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KEY RECOMMENDATIONS
Provide Financing

While Gulf SMEs can access financing instruments, 
they remain underserved, particularly by private 
banks. For a healthy Mittelstand-like SME ecosystem, 
Gulf governments need to provide specialized 
banking and advice geared towards building and 
supporting “Hidden Champions.” This could be built 
on their existing development banks.

Cultivate and Harness Productive 
Human Capital

Mittelstand firms’ human capital needs are best 
served by complementary academic and practical 
skills. A dual-track education system could integrate 
apprentices and “work students” into local SMEs to 
train a skilled workforce for long-term, high-value-
added employment relationships. 

Provide Targeted Support

Gulf governments could employ a three-pronged 
approach of best practices, combining the 
creation of regional Mittelstand clusters around 
innovation hubs, like Germany’s Fachhochschule 
universities and dual-track high schools; research 
and development grants and incentives to invest 
in physical and human capital; and a strategy that 
harnesses the region’s comparative advantages, to 
incentivize family-owned conglomerates to “pivot 
to production.”

Retain Global Talent

The long-term relationship between Mittelstand firms 
and their employees needs stability, especially in a 
context dominated by foreign labor. GCC states could 
develop policies to keep valued non-citizen workers 
from leaving due to contract or visa restrictions, or 
lack of avenues to obtaining citizenship. 
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G ulf governments’ strategies for their 
post-oil economies tend to empha-
size the very big (mega- and giga-

projects, and large corporations as national 
champions) and the very new (tech start-ups). 
While both are important ingredients in a 
post-hydrocarbons business ecosystem, 
they are not sufficient on their own. This arti-
cle outlines the critical role that can be played 
by a specific kind of small and medium-sized 
enterprises (SMEs)—Mittelstand compa-
nies or “Hidden Champions”—and suggests 
policies to develop this important layer. 
 
Global economic leaders from Switzerland 
to Taiwan have not succeeded solely by fo-
cusing on national champions and high-risk 
start-ups, but through long-term strategies 
of nurturing stable, innovative and reputable 
SMEs that combine global leadership in their 
niches with high-wage, high-value-added 
employment. Such “Hidden Champions” are 
a vital component of the larger economy. 
 
While Gulf states have promoted domestic 
SMEs in various ways, these firms remain 
less productive than their global peers Ap-
propriate industrial policy can nurture high-
powered Mittelstand-like SMEs by providing 
critical financial, physical, intellectual, and 
human capital for these businesses, as well 
as promoting changes in business culture.
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The Gulf’s Industrial Transition 

As the Arab Gulf states transition away from 
reliance on hydrocarbons and seek to diversify their 
economies, governments are fostering industries 
that complement the oil sector, like mid- and 
downstream industries, logistics and increasingly, 
sectors less related to hydrocarbons, like tourism 
and finance. This pivot is underpinned by a digital 
transformation. “Vision” documents such as Saudi 
Arabia’s  Vision 2030  and the UAE’s  Centennial 
2071  explicitly tie it to the Fourth Industrial 
Revolution (4IR), which aims to harness AI, 
automation, and smart manufacturing to increase 
labor productivity.

This transition goes beyond changing the 
sources of national income. It also seeks to move 
citizens from public-sector to private-sector 
employment, through monetary incentives and 
mandated employment quotas, and to foster 
an interest in entrepreneurship—for example 
through incubators (e.g., Qatar’s Digital Incubation 
Center),1 SME funding vehicles (e.g., Saudi 
Arabia’s Kafalah program), and national campaigns 
promoting start-up culture. Yet these measures 
often clash with ingrained realities, like a private 
sector skewed toward low-wage migrant labor, 
risk-averse business cultures, and educational 
systems misaligned with industrial needs. 

While widely publicized success stories like  Noon 
Academy2  (Saudi edtech) or  Souqalmal3  (UAE 
fintech) abound, they mask a broader stagnation: 
Real per-capita GDP is languishing,4 citizen labor 
market participation remains an issue,5 and 

many “entrepreneurs” default to government-
contracted freelancing rather than scalable 
innovation.6 This paper argues that part of the 
problem is the missing middle, a layer of “Hidden 
Champions” that has long been neglected in favor 
of headline-grabbing flagship ventures and the 
risky hunt for the next start-up unicorn.

The Cost of Focusing on “Shiny Things”

The Arab Gulf’s business landscape is characterized 
by two extremes. At one end, colossal government-
backed enterprises like  Saudi Aramco,  DP World, 
and  Qatar Airways  dominate strategic sectors, 
embodying a development model rooted in 
centralized capital, vertical integration, and 
geopolitical ambition. These entities mirror the quest 
for size by giga-projects (such as Saudi Arabia’s NEOM, 
Dubai’s large-scale terraforming, and Kuwait’s plans 
for Madinat al-Hareer), designed to capture attention 
and signal transformative growth.7 At the other 
end is a venture-capital-fueled, nascent start-up 
ecosystem that has produced firms such as Careem, 
Talabat, Salla and Pure Harvest, and which promises 
agility and digital disruption, buoyed by sovereign 
fund investments and regulatory sandboxes.

However, fixating on the two most visible ends of 
the business spectrum misses the vital middle. 
National champions, while capitalizing on scale 
economies, can become stagnant, too-big-to-
fail whales with outsized political influence—as 
became apparent in South Korea, where chaebol 
conglomerates became a huge liability during the 
Asian financial crisis.8 Start-ups, on the other hand, 
often follow fads like the metaverse, the hyperloop, 
or non-fungible tokens (NFTs), with short-term 
exit strategies. They lack the patient capital and 
longevity to provide the volume of stable, well-
paid jobs for citizens that policymakers hope to 
achieve.9 The focus on megaprojects and start-ups 
comes at the expense of another type of business 
necessary for an innovative, resilient economy: 

The Arab Gulf’s business landscape is 
characterized by two extremes. At one end, 
colossal government-backed enterprises...At the 
other end is a venture-capital-fueled, nascent 
start-up ecosystem.
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SMEs capable of driving organic, innovation-led 
growth. With some exceptions, Gulf SMEs remain 
constrained by regulatory fragmentation,10 
reliance on state contracts,11 a lack of specialized 
and high-value niches, and most of all, a narrow 
public concept of entrepreneurship that fixates on 
the Silicon Valley-type start-up.12

Gulf states can take inspiration from another 
kind of entrepreneurship, the German-speaking 
countries’  Mittelstand  model.13 With its emphasis 
on niche market leadership, export orientation, 
a culture of embeddedness in local regions, long-
term horizon, quality, and innovation, as well as 
deep relations with employees, suppliers, and 
customers, it offers a potential blueprint for 
bridging this gap—providing Gulf states can 
reconcile this model with their appetite for quick 
solutions. Mittelstand-type companies would 
not only substitute high-value-added industrial 
exports for hydrocarbons but also provide stable, 
highly productive employment.

Hidden Champions and 
Mittelstand SMEs

SMEs form the backbone of any thriving economy, 
contributing significantly to employment, 
innovation, and GDP growth.14 Among 
them,  Mittelstand-style firms stand out as critical 
drivers of national competitiveness. These highly 
specialized, export-oriented SMEs hail from 
Germany, Austria, and Switzerland (the DACH 
region), but are increasingly emulated worldwide. 
They focus on excellence in niche markets and 
maintain long-term stability through family 
ownership and skilled labor. Unlike traditional 
small businesses, Mittelstand firms generate 
disproportionate economic value, sustain stable 
high-wage jobs (SMEs employ more than half of 
the German workforce),15 make up the bulk of 
DACH exports, invest disproportionately in R&D 
as well as physical and human capital, and enhance 
industrial resilience. Recognizing and nurturing 
such high-potential SMEs, rather than treating all 
small businesses as homogeneous, should be a 
priority for policymakers aiming to build a dynamic 
and sustainable business ecosystem.

Table 1: Typical Characteristics of Mittelstand Hidden Champions
Characteristic Description
Size Small to medium enterprise

Ownership Privately held, family-owned

Decision-making Unity of ownership, leadership, and liability

Structure Flat, lean hierarchies, operational flexibility

Strategic horizon Long-term orientation, sustainable growth

Location Strong local/community roots, often in small towns

Market focus Export-oriented, global

Product focus Niche product specialization, often in manufacturing

Research & Development High innovation/patent density

Financing Self-funding (profit re-investment); credit-financed

Customer relations Long-term, close collaboration with customers

Employee relations Long-term employment; vocational/in-house training
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What is the Mittelstand?

While the DACH region’s best-known firms include 
global giants like Volkswagen, Siemens, and Allianz, 
the region’s smaller Mittelstand firms lead the world 
in specialized, high-value niches: 48% of all mid-
sized world market leaders come from Germany,16 
often holding global market shares of 70–90% in 
their segments.17 Koenig & Bauer, for example, has 
an 80% share of the global market for banknote 
printing machines, and Lantal Textiles a 65% share 
of seat fabrics for airliners.18 Other Mittelstand 
firms include Ravensburger  (puzzles and games), 
Faber-Castell (writing instruments), and Sennheiser 
(headphones). Their leadership derives from their 
reputation for craftsmanship, quality and durability, 
combined with continuous innovation.

Unlike conventional SMEs, Mittelstand companies 
are  globally competitive, frequently dominating 
niche markets. Typically focused on manufacturing 
and engineering, they combine tradition with 
innovation, prioritizing long-term stability and 
a reputation for quality over short-term profits. 
Often family-owned, they follow an ethos of 
“enlightened family capitalism” that is deeply 
locally anchored. Kärcher (cleaning tools), for 
example, has been based in the small town of 
Winnenden for 90 years.19 

One hallmark of this model is its  investment in 
human capital; employees often stay for decades, 
benefiting from extensive  in-house training  and a 
strong sense of shared purpose. A good example is 
Liebherr, which trains its skilled workforce in-house 
at the “Liebherr Academy.”20 Mittelstand firms 
also cultivate  durable ties with customers, often 
collaborating to refine products and processes over 
generations, giving them a competitive advantage.
 
While they are typically medium-sized, some—
such as household names Adidas and Bosch—have 
grown into large multinationals without losing 
their Mittelstand characteristics. Nor is the model 
limited to the DACH region or the manufacturing 
sector. Rather, the Mittelstand model primarily 

defined by the combination of craftsmanship with 
state-of-the-art technology and a business ethos 
built on long-term, global perspective, operational 
and production excellence, trust, and specialization.

High-performing Mittelstand firms are often 
described as  “Hidden Champions.”21 With some 
exceptions, they usually remain  “hidden” because 
they are small, specialized, and often sell to other 
businesses rather than the end consumer. Yet while 
they are easily overlooked, they are indispensable to 
the economy.

How Policy can Support 
Mittelstand-Like Firms

Governments play a decisive role in fostering 
Mittelstand businesses.22 Strategic procurement 
policies, such as prioritizing domestic high-tech 
suppliers in infrastructure projects, generate 
demand for their advanced products and services.23 
Trade policy facilitates Mittelstand exports through 
trade missions, export incentives, and access 
to global supply chains.24 Infrastructure policy 
provides energy grids, transport networks, and 
digital connectivity, and creates local industrial 
clusters, allowing these firms to operate efficiently 
and integrate into global value chains.25 A stable, 
adaptive  legislative and regulatory framework  is 
equally vital; this includes tailored legal and 
liability structures like the German GmbH and 
KG, intellectual property protections, and fiscal 
instruments which incentivize apprenticing trainees 
and reinvesting profits in the business.

Innovation support funds like Germany’s Central In-
novation Program for SMEs (ZIM)26 help by funding 
R&D, applied research clusters and public-private 
partnerships, supporting SMEs as they turn labora-
tory breakthroughs into commercial production.27 
To overcome SMEs’ diseconomies of scale, gov-
ernments can  foster support industry networks 
where firms share knowledge and resources with-
out sacrificing competitiveness.28 Policies that  en-
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courage generational succession—through tax 
incentives for family-owned businesses, or mentor-
ship programs—help preserve institutional knowl-
edge.29 Crisis resilience policies can help these firms 
withstand global shocks; these include supply-chain 
diversification grants, energy-security buffers, and 
“Kurzarbeit,” a kind of state-subsidized furlough.

The following section describes three specific 
policies, typical of the DACH industrial model, 
which play key roles in developing the human 
capital, innovation, and finance of a Mittelstand.

1.	 Vocational Education

Mittelstands’ emphasis on craftsmanship creates 
voracious demand for skilled labor that combines 
science, technology, engineering, and mathematics 
(STEM) knowledge with practical skills. The  dual-
track, vocational education system characteristic 
of the DACH region has coevolved with the 
Mittelstand model, creating a symbiosis between 
education and industry.30 Students divide their 
time between classroom learning at high schools 
and hands-on apprenticing at Mittelstand firms, 
gaining both theoretical knowledge and practical 
skills tailored to real-world industrial needs. This 
approach ensures a steady supply of highly skilled, 
workers trained in specialized trades, directly 
addressing the Mittelstand’s demand for technical 
excellence. By embedding apprenticeships into 
their operations, these firms cultivate readily 
employable high school graduates and loyal, 
long-term employees with firm-specific human 
capital.31 The system reduces search costs and 
skills mismatches, facilitates youth employment, 
and reinforces the Mittelstand’s  culture of 
craftsmanship and innovation.

2.	 Higher Education for Applied Innovation

Traditional universities often under-provide re-
search of practical relevance to local businesses or 
produce graduates lacking the skills that the mar-
ket needs. By contrast, the DACH region’s  Fach-
hochschulen (universities of applied sciences)  ex-

tend the dual-track system into higher education, 
partnering with Mittelstand businesses to carry out 
applied R&D to tackle real-world production chal-
lenges.32 Professors and students often collabo-
rate directly with companies on joint projects, with 
“Werkstudenten” (roughly, “work students”) work-
ing part-time at firms. This allows the companies to 
access  specialized expertise and state-of-the-art 
facilities  without maintaining costly in-house R&D 
departments. Additionally, Fachhochschulen pro-
duce graduates with both technical skills and com-
mercial R&D experience, who often remain at the 
firms after they graduate.33

3.	 Public Banks for Mittelstand Finance

Family-owned Mittelstand firms typically eschew 
both public and private equity in order to retain 
control, avoid short-term investor pressure, and 
reinvest profits instead of distributing dividends. 
Rather, they rely on long-term credit. Yet this is 
unpopular with private banks, given the low margins 
and onerous due diligence involved. Public banks like 
Germany’s Kreditanstalt für Wiederaufbau (KfW) fill 
that gap by providing  long-term, patient capital in 
the form of low-interest loans, credit guarantees, 
and venture debt.34 These and similar financing 
instruments enable SMEs to invest and develop 
without sacrificing equity or control. Mittelstand 
banks also offer tailored solutions like energy-
efficient retrofits and digital transformation, aligning 
financing with strategic industrial priorities.35 
Regional public banks further complement this 
system, offering deep knowledge of the Mittelstand 
business model, the local environment, and long-
term relationships with borrowers. 

Limits of the Mittelstand

While the Mittelstand model offers a proven blue-
print for successful SMEs, it also presents chal-
lenges, many of which are relevant to Gulf adapta-
tion.  Succession crises  can plague family-owned 
firms.36 Over-specialization may backfire if firms fail 
to adapt to changing demands and technologies. 
Mittelstand firms’ focus on incremental improve-
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ment sometimes leaves them vulnerable to disrup-
tive technologies.37 Their reliance on bank financing 
(rather than equity) can slow their growth. In the 
Gulf, such limitations would be compounded by con-
strained vocational talent pipelines  and a focus on 
short-term returns.

Yet these hurdles are surmountable with adequate 
policies:  generational handover incentives  (tax 
breaks for family-to-family sales),  diversification 
grants  for SMEs in at-risk niches, and  innovation 
vouchers  to partner with AI/clean-tech start-ups. 
The Mittelstand model can succeed—provided 
decision-makers are aware of the needs of this kind 
of business and adjust their policies accordingly.

A Gulf Mittelstand?

The idea that SMEs could be a key economic driver 
for the Gulf Cooperation Council (GCC) countries, 
necessitating dedicated government strategies, 
is not new.38 But while some progress has been 
made,39 Gulf SMEs lag behind their global peers 
in terms of economic output.40 One remedy for 
this deficiency would be an SME policy with a 
sharper focus on creating a specific Mittelstand 
segment, whose “Hidden Champions” invest 
disproportionately in domestic R&D and physical 

and human capital, provide high-paying jobs, 
and export high-value-added goods. These 
firms would provide productive private-sector 
employment, serve as long-term talent magnets 
for expatriates—given appropriate visa and 
residence policies—and boost the productivity of 
migrant workers.

The Gulf’s Mittelstand Potential 

The region possesses many elements needed to 
cultivate its own  Mittelstand-like ecosystem  of 
such mid-sized, export-oriented, high-quality 
niche market leaders.41 With vast resources, 
modern infrastructure, and ambitious economic 
diversification plans, Gulf states could foster 
homegrown “hidden champions” in sectors 
such as  advanced materials (leveraging existing 
expertise in petrochemicals), green tech 
(harnessing abundant renewables), or policy 
priorities like AgriTech and defense. The Gulf 
has two key advantages: a focus on the Fourth 
Industrial Revolution and digitalization, a 
transformation which has been a stumbling block 
for some German SMEs; and ongoing efforts to 
transform citizens into entrepreneurs through 
incentives and incubators, which could be modified 
to nurture Mittelstand-type ventures.
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Existing SMEs Prove Viability

The GCC countries already have a rich ecosystem of 
SMEs, including many family-owned businesses.42 
This is reflected in Forbes’ annual list of top Arab 
Family businesses, with diversified business 
conglomerates consistently dominating the list 
(89% in 2022).43 On the other hand, specialized 
industrial leaders barely registered on it. The 
business models of the Arab region’s diversified 
conglomerates focus on  low-risk, asset-light 
ventures (e.g. trading, retail, and services), —a 
legacy of historic reliance on commerce and real 
estate. Yet, these family firms share key cultural 
traits with Mittelstand firms:  long-term family 
stewardship, local market knowledge, and close 
customer relationships. With proper government 
support, many have the potential to pivot toward 
the high-value, specialized model.

What is more, the Gulf is also home to some small- 
to mid-sized, export-oriented, innovation-driven, 
niche manufacturers that more closely resemble 
the Mittelstand model. Examples include  Saudi 
Arabia’s NAMA Chemicals  (specialty polymers) 
and Saudi Ceramics; Qatar’s mid-cap Qatar 
Steel, the  UAE’s Gulf Cryo  (industrial gases) and 
Emirates Float Glass; Oman’s  Oman Cables  and 
Gulf International Chemicals; Kuwait’s  Gulf 
Cable & Electrical Industries; and Bahrain’s Gulf 
Biotech. Special cases include SMEs acting not as 
exporters but as domestic suppliers, like Precision 
Engineering Company (oil engineering services) 
and Qatar’s Baladna  (dairy), which was conceived 
as an import substitution solution during the 2017 
blockade. While some of these Hidden Champions 
have outgrown the SME label and are often not 
family-owned, they retain many Mittelstand 
qualities and demonstrate the viability and promise 
of a dedicated Gulf Mittelstand strategy.

Existing Policies and Institutions

While the GCC lacks a grand  Mittelstand  strategy, 
many initiatives exist that include support for 
SMEs.  Saudi Arabia’s Strategy for Industry, the 

National Industrial Development and Logistics 
Program (NIDLP),44 the National Center for Family 
Business (NCFB), and the “Made in Saudi” initiative, 
while not dedicated to the “Hidden Champion” 
Mittelstand,  are well-endowed industrialization 
and supply-chain localization programs that foster 
and promote domestic SMEs. Regulations also 
mandate that government projects source from 
local industrial SMEs. 

Similar programs and regulations exist in the other 
GCC countries. The UAE’s federal “Operation 300bn” 
industrial development plan45 and National  In-
Country Value (ICV) Program are major localization 
efforts and are flanked by local strategies like Dubai 
Industrial Strategy 2030,46 which also offers 
subsidies for niche manufacturers. In Qatar, Manateq 
zones provide industrial SMEs with infrastructure 
for workshops and showrooms, the Tasdeer export 
promotion program helps Qatari manufacturers, 
and the 2022 World Cup provided ample demand 
for local SMEs such as SMEET Precast  (precast 
concrete). Oman has its own ICV program and an 
industrial diversification program (Tanfeedh) that 
supports domestic manufacturing SMEs.  Kuwait’s 
National Fund for SME Development and Bahrain’s 
Tamkeen  similarly support local SMEs. Private 
financial institutions as well as state-owned 
development and export-import banks provide 
industrial credit and trade finance to domestic SMEs.

Peculiarities of the “Gulf Mittelstand”

Mittelstand-like firms in the Gulf show systematic 
differences from their DACH counterparts. 
As mentioned above, ownership structures 
differ; family-owned businesses tend to be 
non-manufacturing conglomerates while more 
Mittelstand-like SMEs are often state-owned, 
publicly traded (like NAMA Chemicals), or corporate 
subsidiaries. Another interesting model is Karwa 
Motors, an Omani bus manufacturer founded in 2017 
as a joint venture between the Qatari state-owned 
Mowasalat company and the Oman Investment 
Authority, licensing technology from China. While 
not a Mittelstand-like company, its structure 
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could provide a model for adapting the concept 
to Gulf peculiarities: the involvement of state-
owned enterprises and sovereign wealth funds, the 
importance of knowledge transfer from outside the 
Gulf, and the need for GCC states to break down 
national borders and cooperate more closely.

The Gulf also has other characteristics that could 
hold back the drive to create Hidden Champions. 
The region’s private sector often prioritizes  quick 
returns from trading, real estate, or low-value 
services  over the long-term, patient capital 
required for industrial SMEs to mature into 
specialized quality leaders. As concerns human 
capital, the DACH’s dual-track vocational training 
model contrasts with the Gulf’s more traditional 
view of education as a purely academic endeavor, 
separate from the world of work. While flexible, 
reliance on  expatriate labor on short, renewable 
contracts contrasts with the DACH model’s 
development of deep in-house skill and expertise 
to create a loyal, durable, locally rooted workforce 
that builds organizational knowledge and 
continuity. Additionally, the GCC Common Market 
has been less conducive to cross-border trade 
and business than initially hoped, with segmented 
labor markets and relatively low cross-border trade 
flows,47 contrasting with the way DACH Mittelstand 
firms operate fluidly within the European Union.

“Shiny Champions” and 
the Missing Middle

In other words, the Gulf Mittelstand exists but 
remains peripheral. To bring out its full potential, it 
must be nurtured through a coordinated strategy.48 

The biggest hurdle to such a strategy lies in the 
Gulf’s policy and investment bias toward flagship 
projects—mega-projects like NEOM, tech start-
ups chasing unicorn status in sectors subject to 
short-lived hype cycles, and state-backed national 
champions. The combination of attention seeking, 
short-termism, and a focus on equity markets 
and IPOs in the Gulf tends to divert attention 
and resources from the less glamorous, less 
immediately gratifying but equally critical SMEs 
that form the backbone of advanced economies. 
High-value industrial SMEs specializing in niche 
manufacturing, engineering, or materials science 
require patient and quiet nurturing. By fixating on 
scale, visibility, and immediacy—that is, on “shiny 
champions”—Gulf economies risk overlooking the 
“hidden” middle layer  of firms that sustain long-
term competitiveness through specialization, 
skilled employment, and incremental innovation. 

Recommendations

Given these promising elements and substantial 
hurdles, how can the Gulf stimulate an innovative 
middle layer of Hidden Champions, and what can 
it learn from global models such as the DACH 
Mittelstand? Both the historic success and 
recent struggles of German mid-cap, innovative, 
exporting manufacturers are informative. They 
indicate that a successful Mittelstand strategy 
requires attention and long-term commitment as 
well as an integrated, holistic strategy that goes 
beyond mere industrial policy: a concerted effort 
including trade, education, research, finance, and 
infrastructure policy. 

The Gulf could adapt the DACH Mittelstand model 
to the regional context but also take inspiration 
from other global SME successes. It could harness 
local comparative advantages while overcoming 
scale issues through regional integration. It could 
integrate and upgrade existing Gulf industrial 
policies and institutions, and embed Mittelstand-
like SMEs into the economy while also attending 
to targeted priority sectors such as GreenTech, 
AgriTech, and defense, seeing the benefits of 

The combination of attention seeking, short-
termism, and a focus on equity markets and 
IPOs in the Gulf tends to divert attention and 
resources from the less glamorous, less imme-
diately gratifying but equally critical SMEs that 
form the backbone of advanced economies. 
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Mittelstand companies in a broader context than 
mere economic growth. Focus is key. Industrial 
programs like the Saudi NIDLP need to attend 
more to SMEs, while institutions that already cater 
to them, like the Qatar Development Bank, need to 
concentrate specifically on Mittelstand-like SMEs.

While the list of policy recommendations is long, 
this paper concludes with four key proposals, 
based on the most pressing, specific needs of 
Mittelstand-like SMEs:

1.	 Provide Financing

The GCC’s financial system as a whole favors 
large conglomerates and state-linked firms. 
“Relationship banking” and affordable, long-
term loans for SMEs remain in short supply.49 To 
replicate the financial infrastructure underpinning 
Germany’s Mittelstands, Gulf countries should 
create dedicated Mittelstand banks. Given that 
the region already has national development 
banks—like Qatar Development Bank, which has 
financed more than 1,000 SMEs to date50—this 
recommendation presents low-hanging fruit. 

Existing development banks could create dedicated 
in-house “Mittelstand Divisions.” Flanked by 
knowledge transfer from banks like the German 
KfW, this would provide targeted support to 
Mittelstand-like Hidden Champions and long-term, 
low-cost financing (including niche products like 
leasing and factoring) tailored to industrial SMEs 
for machinery, R&D, and export expansion, with 
grace periods aligned to production cycles, as well 
as zero-collateral innovation grants, succession 
planning, and anti-takeover minority stakes. 

They could also offer risk-sharing guarantees 
to encourage private lenders to support niche 
manufacturers and serve as government-backed 
lenders of first resort.51 Modalities would ensure 
that funds are used efficiently and do not crowd 
out private credit, for example, with public-private 
co-financing arrangements. Ideally, a central 
Mittelstand bank would be complemented by a 

decentralized network of regional banks (similar 
to Germany’s Sparkassen, Raiffeisenbanken or 
Landesbanken) or by Swiss-style “guarantee 
cooperatives” which offer peer-to-peer finance, 
providing local expertise in lending decisions, and 
serve as a company’s “Hausbank” or “home bank.”

2.	 Cultivate and Harness Productive Human Capital

A Mittelstand-like ecosystem requires a workforce 
with both theoretical knowledge and practical 
skills. The DACH dual-track education system that 
combines high school education with on-the-job 
training could offer inspiration for nurturing such a 
workforce, followed up by higher education in the 
spirit of the Fachhochschule, which offers an excellent 
university education paired with work experience 
at companies. The Gulf could adopt and update 
Germany’s traditional apprenticeship model with its 
own Fourth Industrial Revolution (4IR) ambitions to 
make the system future-proof. Industrial SMEs that 
benefit from public contracts would be mandated 
to train locals in fields like mechatronics, additive 
manufacturing, and AI-aided design. 

While applied degrees currently have a second-rate 
reputation, technical universities (such as Saudi 
Arabia’s KAUST, the UAE’s Khalifa University, and 
Qatar’s UDST) could partner with SMEs to design 
applied diploma programs, blending classroom 
and workshop learning to create highly desirable 
qualifications. Initial reluctance and bias towards 
purely academic degrees could be countered 
with wage premiums. An education system 
that produces highly employable, productive 
graduates would not only increase the private 
sector employability of Gulf citizens, but also help 
to upskill the non-citizen workforce, whose low 
productivity is another perennial policy concern.52

Besides human capital, Fachhochschule-type 
universities would also supply critical applied 
R&D, while applied-science organizations like the 
German Fraunhofer Society and the Finnish VTT, 
as well as regional innovation networks, could be 
models for R&D coordination on the national level.
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3.	 Provide Targeted Support

Gulf governments could harness their existing 
industrial policies and tailor them to encourage 
Hidden Champion SMEs through three key prongs. 
The first prong could harness Gulf experience 
with special economic zones to create innovation 
clusters specifically geared towards Mittelstand-
type firms. For example, Qatari Manateq zones 
could be created as manufacturing clusters, 
centered around an education nucleus consisting 
of dual-track high schools and a Fachhochschule-
type university, which provide human capital and 
R&D for the resident firms. Further inspiration could 
be sought from SME clusters like the watchmaking 
cluster in the Swiss Jura and government programs 
like the German “go-cluster”.53

The second prong would consist of horizontal 
policies open to all qualifying SMEs. This could 
encompass anything from modifying procurement 
quotas for state-owned enterprises to instead 
generate demand for local Mittelstand firms, to 
R&D support and export promotion. One such 
policy could offer incentives to existing family 
conglomerates that meet qualifying standards to 
move into manufacturing niches and become export-
oriented, innovative quality leaders. Such a “Pivot 
to Production” package could include inducements 
to reinvest profits into industrial capital, legacy 
safeguards (allowing spin-offs of manufacturing 
units without losing family control), and subsidized 
industrial cluster zones with shared infrastructure 
and R&D facilities. Programs like this would tap into 
existing potential and transform established family 
firms into Gulf Hidden Champions.

Finally, Gulf governments should launch a program 
of more targeted support for existing Mittelstand-
like SMEs, especially in priority sectors. These 
firms would receive tailored incentives and support 
for first-time export logistics, IP protection, 
and market intelligence. By focusing on firms 
with proven specializations, rather than generic 
small businesses, this program would accelerate 
the emergence of globally competitive Hidden 
Champions aligned with Gulf diversification goals. 
To avoid corruption, this program must be carefully 
designed, with an emphasis on transparency and 
accountability, including publicly communicated 
metrics, conditionalities, sunshine and sunset rules.

4.	 Retain Global Talent in the Long Term

The Gulf labor market thrives through its foreign 
labor, which is seen as transient or even precarious, 
with few protections and reliant on temporary 
contracts and visas. The current framework, which 
often ties residency to employment status and offers 
limited pathways to long-term settlement, creates 
uncertainty for skilled professionals and discourages 
them from building their careers and settling families 
in the region. This undermines SMEs, especially 
those modeled on the Mittelstand, which require a 
stable, long-term workforce to build the necessary 
in-house expertise for quality and innovation and to 
ensure generational knowledge transfer.

Policymakers should prioritize a comprehensive 
reform of labor, visa, and citizenship policies to 
retain highly skilled foreign workers. While the UAE 
has pioneered initiatives like the “golden visa,” 
most Gulf countries lag behind in offering clear, 
attractive settlement options. Evidence from 
Qatar and across the GCC shows that highly skilled 
migrants express a strong desire to remain, but are 
deterred by the lack of long-term security, family 
integration opportunities, and career planning 
prospects.54 To address this, Gulf governments 
should introduce multi-year, renewable residency 
permits that are independent of employer 
sponsorship, and offer transparent, merit-based 

Policymakers should prioritize a comprehensive 
reform of labor, visa, and citizenship policies to 
retain highly skilled foreign workers. 
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pathways to permanent residency for skilled 
professionals and their families. Policies should 
also support family cohesion, allow for long-term 
employment contracts, easier job transitions, and 
offer social protections such as unemployment 
insurance, pension fund buy-ins, and longer post-
termination grace periods.

Conclusion

Gulf SMEs lag behind their international peers in 
productivity. Overshadowed by more attention-
grabbing ventures, they remain neglected by the 
public, financial institutions, and policymakers. Yet 
high-powered, Mittelstand-type SMEs could play 
a vital function for the region’s industrialization, 
economic stability and self-sufficiency. They 
could produce high-value-added exports and 
generate stable, well-paid private-sector jobs for 
citizens and skilled non-citizens alike. Moreover, a 
layer of such SMEs would support the ecosystem 
underpinning large national champions and high-
risk start-ups. Redirecting policy energy toward 
these understated yet high-impact players could 
thus unlock complementarities and lead to more 
durable economic development.

This paper has outlined encouraging signs such as 
the existing examples of “native” Gulf Mittelstand 
firms, as well as identifying barriers that need to be 
overcome. It has enumerated several key lessons 
from the DACH Mittelstand model. Yet the Gulf 
need not replicate that model wholesale—instead, it 
can selectively blend insights from other global SME 
success stories, tailored to the region’s strengths. 
For example,  the Italian region of Emilia-Romagna’s 
evolving approach, from the “Emilian Model” of the 
1980s to “flexible specialization” and innovation 
clusters where SMEs collaborate (rather than 
compete) in shared supply chains, supported by local 
banks, vocational schools, and cooperative R&D: all 
this could be another inspiration for the Gulf.55 

Another example is that of Taiwan’s electronics 
manufacturing SMEs, which thrived through 
tight  university-industry R&D partnerships  and 
export-focused industrial parks and exemplify 
a successful state-led industrial policy that may 
appeal to Gulf governments.56 Similarly,  cultural 
models like Japan’s “monozukuri,” a focus on 
perfecting the product and mastering a craft, can 
be instructive. The end result could be a unique 
kind of Gulf Mittelstand that blends native qualities 
with global best practices.

To conclude with a concrete vision, one way 
to imagine the creation of a Gulf Mittelstand 
is through pilot clusters. These would build 
on existing Gulf expertise in creating special 
economic zones for industry, research, or both—
and adapt them to the Mittelstand recipe. Such 
a cluster could be built around an educational 
core, consisting of dual-track high schools and 
a Fachhochschule-style university of applied 
sciences, deeply integrated with the surrounding 
industrial SMEs. These SMEs would be incentivized 
and supported to develop a Mittelstand ethos of 
locally-rooted, export-oriented niche-leadership, 
employing cluster-educated apprentices and 
“Werkstudenten,” and creating innovative high-
quality products, in R&D partnerships with the 
cluster’s applied research institutions. The cluster 
would also feature supporting institutions, like a 
dedicated Mittelstand bank providing financial and 
business development services.
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