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Foreword

Late in 1996, the Preliminary Overview of Economic Developments in the ESCWA
Region was initiated as a companion publication for the more detailed Survey of Economic
and Social Developments in the ESCWA Region. The Preliminary Overview is now
published regularly before the close of the year as a forerunner to the Survey, which offers a
wider scope and more in-depth analysis and appears around June or July of the following
year. The first of its kind in the region, the Preliminary Overview has proved to be a valuable
resource for numerous end-users in different fields.

Encouraged by the positive responses we have received, we hereby present the
second issue of the Preliminary Overview.

It was our experience that the first issue of the Preliminary Overview fulfilled its
primary objective of providing an accurate early assessment of economic developments in the
region; even more importantly, however, it was also able to offer reliable estimates—and
even ‘“‘guesstimates”—that were not significantly different from the final data published later.
It came as a welcome surprise that the overall picture of economic developments in the
region, as depicted in the Preliminary Overview, largely conformed with that presented in the
subsequent Survey.  The Preliminary Overview and the Survey are complementary
publications which serve two different, though converging, objectives. The Preliminary
Overview responds to the need fora timely assessment of economic developments at year’s
end, while the Survey presents a more precise and comprehensive analysis based on final
data.

As with the previous issue, the 1997 Preliminary Overview supplements its
assessments of the economic performance of 1997 with a broad outlook for 1998.
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Hazem El-Beblawi
Executive Secretary

17 December 1997
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EXECUTIVE SUMMARY

This preliminary overview of economic developments in the ESCWA region' is

intended to provide readers with an assessment of the outlook for the region in 1998, based
on an early review of the economic conditions in the region in 1997.

Outlook for 1998

It is expected that the real gross domestic product (GDP) of the ESCWA region as a
whole, excluding Irag, will grow by about 3.8 per cent in 1998. This rate is slightly higher
than the 1997 growth rate of 3.6 per cent (a preliminary estimate) and is sufficient to yield a
positive 1.1 per cent real growth in per capita GDP in the region. For the second consecutive
year, real economic growth will be higher in the more diversified economies in the region
than in the GCC countries as a group.2 It is expected that in 1998 real GDP will grow by 5.3

per cent in the more diversified economies and by 3.2 per centin the Gulf Cooperation
Council (GCC) countries. The growth rates for the individual members of each group are
likely to differ; the highest growth rate is expected to be recorded in Qatar from among the
GCC countries, and in Yemen from among the more diversified economies.

The ESCWA region’s economic prospects for 1998 will greatly depend on the
international prices of oil, the implementation of economic reforms in the member countries,
developments in the Middle East peace process, and developments pertaining to the
economic sanctions imposed by the United Nations Security Council on Iraq since 1990.

International oil prices are expected to range between US$ 17.50 and US$ 19 per
barrel in 1998 (between 6.8 per cent lower and 1 per cent higher than the 1997 average of
US$ 18.78 per barrel). The increase in the ESCWA region’s total oil production will
accelerate in 1998, rising to approximately 18.9 million barrels per day (m/b/d), up about 10
per cent from the 1997 level of 17.15 m/b/d. Iraq, Kuwait, Saudi Arabia and the United Arab
Emirates will be responsible for most of this increase.

The ESCWA region’s oil revenues are expected to rise in 1998, with the rate of
increase varying from country to country. Kuwait, Saudi Arabia and the United Arab
Emirates are likely to earn most of the additional revenues, which will have a very positive
effect on the balance of trade and government budgets of these countries.

The balance-of-trade deficits in most of the more diversified economies are expected
to remain close to their respective 1997 levels, as both exports and imports are likely to
increase. However, the current accounts of these countries are expected to show some
improvement, as higher remittances from expatriate workers are anticipated.

! The ESCWA members are Bahrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Oman, Palestine, Qatar,

Saudi Arabia, the Syrian Arab Republic, the United Arab Emirates and Yemen.

2

The member countries of the Gulf Cooperation Council (GCC) are Bahrain, Kuwait, Oman, Qatar,
Saudi Arabia and the United Arab Emirates.




Budget deficits as a percentage of GDP are expected to remain below 3 per cent in
most of the GCC countries and the more diversified economies. The former group will
benefit from higher revenues from oil, gas and petrochemicals, while the latter group will
benefit from the continued application of tight fiscal policies and the reform of their tax
systems.

It is expected that the implementation of economic reforms will accelerate GDP
growth in the more diversified economies, in particular Egypt, Jordan and Yemen.
Privatization is expected to expand more rapidly in these countries, especially in Egypt,
where 314 public sector companies earmarked for privatization are likely to be privatized by
the year 2000. The Syrian Arab Republic is expected to continue to liberalize its economy
and to promote the role of the private sector, particularly in the area of tourism. The Syrian
economy should also benefit from the more efficient allocation of economic resources
resulting from the Government’s decision to institute a single, unified foreign exchange rate
in 1998. Among the GCC countries, Oman stands to benefit the most from the economic
reforms implemented during the past several years. Privatization in most of the GCC
countries is expected to continue at its generally conservative pace.

One challenge which will remain formidable for both the GCC countries and the
more diversified economies is the relatively high rate of unemployment. The policy of
indigenization (replacing expatriate workers with nationals) in the GCC countries is expected
to be enforced more strictly.

Inflation rates in the region are not expected to change significantly from their
generally low 1997 levels, except in Iraq and Yemen, where marked declines in such rates are
anticipated.

Preliminary overview of 1997

Preliminary estimates of economic growth indicate that real GDP for the ESCWA
region, excluding Iraq, rose 3.6 per cent in 1997. Although this was below the 5.3 per cent
growth rate achieved the previous year, it nevertheless translated into positive real per capita
growth for the second consecutive year. There was a marked difference in economic growth
between the GCC member countries and the more diversified economies. While combined
GDP growth in the GCC countries declined from 5.4 per cent in 1996 to an estimated 3 per
cent in 1997, it remained relatively steady, at around 5 per cent, in the more diversified
economies. :

The major factors contributing to the region’s 3.6 per cent growth rate in 1997
include (a) the increase in oil production in several countries, which allowed the region’s
total oil revenues in 1997 to remain at approximately the same level as those recorded the
previous year despite falling oil prices and (b) the introduction and/or acceleration of
economic reform in many countries of the region. The most important factors preventing the
ESCWA region from achieving a higher growth rate in 1997 include (a) an estimated 7.4 per
cent decline in international oil prices, (b) the periodic closure of the West Bank and Gaza
Strip borders, (c) the unstable political situation caused by the stalling of the Middle East
peace process, (d) terrorist attacks on tourists and (e) the continued United Nations economic
sanctions maintained against Iraq since 1990.




Preliminary estimates place the region’s oil revenues in 1997 at US$:99.05 billion.
This is only US$ 1.03 billion lower than 1996 oil revenues and US$ 17.48 billion higher than
revenues for 1995. The estimated 5.4 per cent increase in oil production in most ESCWA
member countries, coupled with the apparently smaller declines in the oil prices of individual
ESCWA member countries (relative to the decline in the average OPEC crude oil basket
price), was sufficient to allow the region to maintain its oil revenue levels in 1997, total oil
revenue was only 1.03 per cent below the 1996 level, which was the region’s highest in more
than a decade.

Economic reform and structural adjustment programmes designed to correct internal
and external imbalances as well as enhance efficiency and productivity, which are
particularly crucial in what is rapidly becoming a global economy, continued to be
implemented in most of the more diversified ESCWA member countries in 1997. The pace
of economic reform varied widely from country to country. While economic reform efforts
intensified in the more diversified economies, most notably in Egypt and Yemen, the drive
for economic and structural adjustment lost most of the momentum it had gained in 1995 in
most of the GCC countries; one notable exception was Oman. The policy to widen and
diversify the tax base and further reduce subsidies on goods and services provided by the
Government was largely suspended in 1996 and 1997 in a number of GCC countries. Efforts
must be made to reinstate this policy, as its gradual implementation will allow the GCC
countries to avoid abrupt and sharp reductions whenever they are confronted with a
significant decline in oil revenues.

The stalled Middle East peace process fueled political instability in the region and
generally discouraged the inflow of capital and tourists in 1997. The countries and areas
most adversely affected by the lack of progress in the Middle East peace process were Egypt,
Jordan, Lebanon and the West Bank and Gaza Strip.

The unemployment problem remained critical in many countries in the region in
1997, in particular the more diversified economies. Higher economic growth rates are
required to allow these countries to absorb the relatively large numbers of new entrants to the
labour force each year and to push the unemployment rate downward.

Inflation rates were generally low in most ESCWA member countries in 1996 and
fell further in 1997. Inflation rates have traditionally been much lower in the GCC countries
than in the more diversified economies, and 1997 was no exception: the highest inflation rate
in the GCC countries, estimated at 3.7 per cent, was registered in the United Arab Emirates,
while the lowest inflation rate among the more diversified economies of the region, an
estimated 4.7 per cent, belonged to Jordan.

In 1997, for the second consecutive year, the budget deficit as a percentage of GDP
was relatively low and/or declining in most of the countries of the ESCWA region. Many
developed and developing countries in different regions of the world were unable to reduce
their respective budget deficits as a percentage of GDP to below 3 per cent; however, five
ESCWA member countries achieved this benchmark in 1997, and a sixth member country,
Kuwait, was able to realize a large surplus in its government budget. The five ESCWA
member countries that had a budget deficit of less than 3 per cent in 1997 were Bahrain,
Egypt, Saudi Arabia, the United Arab Emirates and Yemen. These reductions were made
possible because of oil revenues that were significantly higher than those projected in all of




the budgets of the GCC countries, generally constrained government expenditures in some
countries, and positive economic growth.

The performance of the member countries with respect to the external sector tended
to vary in 1997. The GCC countries recorded large balance-of-trade surpluses, but because
of the large outflows for services, their current accounts were not as positive as their balance-
of-trade accounts. The opposite was true in the more diversified economies; as has been the
case for many years, these countries recorded large balance-of-trade deficits, and their current
account positions benefited from expatriate workers’ remittances and from tourism.

A. ECONOMIC GROWTH

As previously mentioned, preliminary estimates on economic growth indicate that
real GDP in the ESCWA region, excluding Iraq, increased by 3.6 per cent in 1997. Although
this was below the 5.3 per cent growth rate achieved the previous year, it none the less
enabled the region to achieve positive real per capita growth for the second consecutive year;
such growth amounted to 1.6 per cent in 1996 and 0.9 per cent in 1997. There was a marked
difference between the GCC countries and the more diversified economies in terms of
economic growth. Table 1 shows that while combined GDP growth in the GCC countries
declined to an estimated 3 per cent in 1997 from 5.4 per cent in 1996, it remained steady, at
around 5 per cent, in the more diversified economies.

The factors contributing most to the region’s 3.6 per cent growth rate in 1997
included (a) a significant increase in oil production in several countries, which helped keep
the region’s total 1997 oil revenues at approximately the same level as that recorded the
previous year, in spite of falling oil prices and (b) the introduction and acceleration of
economic reforms in many countries of the region. The major factors preventing the ESCWA
region from achieving a higher growth rate in 1997 included (a) an estimated 7.4 per cent
decline in international oil prices, (b) the periodic closure of the borders of the West Bank
and Gaza Strip, (c) the political instability caused by the stalling Middle East peace process,
(d) terrorist attacks on tourists, and (e) the continued United Nations economic sanctions on
Iraq (imposed since 1990).

With the considerable increases in oil production in Iraq and Qatar and the more
modest increases in several other ESCWA member countries, the region’s oil production is
estimated to have reached an average of 17.15 m/b/d in 1997—about 880,000 b/d more than
the 16.27 m/b/d produced in 1996. Oil production in Iraq and Qatar in 1997 is estimated at
1,124,000 b/d and 650,000 b/d respectively, representing an increase of 85.5 and 26.2 per
cent over their respective 1996 production levels.

Preliminary estimates indicate that the OPEC crude oil basket price averaged US$
18.78 per barrel in 1997; this represents a 7.4 per cent decline from the US$ 20.29 per barrel
recorded in 1996, but an increase of 11.4 per cent over the US$ 16.86 per barrel price
registered in 1995. Major factors contributing to the decline in oil prices in 1997 included (a)
increases in production by non-OPEC countries, (b) production by some OPEC members at
levels considerably higher than their respective quotas (Venezuela, for example, exceeded its
OPEC production quota of 2,359,000 b/d by more than 880,000 b/d), (c) United Nations
Security Council resolution 986 of 1995, which allowed Iraq to export US$ 2 billion worth of
oil every six months, starting in January 1997, and (d) a warmer winter than usual in the
northern hemisphere.




Table 2 shows that the oil revenues in the region totalled an estimated US$ 99.05
billion in 1997. This is only US$ 1.03 billion lower than 1996 oil revenues and is
significantly higher than 1995 oil revenues, which amounted to US$ 81.57 billion. Together,
the estimated 5.4 per cent increase in oil production in most ESCWA member countries and
the smaller declines in oil prices in individual ESCWA member countries (relative to the
decline in the average OPEC crude oil basket price) were sufficient to allow the region to
maintain a high oil revenue level overall. The ESCWA region’s total oil revenue for 1997
fell only 1.03 per cent below its 1996 level, which was the highest level recorded in the
region in more than a decade. In addition, the purchasing power of the ESCWA region’s oil
revenues was strengthened in 1997 by the 12 per cent appreciation of the United States dollar
(in which oil prices are denominated) against other major currencies, and by its even larger
appreciation against currencies of several other countries, including some Far Eastern
countries.

The importance of the oil sector in the economies of most ESCWA member countries
and areas is evident. Apart from Jordan, Lebanon and Palestine (the West Bank and Gaza
Strip), which do not export any oil, the ESCWA members are all oil exporters, and oil
revenues continue to play a significant role in their economies, government budgets and
trade balances; this is particularly true in the GCC countries.

Economic reform and structural adjustment programmes designed to correct internal
and external imbalances as well as enhance efficiency and productivity, which are especially
crucial in what is rapidly becoming a global economy, continued to be implemented in most

of the more diversified ESCWA member countries in 1997.> The trend of moving away from

inward-looking economic development strategies continued, and the economic dominance of
the region’s Governments appeared to be declining steadily. There is now more emphasis on
outward-looking development strategies which focus on the private sector as the engine of
growth and development and the major source of employment opportunities. The pace of
economic reform varied widely from one ESCWA member to another; reform efforts
generally intensified in the more diversified economies, most notably in Egypt and Yemen,
but much of the momentum gained in 1995 was lost in the GCC countries, with the exception
of Oman. The policy to broaden and diversify the tax base and to further reduce subsidies on
goods and services provided by the Government was generally suspended in 1996 and 1997
in several GCC countries. The gradual implementation of this policy must be sustained so
that these countries can avoid abrupt and sharp reductions whenever they are confronted with
a significant decline in oil revenues.

The stalled Middle East peace process fueled the political instability in the region,
which in turn discouraged the inflow of capital and tourists in 1997. Economic conditions
deteriorated further in the West Bank and Gaza Strip with Israel’s closure of their borders.
The terrorist attack on tourists in Luxor, Egypt, in November dealt a severe blow to the
rapidly growing tourism sector in the country, as well as to the tourism sectors in
neighbouring countries, in particular Jordan and Lebanon. Prior to the terrorist attack in
Luxor, a record number of tourists were visiting Egypt: tourism revenues exceeded US$ 3.5

3

In 1994, Egypt and Kuwait were contracting parties to the General Agreement on Tariffs and Trade
(GATT), and thereafter acceded to the WTO Agreement when it entered into force on 1 January 1995; by 1997,
three other ESCWA member countries (Bahrain, Qatar and the United Arab Emirates) had joined the World Trade
Organization as well. Jordan, Oman and Saudi Arabia have applied for WTO membership; Jordan is expected to
become a member in 1998.




billion in fiscal year 1996/97, and it is estimated that tourism and related activities provided
employment for nearly 4 million Egyptians. The drastic decline in the number of tourists
visiting Egypt in November and December 1997 undermined the country’s efforts to achieve
an economic growth rate higher than 5.3 per cent for the year. The economic sanctions
imposed on Iraq by the United Nations continued to have an adverse effect on the economic
conditions of Iraq and its major trading partners, in particular Jordan.

B. UNEMPLOYMENT

The unemployment problem remained a formidable challenge in 1997 for many of
the countries of the region, in particular those with more diversified economies. This
problem has been compounded over the years by the region’s relatively high population
growth and low economic growth rates and by overstaffing in the public sector. An
increasing number of Governments are discontinuing the policy of being an employer of last
resort, and new entrants to the labour force are facing greater difficulty in finding jobs. In
Egypt, for example, overstaffing stood at around 18 per cent in the public sector; with the
implementation of various structural adjustment and economic reform measures, employment
in State companies fell from 1,083,000 in June 1990 to 908,000 in June 1996 (mainly through
attrition).

The annual economic growth rate of around 5 per cent achieved by the more
diversified economies since 1995 may be perceived favourably, but it is not sufficient to
reduce the current high rates of unemployment in most of these countries to any significant
degree. It is estimated that in Egypt and Jordan, for example, annual real GDP growth rates of
between 7 and 8 per cent would be required to absorb the estimated 500,000 new labour force
entrants in the former and the 50,000 new entrants in the latter every year.

The West Bank and Gaza Strip had the highest unemployment rate in the region in
1997; it is estimated to have exceeded 28 per cent. This was attributable mainly to Israel’s
closure of the borders of the West Bank and Gaza Strip, to the unstable political situation,
which discouraged foreign and domestic private investment, and to the high population
growth rate in these areas.

The unemployment rate in Yemen appears to have remained at its 1996 level of 25
per cent. The unemployment situation in Yemen is not expected to improve much unless the
private sector increases investment and employment significantly in the coming years.
Annually, the country must be able to accommodate 200,000 new additions to the labour
force and to absorb the 35,000 State employees that are expected to lose their jobs as the
Government trims down its bureaucracy.

Jordan’s unemployment rate declined from its 1991 high of 25 per cent and has
remained at around 15 per cent over the past three years. This rate is considered high,
especially in the light of the fact that real wages have generally remained stagnant during
these years.

The rate of unemployment in Egypt was officially estimated at less than 9 per cent in
1997. According to other sources, however, the country’s unemployment rate was around 12
or 13 per cent. Although underemployment may have been a problem, the unemployment rate
in the Syrian Arab Republic is estimated to have been in the single digits in 1997.
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The GCC countries are also concerned about unemployment. This may appear
inconsistent with these countries’ practice of providing employment opportunities for
millions of expatriate workers, who account for most of their respective labour forces. Such
workers represent 61 per cent of the total labour force in Oman, 83 per cent in Kuwait, and
91 per cent in the United Arab Emirates.

The private sector employs less than 10 per cent of the nationals working in the GCC
countries. The problem is not only that the private sector seems reluctant to employ nationals,
but also that the nationals themselves prefer to be employed in the public sector, where the
salaries are considerably higher and the fringe benefits more generous. The problem in the
GCC countries is that there is already a considerable number of redundant workers in the
public sector, and new employment opportunities in this sector are expected to become
increasingly scarce as the Governments ration their expenditures and limit their role in the
economy. In addition, while the oil sector is extremely important to the economies of the
GCC countries, providing more than one third of total GDP, it is extremely capital intensive
and thus provides fewer than 2 per cent of the jobs in these countries.

The indigenous labour force is growing at an annual rate of around 5 per cent in most
GCC countries. There countries have instituted indigenization policies with the aim of
replacing foreign workers with their own nationals. In Saudi Arabia, for example, the
«gaudi-ization” of the Kingdom’s labour force is a main objective in the current five-year
development plan. The Government plans to provide soft loans and contracts only to those
private companies meeting Saudi-ization targets. Companies must increase the number of
Saudi Arabian workers they employ by 5 per cent a year or face sanctions. In October 1996
Saudi Arabia declared 13 professional categories closed to foreigners; in 1997, seven more
categories were added to the list. The United Arab Emirates expelled more than 180,000
expatriate workers whose papers were not in order in 1996 and has toughened its legislation
on immigration; other GCC countries, including Bahrain and Saudi Arabia, pursued similar
policies in 1997. Bahrain and Oman have made some progress in indigenizing their
respective labour forces; however, their achievements in this regard have remained limited
and have been confined mainly to the public sector (in the private sector, the process has so
far involved only certain managerial and clerical jobs). The Kuwaiti Government has
reportedly been considering plans to make the employment of foreign workers a less
attractive prospect for private firms by obliging them to provide health care and by raising
residence and entry fees. This Government is also considering “subsidizing” the salaries of
the Kuwaitis in the private sector and linking the granting of facilities to private businesses
with the number of Kuwaitis employed. In the United Arab Emirates, a federal law
compelling private companies to fill vacant posts with nationals is to be enforced as of 1
January 1998. The Government has indicated that private sector companies will not be
allowed to hire expatriates for any posts that could be filled by qualified nationals. It is not
yet clear whether private firms will be required to pay higher salaries to nationals, but the
Government is considering providing incentives—including priority in awarding government
contracts—to companies employing more nationals. It should be noted, however, that many
of these ad hoc measures will interfere with the proper functioning of the labour market and
will therefore be unsustainable. In some GCC countries, most notably Saudi Arabia, the
Governments must train the national labour force in areas of specialization for which there is
private sector demand and for which salaries are relatively high (comparable to public sector
salaries). In 1997, the Saudi Arabian Government increased its budget allocation for
education and training to US$ 11.1 billion, an increase of more than S0 per cent over its
1996 allocation of US$ 7.36 billion; such an investment should allow the indigenous




population to acquire the education and technical skills it needs to meet labour market
requirements in the twenty-first century.

C. INFLATION

Inflation rates were generally low in most ESCWA member countries in 1996 and
fell even further in 1997. Inflation rates have traditionally been much lower in the GCC
countries than in the countries with more diversified economies, and 1997 was no exception.
As shown in table 3, the highest inflation rate in 1997 in the GCC countries was an estimated
3.7 per cent, registered in the United Arab Emirates, while the lowest inflation rate among
the more diversified economies of the region was an estimated 4.7 per cent, recorded for
Jordan.

In 1997, inflation rates were lower in most GCC countries than in most of the other
developing as well as developed countries in the world; such rates were less than 1 per cent
in Oman and Saudi Arabia and less than 3 per cent in Bahrain, Kuwait and Qatar. The GCC
countries continued to pursue prudent monetary policies in 1997. Further, since all of the
GCC countries’ currencies are pegged to the United States dollar (with the exception of the
Kuwaiti dinar, which is pegged to a basket of currencies) they appreciated along with the
United States dollar in 1997 against the Japanese yen, all other Far Eastern currencies, and
most Western European currencies. As a consequence, the prices of goods imported by GCC
countries from a number of other countries were lower. This helped drive inflation rates
down. It should be noted that the strengthened fiscal position of the GCC Governments
apparently discouraged them from reducing subsidies any further on goods and services
provided by the State in 1996 and 1997, which also helped to keep prices low.

Among the more diversified economies, the highest inflation rate in 1997 was
registered in Yemen, the region’s least developed country. However, Yemen'’s estimated
inflation rate of 10 per cent was nevertheless significantly lower than the 29 per cent
recorded in 1996 and the 70 per cent recorded in 1994, before the country began
implementing its economic reform programme in 1995. Similar progress was achieved in
Egypt and Jordan, the other two ESCWA member countries implementing economic reform
programmes under the auspices of the World Bank and the International Monetary Fund
(IMF). Egypt’s inflation rate fell to an estimated 6.2 per cent in 1997, down from 7.3 per cent
the previous year and 21 per cent prior to the initiation of the reform programme in 1991. The
inflation rate in Jordan was reduced to an estimated 4.7 per cent in 1997, down from 6.5 per
cent in 1996 and 25.6 per cent prior to 1989.

Lebanon’s inflation rate, which stood at 14 per cent in 1995, declined to 9.5 per cent
in 1996 and to 6.5 per cent in 1997. This trend reflects the institution of more conservative
monetary policies by the country’s Central Bank and the decline in the growth of economic
activities.

In the Syrian Arab Republic, the inflation rate rose from 8 per cent in 1995 to 8.3 per
cent in 1996, and preliminary estimates indicate that it dropped back down to 8 per cent in
1997. The relatively high liquidity in the banking system prevented a greater decline in the
inflation rate in 1997.

In the West Bank and Gaza Strip, the inflation rate fell substantially from 25 per cent
in 1995 to around 12 per cent in both 1996 and 1997. This decline may have been caused by




the sharp decrease in the purchasing power of the Palestinian people during a period
characterized by very high unemployment rates and a marked decline in the level of
economic activity.

D. THE BUDGET DEFICIT AS A PERCENTAGE OF GDP

The year 1997 represented the second consecutive year in which the budget deficit
as a percentage of GDP was relatively low and/or declined in most countries of the ESCWA
region. While many developed and developing countries in different regions of the world
were unable to reduce their respective budget deficits as a percentage of GDP to less than 3
per cent, five ESCWA member countries (Bahrain, Egypt, Saudi Arabia, the United Arab
Emirates and Yemen) were able to do so in 1997, while a sixth member country, Kuwait, was
able to realize a significant surplus in its government budget. This reduction was made
possible by oil revenues that were significantly higher than those projected in the respective
budgets of the GCC countries, generally constrained government expenditures in some
countries, and positive economic growth.

Most GCC countries tend to make conservative assumptions regarding expected oil
prices, and hence expected revenues. In 1997, the GCC countries based their oil revenue
estimates on price levels ranging between US$ 14 and US$ 17 per barrel. Even though oil
prlces fell between 1996 and 1997, from an average of USS$ 20.29 to an average of US$
18.78* per barrel, 1997 prices were nevertheless significantly higher than projected; this
generated higher-than-expected revenues and helped bring about a budget deficit reduction
that was greater than anticipated.

Table 4 shows that Kuwait registered a budget surplus in 1996 and 1997. This
surplus represented 11.1 per cent of GDP in 1996 and an estimated 7.5 per cent of GDP in
1997.° Kuwait calculates oil revenues usmg a very conservative price level of US$ 13 per
barrel; each US$ 1 increase in the oil price provides Kuwait with an additional US$ 700
million a year. Oil revenues account for over 85 per cent of government revenues. Kuwait
was able to realize a surplus in its budget in 1997 in spite of the fact that it does not tax its
700,000 citizens and offers generous State benefits, including free health care and education,
long-term housing loans with free land, and heavy utility subsidies.

Saudi Arabia’s budget deficit as a percentage of GDP was 3.7 per cent in 1996,
preliminary estimates indicate that it declined further, to 2 per cent, in 1997, despite
significantly higher government expenditures. The Kingdom assumed an oil price of around
US$ 16.5 per barrel when it prepared its budget projections for calendar year 1997. This is
about US$ 2 below the actual price level of US$ 18.78 (a preliminary estimate) in 1997.
Saudi Arabia produces over 8 m/b/d, so each US$ 1 increase in oil prices brings close to US$
3 billion in additional oil revenue to the Kingdom per year. The Government had projected a
budget deficit of US$ 4.6 billion in its 1997 budget; thus, if it did not significantly increase
its expenditures over budgeted levels, the Kingdom may have registered a budget surplus in
1997.

In Oman, actual government spending was reduced by around 3.2 per cent between
1995 and 1996, despite considerably higher oil revenues; consequently, the Sultanate’s

4 Preliminary estimate.

> ESCWA calculations based on calendar years; Kuwait uses a fiscal year which begins on 1 July and

ends on 30 June of the following year.




budget deficit as a percentage of GDP fell by half, from 9 to 4.5 per cent, during this period.
The Government continued to maintain a tight rein on expenditures in 1997, and with its
increased oil revenues and higher economic growth rate, Oman’s budget deficit is believed to
have declined further to 3.8 per cent of GDP in 1997 (preliminary estimate).

Both Bahrain and the United Arab Emirates registered a budget surplus in 1996.
However, owing to considerably higher government expenditures and a decline in oil
revenues compared with 1996, both countries are believed to have registered a budget deficit
in 1997. Preliminary estimates indicate that the deficits were small, amounting to 1.7 per
cent of GDP in Bahrain and 0.8 per cent of GDP in the United Arab Emirates.

Three of the more diversified economies have been implementing economic reform
programmes under the auspices of the World Bank and the IMF, and the progress they have
made in containing their budget deficits has been truly remarkable. Egypt’s budget deficit as
a percentage of GDP was 18 per cent before the introduction of structural adjustment and
economic reform measures in 1991; this deficit declined to 1.6 per cent in 1995 and to 1.1 per
cent in 1996, and preliminary estimates indicate that it declined further, to 0.7 per cent, in
1997. Jordan experienced a similar trend: the countrys’ budget deficit constituted as much
as 21.6 per cent of GDP prior to 1988; it had fallen to 5.1 per cent by 1995 and to 4.6 per cent
by 1996, and it is estimated to have declined to 3.1 percentin 1997. Finally, Yemen’s
budget deficit constituted 17 per cent of GDP in 1994 but declined to 7.4 per cent during the
first year of the economic reform programme in 1995 and to 2.5 per cent in 1996. Preliminary
estimates indicate that Yemen’s budget deficit as a percentage of GDP fell to 1 per cent in
1997. Egypt, Jordan and Yemen have all registered real GDP of 5 per cent or more in 1997,
along with a much higher increase in nominal GDP. In addition, these member countries
have continued to limit government expenditures. It is no surprise, given the above, that their
fiscal performance has been exceptional.

Lebanon, at the other end of the spectrum, has continued to suffer from excessively
large budget deficits. Preliminary estimates indicate that the country’s budget deficit as a
percentage of GDP was 18.5 per cent in 1997, which is similar to its 1996 level. After more
than 15 years of civil strife, which ended in 1990, the obligations assumed by the
Government of Lebanon for reconstruction and rehabilitation are understandably large. In
1997, the rise in government expenditures was mainly attributed to high debt servicing
obligations. Lebanon’s domestic public debt increased from US$ 8,607 million at the end of
1996 to US$ 10,690 million by the end of the third quarter of 1997—an increase of 24.2 per
cent. The country’s commitment to servicing its sizeable public domestic debt has crowded
out private investment and, in turn, constrained economic growth in the country.
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E. THE EXTERNAL SECTOR

The performance of the external sector varied from one member country to another in
1997. As has been the case for many years, the GCC countries recorded large balance-of-
trade surpluses, but because of the large outflows for services, their current accounts were not
as great as their balance-of-trade accounts. The opposite occurred in the more diversified
economies: as in previous years, these countries recorded large balance-of-trade deficits, and
their current account positions benefited from expatriate workers’ remittances and tourism
(and in Egypt, from Suez Canal fees).

Nineteen ninety-seven was another good year for the external sector in the GCC
countries, propelled again by large oil export as well as non-oil export revenues. Saudi
Arabia had a balance-of-trade surplus of US$ 24.4 billion in 1995 and US$ 31.3 billion in
1996, and preliminary estimates indicate that it registered a surplus of around US$ 30 billion
in 1997. Meanwhile, the Kingdom recorded current account deficits of US$ 10.5 billion in
1994 and US$ 5.3 billion in 1995, and reported a modest surplus of US$ 215 million in
1996. The country’s current account surplus is expected to have increased in 1997 owing to
the large balance-of-trade surplus and the decline in remittances by expatriate workers in
Saudi Arabia.

Between the first half of 1996 and the first half of 1997, the following occurred in
Oman: exports rose by approximately 18 per cent, from US$ 3.33 billion to US$ 3.95 billion;
the value of oil exports climbed from US$ 2.62 billion to US$ 3.05 billion; and the value of
non-oil exports increased by 8.7 per cent, from US$ 241 million to US$ 262 million. Oman
achieved a surplus in its current account in 1996 and is believed to have done so in 1997 as
well. The foreign assets of the Central Bank of Oman increased steadily from US$ 1.94
billion at the end of 1995 to US$ 2.07 billion at the end of 1996 and to US$ 2.36 billion at the
end of the second quarter of 1997.

In 1996, the United Arab Emirates recorded a deficit of around US$ 262 million in
its balance of payments, despite the fact that its balance-of-trade account reflected a surplus
of about US$ 3.9 billion. Bahrain and the United Arab Emirates are both believed to have
experienced a balance-of-trade surplus accompanied by a balance-of-payments deficit in
1997.

The changes in the balance-of-trade positions of the more diversified economies
varied widely in 1997. For some, the balance-of-trade deficit narrowed, while for others it
expanded even further. None of these countries realized a surplus in its balance of trade.
Between the first half of 1996 and the first half of 1997, Egypt’s exports increased by 8.3 per
cent to total US$ 1.9 billion, its imports declined 1.9 per cent to US$ 6.2 billion, and its
balance-of-trade deficit narrowed to US$ 4.3 billion, a decline of over 6 per cent. In 1997,
Egypt embarked on yet another export drive and is currently considering various measures,
including tax and customs regimes, port procedures and long-term financing schemes, that
could be introduced to promote its export strategy. However, it should be noted that the
Egyptian pound (LE) has appreciated in tandem with the United States dollar, having
remained stable at around LE 3.39 to US$ 1 for the past several years. This is significant
because the strength of the Egyptian pound may have inhibited further increases in Egyptian
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exports in 1997.° It is worth noting that Egypt recorded relatively small current account

deficits of US$ 254 million in 1995 and US$ 192 million in 1996, while its balance-of-trade
deficit amounted to US$ 7,597 million in 1995 and US$ 8,390 million in 1996. These figures
reflect the transfers from Egyptian workers abroad, tourism revenues (which totalled US$ 3.4
billion in fiscal year 1996/97), and Suez Canal revenues. Some 3.127 million tourists visited
Egypt during the first nine months of 1997, a 10.8 per cent increase over the corresponding
figure for 1996. Tourist nights increased by 18.6 per cent, which indicates that tourists were
staying longer. The terrorist attack on tourists in Luxor in November 1997 brought about a
sharp reduction in the flow of tourists into Egypt during the last month and a half of 1997.
The Egyptian Government has intensified its efforts to ensure the safety of tourists in Egypt,
and it is hoped that the tourism industry will recover in 1998, as was the case following the
terrorist attacks in 1992. It should be noted that there are plans to increase the number of
hotel rooms in Egypt from 70,000 in 1997 to 105,000 in 1998 and to 200,000 in the year
2000. Over 90 per cent of current Egyptian and foreign investments in tourism are in projects
along the Red Sea and in southern Sinai, where terrorist attacks are thought to be far less
likely to occur.

Egypt’s international reserves have increased markedly over the past several years,
from US$ 5 billion in 1991 to US$ 20 billion in May 1997. These reserves are equivalent to
the country’s total external debt service requirements for 13 years and are sufficient to cover
Egypt’s imports for 15 months.

Because of Egypt's relatively modest current account deficits over the past several
years, its very low budget deficits as a percentage of GDP, the large foreign currency reserves
held in its Central Bank, and its almost negligible short-term external debts, the country is
becoming increasingly attractive to foreign investors. Many of these investors have
withdrawn from countries in the Far East that now have large current account deficits and
low (and declining) international reserves. As an example, Thailand’s current account deficit
amounted to around 8 per cent of GDP in 1996, while Egypt’s current account deficit was

less than 0.3 per cent of its GDP the same year.’

Significant improvements were achieved in Jordan’s external sector in 1997. The
Kingdom’s exports increased, its imports declined, and its balance-of-trade deficit narrowed.
Between the first nine months of 1996 and the first nine months of 1997, the following
occurred: Jordan’s exports rose from US$ 1,070 million to US$ 1,149 million, an increase of
7.4 per cent; its imports declined from US$ 3,161 million to US$ 2,995 million, falling 5.2
per cent; and its balance-of-trade deficit narrowed to US$ 1,599 million, a drop of around 13
per cent. Jordan’s current account position also improved in 1997, owing mainly to the
significant increases in remittances from Jordanian expatriates and to tourism revenues.
Remittances from expatriate Jordanian workers increased steadily from a low of US$ 807
million in 1992 to US$ 1,076 million in 1994, USS$ 1,228 million in 1995, and about US$

6 Factors discouraging the Government of Egypt from devaluing the Egyptian pound may include the

adverse impact this would have on Egypt's import bill (in particular the cost of imported capital goods and raw
materials), as well as the possible decline in people’s confidence in the Egyptian currency. which would negatively
affect remittance flows from expatriate Egyptian workers. The devaluation of the Egyptian pound might also
impair the ability of the Egyptian stock market to attract foreign capital inflows.

7 While stock market prices tumbled by between 45 and 65 per cent in severa! countries in the Far East
in 1997, preliminary estimates indicate that they have increased by around 9 per cent in Egypt.
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1,408 million in 1996; this trend continued and accelerated in 1997, during which such
remittances increased by 19 per cent to total a record US$ 1,676 million. These figures
reveal that remittances more than doubled between 1992 and 1997. Jordan’s tourism
revenues for 1997 are estimated at US$ 805 million, which represents an increase of 4.5 per
cent over its 1996 revenues of US$ 770 million. This increase in tourism revenues was
significantly lower than the 10 per cent hike expected by the Government of Jordan. The
unstable political situation caused mainly by the stalled Middle East peace process prevented
many ESCWA member countries, including Jordan, from reaching the tourism revenue levels
expected for 1997. Foreign currency reserves at Jordan’s Central Bank increased markedly in
1997: these reserves totalled US$ 697 million at the end of 1996 and increased steadily to
US$ 950 million in June and to US$ 1,036 million in July, totalling US$ 1,600 million by
November 1997. Jordan’s foreign currency reserves more than doubled in 1997 and are
now sufficient to cover its imports for more than four and a half months; in 1996, the
country’s foreign currency reserves were barely sufficient to cover two months of its
imports, and the minimum level recommended by the IMF is three months.

The gap in Lebanon’s balance-of-trade deficit widened in 1997, mainly owing to
declining exports. Between the first nine months of 1996 and the first nine months of 1997,
Lebanon’s exports declined by 38.5 per cent, to US$ 457 million, and its imports increased
slightly (by 0.7 per cent) to total US$ 4,597 million; as imports remained basically steady,
the increase in the trade gap can be attributed mainly to the considerable decline in exports.
During the same period, net capital inflows climbed by 12.5 per cent to US$ 5.88 billion,
which allowed Lebanon to overcome its balance-of-trade deficit and realize a balance-of-
payments surplus of US$ 842.2 million, up from US$ 332.3 million during the first nine
months of 1996. Lebanon’s external debt rose rapidly in 1997, increasing from US$ 1,856
million at the end of 1996 to US$ 2,241 million at the end of the third quarter of 1997. In
spite of this 20.7 per cent increase, Lebanon’s external debt remained considerably lower, in
absolute terms, than that of all of the other countries in the region with more diversified
economies.

Between 1995 and 1996, the following occurred in the Syrian Arab Republic: the
trade deficit almost doubled, rising from 8,300 million Syrian pounds (LS) (equivalent to
US$ 740 million at the official exchange rate) toLS 15,000 million (US$ 1,380 million);
imports increased by 14 per cent, from LS 52,800 million (US$ 4,715 million) to LS 60,300
million (US$ 5,380 million); and exports increased only slightly, to LS 44,800 million (US$
4,000 million). Preliminary estimates indicate that the country’s balance-of-trade deficit
widened further in 1997 owing to marked declines in the two major Syrian exports, namely
oil and agricultural products.

F. OUTLOOK FOR 1998

It is expected that the real GDP of the ESCWA region, excluding Iraq, will grow by
about 3.8 per cent in 1998. This is slightly higher than the 1997 growth rate of 3.6 per cent (a
preliminary estimate) and is sufficient to yield a positive 1.1 per cent real growth in per
capita GDP in the region. For the second consecutive year, real economic growth will likely
be higher in the more diversified economies than in the GCC countries; it is expected that
real GDP will rise by 5.3 per cent in the former and by 3.2 per cent in the latter in 1998.
Economic growth rates for the members of each group are likely to differ; Qatar and Yemen
are expected to have the highest growth rates from among the GCC countries and the more
diversified economies respectively.
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The economic outlook for the ESCWA region in 1998 will greatly depend on the
international prices of oil, the implementation of economic reforms in the member countries,
developments in the Middle East peace process, and developments pertaining to the
economic sanctions that have been imposed by the United Nations Security Council against
Iraq since 1990.

It is expected that international oil prices will range between US$ 17.5 and US$ 19
per barrel in 1998. In other words, oil prices are expected to be between 6.8 per cent lower
and 1 per cent higher than their 1997 average of US$18.78 per barrel. The 9.85 per cent
increase by OPEC in its total oil production quota (from 25.033 m/b/d to 27.5 m/b/d) will not,
by itself, lead to a significant decline in oil prices in 1998. OPEC member countries as a
group produced more than 27.5 m/b/d in 1997; most of them were already producing at levels
higher than their assigned quotas, in particular Venezuela, which exceeded its OPEC
production quota by more than 880,000 b/d (or by more than 37 per cent). In the coming
year, Saudi Arabia will be able to produce an additional 640,000 b/d over its estimated actual

production in 1997 and still not exceed its newly assigned quota.8 However, even with the

higher ceilings, it is expected that some OPEC members will continue to produce more oil
than their quotas allow. Oil output by non-OPEC members is also expected to increase in
1998. These developments on the supply side, coupled with the lower-than-expected
increases in oil demand by countries in the Far East, will probably keep international oil
prices from rising significantly in 1998.

The ESCWA region’s oil revenues are likely to rise in 1998, but the increases will
vary considerably from one ESCWA member country to another. Most of the extra revenue
is expected to go to Saudi Arabia, Kuwait and the United Arab Emirates; this will have a very
positive effect on the balance of trade and government budgets of these countries.

The balance-of-trade deficits of most of the more diversified economies will probably
remain close to their respective 1997 levels, as both exports and imports are expected to
increase in 1998. Nevertheless, the current accounts of these countries are expected to show
improvement over 1997, as higher remittances from expatriate workers are anticipated. In
Egypt, however, tourism revenues are not expected to register increases comparable to the
more than 10 per cent rise registered during the first 10 months of 1997.

Budget deficits as a percentage of GDP are expected to remain below 3 per cent in
most of the GCC countries and the more diversified economies. The former group will
benefit from higher revenues from oil, gas and petrochemicals, while the latter group will
benefit from the continued application of tight fiscal policies and the reform of their tax
systems.

It is expected that the continued implementation of economic reforms will accelerate
GDP growth in the more diversified economies, in particular Egypt, Jordan and Yemen.
These three countries will also benefit from declining debt service obligations, as a number
of donor countries have forgiven and rescheduled debts in connection with the successful
implementation of the economic reform programmes carried out under the auspices of the

8 The new quota of 8.76 m/b/d for Saudi Arabia allows the Kingdom to produce 760,000 b/d more than
it produced previously. It is important to note, however, that the oil production capacity of Saudi Arabia currently
exceeds 10 m/b/d.
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World Bank and the IMF. Privatization is expected to accelerate in Egypt, Jordan and
Yemen—oparticularly in Egypt, which is set to privatize 314 public sector companies by the
year 2000. It is interesting to note that 163 public sector enterprises in Egypt that were
previously operating at a loss were restructured and became profitable in 1997.° The Syrian

Arab Republic is expected to continue to liberalize its economy and to promote the role of the
private sector, especially in the area of tourism. The Syrian economy should also benefit
from the more efficient allocation of economic resources resulting from the Government’s
decision to have a single, unified foreign exchange rate starting in 1998. Among the GCC
countries, Oman stands to benefit the most from the economic reforms implemented during
the past several years. Privatization in most of the GCC countries is expected to continue at
its generally conservative pace in 1998.

ESCWA member countries and areas, in particular Egypt, Jordan, Lebanon, Palestine
(the West Bank and Gaza Strip) and the Syrian Arab Republic, stand to gain from positive
developments in the Middle East peace process. Such developments would reduce political
instability in the region and would therefore encourage additional investments by the private
sector, both domestic and foreign. They would also increase the attractiveness of the region
as a tourist destination as the year 2000 approaches, which in turn would improve the current
accounts of several ESCWA member countries and help them confront the problem of
unemployment.

Economic growth and development would accelerate in the region as a whole if the
economic sanctions imposed on Iraq by the United Nations Security Council were lifted
completely. Although the decline in oil prices that could result from the lifting of sanctions
would have an adverse affect on the oil revenue of other ESCWA members, the benefits to
Iraq and to its trading partners in the region would be tremendous. The suffering of the Iraqi
people would abate, and there would likely be a marked increase in trade and employment
opportunities in Iraq and in several other countries in the region, in particular Egypt, Jordan
and the Syrian Arab Republic.

In conclusion, economic conditions in the ESCWA region are expected to improve,
although modestly, in 1998 compared with 1997. However, there would be substantial
improvement if significant progress in the Middle East peace process were achieved and/or if
the economic sanctions on Iraq were lifted completely.

° By October 1997, a total of 80 public sector enterprises had been partially or totally privatized.
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TABLE 1. REAL GDP AND GROWTH RATES IN THE COUNTRIES OF THE ESCWA REGION,
AT CONSTANT 1992 PRICES, 1995-1998
(Millions of US dollars and percentages)

Growth rate (percentage)

Country/region 1994 1995 1996 1997¢ 1998 1995 1996  1997Y  1998Y
Bahrain 4726 4830 4980 5119 5247 | 22 3.1 2.8 25
Kuwait 23997 24237 24916 25489 26126 1.0 2.8 23 25
Oman 13 708 14 366 14 869 15464 16129 | 48 35 4.0 43
Qatar 7569 7675 7921 8333 8791 14 32 52 55
Saudi Arabia 123048 123663 129846 133481 137485 0.5 5.0 2.8 3.0
United Arab Emirates 35 888 38 436 42241 43635 45162 | 7.1 9.9 3.3 3.5
GCC countries 208936 213207 224773 231521 238940 | 2.0 54 3.0 32
Egypt 45 693 471795 50233 52895 55804 | 46 5.1 5.3 5.5
Jordan 5873 6278 6 604 6934 7329 | 69 52 5.0 57
Lebanon 8742 9310 9682 10021 10322| 65 4.0 35 3.0
Syrian Arab Republic 14 457 14978 15 802 16481 17272 | 36 5.5 43 48
Yemen 6575 7121 7434 7843 8408 8.3 44 5.5 72
More diversified

economies® 81 340 85 482 89755 94174 99135 | 5.1 5.0 4.9 5.3
ESCWA region” 290276 298689 314528 325695 338075 ) 2.9 5.3 3.6 3.8

Source. ESCWA, based on national and international sources.
a/ Preliminary estimates.

b/ Projections.

¢/ Excluding Iraq.

TABLE 2. VALUE OF OIL REVENUES IN THE ESCWA REGION, 1995-1997

(Billions of US dollars)
Country/region 1995 1996 1997¥
Bahrian” 1.10 1.32 1.20
Kuwait® 11.80 13.62 12.80
Oman 4.5 6.00 5.75
| Qatar 2.60 3.18 3.80
Saudi Arabia? 42.70 52.14 49.50
United Arab Emirates 13.35 17.28 16.60
GCC countries 76.30 93.54 89.65
Egypt 1.60 1.89 1.75
Iraq 0.37 0.54 3.80
Syrian Arab Republic 1.90 231 2.10
Yemen 1.40 1.80 1.75
More diversified economies 5.27 6.54 9.40
ESCWA region 81.57 100.08 99.05

Source: ESCWA, based on national and international sources.

a/ Preliminary estimates.

b/ Including Bahrain’s share of the Abu Safa oilfield (100,000 b/d for 1995 and 140,000 b/d starting
April 1996).

¢/ Including the country’s 50 per cent share of the Neutral Zone.

16




TABLE 3. RATE OF INFLATION IN THE ESCWA REGION, 1995-1997

(Percentage)
Country/region 1995 1996 1997¢
GCC countries
Bahrain 1.0 30 2.0
Kuwait? 2.7 2.4 1.2
Oman 1.3 0.3 0.5
Qatar 3.0 2.6 2.6
Saudi Arabia 49 0.8 0.7
United Arab Emirates 5.0 4.0 3.7
More diversified economies?
Egypt? 8.3 73 6.2
Jordan 2.3 6.5 4.7
Lebanon 8.0 83 8.0
Syrian Arab Republic 14.0 9.5 6.5
Yemen 55.0 29.0 10.0

Source: ESCWA, based on national and international sources.

a/ Preliminary estimates.

b/ Excluding Irag.

¢/ The fiscal year begins 1 July and ends 30 June the following year.

TABLE 4. BUDGET DEFICITS TO GDP IN ESCWA MEMBER COUNTRIES, 1995-1997

(Percentage)
Country/region 1995 1996 1997%
Bahrain 34 0.3” 1.7
Egypt 1.6 1.1 0.7
Jordan 5.1 4.6 3.1
Kuwait 7.0 11.1¥ 7.5¥
Lebanon 15.6 184 18.5
Oman 9.0 4.5 3.8
Qatar 13.3 6.5 4.0
Saudi Arabia 5.8 3.7 2.0
United Arab Emirates 0.9 3.3Y 0.8
Yemen 7.4 2.5 1.0

Source: ESCWA, based on national and international sources.
a/ Preliminary estimates.
b/ Indicates a surplus.
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