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Foreword

Late in 1996, the Preliminary Overview of Economic Developments in the ESCWA Region was
initiated as a forerunner publication to the more detailed and comprehensive Survey of Economic and Social
Developments in the ESCWA Region. The Preliminary Overview is now published regularly before the close
of the year as an early indication of the state of the economy, which later is given with a wider scope and
more in-depth analyses in the Survey. The Survey appears in the second quarter 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 now present the third issue of the i
Preliminary Overview.

It is our experience that the first two issues of the Preliminary Overview fulfilled their primary
objective of providing an accurate early assessment of economic developments in the region. More
importantly, however, they also offered reliable estimates that were not significantly different from the final
data published later. The overall picture of economic developments in the region as depicted in the first two
issues of the Preliminary Overview was largely confirmed by those presented in the corresponding issues of |
the Survey. Nonetheless it should be borne in mind that the figures quoted for both the ESCWA region and
individual countries are preliminary estimates and in the final analysis may well change. The Preliminary
Overview and the Survey are complementary publications but serve two different objectives. The
Preliminary Overview responds to the need for a preliminary assessment of economic developments at year’s
end, while the Survey presents a more precise and comprehensive analysis based on the final data.

This year, it was deemed useful to focuson a single economic issue and cover it separately in an
annex to the Preliminary Overview. Given the drastic developments in the international oil market, and the

important role of oil in the economies of the region, this year’s selected issue deals with the sustainability of
crude oil production of ESCWA members.

As with the previous two issues, the 1998 Preliminary Overview supplements its assessment of the

economic performance in 1998 with a broad outlook for 1999.

Hazem El-Beblawi
Executive Secretary

17 December 1998
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EXECUTIVE SUMMARY

This preliminary overview of economic developments in the territories of the members! of the
Economic and Social Commission for Western Asia (ESCWA), referred to hereafter as the ESCWA region
provides readers with an assessment of the outlook for the region in 1999, based on review of the economic
conditions in the region in 1998,

Outlook for 1999

: (@) changes in oil prices and revenues; (b) speed and success of the implementation
of economic reforms by ESCWA members; (c) developments in the Middle East peace process; and
(d) developments pertaining to the economic sanctions imposed by the United Nations against Iraq since
1990. Developments in the oil sector will most likely again prove to be the crucial factor for growth of the
gross domestic product (GDP) of the region as a whole, owing to the direct and indirect effects of GDP on
economic growth and development.

The ESCWA region’s real GDP ijs projected to grow by 2.9 per cent in 1999. Economic growth is
projected to be more rapid in the member countries with more diversified economies’ than in the Gulf
Cooperation Council (GCC) countries,’ and higher in both groups of countries in 1999 than in 1998. While
the GCC countries as a group are projected to achieve a real GDP growth rate of 2.4 per cent in 1999, that of
the group of countries with more diversified economies is projected as 4.3 per cent.

No significant improvement in oil prices is expected in 1999, Nevertheless, while the prices set by
the Organization of the Petroleum Exporting Countries (OPEC) may dip below $10/barrel (bbI) during 1999,
they are projected to average for the year above their 1998 level, albeit not exceeding $13.5/bbl. The
ESCWA region’s oil revenues are thus expected to increase only modestly in 1999. Meanwhile gas revenues
are projected to increase substantially in several ESCWA member countries, particularly Qatar and Oman.

Unemployment problems in the region are expected to become more acute. The GCC countries and
Jordan® will most likely clamp down on illegal workers, and apply more forcefully the policy of replacing
expatriate workers by nationals, whenever possible. These measures will, in turn, add to the difficulties of the
labour-sending countries of the region, namely Egypt, Lebanon, the Syrian Arab Republic and Yemen, in
tackling their respective unemployment problems.

Inflation rates are expected to rise in most ESCWA member countries as depressed import prices
recover and Government subsidies are reduced. The ratio of budget deficits to GDP are expected to decline
again as Governments better adjust expenditures to expected revenues and non-oil revenues increase
significantly. The balance of trade positions of the GCC countries are expected to improve and so will
current accounts owing to improvements in trade balances and a decline in the outflow of transferred
remittances. The balance of trade of the countries with more diversified economies is also expected to

! The ESCWA members are Babhrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Oman, Palestine, Qatar, Saudj Arabia, the
Syrian Arab Republic, the United Arab Emirates and Yemen.

2 Egypt, Jordan, Lebanon, the Syrian Arab Republic and Yemen,

Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates.

Jordan is simultaneously both a labour-sending and labour-receiving country, as is Lebanon.




Moreover, GCC countries are expected to increase their engagements in joint ventures with international
corporations, particularly in the fields of oil, gas, petrochemicals and aluminium, owing to the growing need
for foreign finance, technical expertise and marketing ability.

Likewise, the countries with more diversified economies will most likely accelerate the
implementation of economic and administrative reforms. Privatization will accelerate, particularly in Egypt,
which aims at completing the privatization of the 314 public-sector companies identified for privatization by
the year 2000. Furthermore, economic liberalization will be accelerated in Jordan in preparation for
achieving its goal of joining the World Trade Organization in 1999.

Preliminary overview of 1998

Economic growth was dismal in the ESCWA region in 1998. Preliminary estimates indicate that the
combined real GDP of ESCWA member countries, with the exception of Iraq, registered a growth rate of 0.9
per cent in 1998. This growth rate represents a significant decline from growth rates of 3.7 per cent in 1996
and 3 per cent in 1997. Moreover, given the region’s population growth rate of 2.5 per cent, real GDP per
capita registered a negative 1.6 per cent growth rate in 1998, after registering positive growth rates in the
preceding two years.

Real GDP growth rates differed significantly between the GCC countries and the countries with
more diversified economies, and between the countries of each group. Preliminary estimates indicate that in
1998 the combined real GDP of the GCC countries as a group registered a negative growth rate of 0.2 per
cent, while that of the countries with more diversified economies achieved a positive 3.6 growth rate.

By far the major reason for lower economic growth rates in most of the ESCWA member countries
in 1998 was the very sharp decline in oil prices and hence revenues. This is particularly true for the GCC
countries, where oil accounts for over 35 per cent of GDP, 75 per cent of Government revenues and over 85
per cent of exports. '

Developments in the oil market have overwhelming economic implications for the ESCWA region.
Of the 13 ESCWA members, 10 are oil-exporting countries. Changes in oil prices and revenues greatly affect
Government revenues, Government expenditures, budget deficits, exports, economic growth, employment
opportunities, intraregional aid and trade, and expatriate remittances in the ESCWA region. In 1998, oil
prices and revenues plummeted.

The average price of the OPEC crude-oil basket is estimated at $12.44/b for 1998, $6.24/b lower
than their level of $18.68/b in 1997, representing a huge 33.4 per cent decline. Moreover, the average OPEC
oil price in 1998 was the lowest annual average in over 20 years when it was $12.4.

Compared with 1997, oil production in the ESCWA region increased by 1.38 million barrels a day
(mb/d) to 18.7 mb/d in 1998. This 8 per cent increase in production did not sufficiently counterbalance the
33.4 per cent decline in prices.

Preliminary estimates indicate that the ESCWA region’s oil revenues totalled $67.67 billion in 1998,
representing a $27.09 billion drop from their $94.76 billion level estimated for the previous year. The
region’s oil revenues in 1998 are equivalent to 71.4 per cent of their level in 1997 and only 37.5 per cent of
their peak level of $180.6 billion in 1980. Plummeting oil revenues in 1998 had a high adverse effect on
economic growth and development in the ESCWA region in 1998.

The chronic unemployment problem confronting the more diversified economies of the region
worsened in 1998. Economic growth rates achieved were inadequate to generate a demand for labour that
matched the rapid increase in the supply of labour. Compounding the unemployment problem in the more
diversified economies of the region was the declining employment opportunities for their workers who
sought employment in the labour-receiving countries of the region. Furthermore, most countries of the region
have fairly high population growth rates and significantly higher growth rates in labour supply.
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Unemployment rates are estimated to have increased in most of the more diversified economies in 1998,
although varying from one ESCWA member to another.

The unemployment problem in the GCC countries is of a different nature. These are labour-receiving
countries and employ millions of expatriate workers. These countries need to secure adequate employment
opportunities for their rapidly increasing indigenous labour force. The difficulty is that most employed
nationals in the GCC countries work in the public sector where salaries are considerably higher, and fringe
benefits much greater than in the private sector. It is a problem to find jobs for the nationals at a time when
economic growth is slowing and the public sector is saturated with workers. In 1998, the sharp decline in
Government revenues further limited the scope of employing additional nationals in the public sector. Most

Inflation rates in the ESCWA region were generally low in 1996, declined in 1997, and are estimated
to have fallen further in 1998. Preliminary estimates indicate that four ESCWA member countries, namely
Bahrain, Kuwait, Oman and Saudi Arabia, witnessed deflation in 1998, Inflation rates in 1998 were lower
than in 1997 in all ESCWA member countries. As in many past years, inflation rates were lower in the GCC
countries than in those countries in the region with more diversified economies,

percentage of GDP in 1998. Certainly, the major factor precipitating the large widening of the budget deficit
gaps in most ESCWA member countries was the steep decline in oil prices, and thereby revenues.

International developments had severe adverse effects on the region’s exports in 1998. The price of
oil, which accounts for the bulk of the region’s exports, declined sharply this year. Also, the price of the
region’s major non-oil exports declined. The prices of textiles declined owing primarily to sharp reductions
in prices of textiles from East and Southeast Asian countries. Although the financial crisis in East and
Southeast Asia did not affect the ESCWA region as severely as it did other regions, it nevertheless led to
lower oil demand from the region and stiffer competition to its non-oil exports. Meanwhile, prices of

decline in prices of most imported goods, particularly from East and Southeast Asia. Nevertheless, the
decline in the value of exports was much greater than the decline in the value of imports, and thus the trade
balance position of most ESCWA member countries deteriorated in 1998. The balance of trade surpluses of
the GCC countries shrank significantly, while the balance of trade deficits widened in most of the countries
with more diversified economies. The current account position of the GCC countries deteriorated owing
primarily to the smaller balance of trade surpluses, while the current account position of the more diversified
economies was negatively affected by declining remittances from their expatriate workers employed in the

GCC countries. The performance of the external sector varied among different ESCWA members.




PRELIMINARY OVERVIEW OF ECONOMIC DEVELOPMENTS
IN THE ESCWA REGION IN 1998

A. DISMAL ECONOMIC GROWTH

Economic growth was dismal in the ESCWA region in 1998. Preliminary estimates indicate that the
combined real GDP of ESCWA member countries, with the exception of Iraq, registered a growth rate of 0.9
per cent in 1998. This growth rate represents a significant decline from growth rates of 3.7 per cent in 1996
and 3 per cent in 1997. Moreover, given the region’s population growth rate of 2.5 per cent, real GDP per
capita registered a negative 1.6 per cent growth rate in 1998, after registering positive growth rates in the
preceding two years.

Real GDP growth rates differed significantly between the GCC countries and the countries with
more diversified economies, and between the countries of each group (see table 1). Preliminary estimates
indicate that in 1998, the combined real GDP of the GCC countries as a group registered a negative growth
rate of 0.2 per cent, while that of the countries with more diversified economies achieved a positive 3.6

growth rate.
TABLE 1. REAL GDP AND GROWTH RATES IN ESCWA MEMBER COUNTRIES,
AT CONSTANT 1992 PRICES, 1996-1999
(In millions of US dollars and percentages)
Growth rate %

Country/region 1995 1996 1997 1998¢ 1999Y 1996 1997 1998¢  1999¥

Bahrain 5540.0 5771.0 5948.2 6079.6 6231.6 4.17 3.07 221 2.50

Kuwait 29203.9 30021.6  30682.1 303753 308916 2.80 2208 (1.0) 1.70

Oman 14365.9 148788 156108 16001.1  16561.1 3.57 492¢ 250 3.50
| Qatar 8008.9 8394.1 9695.2 10121.8  10779.7 481 15.50 4.40 6.50
| Saudi Arabia 123624.6 1253430 1277370 126970.6  129764.0 139 191 (0.60) 220

United Arab Emirates 38436.3 422415 427484 424064 432545 9.90 120 (0.80) 2.00

GCC countries 219179.6 226650.0 2324217 2319548  237482.6 341 2.55 (0.20) 2.38

Egypt 46771.3 49063.1  51565.3 539889 567423 490 5.10 4.70 5.10

Jordan 6243.0 62917 6430.1 6539.4 6709.4 0.78 220 1.70 2.60

Lebanon 67253 6994.3 7274.1 7550.5 7890.3 4.00 4.00 3.80 450
| Syrian Arab Republic 15190.0 157368 160358 16276.4 167321 3.60 1.90 1.50 2.80
| Yemen 7100.5 7501.0 7890.3 8048.1 8329.8 5.64 5.19 2.00 3.50
| More diversified

y 82030.1 855869  89195.6 924033 964039 4.34 4.2 3.60 4.33
€conomies™
ESCWA total® 301209.7 3122369  321617.3 324358.1  333886.5 3.66 3.00 0.85 2.94

Sources: Economic and Social Commission for Western Asia, based on national and international sources.

Note: () indicates minus.

a/ Preliminary estimates.

b/ Projections.

¢/ Excluding Iraq and the West Bank and Gaza Strip.

By far the major reason for lower economic growth rates in most of the ESCWA member countries
was the very sharp decline in oil prices and hence revenues in 1998. This is particularly true for the GCC
countries where oil accounts for over 35 per cent of GDP, 75 per cent of Government revenues and over 85
per cent of exports.




Among the GCC countries, it is estimated that Bahrain, Oman and Qatar achieved positive GDP
growth rates while Kuwait, Saudi Arabia and the United Arab Emirates experienced declines in their
respective real GDP.

Qatar achieved a real GDP growth rate of 4.4 per cent in 1998 which, although being the highest
among the GCC countries, was considerably lower than the estimated GDP 15.5 per cent growth rate in
1997. Contributing to Qatar’s 4.4 per cent GDP growth rate was its 10.5 per cent increase in oil production
coupled with rapidly rising returns from its investments in liquefied natural gas projects.

Oman is estimated to have registered a real GDP growth rate of 2.5 per cent. While being adversely
affected by the sharp decline in oil prices and maintaining its oil production at its 1997 level of around
910,000b/d, Oman benefited from the fruits of the economic reform policies it has been implementing for
several years’ Oman’s economic development plan for 1996-2020 calls for: () opening up to the world
economy; (b) gradually reducing dependence on oil revenues; (c) expanding the manufacturing and
agriculture sectors, among others; (d) encouraging the private sector, so as to enable it to contribute to

Bahrain is estimated to have registered a real GDP growth rate of 2.2 per cent in 1998. Although it is
lower than the 3.07 per cent growth rate estimated for 1997, it remains positive at a time of sharply falling oil
revenues. Bahrain, being the most diversified economy among the GCC countries, benefited from the
positive contributions to GDP by the non-oil sectors.

Preliminary estimates indicate that Kuwait, the United Arab Emirates and Saudi Arabia witnessed
real GDP growth rates of negative 1 per cent, 0.8 per cent and 0.6 per cent, respectively in 1998. In Kuwait,

sharp reductions in planned Government expenditures and structural economic imbalances adversely affected
but also from a decline in its re-export trade, which was adversely affected by economic slowdown in its
neighbouring trading countries. Saudi Arabia’s economy was adversely affected by cutbacks in Government
expenditures, and falling revenues from oil and non-oil exports. Prices of Saudi petrochemical products in
1998 were estimated to have declined by more than 40 per cent of their levels in the previous year.

The combined real GDP of the countries with more diversified economies in the region registered a
growth rate of 3.6 per cent in 1998, down from 4.22 per cent in 1997. In this group, as in the GCC
countries, real GDP growth rate was lower in 1998 than in 1997 for each country. Preliminary estimates
indicate that Egypt had the highest real GDP growth in 1998 among all ESCWA member countries,
registering a growth rate of 4.7 per cent. Although lower than the 5.1 per cent GDP growth rate registered in
1997, this year’s growth rate yields a 2.6 per cent increase in per capita real GDP for the year, given Egypt
population growth rate of 2.1 per cent.

Although hindered by lower oil revenues, greater competition to its non-oil exports and lower
tourism revenues, Egypt’s economy performed remarkably well in 1998, mainly as a result of the economic

credit programme on 30 September 1998. With the aim of achieving even higher economic growth rates in
order to combat the unemployment problem and raise the standard of living, Egypt offers excellent
incentives to private investors, both foreign and domestic. Investment incentives in Egypt include tax
exemption on profits for 5 years, and for up to 10 years for companies operating in the industrial zones and
to 20 years for projects undertaken outside the old Nile valley. In addition, all projects undertaken in the Free
Zone areas are exempted from all taxes and custom duties for good. Foreign direct investment in Egypt
increased to $1.8 billion in the fiscal year ending 30 June 1998. Egypt needs foreign direct investment, not
only for the technology transfer and marketing know-how that it provides, but also to make up for its
inadequate savings rate of 18 per cent. Privatization, which has accelerated noticeably in 1998, is expected to

5 For example, total investments that poured into Oman during the 1990s are estimated to have exceeded an average of

$500 million annually, which is among the highest in the region.
b




increase the savings rate by increasing productivity and attracting savings by Egyptians held abroad, as well
as by attracting foreign direct investment. In 1997, Egypt sold public sector assets to the private sector at a
value equivalent to 2.1 per cent of its GDP, which ranked it fourth worldwide in that respect after New
Zealand, Hungary and Malaysia. By mid-November 1998, of the 314 public sector companies the
Government identified for privatization at the start of its privatization programme, 118 have been privatized,
representing 38 per cent of the programme. The book value of these companies was put at LE4.3 billion,
while the market value proved to be LE22 billion, which resulted in a gain for the Government of about
LE18 billion. Furthermore, during the fiscal year that ended 30 June 1998, all 56 companies then privatized
increased their profits by 50 to 100 per cent, increased wages and salaries by more than 100 per cent, and
allocated additional investments so as to modernize production methods and improve quality. Consequently,
Egypt’s private sector role in the economy continued to grow in 1998 and now accounts for 73 per cent of
GDP, compared to less than 65 per cent before the start of implementation of the economic reform
programme.

Lebanon’s real GDP growth rate of 3.8 per cent in 1998 was close to the rate it registered in the
previous two years. This growth rate was the second highest of the countries with more diversified
economies and may be considered quite an achievement given that it was accompanied by a tight monetary
policy, fiscal restraint and a declining budget deficit as a percentage of GDP. Lebanon’s economy was
boosted by the influx of more than 600,000 tourists, representing an increase of around 24 per cent from their
1997 level of 482,556 tourists. The country’s GDP benefited from the contribution of the construction sector
which reversed the slowdown which began in early 1996, and the rising profits of the banking sector which
continued to benefit from the rather high interest rates prevailing in the country. However, the high interest
rates continued to constrain the growth of other private sector activities. The average interest rate on the
Lebanese pound was still as high as 16.6 per cent during the second half of 1998, which induced many
private investors to buy treasury bills instead of directly engaging in productive, employment generating
enterprises.

After registering a real GDP growth rate of 5.2 per cent in 1997, Yemen is preliminary estimated to
have registered a 2 per cent growth rate in 1998. Given the country’s fairly high population growth rate of
3.5 per cent, its real GDP per capita registered a negative growth rate of 1.5 per cent this year. The decline in
the country’s economic growth rate in 1998 may be attributed to the sharp fall in oil prices and revenues, the
curtailment in Government expenditures (as the Government attempted to prevent the budget deficit gap
from widening to excessively high levels), the poor performance of the industrial sector (partly due to sharp
competition from imported goods), and the considerable rise in interest rates on the Yemeni rial as the
monetary authorities attempted to maintain the stability of the exchange rate of the domestic currency versus
the United States dollar.®

After growing by 2.2 per cent in 1997, Jordan’s real GDP registered an even smaller growth rate in
1998 preliminarily estimated at 1.7 per cent. Given Jordan’s high population growth rate of 3.5 per cent, its
real GDP per capita registered a negative growth rate of 1.8 per cent in 1998. Jordan’s economy was
negatively affected by a decline in exports due to unfavourable developments in its largest markets, the GCC
countries and south and east Asia. It was also adversely affected by the decline in remittances from its
expatriate workers in the GCC countries.

The real GDP of the Syrian Arab Republic achieved slower growth in 1998, estimated at 1.5 per
cent, compared to the 1.9 per cent real growth rate achieved the previous year. Sharp declines in oil prices
and revenues since late 1997, falling prices of its cotton exports coupled with cutbacks in aid from GCC
countries, forced the Government to decrease public investment projects in 1998. Given the generally limited
role of the private sector in the economic development and growth of the Syrian economy, GDP growth was
constrained in 1998.

The economy of Iraq continued to suffer from the economic sanctions imposed since 1990.

During October 1998, the monetary authorities increased the minimum interest rates on d.eposits at banks on the rial
from 10 per cent to 12 and then to 15 per cent. Interest rates on treasury bills rose to 17 per cent.




As for the economy of the West Bank and Gaza Strip, after registering a negative growth rate of 1.7
per cent in 1996 and a positive 1 per cent growth rate in 1997, it is preliminarily estimated that real GDP has
registered a positive 2.1 per cent growth rate in 1998. The reduction in the number of days in which their
border was closed may be the major reason for this change. Nevertheless, given the population growth rate
of about 4 per cent, real per capita GDP continued to decline in the West bank and Gaza Strip in 1998.

B. PLUMMETING OIL PRICES AND REVENUES

Developments in the oil market have overwhelming economic implications for the ESCWA region.
Of the 13 ESCWA members, 10 are oil-exporting countries. Changes in oil prices and revenues greatly affect
Government revenues, Government expenditures, budget deficits, exports, economic growth, employment
opportunities, intraregional aid and trade, and expatriate remittances. In 1998, oil prices and revenues
plummeted.

The average price of the OPEC crude-oil basket is estimated at $12.44/b for 1998 (see table 2). Oil
prices in 1998 were $6.24/b lower than their level of $18.68/b in 1997, representing a huge 33.4 per cent
decline. Moreover, the average OPEC oil price in 1998 was the lowest annual average in over 20 years when
it last averaged $12.4. Accounting for inflation, the OPEC oil price in 1998 was around its level prior to the

first major oil price surge in 1973-1974. The sharp fluctuations in oil prices between 1970 and 1998 are
shown in figures I and II.

Compared with 1997, oil production inthe ESCWA region increased by 1.38mb/d to 18.7mb/d in
1998. This 8 per cent increase in production did not sufficiently counterbalance the 33.4 per cent decline in
prices. With the exception of Irag, Qatar, and the United Arab Emirates, who increased their oil production

in 1998 by 89.2 per cent, 10.5 per cent and 4.9 per cent, respectively, oil production increases by ESCWA
member countries were below 2.8 per cent in 1998.”

Preliminary estimates indicate that ESCWA region’s oil revenues totalled $67.67 billion in 1998,
representing a $27.09 billion drop from their $94.76 billion level estimated for the previous year (see
table 3). The region’s oil revenues in 1998 are equivalent to 71.4 per cent of their level in 1997 and only 37.5
per cent of their peak level of $180.6 billion, which was achieved in 1980. Plummeting oil revenues in 1998
had a considerable adverse effect on economic growth and development in the ESCWA region in 1998.

C. WORSENING UNEMPLOYMENT PROBLEM

The chronic unemployment problem confronting the more diversified economies of the region
worsened in 1998. The economic growth rates achieved were not sufficient to generate a level of labour
demand that matched the rapid increase in labour supply. In the more diversified economies of the region
the problem was compounded by declining employment opportunities for their workers who sought
employment in the labour-receiving countries of the region. Furthermore, most countries of the region have
fairly high population growth rates and significantly higher growth rates in the supply of labour.
Unemployment rates are estimated to have increased in most of the more diversified economies in 1998,
although varying from one ESCWA member to another.

7 Iraq, based on a preliminary estimate increased its oil production in 1998 to an average of 2.18 mb/d, this was slightly

more than the 2.14mb/d produced by Kuwait, and slightly less than the 2.36mb/d produced by the United Arab Emirates. While oil

production in Bahrain and Oman remained unchanged in 1998, small declines were registered in Egypt and the Syrian Arab
Republic.
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TABLE 2. AVERAGE PRICE OF OPEC

CRUDE OIL BASKET: 1970-1998 Figure [
($/barrel)
OPEC ]
basket OPEC basket price: monthly
price
T T ‘ 25 movement
1971 2.04
1972 23 ’
1973 3.07
1974 10.77
1975 1073| |
1976 11.51
1977 124 /
1978 12.7
1979 17.28
1980 2867
1981 325
1982 32.38
1983 29.04
1984 282
1985  27.01 0
1986 13.53
1987 17.73 QS-S\ ,\55\ {03\ &,Q,)\ Q,Q;\ 49')\ (\9‘5 &Q‘b *993 §Q’Q’ QQQJ 49_"6
1988 1424 P W@ Vet $ g @@ W ,
1989 1731 - ]
1990 2226
1991 18.62 Figure Il
1992 18.44 B
1993 1633 |
1994 1553 OPEC basket price: yearly |
1995 16.86 movement |
1996 2029
1997 18.68 35
1998+ 12.44
Percentage Change 1997-1998  -33.40%
Jan97  23.19 30
Feb-97 2048
Mar-97 18.64) |
Apr-97 1746 . 25
May-97 1876 |
Jun-97 17.37
Jul-97 17.86 20
Aug-97 18.06
Sep-97 18.16
Oct-97 19.54 15
Nov-97 18.84
Dec-97 16.84
Jan-98 14.42 10
Feb-98 13.45
Mar-98 12.41
Apr-98 12.76 5
May-98 13.14
Jun-98 11.67
Jul-98 12.04 0 :
Aug-98 12.84 .
Seg-ss 1291 LG UPC LI S IS
Oct98 1241 | J
Nov-98 10.73
Dec-98* 10.50 Sources:

* ESCWA estimates.

ESCWA based on national and international sources.




TABLE 3.

VALUE OF OIL REVENUES IN THE ESCWA REGION, 1996-1998

(In billions of US doliars)

1

Country/region 1996 1997 1998¥
Bahrain? 1.32 1.20 0.80
Kuwait® 14.13 13.47 9.29
Oman 6.00 5.17 3.46
Qatar 3.18 3.80 2.93
Saudi Arabia® 52.14 48.90 33.74
United Arab Emirates 14.09 13.38 9.37
GCC countries 90.86 85.92 59.59
Egypt 1.89 1.80 1.17
Iraq 0.54 2.85 4.08
Syrian Arab Republic 231 2.00 1.30
Yemen 1.80 2.19 1.53
More diversified economies 6.54 8.84 8.08
ESCWA region 97.40 94.76 67.67

Sources: Economic and Social Commission for Western Asia, based on national and international sources,

&/ Preliminary estimates.
b/ Includes the share of Bahrain in the Abu Safa oilfield of 100,000 b/d for 1995 and 140,000 b/d starting April 1996.
¢/ Includes 50 per cent share of the Neutral Zone.,

The highest unemployment rates in 1998 in the ESCWA region are estimated to have been registered
in Yemen and Jordan, where preliminary estimates indicate an unemployment rate of 27 and 21 per cent
respectively. The sharp drop in the oil revenues in Yemen forced the Government to curtail its expenditures.
In addition, the monetary authorities increased interest rates sharply in an effort to stabilize the local

The unemployment rate in Jordan in 1998 is preliminarily estimated at 21 per cent. As in Yemen,
Jordan pursued restrictive monetary and fiscal policies, and suffered from a decline in employment
opportunities for its workers in the GCC countries. Two other factors exacerbated the unemployment
problem in Jordan, namely its high labour growth rate of approximately 5 per cent and its large number of
foreign workers, estimated at more than 600,000.® In 1998, the Government was obliged to implement a
policy of cracking down on around 300,000 foreign workers who did not have valid work permits.

The unemployment rate in Egypt in 1998 is estimated by the Government to be slightly below 10 per
cent, but other sources, including the International Labour Organization, estimate it at 17 per cent. The
Government is making the reduction of unemployment one of its top economic priorities. Nevertheless, the
economy has to grow at even faster rates than achieved in 1998 in order to generate enough additional

8 More and more Jordanians are accepting work in jobs that were previously shunned, such as sanitation, This may be

regarded as another indication that the unemployment rate is getting worse, and that Jordanian workers are forced to accept such jobs
due to the lack of other adequate job opportunities.




employment opportunities to accommodate the entry of 450,000 workers yearly into the labour market.’ In
1997, there were a total of 2.188 million Egyptian expatriate workers in other Arab countries including
approximately 1 million in Saudi Arabia, 360,000 in the Libyan Arab Jamahiriya, and 231,000 in Jordan. In
1998, employment opportunities for Egyptian workers in these three countries, as well as in other countries,
declined in consequence of the overall economic slow-down witnessed in those countries.

Official estimates indicate that Lebanon’s labour force totalled 1.36 million in 1998, of whom 1.22
million are employed. Hence, the unemployment rate is officially around 10 per cent. Unemployment
opportunities have been constrained by increasingly tighter fiscal policies, accompanied by fairly high
interest rates and declining opportunities in the major oil-exporting countries of the region.

Although the unemployment rate in 1998 in the Syrian Arab Republic is officially 5 per cent, it is
privately estimated to be at a significantly higher level. The high population growth rate of 3.5 per cent,
coupled with an economic slow-down in the country and in the GCC countries, must have significantly
increased the unemployment rate or at least under-employment.

As for the West Bank and Gaza Strip, the unemployment rate is estimated to have declined from
23.9 per cent in 1996, to 20.9 per cent in 1997, and is preliminarily estimated to have declined further to 15.6
per cent in 1998. These significant declines may be attributed almost directly and totally to the reduction in
the number of days in which the borders were closed by the Israeli authorities. Nevertheless, the
unemployment rate in 1998 is still considered too high.

The unemployment problem in the GCC countries is of a different nature. These are labour-receiving
countries and employ millions of expatriate workers. These countries need to secure adequate employment
opportunities for their rapidly increasing indigenous labour force. The difficulty is that most employed
nationals in the GCC countries work in the public sector where salaries are considerably higher, and fringe
benefits much greater than in the private sector. It is a problem to find jobs for the nationals at a time when
economic growth is slowing and the public sector is saturated with workers. In 1998, the sharp decline in
Government revenues further limited the scope of employing additional nationals in the public sector. Most
GCC Governments have intensified their efforts in 1998 to have nationals replace expatriate workers
whenever possible. Incentives are given to employ nationals in the private sector, and sometimes penalties
are levied on those private companies that do not meet the recommended quota of employed nationals in
their workforce. Indigenization policies replacing expatriate workers by nationals are being enforced with
varying degrees of success, with Bahrain the most successful, followed by Oman, then the United Arab
Emirates.

One of the results of Bahrainization is that its public sector now has the highest level of local
employees among the GCC countries, estimated at around 90 per cent. In the private sector, Bahrainization is
less successful. Bahrainis account for 66 per cent, 38 per cent and 14 per cent of employment in the banking
and finance, manufacturing and construction sectors, respectively. Oman has also achieved limited success in
its Omanization endeavour, but again, mostly in the banking and financial sector.

Most Governments of the GCC countries have taken concrete measures to give training to the
national labour force so that they can replace expatriates. In addition, consideration is being given to making
the private sector more attractive to national workers by requiring private-sector companies to provide a
certain level of fringe benefits and to imposing a minimum wage. Although such policies may not be
economically justified, they seem to have attractive social and political advantages to policy makers.

D. DECLINING INFLATION
Inflation rates in the ESCWA region were generally low in 1996, declined in 1997 and are estimated

to have fallen further in 1998. Preliminary estimates indicate that four ESCWA member countries, namely
Bahrain, Kuwait, Oman and Saudi Arabia, witnessed deflation in 1998 (see table 4). Inflation rates in 1998

® It is estimated that Egypt is required to grow by an annual average rate of 7 per cent for at least five years in order to

accommodate the new entrants to its labour market and reduce the overall unemployment rate by 5 percentage points.
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were lower than in 1997 in all ESCWA members. As in many past years, inflation rates were lower in the
GCC countries than in the countries in the region with more diversified economies.

Since the currencies of all the GCC countries are pegged to the United States dollar (with the
exception of the Kuwaiti dinar, which is pegged to a basket of currencies but that also is dominated by the
dollar) in 1998 they appreciated along with the dollar against the Japanese yen, most other east Asian

Kuwait declined from 3.6 per cent in 1996 to 0.6 per cent in 1997, and there was a deflation rate of 1.3 per
cent in 1998. The relatively high share of imported goods to total goods in the Kuwaiti market contributed to

the general decline in prices in 1998. Oman is estimated to have registered an inflation rate of only 0.3 per

GCC group that is preliminarily estimated to have registered an inflation rate of over 1 per cent in 1998,
After registering an estimated rate of inflation of 7.4 per centin 1996 and 6.2 per cent in 1997, Qatar is
preliminarily estimated to have registered a 3.5 per cent inflation rate in 1998, Government expenditures
were generally maintained at planned levels as the Government pushed further towards completing the
construction of its natural gas projects. Inflation rates in Saudi Arabia were as low as 0.8 per cent in 1996
and 0.9 per cent in 1997. In 1998, that country is estimated to have registered a deflation rate of 0.8 per cent.
Saudi Arabia curtailed Government expenditures markedly in 1998 and benefited from the sharp decline in
prices of imported goods and weaker pressures to raise wages, given the economic slowdown during the
year. In the United Arab Emirates, inflation rates are estimated to have declined to a meagre 1 per cent in

Among the more diversified economies of the region, the highest inflation rate in 1998 was
registered in Yemen, and the lowest in Jordan. Preliminary estimates indicate that the inflation rate in Yemen

preceding year and 27.3 per cent in 1996, Cutbacks in Government expenditures, a generally stable Yemeni
rial exchange rate against the United States dollar, falling prices of imports from East and Southeast Asian
countries, and slower economic growth all contributed to the further decline in the inflation rate in the
country in 1998.

several years and thus it has appreciated, along with the dollar, against the currencies of its trading partners
in East and Southeast Asia. In 1998, falling import prices, reductions in Government expenditures, tight
monetary policies and slowing economic activities combined to push the inflation rate further down in
Jordan.

Egypt, as with Jordan, has generally had its currency pegged to the United States dollar and therefore
in 1998 also benefited from the falling prices of imports from East and Southeast Asia. Egypt’s inflation rate
declined from 7.3 per cent in 1996 to 4.8 per cent in 1997 and to a preliminary estimated rate of 3.6 per cent
in 1998.1°

In 1998, Lebanon continued to reduce its inflation rate, which was as high as 120 per cent in 1992,
8.9 per cent in 1996 and 7.8 per cent in 1997. Preliminary estimates indicate that Lebanon’s inflation rate in
1998 was registered at 3.8 per cent. The over valued Lebanese currency, which continued to appreciate albeit

' Inflation rates were as high as 21 percentin Egypt, 25.6 per cent in Jordan and 70 per cent in Yemen, prior to the

start of their respective implementation of structural and economic reform programmes in 1991,1989 and 1995 under the auspices of
the International Monetary Fund and the World Bank, respectively.
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slightly against the United States dollar, has contributed to lower import prices from Japan and other Asian
countries, despite the 2 per cent across-the-board import tariffs imposed in 1998.

TABLE 4. RATE OF INFLATION IN THE ESCWA REGION, 1996-1998

(Percentages)
Country/region 1996 1997 1998¥
GCC countries
Bahrain 0.2) 0.2 (0.5
Kuwait 3.6 0.6 (1.3)
Oman 0.3 (0.5) 0.5)
Qatar 7.4 6.2¢ 3.5
Saudi Arabia 0.8 0.9 0.8)
United Arab Emirates 4.0 2.8 1.0
More diversified economies”
Egypt® 73 4.8 3.6
Jordan 6.5 3.0 2.5
Lebanon 8.9 7.8 3.8
Syrian Arab Republic 8.8 83 49
Yemen 27.3 5.4 5.0
West Bank and Gaza Strip 8.4 6.1 4.1

Source: Economic and Social Commission for Western Asia, based on national and international sources.

Note: () indicates deflation.

a/ Preliminary estimates.

b/ Excluding Iraq.

¢/ Fiscal year begins 1 July and ends 30 June of the following year.

The Syrian Arab Republic was able to reduce its inflation rate to an estimated 4.9 per cent in 1998,
down from 8.3 per cent in 1997 and 8.8 per centin 1996. Constrained expenditures by the Government,
which play a dominant part in the Syrian economy, coupled with lower import prices from East and
Southeast Asian countries and slower economic growth, combined to reduce the inflation rate in the country
in 1998.

In the West Bank and Gaza Strip, the inflation rate fell substantially from 25 per cent in 1995 to 8.4
per cent in 1996 and 6.1 per cent in 1997. It is preliminarily estimated to have declined further to 4.1 per cent
in 1998. These declines may be attributed to the sharp decrease in the purchasing power of the Palestinian
people during a period characterized by very high unemployment rates and a generally low level of economic
growth.

E. GROWING BUDGET DEFICIT AS A PERCENTAGE OF GDP

In 1998, reversing the trend of the preceding two years, and in contrast to what was originally
envisaged, Government fiscal positions deteriorated sharply and budget deficit as percentage of GDP
increased considerably. Among the ESCWA member countries, only Lebanon managed to decrease its
budget deficit as a percentage of GDP, while Egypt was able to maintain its budget deficit as percentage of
GDP at basically the same level achieved in the previous year. All other countries in the ESCWA region
witnessed growing budget deficits as a percentage of GDP. Certainly, the major factor precipitating the large
widening of the budget deficit gaps in most ESCWA member countries was the steep decline in oil prices,
and thereby revenues.
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TABLE 5. BUDGET DEFICITS TO GDP IN ESCWA MEMBER COUNTRIES, 1996-1998

(Percentages)
Country/region 1996 1997 1998+
GCC countries
Bahrain 0.3% 1.5 4.0
Kuwait 11.1¢ 11.4¢ 4.0
Oman 4.5 0.7 2.8
Qatar 6.5 8.9* 9.5
Saudi Arabia 3.7 1.1 5.0
United Arab Emirates 13.0 39 7.5
More diversified economies?
Egypt 1.1 0.9 1.0
Jordan 7.7 6.8 9.3
Lebanon 18.1 23.5 15.0
Syrian Arab Republic 4.0 2.6 3.6
Yemen 2.5 1.5 4.0

Source: Economic and Social Commission for Western Asia, based on national and international sources.

* Preliminary estimates.

a/ Indicates surplus.

b/ Excluding Iraq and the West Bank and Gaza Strip.

¢/ Calculations based on the calendar year, given that official figures are based on the fiscal year 1 July-30 June.

The GCC countries had set the elimination of their budget deficits by the year 2000 to be a major
objective in their respective economic development plans. In both 1996 and 1997, it appeared that they were
on their way to achieving that goal. In 1997, four of the GCC countries had a budget deficit equivalent to, or
below, 1.5 per cent of GDP, including Kuwait, which registered a budget surplus.

Of the GCC countries in 1998, those with the largest budget deficit as a percentage of GDP were
with an

Qatar, estimated 9.5 per cent, and the United Arab Emirates with an increase from 3.9 per cent in

projects failed to curtail expenditures. These two countries apparently did not take measures to curtajl
Government expenditures from the levels planned. All other GCC countries curtailed Government
expenditures to levels significantly below those planned, and thus their budget deficits, although much
higher than in the previous year, remained at manageable levels.

Bahrain, which achieved a budget surplus equivalent of 0.3 per cent of GDP in 1996, and a low
budget deficit ratio of 1.5 per cent of GDP in 1997, is estimated to have registered a budget deficit equivalent
to 4 per cent of GDP in 1998, Similarly Kuwait, which registered an 11.4 per cent budget surplus as a
percentage of GDP in 1997, is estimated to have registered a 4 per cent budget deficit ratio to GDP in 1998,
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Oman is estimated to have had the lowest budget deficit to GDP ratio among GCC countries in 1998.
After registering a budget deficit to GDP ratio of 4.5 per cent in 1996 and 0.7 per cent in 1997, its budget
deficit to GDP ratio is estimated at 2.8 per cent for 1998. Oman’s original budget revenue estimates were
among the most conservative, and that country benefited from its economic reforms and revenue
diversification policies. Liquefied gas exports increased in 1998 and contributed to more than 10 per cent of
Government revenues. Moreover, Oman reduced Government expenditures by more than 10 per cent in
1998. Saudi Arabia’s budget deficit as a percentage of GDP is estimated to have increased from 3.7 per cent
in 1996 and 1.1 per cent in 1997, to about 5 per cent in 1998.

In 1998, Egypt’s preliminarily estimated budget deficit to GDP ratio was the lowest of all ESCWA
member countries, and not just the countries with more diversified economies. Egypt’s budget deficit to
GDP ratio was estimated at 1.1 per centin 1996, 0.9 per cent in 1997 and 1.0 per cent in 1998. Although
Egypt is an oil-exporting country, its economy is fairly diversified and oil revenues do not account for a
dominant part of total Government revenues. Furthermore, privatization has accelerated in 1998 and
contributed significantly to Government revenues.

Jordan’s budget deficit to GDP ratio is estimated to have increased from 6.8 per cent in 1997 to a
preliminarily estimated 9.3 per cent in 1998. This increase in the budget deficit ratio took place despite a
curtailment in Government expenditures, since Government revenues were adversely affected by a dismal
level of economic growth.

Lebanon’s budget deficit to GDP is preliminarily estimated to have declined from 23.5 per cent in
1997 to 15 per cent in 1998. The notable decline in this ratio may be attributed partly to an improved tax-
collection system, a 2 per cent across-the-board tariff on imported goods and much greater percentage
increases on imported luxury goods, a 5 per cent service surcharge on hotel and restaurant services'' and
increased Government revenues from taxes on gasoline at a time of falling international oil prices. Were it
not for the heavy debt-servicing of the public domestic debt, Lebanon would have recorded a surplus in its
budget for the first time in many years. Excluding debt-servicing, the Government achieved a $230 million
budget surplus in the first half of 1998, compared with a $214 million deficit in the corresponding period of
1997. Unfortunately, about half of the Government revenues are utilized to service the Government’s debts.
Total Government debts reached $17.2 billion by mid-1998, of which $3.5 billion were external debts. The
prevailing high interest rates on the Lebanese pound, while supporting the Lebanese currency’s exchange
rate, only exacerbate the difficulties confronting the Government in financing its domestic debt.

The budget deficit as a percentage of the Syrian GDP is estimated to have increased to 3.6 per cent in
1998, after declining to 2.6 per cent in 1997 from 4 per cent in 1996. The slow rate of growth and the decline
in Government revenues led to an increase in the ratio of budget deficit to GDP in 1998.

The sharp decline in oil revenues of Yemen was too large for the cuts in Government expenditures to
compensate. Hence, the country’s budget deficit as a percentage of GDP is preliminarily estimated to have
jumped from the admirable level of 1.5 per cent in 1997 to 4 per cent in 1998.

F. DETERIORATING EXTERNAL SECTOR

Developments in the international markets had severe adverse effects on the region’s exports in
1998. The prices of oil, which accounts for the bulk of the region’s exports, declined sharply in that year.
Also, the prices of the region’s major non-oil exports declined. Prices of textiles declined owing primarily to
sharp reductions in the prices of textiles from East and Southeast Asian countries. Meanwhile, prices of
petrochemicals also declined as the European Union countries continued to apply barriers to imports of
petrochemicals from the GCC countries. While the volume of imports by most ESCWA members increased,
the value of those imports are estimated to have stayed at their 1997 levels or below owing to the marked
decline in the prices of most imported goods, particularly from East and Southeast Asia. Nevertheless, the
decline in exports was much greater than the decline in the value of imports, and thus the trade balance
position of most ESCWA member countries deteriorated in 1998. The balance of trade surpluses of the GCC

Il Tax revenues from this surcharge were enhanced by the more than 600,000 tourists who visited the country in 1998.
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countries shrank significantly, while the balance of trade deficits widened in most of the countries with more
diversified economies. The current account positions of the GCC countries deteriorated owing primarily to
the smaller balance of trade surpluses, while the current account positions of the more diversified economies
were negatively affected by declining remittances from their expatriate workers employed in the GCC
countries. The performance of the external sector varied between different ESCWA members.

In the GCC group, Kuwait’s exports in 1998 were negatively affected by the decline in its oil
exports, which account for about 90 per cent of the country’s total exports. Preliminary estimates indicate
that Kuwait’s exports totalled $11.1billion in1998, representing a decline of 21.8 per cent from its 1997 level
of $14.2 billion and a 24.5 per cent decline from its peak of $14.7 billion in 1996. Imports are estimated to
have totalled $8.2 billion, almost the same as the $8.3 billion of the preceding year. Hence, in 1998 Kuwait’s
trade balance surplus is estimated to have shrunk by more than half from approximately $6 billion to $2.9
billion. Given the large transferred remittances by expatriate workers, Kuwait’s current account surplus is
estimated to have been significantly lower than in 1997.

In the case of Saudi Arabia, total exports are estimated to have registered $38.8 billion in 1998,
down from almost $57 billion in 1997. Imports are estimated to have declined, but not as steeply, from $25.1
billion in 1997 to $22.4 billion in 1998. Hence, the trade surplus is estimated to have declined from $31.9
billion in 1997 to $16.4 billion in 1998. Unlike Kuwait, the Saudi Arabia’s trade balance surplus was not
large enough to provide a surplus in its current account. After recording a current account surplus of $215
million in 1996 and $232 million in 1997, a large current account deficit was recorded in 1998.

The United Arab Emirates is assessed to have experienced the same developments as Kuwait,
whereby its trade balance surplus shrank considerably but nevertheless it managed to have a surplus in its
current account in 1998, albeit a much smaller one than in the previous two years. The countries witnessed a
sharp decline not only in its dominant oil exports but also in its re-exports, owing to declining demand from
neighbouring countries that were afflicted by economic slowdown.

The case of Bahrain was similar to that in both Kuwait and the United Arab Emirates, whereby the
trade surplus shrank and current account surplus thereby declined in 1998.

As for Oman and Qatar, they both continued to benefit from rapidly rising gas exports, which partly
offset the adverse effects of declining oil exports on both the trade balance and current accounts.

As for the countries with more diversified economies, in 1998 the export earnings of Egypt were
adversely affected by the declining oil prices and the small reduction in the volume of oil exports. In
addition, exports of Egyptian textiles faced stiff competition from textiles from of East and Southeast Asian
countries, problems with anti-dumping duties in Europe and textile quotas in the United States of America.
Nevertheless, Egypt’s exports to other African and Arab countries increased notably owing to the
Government’s efforts to expand them, mainly through the signing of trade agreements.'” Hence the decline
in exports in 1998 was contained and estimated to have registered $4.8 billion compared to $5.1 billion in
1997.  Moreover, Egypt’s exports would have performed better were it not for the strong Egyptian pound,
which has appreciated by 45 per cent in real terms since mid-1991. Meanwhile imports are estimated to have
declined from $13.9 billion in 1997 to $13.7 billion in 1998, owing mainly to a weak world commodity
prices and a strong pound. Egypt’s balance-of-trade deficit is preliminarily estimated to have registered $8.9
billion, not significantly changed from its $8.8 billion level of the previous year. However, lower tourism
revenues and declining remittances from its expatriate workers in the GCC have adversely affected the
country’s current account. Egypt’s international reserves were estimated at around $20 billion at year’s end,
basically the same level as in 1997.

In Jordan, both exports and imports are estimated to have declined in 1998, with a greater drop in
imports. Exports were severely hit by the fall in demand by the country’s major export markets, namely the

12 Egypt has signed trade agreements with several bilateral countries including Morocco, Saudi Arabia, the Syrian Arab

Republic, and Tunisia. Egypt plans to increase GDP growth partly by increasing the volume of non-oil exports by 15-17 per cent
annually until the year 2005.
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GCC and east Europe. The value of imports declined owing to falling prices, a strong Jordanian currency
which is pegged to the United States dollar and a slowing economy. The balance of trade deficit narrowed by
about 6 per cent toJD763.9 million ($1.08 billion) at the end of the first half of 1998 compared to JD812.1
million ($1.15 billion) by the end of the corresponding period the previous year. Increases estimated at
around 8 per cent in revenues from tourism were partly negated by declines in remittances from expatriate
workers in the GCC countries. International reserves are estimated to have declined from $1.7 billion in 1997
to $1.34 billion in 1998.

During the first half of 1998, the value of imported goods to Lebanon totalled $3.48 billion, while
exports were valued at $0.32 billion, and thus Lebanon had a balance of trade deficit of $3.16 billion. While
that deficit improved by 2.6 per cent in comparison with the same period of the previous year, owing to a 7.8
per cent increase in exports and a 2 per cent decrease in imports, it was still equivalent to 40 per cent of
GDP. This balance of trade deficit ratio to GDP is considered high by international standards and was
financed partially by increased borrowing. The Lebanese pound has appreciated against the United States
dollar every year since 1993. While US$1 was equivalent to LP1741 in 1993, the rate became LP1680 in
1994, LP1621 in 1995, LP1571 in 1996, LP1539 in 1997 and estimated at around LP1520 in 1998. This has
added to the difficulties for the products of the industrial sector competing in international markets.
Lebanon’s exports of industrial goods totalled a meagre $170.4 million during the first nine months of 1998,
representing a drop of 9.2 per cent compared to the same period of 1997." Part of the increase in tourism
revenues in 1998 was negated by declining remittances from expatriate workers employed in the GCC
countries. Nevertheless, owing to considerable capital transfers, international reserves reached $6.33 billion
at the end of July 1998, up from $5.93 billion at the end of 1997 and $5.89 billion at the end of 1996.

The balance of trade positions of both the Syrian Arab Republic and Yemen deteriorated
considerably in 1998 owing to the sharp decline in oil exports, which account for the major portion of total
exports. Their respective current account deficits widened further in 1998 owing to the wider balance of
trade deficits and declines in remittances from their expatriate workers employed in the GCC countries.

G. OUTLOOK FOR 1999

The economic outlook for the ESCWA region in 1999 will depend on several factors including:
(a) changes in oil prices and revenues; (b) speed and success of the implementation of economic reforms in
the ESCWA members; (c) developments in the Middle East peace process; and (d) developments pertaining
to the economic sanctions imposed by the United Nations against Iraq since 1990. Developments in the oil
sector will most likely again prove to be the crucial factor for real GDP growth of the region as a whole,
owing to their direct and indirect effects on economic growth and development.

The region’s real GDP is projected to grow by 2.94 per cent in 1999, after its dismal growth rate of
0.85 per cent in 1998. This growth rate would exceed the region’s population growth rate of 2.5 per cent, and
hence a low real GDP per capita growth rate of 0.44 per cent is envisaged. Real GDP growth rate is projected
to be higher in the countries with more diversified economies than in the GCC countries, and higher in both
groups of countries in 1999 than in 1998. While the GCC countries as a group are projected to register a real
GDP growth rate of 2.38 per cent in 1999, Qatar is projected to achieve a growth rate as high as 6.5 per cent.
Qatar will benefit not only from a small rebound in the oil sector, but also from the considerable increases in
production and revenues from its natural gas projects. Oman is projected to achieve a growth rate of 3.5 per
cent, the second highest real GDP growth among the GCC countries. Oman will continue to benefit from its
economic reform policies and encouragement of foreign investment, as well as rising returns from liquefied
gas projects. The real GDP growth of Bahrain will accelerate to 2.5 per cent, while real GDP growth rates in
Kuwait, Saudi Arabia and the United Arab Emirates will rebound and return to being positive in 1999.

3 The Syrian-Lebanese tariff agreement signed in 1998 calls for custom tariffs on industrial goods produced in

Lebanon and the Syrian Arab Republic to be reduced by 25 per cent annually over a four-year period, beginning 1 January 1999. In
addition, the Syrian Arab Republic is to restrict the import of many products from other countries in order to further strengthen
bilateral trade relations.
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With respect to the countries with more diversified economies, the real GDP of Egypt is projected to
accelerate to 5.1 per cent, which will be the highest among this group of countries and second highest among
all ESCWA members. Large investment projects being implemented in the new valley mostly by private
domestic and foreign investors will energize economic growth and development. The expected enhanced
performance of the privatized companies will also boost economic growth. Furthermore, execution of
bilateral trade agreements signed by Egypt and a growing number of trading partners will contribute to
higher non-oil exports and consequently more rapid economic growth.

The real GDP growth of Lebanon is projected to increase to 4.5 per cent in 1999 and to register the
second highest growth rate among the countries with more diversified economies. Declining interest rates,
and possibly a moderately depreciating Lebanese currency, are expected to stimulate growth in the private
sector. Also, the significant expected increases in the number of tourists and revenues will boost the
Lebanese economy further in 1999." The economies of both the Syrian Arab Republic and Yemen will
benefit considerably from higher oil revenues and enhanced performance by the private sector. The
economy of the West bank and Gaza Strip is expected to be enhanced notably in 1999, owing in part to the
expected benefit to be accrued from having an independent airport in Gaza, and expected financial and
technical support from donor countries.

No significant improvement in oil prices is expected in 1999. Factors that will limit increases in oil
prices in 1999 include the currently high levels of oil inventories, expected increases in oil production in both
Iraq and Central Asia, where huge investments in oil projects that were undertaken in the past several years
will begin to add considerably to market supplies.  Oil demand will remain basically depressed until the
economies of East and Southeast Asia, particularly Japan, markedly accelerate their economic growth.
Nevertheless, although OPEC prices may dip below $10/b during 1999, they are projected to average above
their 1998 level, although not exceeding $13.5/b. OPEC countries may be forced to adhere more closely to
pledged cuts, pledge further cuts and encourage non-OPEC oil-exporting countries to limit their oil exports.
The region’s oil revenues are thus expected to increase only moderately in 1999. Meanwhile, gas revenues
are projected to increase substantially in several ESCWA member countries, particularly in Oman and Qatar.

Unemployment problems confronting the region are expected to become more acute. The GCC
countries and Jordan will clamp down on illegal workers, and more forcefully apply the policy of replacing
expatriate workers by nationals, whenever possible. These measures will, in turn, add to the difficulties of the
labour-sending countries of the region, namely Egypt, Lebanon, the Syrian Arab Republic and Yemen, in
tackling their respective unemployment problems.

Inflation rates are expected to edge upwards in most ESCWA members as depressed import prices
recover and Government subsidies are reduced. Budget deficits to GDP are expected to decline again as
Governments better adjust expenditures to expected revenues, and non-oil revenues are increased
significantly. The balance of trade positions of the GCC countries are expected to improve and so will
current accounts owing to improvements in trade balances and some decline in outflow of transferred
remittances. The balance of trade of the countries with more diversified economies are also expected to
improve, partly due to an increase in oil-export revenues and greater increases in non-oil exports. The value
of imports are also projected to increase as prices of world commodities rise and economic growth in these
countries picks up.

Confronted by low levels of economic growth and expectations of suppressed oil prices and revenues
for several years, GCC countries will accelerate economic reforms, including opening up their economies to
private investors, national and foreign as well as to expatriate workers employed in these countries.
Moreover, GCC countries will increase their engagements in joint ventures with international corporations,
particularly in the fields of oil, gas, petrochemicals and aluminium, owing to the growing need for foreign
finance, technical expertise and marketing ability.

' Prior to the Lebanese civil conflict, the tourism sector accounted for approximately 20 per cent of GDP, with

approximately 2.4 million tourists visiting the country in 1974.
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Likewise, the countries with more diversified economies will accelerate the implementation of
economic and administrative reforms. Privatization will accelerate, particularly in Egypt, which aims at
completing the privatization of the 314 public sector companies initially identified for privatization by the
year 2000. Furthermore, economic liberalization will be accelerated in Jordan in preparation for achieving its
goal of joining the World Trade Organization in 1999.

H. RECOMMENDATIONS
Given that oil prices and revenues are projected to remain subdued in 1999 and into the near future,
and given the rapid globalization of the world economy, the recommendations are provided for consideration
by decision makers in the ESCWA region:

(a) Expedite structural economic reforms;

(b) Emphasize economic diversification measures, particularly in the GCC countries, away from
dependence on oil and towards gas, petrochemicals, aluminium, other light industries and services sectors;

(©) Implement policies and provide an appropriate institutional environment that will encourage
the private sector to play a much greater role in the national economy;

(d Accelerate privatization, including such public services as electricity, water, transport and
telephone services, in a manner that guarantees transparency and accountability, and safeguards against
monopoly;

(e) Amend educational policies and stress the importance of vocational training;
® Create awareness and participation through the mass media among other means, to
encourage unemployed national workers to accept employment in professions that are currently shunned

owing to social, not economic, reasons;

(2) Allow expatriate workers, particularly in the GCC countries, to invest in the national stock
market and financial markets;

(h) Develop financial sector regulations that meet the requirements of a world economy;

(i) Use fiscal tools to confront the problem of idle resources and over-capacity so as to achieve
a more efficient allocation of limited resources: the housing sector is a case in point;

1)) Consider the establishment and/or expansion of free-trade zones, promote intra-Arab trade
and investment and work towards the establishment of an Arab common market;

k) Improve tax collection and widen the tax base;

Q) Review the policy of subsidies on Government provided goods and services, with the aim of
achieving a more efficient use of resources;

(m) Reconsider and compare the advantages and disadvantages of pegging national currency to
the United States dollar, particularly in GCC countries;

(n) Attract and promote foreign investment and undertake joint ventures with major
transnational corporations.
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Annex

CRUDE OIL PRODUCTION SUSTAINABILITY OF
ESCWA MEMBER COUNTRIES

Crude oil production

The total production of all the oil-producing ESCWA member countries averaged more than 18
million barrels of crude oil per day during the first half of 1998. This constituted 27.4 per cent of the world’s
total output, which is small considering the fact that the ESCWA region contains 57.5 per cent of the total
proven oil reserves in the world. As aresult, the reserves-to-production ratio of the region shows that the
current  production level may be maintained, assuming no new oil discoveries or major technological
advances in this area, for another 87 years, the longest in the world (see table 6 for other regions in the
world).

TABLE 6. PROVEN OIL RESERVES-TO-PRODUCTION RATIO OF
ESCWA MEMBER COUNTRIES 1998

Proven oil reserves* Qi production** Proven oil reserves

Country/region (Million barrels) (1,000 b/d) production (years)
Bahrain 210 102 5.6
Egypt 3835 863 12.2
Irag 112 500 1817 169.6
Kuwait**+* 96500 2153 122.8
Oman 5238 917 15.6
Qatar 3700 695 14.6
Saudi Arabia*** 261 500 8507 84.2
Syrian Arab Republic 2500 553 124
United Arab Emirates 96 200 2377 110.9
Yemen 4 000 383 28.6
Total ESCWA countries 586 183 18 367 874
ESCWA/world total 57.5% 27.4%

Total North America 66 856 11598 15.8

North America/world total 6.6% 17.3%

Total central and south America 86 170 6477 364

Central and south America/world total 8.5% 9.7%

Total western Europe 18 128 6331 7.8

Western Europe/world total 1.8% 9.4%

Total eastern Europe and Former Soviet Union 59101 7353 22.0

Eastern Europe and F.S.U./world total 5.8% 11.0%

Total Africa 66 228 6163 294

Africa/world total 6.5% 9.2%

Total Asia-Pacific 42275 7124 16.3

Asia-Pacific/world total 4.1% 10.6%
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TABLE 6. (continued)

Proven oil reserves*  Oil production** Proven oil reserves
Country/region (Million barrels) {1,000 b/d) production (years)
Total Others, mostly Iran 94 605 3 668 70.7
Others, mostly Iran/world total 9.3% 5.5%
Total rest of the world 433 363 48 714 24.4
Rest of the world/world total 42.5% 72.6%
Total world 1019 546 67 081 41.6

Sources:  Oil and Gas Journal, December 29, 1997. Oil and Gas Journal, September 14, 1998, p. 101,

* Estimate as of 1 January 1998.
** Six-month average from January to June 1998.
b Proven oil reserves and production include half of Neutral Zone.

For example, the corresponding proven oil reserves/production ratios indicate another 15.8 years for
North America and another 7.8 years for western Europe.

Oil-production levels of the three largest crude-oil producers in the ESCWA region, namely Saudi
Arabia, the United Arab Emirates and Kuwait, have steadily increased in the past several years. The crude-
oil output of Saudi Arabia increased at an average annual growth rate of 1.4 per cent over the past four years,
from 1995 to 1998, and reached 8.51 million barrels per day during the first six months of 1998. Responding
to the plunge in world oil prices since late 1997, major oil exporters, both OPEC and non OPEC members,
have reached supply cut back agreements. While Saudi Arabia’s crude-oil supply was cut back by 0.3
million barrels per day effective 1 April 1998, the country’s output still grew at 2.8 per cent from 1997 to
mid-1998, the largest growth in the four-year period.

The crude-oil production of the United Arab Emirates increased faster than that of Saudi Arabia
during the period from 1995 to 1998. Its average annual growth rate over these four years was 2.4 per cent
and the production level stood at 2.38 million barrels per day in the first half of 1998. The third largest oil
producer in the ESCWA region is Kuwait with its crude oil production level in 1998 at 2.15 million barrels
per day. Since the Gulf War in 1991, Kuwait’s oil production has recovered to the pre-1991 level and seems
to have moved back on to a steady growth path in 1993. The average annual growth rate of Kuwait’s crude-
oil output was 2.3 per cent over the past three years from 1996 to 1998.

Iraq was the second largest crude-oil producer after Saudi Arabia before the Gulf War, with its oil
output having reached 3.5 million barrels per day by July 1990. Following the severe decline in output
during the post-War period from 1991 to 1996, Iraq’s oil output grew at nearly 100 per cent from 1996 to
1997, and experienced an additional 58 per cent growth from 1997 to the first half of 1998. Its crude-oil
production level of 1.81 million barrels per day now stands as the fourth largest among the oil-producing
ESCWA member countries.

The fifth largest crude oil producer in the ESCWA region as of mid-1998 was Oman, with its output
registering 917,000 barrels per day. Over the past decade, its output continued to increase each year at an
average annual growth rate of 4.9 per cent. Due to its commitment to a cutback of 30,000 barrels per day
effective 1 April 1998, its output from 1997 to the first six months of 1998 grew only at 0.3 per cent. It has
also made plans to cut production back by 20,000 barrels per day from 1 July 1998.
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The crude oil production output of Egypt was traditionally the largest among the smaller oil
producers in the ESCWA region, excluding Saudi Arabia, the United Arab Emirates, Kuwait, and Iraq.
However, the country’s output has been surpassed by that of Oman since 1997 and it is now the sixth largest
producer in the region. While Egypt did not make a commitment to a supply cutback in the round effective
1 April 1998, its production level during the first half of 1998 was lower by 12,000 barrels per day than the
1997 level. This decrease was additional to a larger decrease from 925,000 barrels per day in 1996 to
875,000 barrels per day in 1997. Since Egypt has agreed to cut back its crude oil production by 20,000
barrels per day from 1 July 1998, its average daily production for 1998 is expected to decline further by the
year’s end.

Qatar is currently the seventh largest crude-oil producer in the ESCWA region with its output at
695,000 barrels per day on average in the first six months of 1998. Despite its production cutback effective
on 1 April 1998, the country’s output experienced a rapid growth of 11.2 per cent from 1997. Its oil

production has also grown quickly in recent years at an average annual growth rate of 11.8 per cent from
1993 to 1998.

The eighth crude oil producer is the Syrian Arab Republic. The country’s average daily production
went down from 613,000 barrels per day in 1996 to 563,000 barrels per day in 1997, and down further to

553,000 barrels per day in 1998, indicating an 8.2 percentage reduction and a 1.8 percentage reduction,
respectively.

Yemen produced on average 383,000 barrels per day of crude oil during the first six months of 1998.
After large production expansions in 1993 and 1994, when annual growth rates registered 23.1 per cent and
51.3 per cent, respectively, the country’s production growth has slowed down to an average of 3.2 per cent
annually for the period 1994 to 1998.

The smallest oil producer in the ESCWA region is Bahrain with its average daily output at 102,000
barrels during the first half of 1998. Its crude-oil production level has been steady, except a one-time jump
from 40,000 barrels per day in 1994 to 105,000 barrels per day in 1995.

Proven oil reserves

Saudi Arabia contains the largest crude-oil reserves in the ESCWA region and in the world,
estimated at 261.5 billion barrels (including a half of the reserves in the Neutral Zone) as of 1 January 1998
(see table 6, first column). Iraq contains the world’s second largest amount, estimated at 112.5 billion
barrels. The third and fourth largest crude-oil reserve holders in the world are Kuwait with 96.5 billion
barrels (including a half of the reserves in the Neutral Zone) and the United Arab Emirates with 96.2 billion
barrels. The sum of crude-oil reserves in these four countries is estimated to be 566.7 billion barrels,
constituting 55.6 per cent of the total proven reserves in the world, about 1,020 billion barrels.

Among the rest of the oil-producing ESCWA member countries, the largest reserves are in Oman
with 5.2 billion barrels. This amount, estimated as of 1 January 1998, showed an increase of 0.1 billion
barrels compared to the estimate as of 1 January 1997, confirming the country’s strong commitment to
pushing its oil production upwards. The second largest in this group is Yemen with 4.0 billion barrels of
proven reserves. Egypt, Qatar, and the Syrian Arab Republic were estimated to contain 3.8 billion barrels,
3.7 billion barrels, and 2.5 billion barrels, respectively. The smallest amount of crude-oil reserves is
estimated to exist in Bahrain with 210 million barrels. Total proven oil reserves in the ESCWA region as a
whole were estimated at 586.2 billion barrels as of 1 January 1998, accounting for 57.5 per cent of the total
reserves worldwide.
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Reserves-to-production ratios

The sustainable crude-oil production capacity of Saudi Arabia was estimated at 8.6 million barrels
per day in 1990 and increased to 10.3 million barrels per day in 1996. By mid-1998, the production capacity
is expected to have expanded to 10.8 million barrels per day. However, the country has been producing
close to its OPEC quota, 8.76 million barrels per day as of 1 January 1998, much lower than its maximum
capacity. With the vast proven oil reserves in Saudi Arabia, which amount to more than a quarter of the
world total, the country is expected to be able to maintain its current crude-oil production level (8.51 million
barrels per day) for 84 years (see table 6, third column).

While Iraq is estimated to contain less than half the amount of Saudi Arabia’s proven oil reserves, its
production level was only about 20 per cent (1.81 million barrels per day) of that of Saudi Arabia during the
first six months of 1998. Therefore, if Iraq is to maintain its current production level, its supply will last for
almost 170 years, more than twice as long as the duration estimated for Saudi Arabia. Although Iraqi crude-
oil production capacity was estimated to have reached 3.5 million barrels per day in 1990, the Gulf War in
1991 resulted in the destruction of production infrastructure and its production capacity declined to 0.6
million barrels per day in 1996. However, by the time the United Nations economic sanctions are lifted, the
country’s production capacity and crude-oil output are both expected to increase over the current levels.

The current crude-oil production of Kuwait is also relatively low, when its large proven oil reserves
are taken into consideration. The average daily output (2.15 million barrels per day) during the first half of
1998 was lower than its production capacity, which was estimated at 2.4 million barrels per day in 1997.
The crude-oil reserves in Kuwait are about 37 per cent of the proven oil reserves contained in Saudi Arabia,
but the former produces less than a quarter of the oil output produced by the latter. Thus, the output of
Kuwait will outlast Saudi Arabia by 38 years if both countries maintain production at their current levels and
no more oil wells are discovered.

The United Arab Emirates contains roughly the same amount of proven oil reserves as Kuwait. The
country’s crude-oil output was 0.3 million barrels lower than its production capacity as of October 1997.
However, its actual output level was still slightly higher than the output level of Kuwait. As a result, the
United Arab Emirates is estimated to be able to supply crude oil for 111 years to come, 12 years less than
Kuwait.

Among smaller oil producers in the ESCWA region, Yemen contains large proven oil reserves
relative to its current production level (383,000 barrels per day). This output level is estimated to be
sustainable for almost 29 years. While the country’s current output is nearly bound by its maximum capacity
(386,500 barrels per day) at present, its crude-oil production capacity is set to rise to 430,000 barrels per day
by the end of 1998. The country’s crude oil production may be continued at this level for 25 years.

Proven oil reserves in Oman are slightly larger than those in Yemen (5.2 billion barrels versus 4.0
billion barrels). However, the current oil-production level in Oman is twice as high as that of Yemen. At
this level, the former’s crude oil supply will be depleted sooner than the latter’s, i.e. in 16 years. Oman seeks
to improve production by enhanced oil-recovery techniques, aiming to reach 1 million barrels per day by the
year 2000. In addition, the country is also in the process of developing new fields and drilling new wells
using advanced technologies to boost output.

Qatar, the smallest OPEC member country, traditionally maintained a policy of producing crude oil
at full capacity regardless of its OPEC quota in order to continue repaying foreign debts on schedule.
However, in the presence of persistently low world oil prices since late 1997, the country agreed, in February
1998, on a supply cutback of 30,000 barrels per day effective 1 April 1998. Its output has declined
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accordingly. At the current production level of 695,000 barrels per day, Qatar’s crude-oil production is
expected to last for 15 years.

Both Egypt and the Syrian Arab Republic have about 12 years before depleting crude oil supplies if
their oil production continues at the current level and there are no new discoveries in the near future. In the
absence of any major new oil finds, combined with normal declines from existing fields, crude-oil output
from these countries is expected to decrease. For example, without significant new discoveries, it is believed
that the Syrian Arab Republic will become a net oil importer as early as the year 2005.

With its proven oil reserves, which are by far the smallest in the ESCWA region, Bahrain is expected
to be able to keep producing crude oil for another six years at the current production level of 102,000 barrels
per day.
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