, and environment in 

the MENA region. Iqbal (2001) focuses on a range of issues from demographic transition to 

financial liberalization in the region. 

The volatile changes in the MENA region during the last three decades have lead to 

controversies on the relative importance of potential sources of macroeconomic fluctuations. 

Several studies attribute a significant role to terms of trade shock and external linkages (Makdisi 

et al., 2003; Diboglu and Alesia, 2004; Hirata et al., 2004, 2007). Using a similar structural 

vector autoregressive (SVAR) model approach as in our study, Hoffmaister and Roldos (1997), 

and Ahmed and Loungani (1998) examine the sources of macroeconomic fluctuations in 

developing countries and find that terms of trade and world output shocks play a significant role. 

Mehrara and Oskoui (2007) used a SVAR model to examine the sources of macroeconomic 

fluctuations in five oil-exporting MENA countries. They found that oil price shocks were the 

main source of output fluctuations in Saudi Arabia and Iran but not in Kuwait and Indonesia. 

Some other studies point to the significant role played by real demand shocks such as fiscal 

imbalances and real exchange rate misalignments, in countries of the MENA region (Domac and 

Shabsigh, 2001; Nashashibi, et al., 2001; Jalali-Naini, 2000).  

This paper primarily focuses on investigating the sources of output volatility in the MENA 

region. There is a growing view in the literature that external shocks play a crucial role in 

accounting for business cycle in the region. Monetary policy is also assumed to have been 

destabilizing for a long time. Using a small open-economy model appropriate to the MENA 

region, we estimate the relative importance of external shocks (regional and global) as well as 

domestic shocks in accounting for output volatility. Our analysis shows that, contrary to some of 

the findings in the literature and popular discourse, external shocks - regional and global- play a 

secondary role and most of the output fluctuations are due to country specific factors. A positive 

country specific productivity shock raises domestic output permanently in all countries in the 

region. The output response to a positive country specific shock is relatively much larger than the 

response to regional and global shocks. The responses to a positive country specific shock are 

unexpectedly permanent and uniformly small across all countries in the region. In terms of 

responses to regional shocks, oil-rich and oil-poor MENA countries are highly similar. The 
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majority of the oil-exporting countries do not show statistically significant response to global 

shocks. In contrast to oil-rich countries, almost all oil-poor countries show significant response 

to global shocks. Positive global productivity shocks permanently raise the output response in 

these countries. 

The rest of the paper is organised as follows. Section 2 outlines the approach used to investigate 

the sources of output volatility in the MENA countries. Section 3 presents the empirical results 

derived from the impulse response analysis of shocks and their variance decompositions. Section 

4 concludes the discussion. 

2 A SVAR model of business cycle with global and regional shocks 

For the purposes of this study, economies in the MENA region can be grouped into two broad 

categories as oil-rich and oil-poor. Terms of trade shocks are considered to be a major source of 

macroeconomic fluctuations for countries in both groups (Makdisi et al. 2003; Diboglu and 

Alesia, 2004; Hirata et al. 2004, 2007). Thus, countries in both groups are highly dependent on 

the world input prices. These countries are also highly dependent on foreign demand due to large 

current account deficit and/or increasing share of exports in real GDP. To study the sources of 

business cycle in the MENA region we follow the structural vector autoregression (SVAR) 

approach proposed by Blanchard and Quah (1989) and extended to open economies by Ahmed et 

al. (1993), Bjørnland (1998), and Hoffmaister and Roldós (2001). 

We decompose the output volatility into three sources, namely; country-specific, regional, and 

global shocks. Since all variables used in this study are found to be nonstationary we specify an 

SVAR model in the first differences. Due to data limitations, we include 15 countries in our 

study. These include 10 countries (Bahrain, Iran, Israel, Jordan, Kuwait, Libya, Oman, Saudi 

Arabia, Syria, United Arab Emirates) in the Middle East and 5 countries (Algeria, Egypt, Malta, 

Morocco, Tunisia) in North Africa. Let yt
i  be the logarithm of real GDP in country i. The growth 

of US real GDP is used as a proxy for global output. We use the difference between the US 

output growth and country i output growth to capture the effect of factors leading to deviation of 

country i from the world output growth. Thus the country specific factor is specified as, 

yt
g  yt

US  yt
i , where yt

US  is the logarithm of the real GDP of US and  indicates first 

differences. Similarly, the deviation from the region can be approximated by the deviation of 

country i output growth rate from the growth rate of average real GDP of all MENA countries 
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excluding country i. That is, the factor capturing the regional effect is specified as 

yt
r  yt

r  yt
i , where yt

r  is the average real GDP of all countries excluding country i.  The 

model incorporates three sources of business cycle: effects of shocks from world output, regional 

output, and domestic output. To be consistent with the assumption of a small open economy, 

domestic shocks are not allowed to affect the global and regional variables. Let 
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t

i  (y
t
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t

i
) . We assume that 

 
x

t

i
 is a covariance stationary vector process for any 

country i.  Then, we can represent each element of 
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 as linear combinations of past and 

present structural shocks. This is 
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i
 has the following vector moving average representation: 
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i  C(L)
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 (1) 

where 
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i  (
t

h ,
t

r ,
t

g
) ,  t

h  is the home or country-specific shock,  t
r  is the regional shock, and 

 t
g
 is the global shock. We assume that the structural shocks 

  


t

h ,
t

r ,  and 
t

g
 are orthogonal. 

Consistent with the common findings in the literature we assume that all variables are 

nonstationary, integrated of order 1, I(1), and the variables are not cointegrated in levels
1
. In this 

equation C(L) is a 3 3  infinite order matrix lag polynomial defined as 

  C(L)  C
0
C

1
L C

2
L2 L  in the lag operator L and C0 is an identity matrix. The observed 

fluctuations in the vector of three variables 
  
x

t

i  (y
t

g ,y
t

r ,y
t

i
)  are due to three uncorrelated 

structural shocks 
  


t

i  (
t

h ,
t

r ,
t

g
)  with [ ]t tE I    .  

As noted above, our model identifies three structural shocks. The external shocks are the shocks 

in the global output growth, 
 


t

g
, and the regional output growth, 

 


t

r
. Phillips (1991), an extension 

of Hamilton (1989), gives an example of what can be interpreted as a global shock. We assume a 

similar argument for what an interpretation of a regional shock. Particularly in the Middle East, 

there might be regional shocks due to past wars. There is a long debate in the literature for an 

African factor. The African factor may be interpreted as one example of a regional shock.  In 

what follows we assume a regional shock separate from the global shock. The model identifies 

one country specific shock  t
h
, which is productivity shock in the home country. It may be 

                                                 
1
 The nonstationarity and no cointegration assumptions are verified, but not reported here for brevity. The results are 

available upon request.  
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difficult to identify the country specific shocks as either supply or demand shocks. Although, 

Canova and Nicola (2003), offer a reasoning based on a model for identification of supply and 

demand shock such an identification is neither desired nor an interest in this study. Glick and 

Rogoff (1995), identify country specific shocks as deviation of Solow residual from world 

aggregate productivity measure. We adopt Glick and Rogoff’s view in this study. In our model, 

country specific shocks include supply shocks possibly including structural reforms such as tariff 

and trade reforms, relative demand shocks arising from changes in public spending/debt and 

relative preferences, and aggregate demand shock. The latter captures the effects of nominal 

variables.  

The reduced form moving average representation of the structural moving average form in (1) is 

given by; 

 
  
x

t

i  A(L)e
t

i
 (2) 

where 
  
e

t

i  (e
t

1,e
t

2 ,e
t

3
)  is a non-structural residual vector with zero mean and variance covariance 

matrix  . A(L)  C(L)  S1  is a 3 3  infinite order matrix lag polynomial defined as 

2

0 1 2( )A L A A L A L    in the lag operator L. Parameters of A(L) are subject to estimation.  S 

is a 3 3  matrix that needs to be identified in order to recover the orthogonal structural errors in 

(1). The element of et
i  are given by 

 et
i  St

i  (3) 

Thus, ( 3) and the normalization E[t
i
t
i ]  I3  implies 

   S  S  (4) 

We use ordinary least squares (OLS) to estimate a finite order vector autoregression (VAR) and 

then obtain the moving average representation in (2). The OLS estimates of the residuals of each 

of the three equations are used to obtain an estimate of  . In order to recover the structural 

errors in (1) we need to identify the S matrix. The estimates of   and (4) imposes 6 nonlinear 

restrictions on S. We need 3 additional restrictions for just identification. We assume that the 

global supply and regional shocks have no long run effect on the differential of output level of a 

country from the world and regional output, respectively. We additionally require that the global 
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supply shocks have no long-run impact on the deviation of a country’s output from the regional 

output. It is reasonable to assume that in the long-run global shocks will have the same impact 

across the region. These assumptions imply that the matrix C(L)  S1  satisfies the following 

restrictions 

 

c11(L)s12  c12 (L)s22  c13(L)s32  0

c11(L)s13  c12 (L)s23  c13(L)s33  0

c21(L)s13  c22 (L)s23  c23(L)s33  0

 (5) 

When we place the three restrictions in (5) on S the structural shock are just identified. With the 

just identification of the structural shocks, the SVAR model can be used to evaluate the impulse 

responses and variance decompositions. In the empirical section, we use these two widely used 

tools in order make inferences about the effects of country-specific, regional, and global shocks 

on a country’s output. 

3 Empirical findings 

Our data set contains annual data from 1960 to 2007, but the sample period varies for some 

countries depending on data availability. Descriptive statistics, sample period and number of 

observations are given in Table 1.  All data, except the crude oil price, were obtained from the 

World Development Indicators (WDI). The crude oil price data were taken from the British 

Petroleum Statistical Review of World Energy Workbook. The data set includes 15 countries, 10 

countries (Bahrain, Iran, Israil, Jordan, Kuwait, Libya, Oman, Saudi Arabia, Syria, United Arab 

Emirates) in the Middle East and 5 countries (Algeria, Egypt, Malta, Morocco, Tunisia) in North 

Africa.  The selection of these countries was based on data availability. All variables are 

measured in a logarithmic scale. The unit root test shows that all the variables are nonstationary 

in levels and stationary in first differences. Therefore, the SVAR is estimated in first difference 

form for all countries. For each country, we estimate a trivariate SVAR model as specified in 

Section 2
2
.  

In order to determine the appropriate lag length we estimated the reduced form VAR model by 

restricting the lag length between one and four. On the basis of the Bayesian (BIC) and the 

                                                 
2
 The trivariate SVAR model is specified and estimated in first differences, because the Johansen test indicates that 

the null hypothesis of no cointegrating relationship cannot be rejected at the 1% level for all countries using the 

trivariate VAR model. 



 

561 

 

Hannan-Quinn (HQ) Information Criteria (HQ), the sample evidence for the entire reduced form 

VAR system suggested a lag length of 1 for all countries, except Malta and Saudi Arabia for 

which a lag length of 2 is selected. A series of sequential likelihood ratio tests for a shorter lag 

length versus a longer lag length, suggested also a lag length of one. The p-value of the 

Portmanteau test for residual autocorrelation ranges from 0.06 to 0.56 for a lag length of 8 and 

0.04 to 0.42 for a lag length of 16. The normality of the residuals is not rejected using the 

multivariate normality test of Doornik and Hansen (1994). Given that the evidence for residual 

autocorrelation is weak and our sample sizes were mostly around 48 we decided to estimate the 

VAR models with a lag length of one for all countries.  

Given the potential for structural breaks in the sample, conditional on constant variances, we test 

the parameter stability of each equation in the VAR models. We performed a series of Wald-

tests, developed by Andrews (1993) and Andrews and Ploberger (1994), by allowing the break 

point to vary between observations corresponding approximately to 10 and 90% of the sample 

period from the beginning of the sample. These tests, conditional on constant variances, do not 

suggest evidence of parameter instability in general. The Chow break point test does not also 

suggest parameter instability. However, parameter stability is rejected for Libya and Jordan. 

We turn now to the analysis of the dynamic characteristics of the model itself, and therefore to 

the validity of the structure of the SVAR model, by estimating impulse response functions 

(Hamilton, 1994). Each variable in our model is expressed as a combination of current and all 

past errors. We analyze the dynamic response of domestic real GDP to a one standard deviation 

innovation in the three structural shocks.  

The cumulative impulse responses of domestic output to a one-standard-deviation positive 

innovation in each structural shock are given in Figure 1. The impulse response functions are 

normalized such that zero represents the steady-state value of the response variable. Several 

observations are in order. Consider first the impulse response to a positive country-specific 

shock. A positive country specific productivity shock raises the domestic output permanently in 

all countries. Responses to country specific shock are relatively much larger than responses to 

regional and global shocks. In terms of the response to country specific shock there is no 

difference between the oil-rich and oil-poor countries. We also observe that the Middle East and 

North African countries are also analogous.  
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Table 1: Descriptive statistics for real GDP 

            

Country Period  Mean  Median  Maximum  Minimum  Std. Dev.  Skewness  Kurtosis JB p n 

Algeria 1960-2007 174.00 193.00 336.00 44.20 81.30 0.10 2.05 1.87 0.39 48 

Bahrain 1980-2007 2.39 2.30 4.57 1.29 0.96 0.69 2.42 2.60 0.27 28 

Egypt 1960-2007 109.00 97.70 275.00 24.10 72.20 0.61 2.22 4.16 0.12 48 

Iran 1965-2007 240000.00 221000.00 482000.00 77000.00 95600.00 0.61 3.09 2.69 0.26 43 

Israel 1960-2007 281.00 238.00 652.00 52.80 173.00 0.53 2.10 3.89 0.14 48 

Jordan 1975-2007 4.22 3.83 8.23 1.30 1.77 0.52 2.64 1.65 0.44 33 

Kuwait 1962-2007 7.35 6.86 14.30 4.64 2.24 1.34 4.55 18.34 0.00 46 

Libya 1960-1987 3.71 4.09 5.94 0.65 1.50 -0.72 2.61 2.62 0.27 28 

Malta 1960-2007 0.32 0.28 0.68 0.06 0.21 0.32 1.71 4.17 0.12 48 

Morocco 1960-2007 257.00 231.00 552.00 77.90 135.00 0.47 2.22 2.98 0.23 48 

Oman 1960-2007 2.93 2.52 7.88 0.15 2.33 0.48 1.97 3.97 0.14 48 

Saudi Arabia 1968-2007 486.00 484.00 813.00 125.00 172.00 -0.36 2.85 0.92 0.63 40 

Syria 1960-2007 538.00 502.00 1270.00 105.00 338.00 0.46 2.06 3.43 0.18 48 

Tunisia 1961-2007 9.89 8.86 24.00 2.36 6.05 0.65 2.40 4.01 0.13 47 

United Arab Emirates 1973-2007 155.00 136.00 348.00 53.50 74.00 1.01 3.36 6.14 0.05 35 
Notes: JB is the Jarqua-Berra statistics for normality, p is the p-value for the JB test, and n is the number of observations. GDP is measured in billions of local 

currency unit. 
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Figure 1: Impulse responses of domestic output: Oil rich countries 
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Figure 2: Impulse responses of domestic output: oil poor countries 
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Cumulative impulse responses to a one standard deviation positive regional shock are given in 

the second column of Figure 2. The responses to regional shocks are surprisingly small at all 

horizons uniformly across all countries. Although responses to regional shock are insignificant 

for all countries some show a little insignificant negative response while others have positive but 

insignificant response. Thus regional factors seem to play no role in accounting for output 

volatility in the MENA region. In terms of responses to regional shocks, oil-rich, oil-poor, 

Middle East, and North Africa countries are highly similar.  Our findings indicate that the 

regional factor play almost no role in explaining macroeconomic volatility in the MENA region. 

Our result further confirms the findings by Kose et al. (2003) and Berument et al. (2007) for 

countries from all regions of the world, although their study is based on a different approach. 

Impulse responses to global shocks in the MENA reigion are shown in the third column of 

Figure 1. The result indicates that the responses are not significant for most countries. However, 

the result is not so uniform as in the case of country-specific and regional shocks. Among the oil-

rich countries, Algeria, Syria, and United Arab Emirates show some mild positive permanent 

response to positive global shock. However, these are relatively much smaller than the responses 

to country-specific shocks. Thus, majority of oil-exporting countries do not show significant 

response to global shocks. In contrast to oil-rich countries, almost all oil poor countries show 

significant response to global shocks. Positive global productivity shocks permanently raise the 

output in these countries. Among these countries Egypt, Israel, Morocco, and Tunisia show quite 

large responses. The responses in Tunisia are almost as large as the response to country specific 

shocks. Thus, global shocks seem to play some role for oil poor countries, mostly for those in 

North Africa. Some of these economies are more integrated to world economies than those who 

done show significant response. 

In order to measure the quantitative importance of the relative contributions of the world, 

regional, and country-specific factors to variations in output fluctuations in each country we 

estimate the share of the variance of domestic output due to each factor. The variance of 

domestic output at different horizons is decomposed into the fraction that is due to each of the 

three factors. The forecast error variance decompositions of domestic output are given in Table 2 

along with their standard errors. The forecast error variance decompositions show the variance of 

domestic output attributable to country-specific, regional, and global shocks at horizons 1-6, 10,  
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Table 2: Forecast error variance decomposition of domestic real GDP 

 Period 

(years) s.e. 

Home 

Shock 

Regional 

Shock 

Global 

Shock   s.e. 

Home 

Shock 

Regional 

Shock 

Global 

Shock 

          
 Algeria   Israel 

1 0.08 93.62 5.64 0.75  0.04 69.33 20.77 9.90 

2 0.08 85.92 7.85 6.24  0.04 69.89 16.65 13.46 

3 0.08 85.43 8.30 6.27  0.04 70.38 16.22 13.40 

4 0.08 85.41 8.30 6.28  0.04 70.47 16.17 13.37 

5 0.08 85.41 8.31 6.28  0.04 70.48 16.16 13.36 

6 0.08 85.41 8.31 6.28  0.04 70.48 16.16 13.36 

10 0.08 85.41 8.31 6.28  0.04 70.48 16.16 13.36 

20 0.08 85.41 8.31 6.28  0.04 70.48 16.16 13.36 

40 0.08 85.41 8.31 6.28  0.04 70.48 16.16 13.36 

          
 Bahrain  Jordan 

1 0.04 48.71 41.67 9.63  0.06 91.09 5.03 3.88 

2 0.05 52.71 38.24 9.05  0.07 91.48 4.75 3.77 

3 0.05 51.82 39.25 8.93  0.07 91.44 4.79 3.76 

4 0.05 51.56 39.16 9.28  0.07 91.43 4.80 3.77 

5 0.05 51.53 39.16 9.31  0.07 91.43 4.80 3.77 

6 0.05 51.52 39.18 9.30  0.07 91.43 4.80 3.77 

10 0.05 51.52 39.18 9.31  0.07 91.43 4.80 3.77 

20 0.05 51.52 39.18 9.31  0.07 91.43 4.80 3.77 

40 0.05 51.52 39.18 9.31  0.07 91.43 4.80 3.77 

          
 Egypt  Kuwait 

1 0.03 46.00 22.95 31.05  0.10 96.76 0.76 2.47 

2 0.03 53.60 16.93 29.47  0.11 94.99 2.64 2.38 

3 0.04 55.96 16.22 27.82  0.11 94.90 2.67 2.43 

4 0.04 56.31 16.23 27.46  0.11 94.89 2.68 2.43 

5 0.04 56.31 16.25 27.43  0.11 94.89 2.68 2.43 

6 0.04 56.31 16.26 27.44  0.11 94.89 2.68 2.43 

10 0.04 56.30 16.26 27.44  0.11 94.89 2.68 2.43 

20 0.04 56.30 16.26 27.44  0.11 94.89 2.68 2.43 

40 0.04 56.30 16.26 27.44  0.11 94.89 2.68 2.43 

          
 Iran  Libya 

1 0.07 82.56 0.65 16.79  0.12 95.41 0.28 4.31 

2 0.08 87.41 0.74 11.85  0.15 96.83 0.22 2.95 

3 0.08 88.08 0.74 11.19  0.16 97.23 0.19 2.58 

4 0.08 88.13 0.77 11.10  0.16 97.37 0.18 2.45 

5 0.08 88.14 0.78 11.09  0.16 97.42 0.18 2.40 

6 0.08 88.14 0.78 11.09  0.16 97.45 0.18 2.38 

10 0.08 88.14 0.78 11.09  0.16 97.46 0.18 2.36 

20 0.08 88.14 0.78 11.09  0.16 97.46 0.18 2.36 

40 0.08 88.14 0.78 11.09   0.16 97.46 0.18 2.36 
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Table 2: (continued) 

 Period 

(years) s.e. 

Home 

Shock 

Regional 

Shock 

Global 

Shock   s.e. 

Home 

Shock 

Regional 

Shock 

Global 

Shock 

          
 Malta  Syria 

1 0.04 97.12 2.70 0.18  0.07 50.44 13.02 36.54 

2 0.04 96.25 2.12 1.63  0.09 40.67 19.71 39.62 

3 0.05 95.02 2.25 2.73  0.09 40.65 19.84 39.51 

4 0.05 94.34 2.39 3.28  0.09 40.62 19.87 39.51 

5 0.05 94.02 2.46 3.52  0.09 40.62 19.87 39.51 

6 0.05 93.88 2.49 3.63  0.09 40.62 19.87 39.51 

10 0.05 93.79 2.51 3.70  0.09 40.62 19.87 39.51 

20 0.05 93.79 2.51 3.70  0.09 40.62 19.87 39.51 

40 0.05 93.79 2.51 3.70  0.09 40.62 19.87 39.51 

          
 Morocco  Tunisia 

1 0.05 54.77 7.78 37.45  0.04 32.36 5.90 61.74 

2 0.05 49.14 16.03 34.83  0.04 31.40 6.17 62.44 

3 0.05 48.50 17.44 34.06  0.04 31.39 6.22 62.39 

4 0.05 48.31 17.77 33.92  0.04 31.39 6.22 62.39 

5 0.05 48.28 17.83 33.89  0.04 31.39 6.22 62.39 

6 0.05 48.27 17.85 33.88  0.04 31.39 6.22 62.39 

10 0.05 48.27 17.85 33.88  0.04 31.39 6.22 62.39 

20 0.05 48.27 17.85 33.88  0.04 31.39 6.22 62.39 

40 0.05 48.27 17.85 33.88  0.04 31.39 6.22 62.39 

          
 Oman  United Arab Emirates 

1 0.11 95.22 0.45 4.33  0.09 99.61 0.01 0.38 

2 0.13 96.08 0.44 3.48  0.09 98.64 0.36 1.00 

3 0.13 96.26 0.42 3.32  0.09 98.41 0.41 1.17 

4 0.13 96.29 0.42 3.28  0.09 98.39 0.41 1.19 

5 0.13 96.30 0.42 3.28  0.09 98.39 0.41 1.19 

6 0.13 96.30 0.42 3.28  0.09 98.39 0.41 1.19 

10 0.13 96.30 0.42 3.28  0.09 98.39 0.41 1.19 

20 0.13 96.30 0.42 3.28  0.09 98.39 0.41 1.19 

40 0.13 96.30 0.42 3.28  0.09 98.39 0.41 1.19 

          
 Saudi Arabia      

1 0.06 94.44 5.42 0.14      

2 0.07 94.40 4.11 1.50      

3 0.08 94.14 3.82 2.05      

4 0.08 93.93 3.96 2.10      

5 0.08 93.87 4.04 2.09      

6 0.08 93.86 4.06 2.08      

10 0.08 93.86 4.06 2.08      

20 0.08 93.86 4.06 2.08      

40 0.08 93.86 4.06 2.08           

Notes: Table reports the percentage of variance of domestic output level account by country-specific, 

regional, and global shocks. We report the percent of forecast error variance accounted by each shock. The 

standard errors (s.e.) are also reported. 
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20, and 40. The variance components add up to 100 percent so that all volatility in domestic 

output can be attributed to country-specific, regional and global factors.  

The variance decompositions show that the country-specific factors play a much larger role in 

accounting for output dynamics than the world and region factors. The country-specific factors 

explain more than 70 percent of output fluctuations for 10 countries, and the global shocks 

account for more than 50 percent of output volatility for 4 countries. The world and regional 

factors combined account for less than 40 percent of output volatility in 9 countries. For Bahrain, 

Egypt, Israel, Morocco, and Syria regional factors account for 16 percent of output volatility, 

while for the corresponding figure for Bahrain is 40 percent. Global shocks account for a 

significant fraction of output volatility in Egypt (27%), Israel (13%), Morocco (34%), Syria 

(40%), and Tunisia (62%). In summary, the variance decompositions show that that the regional 

factors play a minor role in explaining output volatility in the MENA region with the exception 

of Bahrain. Global factors play the second important role after country-specific factors. 

However, only for one country global shocks dominate the country-specific shocks, which is 

Tunisia. Overall, country-specific factors account for more than 50% percent of the output 

fluctuations at all horizons for 14 countries out of the 15 countries in the region. Further, the 

results show no significant difference for the Middle East and North Africa. There is also no 

noticeable difference between oil-rich and oil-poor countries.   

4 Conclusion 

This paper attempts to assess the relative importance of country-specific, regional, and global 

shocks in output fluctuations for the MENA countries. Using a small open economy SVAR 

model we assumed that business-cycle fluctuations are driven by country-specific, regional, and 

global shocks. The model uncovers valuable information about the response of domestic output 

to country-specific, regional, and global factors. Some of our results contradict the conventional 

wisdom in the region. In accordance with the small open economy assumption, and to 

disentangle the effects of external shocks from domestic shocks, we assume that the global 

shocks are not affected by regional and country-specific shocks. Regional shocks are also 

assumed to be unaffected by country specific shocks. One of the virtues of this approach is that it 

allows us to identify and measure the effect of different types of shocks in a unified framework.  
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Our findings show that for all countries under consideration, domestic output volatility is mostly 

accounted for by country-specific factors. In about one-third of the countries, global shocks play 

a significant role in output fluctuations. Regional factors do not play a significant role for any of 

the countries. Although several studies found that regional factors might be an important factor 

in output volatility, our results found no statistical evidence in support of these studies. Thus, 

regional business cycles do not play a significant role in explaining output volatility in the 

MENA region.  
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