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EXECUTIVE SUMMARY

Economic and social developments in the ESCWA region in 1995 were affected by several major
factors, including the following: (a) the rise in oil prices in the international markets; (b) the surge in non-oil
exports in several ESCWA member countries; (c) notable increases in tourism revenues; (d) some progress
in the Middle East peace process; () the launching of the World Trade Organization (WTO); (f) the
continuation of the United Nations economic sanctions on Iraq; (g) the application of prudent monetary and
fiscal policies in most ESCWA member countries; as well as (h) the implementation of economic reform in
most countries of the region.

The rise in oil prices led to increases in oil revenues in all of the 10 oil-exporting ESCWA member
countries, and in turn had positive effects on their respective balance of trade and government budgets. Qil
revenues of the ESCWA oil-exporting countries, which fell by 5 per cent in 1994, rebounded in 1995 and
are estimated to have grown by 9.3 per cent to US$ 78.4 billion, up from US$ 71.8 billion in 1994. Most
of this increase, however, is attributed to the 8.7 per cent upward adjustment in oil prices.

The ESCWA region’s gross domestic product (GDP), excluding Iraq, is estimated to have registered
a growth rate of 2.8 per cent in 1995, compared with a meagre 0.8 per cent growth rate in 1994. Owing to
the region’s relatively high population growth rate, per capita GDP was stagnant in 1995. The region’s
economy needs to grow at higher rates in order to register positive per capita growth rates and to be able to
accommodate the rising number of new entrants into the labour force each year.

Economic growth and performance differed among ESCWA member countries. In the Gulf
Cooperation Council (GCC) countries, the highest GDP growth was registered by Oman (4.5 per cent) and
the lowest by Qatar (1 per cent). Meanwhile, among the more diversified economies, Lebanon had the
highest GDP growth rate (7 per cent), while the Republic of Yemen had the lowest growth rate (0.5 per cent)
in 1995.

Owing to prudent monetary and fiscal policies pursued by most ESCWA members, inflation rates
continued to decline in most economies of the region. However, inflation rates in 1995 remained extremely
high in the Republic of Yemen (45 per cent) and the West Bank and Gaza Strip (25 per cent), while Iraq
continued to suffer from hyperinflation.

High unemployment rates continued to be a severe problem confronting most of the more diversified
economies, particularly the Republic of Yemen and the West Bank and Gaza Strip, where unemployment
rates are estimated at 30 per cent. The unemployment rates in Egypt and Jordan remained high in 1995 at
around 15 per cent. Both countries, in implementing economic reform, have been restraining government
expenditures in the past few years. The Governments of Egypt and Jordan are implementing macroeconomic
policies that encourage the private sector to absorb the large number of new entrants into the labour force,
which in Egypt is estimated at around 500,000 annually. The Syrian Arab Republic also suffers from high
unemployment, but at rates lower than those in Egypt and Jordan. Although GCC countries are all labour-
receiving countries, unemployment is rising among the indigenous population in some of these countries.

Exports of goods in the ESCWA region increased by approximately 8.4 per cent during 1995, while
imports rose by around 9.2 per cent. The increase in exports was mainly due to the upward adjustment in
international oil prices which favourably influenced the value of the region’s oil exports. In addition, non-oil
exports of the more diversified economies also increased considerably, particularly those of Lebanon, Jordan
and Egypt. A surplus in the region’s overall balance of trade was registered in 1995 owing to the surplus
recorded by the GCC countries, which outweighed the negative combined balance of the more diversified
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economies of the region. Current account balances generally improved in 1995, with notable progress made
by Saudi Arabia which recorded an estimated decrease in its deficit of almost US$ 9.1 billion in 1994 to
USS$ S billion in 1995. Large outflows of remittances from the GCC countries remain a problem for that
group of countries, though the inflow of remittances mitigates the balance of trade deficit recorded by the
more diversified economies of the region.

The external debt of the countries in the ESCWA region, excluding Iraq, remained in 1995 at almost
the same level of 1994, namely around US$ 182 billion. The decline in the external debt of a number of
ESCWA member countries, such as Jordan, Kuwait and Saudi Arabia, was by and large negated by the
increase in the external debt of other ESCWA member countries, such as Egypt, Lebanon and the Republic
of Yemen.

Economic reform and structural adjustment programmes, adopted to correct internal and external
imbalances, as well as to enhance efficiency and productivity—which are particularly essential in a rapidly
globalizing world economy—continued to be implemented in most countries in the ESCWA region in 1995.
The trend of moving away from an inward-looking economic development strategy, which depended
primarily on government involvement in the economy, towards an outward-looking development strategy,
which depends on a leading role taken by the private sector, is becoming more apparent. Privatization of
public enterprises is taking place, though at a very slow pace, in several ESCWA member countries. New
investment and tax laws have been formulated to encourage private investment, both by local and foreign
investors. Nevertheless, private foreign investment in the region remained very modest compared with other
developing regions.
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I. OVERALL ECONOMIC PERFORMANCE

1. Overall economic performance in the ESCWA region improved in 1995. The region’s GDP, excluding
Iraq, is estimated to have registered a growth rate of 2.8 per cent in 1995 in real terms, compared with a
meagre 0.8 per cent growth rate in 1994. In 1995, the economy of the region benefited from the firming up
of oil prices and the rewards of implementing economic and structural reforms during the past several years
in a number of ESCWA member countries. However, the continuation of the United Nations economic
sanctions on Iraq and the low level of regional economic cooperation have restrained further growth and
development in Western Asia. Owing to the region’s relatively high population growth rate, per capita GDP
was stagnant in 1995, after registering a negative 1.8 per cent growth rate in the previous year. The region’s
economy should grow at higher rates in order to register positive per capita growth rates and to be able to
accommodate the rising number of new entrants into the labour force each year.

2. The GDP of the GCC countries' is estimated to have registered a 2.0 per cent growth rate in 1995
compared with a negative 0.5 per cent growth rate in the preceding year. This turn-around may be attributed
mainly to the growth in the oil sector which, despite diversification efforts during the past decade, contributes
over one third of the GCC countries’ GDP, more than 80 per cent of government revenues, and more than
90 per cent of their exports. The growth in the oil sector more than compensated for declines in some other
sectors that were adversely affected by reductions in government expenditures, which were undertaken to
reduce budget deficits. Per capita GDP in the GCC countries is estimated to have declined by 1.0 per cent
in 1995, after declining by 3.2 per cent in the previous year. In 1995 GDP growth rates varied among the
GCC countries, ranging from 4.5 per cent in Oman to 1.0 per cent in Qatar.

3. Bahrain’s GDP is estimated to have increased by an estimated 2.7 per cent in 1995, compared with
2.0 per cent in 1994. Bahrain’s economy, the most diversified among the GCC countries, was stimulated by
the growth of the oil sector, which is estimated to have registered a 9.0 per cent growth in nominal terms.
The non-oil sectors were relatively sluggish in 1995, owing to restrained government expenditures, and are
estimated to have registered only modest growth. However, the banking sector, which traditionally has a
strong link with developments in the oil sector, recorded a relatively good performance. The performance
of the tourism sector, which is encouraged by the Government to increase its contribution to GDP and
employment, was not as good as anticipated. Lastly, the depressed international prices of aluminium limited
the contribution of the manufacturing sector. ’

4. Kuwait’s GDP is estimated to have registered a 2.9 per cent growth rate in 1995, after recording a
negative 0.4 per cent rate in 1994. This turn-around is mainly due to growth in the oil sector. The private
sector, heavily dependent on government expenditures, has not yet assumed the greater role in economic
development and growth which the Government had envisaged. The belt-tightening of fiscal policies and
the completion of major construction projects limited higher growth in 1995.

5. Oman’s economy registered the highest growth among GCC countries in both 1994 and 1995,
recording growth rates of 3.5 per cent and 4.5 per cent respectively. This may be attributed to the fact that
Oman is at the forefront of economic reform among the GCC countries. It is the first GCC country to
remove the terms for national partnership that have “scared off” foreign investment and that have previously
blocked attempts to engage in joint ventures with major industrial countries. In addition, the Omani economy
was helped by higher oil production and prices in 1995.

6. Qatar’s GDP, which registered a negative growth of 1.5 per cent in 1994, is estimated to have recorded
a positive growth rate of 1.0 per cent in 1995. Qatar’s economy benefited from higher oil prices and
production in 1995. Nevertheless, economic growth in Qatar may be expected to remain sluggish until 1998,

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



when major liquefied natural gas projects currently under construction start production and thereby provide
a significant boost to the economy and counter the pattern of decline in the country’s oilfields.

7.  Despite significant fiscal austerity measures, Saudi Arabia’s economy, by far the largest in the ESCWA
region, performed well in 1995, turning a negative GDP growth rate of 1.1 per cent in 1994 into an estimated
positive GDP growth rate of 1.7 per cent. Consumption was constrained by the reduction in subsidies of
public goods and services and the higher costs of imports from major European countries and Japan, owing
to the weakening of the United States dollar to which the Saudi Arabian riyal (SRI) is pegged, and to
significant cutbacks in government expenditures which have a direct and indirect impact on the activities of
the private sector. The growth of the oil sector, which accounts for over one third of the Kingdom’s GDP
and over 90 per cent of its exports, was the main factor in boosting the economy and reducing the country’s
internal and external imbalances. However, the outflow of workers’ remittances continued to affect the
country’s current account. Workers’ remittances transferred out of Saudi Arabia are estimated to have
increased from US$ 15.2 billion in 1994 to US$ 17.2 billion in 1995, and totalled US$ 100.3 billion for the
period 1990-1995.

8. The United Arab Emirates is estimated to have witnessed a real GDP growth rate of 1.3 per cent in
1995, compared with only a meagre 0.1 per cent growth rate in the previous year.> This improvement is
mainly due to the growth in the oil sector, coupled with the good performance of the construction and trade
sectors.

9.  The region’s more diversified economies,’ with the exception of Iraq, continued to perform well in
1995, registering an estimated GDP growth rate of 5.2 per cent, after achieving a 4.3 per cent growth rate
in the previous year. Despite a high population growth rate, per capita GDP in the more diversified
economies increased by 2.3 per cent in 1995, compared with a growth rate of 1.7 per cent in 1994. Factors
contributing to this good performance include the rejuvenation of the private sector in a number of countries
implementing economic reform and liberalization, as illustrated by the surge of non-oil exports; the improved
conditions for private investment, both domestic and foreign; considerable increases in tourism; the
continuation of large inflows of transferred workers’ remittances; and a declining debt-servicing burden, as
well as the 8.7 per cent rise in oil prices in 1995. Among the more diversified economies and excluding Iraq,
Lebanon had the highest GDP growth rate with an estimated 7.0 per cent, and the Republic of Yemen had
the lowest growth rate with 0.5 per cent.

10. Egypt’s economy, the largest among the more diversified economies and the second largest among all
ESCWA member countries, is preliminarily estimated to have grown by 4.9 per cent in 1995, up from
3.9 per cent in the preceding year. The structural adjustment and economic reform undertaken under the
auspices of the International Monetary Fund (IMF) since 1991 are beginning to yield some of the anticipated
results. Non-oil exports, particularly textiles, fertilizers and some agricultural products, increased remarkably
in 1995. Oil exports also increased owing to higher international oil prices as well as to the Government’s
policy to substitute gas for oil for local consumption, hence allowing for more oil exports. Though imports
also increased considerably in 1995, the surge of imports of capital goods reflected favourably on productivity
and economic growth. Sectors registering 5.0 per cent growth or more included industry, banking and
tourism. Egypt received 3.13 million tourists in 1995, an increase of 21 per cent over the previous year.
Income from tourism during its peak in 1992 was US$ 2.2 billion, but owing to terrorist activities this income

2 However, the country’s nominal GDP in 1995 is estimated to have registered a growth rate of 6.5 per cent.

3 These include Egypt, Iraq, Jordan, Lebanon, the Syrian Arab Republic, the Republic of Yemen, and the West Bank and the Gaza
Strip.




dropped to US$ 1.3 billion in 1993 and US$ 1.5 billion in 1994; however, in 1995 it surged to an estimated
ievel of over US$ 2 billion. International reserves at the Central Bank reached US$ 18 billion, sufficient to
cover 12 months of imports of goods and services. Revenues from the Suez Canal in 1995 are estimated to
have increased by US$ 56 million over 1994 and reached US$ 1.93 billion. Workers’ remittances transferred
to Egypt increased from US$ 4.6 billion in 1994 to an estimated US$ 4.7 billion in 1995, and thereby totalled
USS$ 34.3 billion during the 1990s. In recognition of Egypt’s greatly improved internal and external
imbalances, the IMF dropped its reccommendation that the Egyptian Government devalue the Egyptian pound.
Moreover, the members of the Paris Club are expected in 1996 to waive US$ 4 billion of Egypt’s debt owed
to them.

1. Iraq’s economy is devastated by the continuation of the United Nations sanctions imposed since August
1990. In 1995, economic conditions in Iraq witnessed further deterioration. The country continued to suffer
from a rapidly depreciating national currency and hyperinflation. Factories are working at below 30 per cent
of their productive capacity, owing to the shortages of raw materials, spare parts and adequate maintenance.
Similarly, the lack of spare parts, seeds, fertilizers, pesticides and herbicides led to a considerable decline in
agricultural output in 1995. Owing to the United Nations embargo on Iraqi oil exports, Iraq continued to
limit its oil production to levels that only marginally exceed its domestic demand, which is far below its
production capacity. In United States dollar terms, Iraq’s GDP per capita in 1995 ranks it among the lowest
group of the least developed countries in the world.

12. Jordan’s economy in 1995 continued its solid performance which started a few years ago, with its GDP
growing by 6.3 per cent, after registering growth rates of 5.8 per cent and 5.7 per cent in 1993 and 1994
respectively. Jordan is reaping some of the rewards that had been expected from its implementation of the
IMF-recommended structural adjustment programme and economic reform, as well as from the signing of
a peace treaty with Israel. Jordan’s exports, which increased by 14 per cent in 1994, are estimated to have
increased by more than 20 per cent in 1995. The construction, industrial and tourism sectors performed
exceptionally well in 1995. Tourism revenues are estimated to have increased by 24 per cent to US$ 723
million in 1995, from US$ 582 million in the preceding year. Transferred workers’ remittances to Jordan
increased in 1995 by 13 per cent to US$ 1,266 million, up from US$ 1,121 million in 1994, and totalled
USS$ 5.2 billion for the period 1990-1995. Through debt repayment, forgiveness and rescheduling, Jordan
was able to reduce its debt-service burden from US$ 1.2 billion in 1989 to less than US$ 500 million in
1995, thus freeing more resources for investment. The Jordanian dinar (JD) was pegged to the United
States dollar in late 1995. The dinar has benefited from the Government’s policy commitment to high
interest rates in the range of 8.5-9.0 per cent on deposits (and 13.0-14.0 per cent on borrowing) in order to
nmaintain the dinar’s attractiveness. Although such a policy may encourage the inflow of workers’ remittances
and help to increase foreign currency reserves in the Central Bank, it discourages private businessmen from
increasing their investments-in the productive sectors, and dampens activities in the Amman Stock Market.

13. Lebanon continued the implementation of its reconstruction programme :in 1995. - Though its GDP
growth was at 7.0 per cent in 1995, down from 16.5 per cent and 8.0 per cent in 1993 and 1994 respectively,
it remained the highest among all ESCWA member countries for the second year in a row. The Lebanese
economy continued to benefit from the large-scale reconstruction activities being implemented in order to
rebuild the infrastructure damaged by civil strife. The economy also benefited from a boom in the services
sectors, particularly in tourism and banking. Capital inflows to the country remained significant. It is

* On 28 October 1995, Moody’s Investors Sérvice and Standard and Poor’s (S&P), the international credit rating agencies,

assigned, for the first time, credit ratings to Jordan’s debts. Moody’s assigned a Ba3 long-term rating to foreign currency debt, while
S&P gave it a B+ foreign currency rating and a BBB- for local currency debt. Jordan is the first ESCWA member cduntry,,and the
second Arab country after Tunisia, to receive ratings by international credit agencies. ' ) ' k

3



estimated that Lebanese expatriates transferred around US$ 6 billion to Lebanon during the past two years,
in addition to the US$ 2 billion invested by GCC countries. Meanwhile Lebanon’s balance of trade deficit
widened in 1995 as its imports of capital and consumer goods increased. The Lebanese pound (LL)
appreciated by 3.2 per cent versus the United States dollar in 1995. The Beirut Stock Exchange reopened
in 1995, after a closure of nearly 13 years. Interest rates declined significantly towards the end of 1995, and
this may accelerate investment activities in 1996, particularly in the construction and tourism sectors.

14.  The Syrian Arab Republic’s GDP in 1995 is estimated to have registered a growth rate of 6 per cent,
compared with 5 per cent in 1994. The Syrian economy benefited from the rise in oil prices and the strong
performance of the agriculture and tourism sectors. Investment Law No. 10 of May 1991 continued to attract
the inflow of capital by Syrians repatriating savings held abroad as well the transfer of workers’ remittances.
However, the country remained burdened by a large external debt and high rates of inflation and
unemployment.

15.  The Republic of Yemen, confronted by severe internal and external imbalances, began implementing
economic and structural reforms in 1995, under the auspices of the World Bank and the IMF. The GDP of
the region’s least developed country is estimated to have grown by a meagre 0.5 per cent in 1995. Although
this low GDP growth is an improvement over the negative growth rate of 0.5 per cent registered in 1994,
it remains well below the country’s high population growth rate of 3.7 per cent. Adjustment programmes
often lead to an initial contraction in economic activity that is later reversed by expanding private investment
and exports in response to structural reforms. The modest turn-around in GDP in 1995 may be attributed
mostly to the growth of the oil sector, which benefited from higher prices and output.

16. The performance of the economy of the West Bank and Gaza Strip in 1995 was adversely affected by
a poor harvest of the important olive crop as well as the restrictions on employment of Palestinian workers
in Israel. GDP is estimated to have registered a 3.0 per cent growth rate in 1995, compared with an
estimated 7.3 per cent growth rate in the previous year. The West Bank and Gaza Strip continued to suffer
from high inflation and unemployment rates.

17. Economic reform and structural adjustment programmes designed to correct internal and external
imbalances as well as enhance efficiency and productivity, which are particularly essential in a rapidly
globalizing world economy, continued to be implemented in most countries in the ESCWA region in 1995.
The trend of moving away from an inward-looking economic development strategy, which depended
primarily on government involvement in the economy, towards an outward-looking development strategy that
depends on a leading role by the private sector is becoming more apparent. Privatization of public enterprises
is taking place, though at a very slow pace, in several ESCWA member countries. New investment and tax
laws have been formulated to encourage private investment, both by local and foreign investors. Substantial
progress has been made in increasing non-oil exports, particularly by Egypt, Jordan and Lebanon.
Nevertheless, private foreign investment in the region remained very modest compared with other developing
regions. Most ESCWA member countries need to accelerate their privatization programmes in order to
reduce the financial burdens of their respective Governments, enhance efficiency in several public sector
enterprises, and encourage the repatriation of the considerable amount of capital held by nationals abroad.
Governments’ fear of rising unemployment and inflation rates continues to hinder a faster pace of
privatization in the region.

18. In the GCC countries, most Governments in 1995 restrained their expenditures. Saudi Arabia, Oman
and the United Arab Emirates raised fees on utilities, telephone calls, gasoline, and various government
services. Oman introduced a luxury tax targeting certain luxury items. Kuwait, Oman, and Saudi Arabia
privatized parts of several public sector enterprises, and Saudi Arabia reduced the subsidy it provides to the
agriculture sector. Oman, which has already embarked on sweeping reforms, has modified its investment
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laws to attract foreign investment. Foreigners are now allowed to have 100 per cent ownership of projects
deemed necessary for the Omani economy, provided that their capital is not less than US$ 1.3 million.

19.  In the more diversified economies, Egypt and Jordan continued their successful implementation of their
respective structural adjustment and economic reform programmes, which they began in the early 1990s under
the auspices of the IMF. The Republic of Yemen began in 1995 the implementation of its structural
adjustment and economic reform programme as recommended by the IMF and the World Bank. The pace
of privatization in Egypt was slow in 1995 but gained momentum towards the end of the year and is expected
to accelerate in 1996. Egypt’s privatization policy changed in 1994 away from outright sales of State
enterprises to more gradual disinvestment through the sale of shares in the country’s stock market and through
long-term lease and management contracts. Economic liberalization continued in the Syrian Arab Republic,
but no major privatization is envisioned in the near future. Nevertheless, the private sector is encouraged to
play a major role in the tourism sector. Both Jordan and the Palestinian Authority passed investment laws
in 1995 that are very encouraging to both domestic and foreign private investors.

20.  Inflation rates jumped upwards in the GCC countries in 1995 owing to the weakening of the United
States dollar’ versus major European currencies and the yen, thereby raising prices of imports from those
European countries and Japan. However, the reduction in subsidies of government-produced goods and
services was the main reason for higher inflation rates in some GCC countries, particularly in Saudi Arabia.
Inflation nevertheless remains at very low levels compared with other developing countries. In 1995, inflation
rates among GCC countries are estimated to have ranged from 1.0 per cent in Oman to 4.8 per cent in Saudi
Arabia and 5.0 per cent in the United Arab Emirates.

21.  Among the more diversified economies, countries that have been implementing IMF-supported
structural adjustment and economic reform, namely Jordan and Egypt, had the lowest inflation rates in 1995.
Jordan’s inflation rate in 1995 remained around 3.5 per cent for the second consecutive year, while Egypt’s
inflation rate, which fell from 12.1 per cent in 1993 to 8.2 per cent in 1994, is estimated to have fallen to
4.9 per cent in the year ending November 1995, its lowest level in 32 years. The third country implementing
an IMF-supported structural adjustment programme, the Republic of Yemen, witnessed its inflation rate drop
from 100 per cent in 1994 to an estimated 45 per cent in 1995, and aims at reducing it further to 20 per cent
in 1996. Lebanon’s inflation rate is estimated to have declined from 16 per cent in 1994 to 12.5 per cent
in 1995. In the West Bank and Gaza Strip the inflation rate remains high, despite its having fallen from
30 per cent in 1994 to an estimated 25 per cent in 1995. In the Syrian Arab Republic, the country’s inflation
rate, which increased from 13 per cent in 1993 to 15 per cent in 1994, is estimated to have risen again in
1995 owing to the reduction in government subsidies, the conversion of foreign exchange at more realistic
rates, and the prevailing high liquidity in the economy. As for Iraq, it continued to suffer from hyperinflation
in 1995 as its national currency continued to fall sharply and the Government continued to depend very
heavily on printing money for financing its expenditures. However, in early 1996, indications that Iraq will
achieve an agreement with the United Nations to export US$ 2 billion worth of oil resulted in an immediate
strengthening of the Iraqi dinar (ID) in the range of ID 550-ID 700 to the United States dollar, from a
previous record low of ID 3,010 to the dollar. This improvement in the Iraqi dinar precipitated an
instantaneous sharp decline in prices. The positive impact of possible oil exports in the near future was
supported by prudent policies initiated by the Government early in 1996. These policies announced by the
Government include a halt to the printing of money, the reduction of excessive amounts of money in
circulation, increases in charges on government-provided goods and services, the sale of some government
assets, and the relaxation of restrictions on foreign exchange trading by allowing official exchange houses

5 The currencies of all GCC couﬁtﬁeé, with the exception of Kuwait, are pegged to the United States dollar.
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to trade at rates comparable to those available at the parallel market, as well as allowing Iraqis living abroad
to transfer funds to their relatives in Iraq.

22. High unemployment rates remain a major problem in the ESCWA region, particularly in the more
diversified economies. Over several years, high population growth rates have contributed to an increase in
the number of new entrants to the labour market to levels beyond the capacity of these economies fully to
absorb them. Moreover, employment opportunities beyond national boundaries are becoming increasingly
limited. In addition, underemployment is prevalent, particularly in countries where the public sector is a
major employer, as in Egypt, Jordan, the Syrian Arab Republic, and the Republic of Yemen. The Republic
of Yemen and the West Bank and Gaza Strip had the highest unemployment rates in the ESCWA region,
estimated at 30 per cent in 1995. The high unemployment rate in the Republic of Yemen is caused by high
population growth rates, the return of large numbers of expatriates from the GCC countries in 1990-1991,
low economic growth rates, and the reduction in government expenditures in 1995. The high unemployment
rate in the West Bank and Gaza Strip may be attributed to high population growth rates, the frequent closure
of the territories depriving more than 50,000 Palestinian workers of access to their jobs, the return of
expatriates from the Gulf, and delays in implementation of major reconstruction projects. The unemployment
rates in Egypt and Jordan remained high in 1995 at around 15 per cent. Both countries, in implementing
economic reform, have been restraining government expenditures in the past few years. The Governments
of Egypt and Jordan are implementing macroeconomic policies that encourage the private sector to absorb
the large number of new entrants into the labour force, which in Egypt are estimated at around 500,000
annually. The Syrian Arab Republic also suffers from high unemployment, but at rates lower than those in
Egypt and Jordan.

23.  Although GCC countries are all labour-receiving countries, unemployment is rising among the
indigenous population in some of these countries. Factors contributing to this phenomenon include
particularly high population growth rates; the preference of nationals entering the labour force to work in the
public sector, where job opportunities are becoming more scarce as the Governments are attempting to reduce
their involvement in economic development in favour of a greater private sector role; and a mismatch
between the qualifications of job seekers and the skill requirements of available jobs.

24. The region’s exports and imports (excluding Iraq) in 1995 were positively affected by increasing oil
prices and higher growth rates, which outweighed the negative effects of the continued economic sanctions
against Iraq. Exports are estimated to have increased by 8.4 per cent while imports are estimated to have
increased by slightly more than 9.2 per cent. The GCC countries’ exports, which amounted to US$ 97
billion, accounted for 88 per cent of the region’s total exports. This represented an 8 per cent increase over
1994 levels, and was largely due to increases in oil prices. Within this group the largest increases are
estimated to have been recorded by Kuwait, Saudi Arabia and Qatar, with increases of more than 9 per cent.
Member countries with more diversified economies are estimated to have witnessed a significant increase in
exports of more than 11.6 per cent during 1995, reaching over US$ 12.4 billion, largely owing to significant
increases in the exports of Lebanon, Jordan and Egypt. This continued the reversal, begun in 1994, of the
declining trend in exports of this group of countries noted since 1991.

25. Imports of the region in 1995 are estimated to have grown by approximately 9.2 per cent, representing
a reversal of the previous year during which imports declined slightly. The imports of the GCC countries
are estimated to have grown by almost 6 per cent, reaching approximately US$ 62 billion, equivalent to
almost 80 per cent of these countries’ oil revenues of US$ 78.4 billion in 1995. This was mainly due to
estimated increases in imports by the United Arab Emirates, Qatar, Saudi Arabia and Kuwait, which ranged
from more than 8 per cent to slightly over 5 per cent. Of this group only Bahrain is thought to have recorded
a slight decrease in imports. The more diversified economies are also estimated to have witnessed an increase
in imports amounting to 16.6 per cent over 1994 levels. Imports are preliminarily estimated to have reached
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over US$ 31 billion in 1995 for this group of countries, but this represented a wide variation of changes at
the country level. Significant increases of 12 per cent and higher were recorded by Lebanon, Egypt and
Jordan, but other countries in this group are estimated to have had more modest increases in imports, ranging
from less than 1 per cent to around 5 per cent. Although data for Iraq’s foreign trade are unavailable, the
country continued to be adversely affected by the United Nations economic sanctions.

26.  The region’s ability to finance imports from its export proceeds, as measured by the export/import
ratio, remained the same in 1995 at 1.18. At the group level, the ratio for the GCC countries increased
slightly from 1.53 in 1994 to 1.57 in 1995, mainly owing to increasing exports, while that of the more
diversified economies decreased from 0.43 in 1994 to 0.40 in 1995, largely as a result of increasing imports.

27.  The total current account balance of the ESCWA member countries for which comprehensive data are
available (namely, Bahrain, Egypt, Jordan, Kuwait, Saudi Arabia and the Syrian Arab Republic) recorded a
deficit of US$ 7.1 billion in 1994, which represented an improvement over the US$ 14 billion deficit
registered in 1993. The most significant improvement in 1994, however, was the decrease in Saudi Arabia’s
deficit from US$ 17.3 billion to US$ 9.1 billion, reversing a trend witnessed since the Gulf war. Preliminary
data for 1995 indicate that Saudi Arabia’s current account deficit recorded a decrease once again, falling to
US$ 5 billion. Kuwait reported another positive balance on its current account, which amounted to US$ 3
billion in 1994 compared with US$ 2.2 billion in 1993, as it continued to increase oil exports and as its
financial commitments incurred during the Gulf war declined. The more diversified economies recorded
deficits in their combined current account in 1994 of US$ 1 billion after witnessing a surplus in the previous
year largely due to a significant drop in Egypt’s surplus from US$ 2.3 billion to US$ 31 million. Jordan and
the Syrian Arab Republic recorded deficits, though Jordan’s deficit declined over the 1993 level by
approximately one third.

28.  The exports of goods and services of the more diversified economies were less than their imports in
1994, though the deficit in the balance of goods and services declined only slightly over 1993 levels. Most
of these countries rely on remittances to finance the overall trade deficit, and in 1994 remittances for this
group of countries amounted to US$ 6.7 billion, a decline from the US$ 9 billion recorded the previous year.
This decline is mainly due to the decline in Egypt’s remittances, which fell from US$ 7 billion to US$ 4.62
billion. As Kuwait made a full return to the oil market during 1994, the GCC countries regained a surplus
in the balance on goods and services, while continuing to record an outflow of remittances, reflecting their
reliance on expatriate workers, but this amount decreased slightly from USS$ 18.4 billion to US$ 17.7 billion.
The largest contributor to this amount is usually Saudi Arabia, which witnessed an outflow of US$ 15.2
billion in 1994. -+ R A -

29.  Partial and preliminary data for 1995 indicate that the region’s international reserves (excluding Iraq,
the Syrian Arab Republic and the Republic of Yemen) increased by 9.4 per cent over 1994 levels, from
US$ 45{7 billion to US$ 50 billion, as a result of ‘higher reserves in both the GCC countries and the more
diversified economies. This continued the trend of increasing international reserves in the region witnessed
since 1991.. The GCC countries account for slightly less than half of the region’s reserves, US$ 24.2 billion,
with Saudi Arabia and the United Arab Emirates the largest holders of reserves with USS$ 9.8 billion and
US$ 7.6 billion respectively. The more diversified economies hold US$ 25.9 billion in reserves, of which
Egypt as the largest holder of reserves with US$ 18 billion. -

30. Most Governments in the GCC countries cut spending in 1995 as part of reforms aimed at tackling
their budget deficits and reviving their economies, which experienced relatively low growth rates in 1994.
Aggregate budget expenditures were cut from around US$ 72 billion in 1994 to around USS$ 68 billion in
1995. Over the past few years, the GCC countries managed to reduce gradually their budget deficits, owing
to spending cuts and higher oil and non-oil revenues. From a record aggregate budget deficit of



US$ 57 billion in 1991, the shortfall was reduced to around US$ 17.3 billion in 1994, and to nearly US$
9.6 billion in 1995. In 1995, most GCC countries adopted policies aimed at raising non-oil revenues and
restraining spending. To raise non-oil revenues, policies were implemented to increase prices and user fees
of a number of public utilities. To restrain expenditures, policies were implemented to reduce subsidies and
rationalize expenditures of the public sector.

31. In Kuwait, although actual oil revenues were around 25 per cent higher than projected, and
expenditures around 15 per cent lower than their planned level, the budget deficit remained sizeable in fiscal
year 1995/96, owing mainly to supplementary allocations for autonomous governmental institutions. In
Oman, the increase in oil revenues is expected to reduce the 1995 projected budget deficit from around 312
million rials Omani (RO) (equivalent to US$ 811 million) to less than RO 192 million (equivalent to
US$ 499 million), despite the rise in expenditures by around 3.5 per cent over their planned level of
RO 2,159 million (equivalent to US$ 5.6 billion). In Saudi Arabia, both the rise in oil revenues and the
introduction of measures to raise non-oil revenues in 1995 raised total government revenues by around
USS$ 2.9 billion over their budgeted level of SRIs 135 billion (equivalent to US$ 36.5 billion), and reduced
the ratio of the budget deficit to GDP from around 9 per cent in 1994 to about 2 per cent. In the United
Arab Emirates, the rise in revenues and the restrained spending not only wiped out the 1995 projected federal
budget deficit of slightly over 1 billion UAE dirhams (Dh) (equivalent to US$ 272 million), but also resulted
in a budget surplus of around Dh 700 million (equivalent to US$ 190 million).

32. In most ESCWA member countries with more diversified economies, fiscal policy in 1995 continued
to be deflationary. It was predicted that Egypt’s budget deficit in fiscal year 1994/95 is expected to drop to
its targeted ratio to GDP, namely 2 per cent. However, the significant increase in current expenditures is
expected to widen the planned budget deficit of around 8.8 billion Egyptian pounds (LE) (equivalent to
US$ 2.6 billion) by around 6 per cent, despite the considerable rise in government revenues from oil and
tourism. In Iraq, oil revenues usually constitute most of the Government revenues, but owing to the United
Nations economic sanctions, the Government’s borrowing from the banking system during the past few years
has been the sole means of bridging the gap between revenues and expenditures, leading to a steady erosion
of the purchasing power of the Iraqi dinar and contributing further to the country’s hyperinflation. The
projected deficit of around US$ 73 million in Jordan’s budget in fiscal year 1995 is estimated to have been
exceeded only slightly in actual terms. The realization of almost all projected aid and grants kept the deficit
close to budgeted figures. In Lebanon, the 1995 budget expenditures turned out to be almost double the
budget revenues, leading to a significant accumulation of budget deficits, estimated at over US$ 3.5 billion
over the past five years, and resulting in a rise in public debt equivalent to US$ 7.5 billion in 1995. In the
Syrian Arab Republic, tax and non-tax revenues financed over 77 per cent of the 1995 budget expenditures.
In the West Bank and Gaza Strip, with the takeover of taxation by the Palestinian Authority from Israel in
1995, the Authority was able to collect around US$ 70 million in tax revenues, which together with around
US$ 130 million from foreign funding sources, were used to cover the 1995 budget deficit, estimated at
around US$ 200 million. In the Republic of Yemen, a preliminary estimate of the 1995 actual budget
indicates that the ratio of budget deficit to GDP dropped to 7 per cent, down from 17 per cent in 1994,
mainly owing to the significant cut in expenditures, particularly in defence spending and subsidies.

33. The external debt of the countries in the ESCWA region, excluding Iraq, remained in 1995 at almost
the same level of 1994, namely around US$ 182 billion. The drop in the external debt of a number of
ESCWA member countries, such as Jordan, Kuwait and Saudi Arabia, was by and large negated by the rise
in the external debt of other ESCWA member countries, such as Egypt, Lebanon and the Republic of Yemen.
The external debt of Jordan dropped from around USS$ 7 billion in 1994 to around US$ 6 billion in 1995,
following the cancellation of around US$ 1 billion by a number of Jordan’s creditors. The external debt of
Kuwait and Saudi Arabia, which is mainly commercial with relatively high interest rates, was reduced
significantly in 1995, as the two countries cleared major tranches of their debt incurred in the wake of the
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Gulf crisis. The external debts of Egypt and Lebanon increased considerably in 1995, as the external debt
of the former increased to around US$ 33 billion, up by around 7 per cent from the amount in 1994
(equivalent to US$ 31 billion), and that of the latter increased to around USS$ 1.3 billion, up by around
68 per cent from the amount in 1994 (equivalent to US$ 772 million).

34.  In almost all GCC countries, the increase in M2 money supply (currency in circulation+ demand
deposits + quasi-money) during the first nine months of 1995 resulted mainly from the increase in quasi-
money (private time and saving deposits), which in a number of these countries, such as Kuwait and the
United Arab Emirates, made up over two thirds of the total increase in the money supply. The money supply
in Kuwait amounted to around 7.4 billion Kuwaiti dinars (KD) (equivalent to US$ 25.3 billion) at the end
of September 1995, up by around 10 per cent from 1994. The increase in M2 in the United Arab Emirates
was around 7.2 per cent during the same period. In Bahrain, Oman and Qatar, the increase in M2 was lower,
amounting to around 5 per cent, 5.5 per cent and 6.7 per cent respectively.

35.  In Jordan, M2 amounted to around JD 5.1 billion (US$ 7.4 billion) at the end of September 1995, up
by around 6.2 per cent from the amount in 1994 (JD 4.8 billion). The increase was mainly owing to a
7.5 per cent rise in quasi-money, with private sector deposits recording most of the rise. In Lebanon, M2
grew by around 12 per cent during the first nine months of 1995, mainly owing to a rise in credit to the
public sector.

36.  Egypt’s success in reducing the inflation rate during the past several years is expected to pave the way
for a further cut in interest rates in 1996. The Egyptian pound has been stabilized since 1991 at between
LE 3.38-LE 3.40 = US$ 1. To quell the fears that the Jordanian dinar would be devalued and to offer the
opportunity to dealers in the Jordanian dinar to take advantage of the interest rate differential between the
Jordanian dinar and the United States dollar, the Central Bank of Jordan decided in late 1995 to discontinue
pegging the Jordanian dinar to a basket of currencies and pegged it to the United States dollar instead. In
1995 Jordan maintained its policy of high interest rates in order to fight inflation and to attract dinar deposits
away from foreign currencies.

37.  Inorder to increase confidence in the Lebanese pound (LL) and to encourage bank depositors to change
their accounts to those denominated in Lebanese pounds,® the Lebanese authorities decreed in November
1995 that all retail transactions be denominated in Lebanese pounds, instead of United States dollars. In an
effort to promote Lebanon as a potential financial centre, banks were advised by the authorities to cut their
interest rates on foreign currency deposits and align these rates with international levels. In its efforts to
unify gradually the multiple exchange rates of the Syrian pound (LS) and to free the rate completely at a later
stage, the Government of the Syrian Arab Republic decreed in early 1996 an exchange rate for the Syrian
pound of LS 23 = US$ 1. This rate, however, is currently limited to the foreign exchange revenues from
Syrian oil exports and is offered only to the Central Bank of Syria and the Syrian Commercial Bank to
replace the hitherto prevailing rate of LS 11.2 = US$ 1. Earlier, in October 1995, the Government introduced
a “tourism rate” of LS 42 = US$ 1. The so-called neighbouring countries’ exchange rate, however, remained
at around LS 50 = US$ 1 in 1995.

38.  In early 1996, the Republic of Yemen abolished its official exchange rate for the Yemeni rial (YRI),
a step that falls within the framework of the country’s economic reform programme. The Yemeni rial was
devalued in March 1995 from YRIs 12 = US$ 1 to YRIs 50 = US$ 1. Until the abolition of the official
exchange rate, the parallel market rate was around YRIs 130 = US$ 1. To help finance the budget deficit
and reduce liquidity in the market and, consequently, the inflation rate, the Central Bank of Yemen started

% At the end of September 1995, around two thirds of bank deposits in Lebanon were held in United States dollars,
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issuing Treasury bills in late 1995. The two issues offered so far are considered an initial step towards
developing a financial market in Yemen. In March 1995, the interest rate on bank savings deposits was
raised from 9 per cent to 22 per cent.

39. The tighter conditions that characterized the banking markets in the ESCWA region throughout most
of 1994 continued during the first half of 1995 but eased significantly during the second half of that year
following an upturn in economic activity. The increase in the oil revenues of the GCC countries and the
revenues of other ESCWA member countries from trade in services, particularly tourism, contributed to this
development. The business upswing resulted in most banks in the ESCWA region making record profits in
1995, despite a number of obstructing factors, the most important among which are the relatively high interest
rates; the continued need of the banks for further provisioning against non-performing loans made during the
1980s and early 1990s; the drop in income generated from trading in securities; and the continued pressure
to maintain internationally accepted capital adequacy standards.

40. However, most banks in ESCWA member countries continued in 1995 to strive for further development
in the retail and consumer banking business, which resulted in an increase in the latter’s share in the region’s
banking market to 55 per cent, compared with 45 per cent in 1994. In 1995, banks in a number of ESCWA
member countries enjoyed the benefits of the rationalization imposed on them by their monetary authorities,
particularly in terms of merger and structural reforms. The banks also benefited from participation in
Government privatization efforts by underwriting and providing financial advisory services through arranging
sales of public sector enterprises. The Government privatization efforts in a number of ESCWA member
countries, notably Egypt and some GCC countries, encouraged banks in these countries to set up mutual funds
investing in local as well as regional equities, thus increasing the opportunities for the banks to diversify their
sources of income on the one hand, and to contribute to the development of the region’s financial markets
and the building of closer linkages among these markets on the other hand.

41. Stock markets in most ESCWA member countries emerged in 1995 as a major constituent of the
financial systems of these countries. For banks and other financial institutions as well as corporations, stock
markets proved to be an adequate vehicle for raising private capital. For the public sector, they proved to
be an appropriate channel to offer stocks of those companies going through the privatization process. For
the private sector, in general, the stock markets are considered an important medium for the diversification
of investment. Though advances have been noted, most stock markets in the ESCWA region remained far
from being considered emerging markets by international standards in 1995. Their insufficiently developed
legal, administrative and institutional infrastructures have inhibited their ability to ‘mobilize and allocate
satisfactorily the required financial resources for development. :

10




II. SECTORAL DEVELOPMENTS

42.  Crude oil production in the oil-exporting ESCWA member countries increased in 1995 by almost
1 per cent to an average of 15.89 million barrels per day (mbd), up from an average of 15.75 mbd in 1994.
Most of this is attributed to the increases achieved by Oman (6.3 per cent), Iraq (5 per cent), Qatar
(4.5 per cent), the Syrian Arab Republic (4.3 per cent) and the Republic of Yemen (1.5 per cent). On the
other hand, crude oil production remained unchanged in the rest of the ESCWA member countries, owing
either to quota limitations in countries that are members of the Organization of Petroleum Exporting
Countries (OPEC), or to limited production capacity in the rest of the region’s oil-producing countries.

43.  Policy changes have been introduced during the past few years by several oil-producing countries in
the region. Since 1994, Egypt has increased its export of refined products and reduced the export of crude
oil, so as to maximize its oil revenues while maintaining its current oil production level. In Saudi Arabia,
the main policy change introduced has been to increase production of light crude, at the expense of heavier
and less expensive crudes, in order to maximize revenues while maintaining its OPEC assigned production
quota of an average of 8 mbd.

44.  The 1992-1994 trend towards declining oil prices’ reversed itself in 1995, and oil prices rebounded
to an average of US$ 16.88 per barrel, up by 8.7 per cent from US$ 15.53 per barrel in 1994. Most of this
adjustment, however, was witnessed during the first half of 1995, when oil prices were boosted by an increase
in demand owing to cold weather conditions in the northern hemisphere, the decision by OPEC in November
1994 to roll over its production ceiling for the whole of 1995, and Iraq’s refusal to implement Security
Council resolution 986 (1995), which allows for limited oil sales for humanitarian purposes. However, oil
prices in 1995 remained 19.6 per cent below the OPEC price target of US$ 21 per barrel and still at about
47 per cent of its 1980 level of US$ 36.01 per barrel. Oil prices in the short term, barring a major supply
shock, are expected to remain soft, averaging between US$ 15 and US$ 18 per barrel as world oil demand
is expected to moderate, reflecting slower economic growth in the OECD countries and an increase in the
oil supply emanating from non-OPEC sources.

45.  The oil revenues of the ESCWA oil-exporting member countries, which fell by 5 per cent in 1994,
rebounded in 1995 and are estimated to have increased by 9.3 per cent to US$ 78.4 billion, up from
US$ 71.8 billion in 1994. Most of this increase is attributed to the 8.7 per cent upward adjustment in oil
prices. Oil revenues increased in all oil-exporting countries in the region, and the greatest increases occurred
in those countries that had managed to boost crude oil production, including Oman (14 per cent), Qatar
(13.7 per cent) and the Republic of Yemen (10.3 per cent). The increase in the oil revenues of the rest of
the oil-exporting countries in the region was generally in proportion to that of oil prices. In terms of oil
revenues, 1995 was the best year for the region since 1992, when oil revenues reached US$ 78.8 billion.

46.  The refining capacity of the ESCWA region’s oil-exporting countries of 4.76 mbd in 1995 was almost
unchanged from its 1990 level of 4.789 mbd. The increase in the refining capacity of Kuwait and the United
Arab Emirates by 24 per cent and 5.1 per cent respectively during the period 1990-1995 was negated by the
decline in the refining capacity of Saudi Arabia by about 10 per cent to 1.67 mbd in 1994, down from 1.86
mbd in 1990. In the rest of the countries of the region, refining capacity remained unchanged during the
period. However, several countries in the region, particularly Egypt, Kuwait and the United Arab Emirates,
have embarked upon a number of projects to expand their refining capacity during the period 1997-2000, not
only to satisfy their domestic consumption of refined products and thus reduce their imports but also to boost
their exports of refined products, in order to maximize their oil revenues while maintaining their current oil

7 The average price of the seven OPEC crudes.
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production. Several ESCWA member countries are currently undertaking projects to expand their refining
capacity. However, these efforts are limited by their financial situation, particularly for an industry that is
capital-intensive, and thus several countries, such as Egypt, are considering allowing the private sector to
participate in these efforts.

47. Proven oil reserves in the ESCWA region in 1995 are estimated at 570 billion barrels, unchanged from
their 1994 level. The ESCWA region’s proven oil reserves in 1995 accounted for about 57 per cent of the
world total and around 74 per cent of OPEC total proven oil reserves.

48. Limited water resources, increasing water demand imposed by a rapidly growing population and
development activities, and degradation of water quality all contribute to the problem of water scarcity in the
ESCWA region. The water problem is further complicated by the fact that substantial volumes of both
surface water and groundwater are withdrawn from rivers and aquifers that are shared among countries within
and outside the ESCWA region. Moreover, land uses such as irrigation and range practices are leading
towards desertification as a result of soil salinization and overgrazing.

49. To overcome natural water scarcity, some ESCWA member countries augment their water sources
through desalination of sea water and brackish water, as well as by the reuse of renovated wastewater. Non-
conventional sources have become major supply components, especially in the GCC countries. In addition,
significant efforts have recently been made by many ESCWA member countries to formulate, implement and
update their water plans. Some countries of the region have recently enacted laws and regulations to protect
existing water sources and to reduce the adverse effects of excessive water utilization on water quantity and
quality. However, further efforts are needed to develop human resources in the water sector, to focus on
integrated water resources management, and to strengthen institutional arrangements.

50. Since the ESCWA region is a large net importer of cereals, developments in world supply and prices
of cereals have a marked impact on the region’s food import bill. The reduction in world cereal production
coupled with the start of the application of the GATT agreement in 1995, in addition to other factors, led to
a considerable rise in world prices of cereals. By late November 1995, the world export price for wheat®
was US$ 202 per ton compared with US$ 163 per ton in November 1994, reflecting a 24 per cent increase.
Similarly, during the same period, the prices of maize and rice increased by 50 per cent and 27 per cent
respectively.

51. Preliminary estimates for 1995 indicated that the ESCWA region’s production of cereals was around
30.8 million tons, or 7.6 per cent more than that of 1994. This is mainly due to a large increase in Egypt’s
cereal production and favourable weather conditions in most of the ESCWA member countries. In the GCC
countries, cereal production is estimated to have increased in 1995 by 4.8 per cent, totalling 4.3 million tons
(mainly from Saudi Arabia), and to have accounted for about 14 per cent of the ESCWA region’s total
production. In the more diversified economies, preliminary estimates indicate that cereal production increased
by 8.0 per cent and totalled 26.5 million tons in 1995. Egypt was the largest cereal producer, with its
production representing about 55.2 per cent of the ESCWA region’s total cereal production in 1995. Self-
sufficiency ratios in cereal and wheat in the ESCWA region are estimated at 57.7 per cent and 55.4 per cent
respectively in 1994, compared with 50.2 per cent and 33.9 per cent respectively in 1980.

52.  In 1994, the value of agricultural trade in the ESCWA region was estimated at US$ 17.3 billion,
representing about 9 per cent of the region’s total trade. Agricultural trade increased by 1.7 per cent in 1994
compared with 1993, mainly owing to the increase in agricultural exports (particularly non-food exports such

8 USA wheat No. 2 hard Winter.
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as cotton lint and live animals) by 11 per cent, to register US$ 2.9 billion. Agricultural imports registered
a slight increase of 0.6 per cent and reached US$ 14.4 billion. Agricultural exports covered only
20.4 per cent of agricultural imports in 1994 compared with only 18.5 per cent in 1993.

53.  Food imports increased by 2.5 per cent in 1994 to amount to US$ 11.8 billion, and the food gap also
increased by 2.9 per cent to reach US$ 10 billion. This gap is expected to have widened in 1994/95 as a
result of world agricultural trade liberalization in the light of the application of the GATT agreement. Food
exports covered only 15.8 per cent of food imports in 1994 compared with only 16.2 per cent in 1993. Food
imports represented 12.8 per cent of total imports in 1994, while food exports represented only 2 per cent
of total exports.

54.  Some ESCWA members continued the economic reform programmes of their respective agricultural
sectors with varying success in 1995. In Egypt, the Government liberalized production and marketing
activities of agricultural inputs and of most crops. In Jordan, producer subsidies are being removed on all
crops, and thus the 1994/95 prices for wheat and barley, which were until recently subsidized, indicate a zero
subsidy. The Government plans to liberalize trade in barley and to phase out public sector involvement in
the near future. Similar reform programmes in the agricultural sector are being implemented in the Syrian
Arab Republic. The Palestinian Authority in the West Bank and the Gaza Strip has just started to build up
the required institutional capabilities for the agricultural sector and has concentrated its efforts on establishing
a Ministry of Agriculture. Such a step is essential for the rehabilitation of the Palestinian agricultural sector.

55.  The GATT agreement has affected the food import bill of the ESCWA region, which preliminary
estimates indicate has increased by 7.8 per cent in 1995 and is projected to register an average annual
increase of 8.9 per cent during the period 1996-2000. In addition, the new trade policy in the European
Union (EU), particularly for fresh vegetables and fruits, of applying the entry price system will adversely
affect the export of these products to the EU from ESCWA member countries such as Egypt, Jordan,
Lebanon and the Syrian Arab Republic.

56. In Egypt, the agricultural sector performed well in 1995. Preliminary estimates indicate that cereal
production increased by 11.1 per cent and reached 17 million tons, and production of wheat increased by
28 per cent to record 5.7 million tons, mainly owing to the increased use of high-yield varieties. The self-
sufficiency ratio in wheat is currently more than 50 per cent compared with only 25 per cent in 1982. The
Government is aiming to achieve a self-sufficiency ratio of 75 per cent in wheat by the late 1990s. The
output of paddy is expected to have increased by 113,000 tons to reach 4.7 million tons in 1995, and the
export target for rice in 1995 was fixed at 500,000 tons compared with 200,000 tons exported in the previous
year.

57.  InlIraq, although weather conditions were favourable, cereal production is estimated to have decreased
by 10 per cent to 2.5 million tons in 1995, owing to the lack of foreign exchange, which led to a significant
reduction in the use of agricultural inputs, particularly spare parts, fertilizers and pesticides. There are
extreme shortages of basic food items and an estimated US$ 2.7 billion is needed to meet the import
requirements for 1995/96. '

58.  In Jordan, the aggregate production of wheat and barley in 1995 is preliminarily estimated to have
increased by about 8 per cent to 129,000 tons, owing to a marked increase in the area planted. Production
of lentils more than doubled to reach 5,000 tons, while the production of potatoes remained unchanged at
about 90,000 tons.

59.  In Lebanon, the combined production of wheat and barley in 1995 is expected to be about 73,000 tons,
10,000 tons higher than the previous year. However, cereal production covers only about 10 per cent of total
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requirements, and the country is completely dependent on imports to meet demand for rice, sugar and milk
powder. Imports of cereals, mainly wheat, are expected to total about 750,000 tons in 1995/96, an increase
of some 4 per cent over 1994/95.

60. During the past several years, the Government of Saudi Arabia has been pursuing a policy which aims
at reducing wheat production to the level of local demand, primarily in order to conserve limited water
resources. Production of wheat in 1995 is estimated at about 2.5 million tons, compared with 3.4 million
tons in 1993. Nevertheless, wheat production remained higher than domestic requirements, and exports are
expected to continue in 1995/96 and register about 700,000 tons. Preliminary estimates indicate that barley
production increased slightly to 1.6 million tons, while imports decreased by about 200,000 tons to 4 million
tons.

61. In the Syrian Arab Republic, cereal production in 1995 is estimated at 6 million tons, 8 per cent higher
than in the previous year. Wheat production increased by 330,000 tons to reach 4 million tons, while barley
~ production is estimated at 1.6 million tons, almost 10 per cent more than the 1994 production level.
Successive bumper cereal harvests have resulted in serious storage problems and the need to mill part of the
domestically produced wheat in Lebanon.

62. In the Republic of Yemen, cereal production in 1994 is estimated at 750,000 tons, approximately
6.5 per cent lower than the 1993 level. Cereal imports in 1995 are estimated to total 2 million tons,
19 per cent higher than the preceding year.

63. The manufacturing sector in the ESCWA region, excluding Iraq and the West Bank and Gaza Strip,
registered a growth rate of approximately 3.6 per cent in 1995, compared with more than 4 per cent in 1994
and slightly less than 3 per cent in 1993. The fluctuations in growth in this period are mainly due to
fluctuations in the oil sector.

64. Structural adjustment programmes and the policy to reform the public sectors continue to have an
impact on the performance of the manufacturing sector, especially in the more diversified economies.
Expansion in the manufacturing sector was also influenced by a rise in the value of production and export
of major products, such as petrochemicals, fertilizers, aluminium and textiles. This expansion was stimulated
by the continued economic recovery in developed market economies, which are major export markets.

65. Growth in the manufacturing sector in countries of the ESCWA region continued to be restrained by
trade barriers in major markets (such as the European Union), particularly for major export products such as
petrochemicals, aluminium and fertilizers, and the difficulty in opening new export markets as well as
maintaining existing ones owing to increased international competition, particularly from East Asian products.
In many countries of the region, shortages in electricity generation capacity continued to represent a
significant obstacle to growth in the manufacturing sector, particularly since most Governments are operating
under increasingly reduced budgets and face some difficulties in financing major planned electricity
generation facilities. Other constraining factors include reduced public investment in manufacturing projects
in most countries, with the private sector still unable to compensate adequately for public sector retrenchment.
In many of the more diversified economies, the slow pace of economic reforms and trade liberalization
continued to force the private sector to operate far below its potential. In the GCC countries, the growth rate
in manufacturing income (value added) in 1995 is estimated to have maintained the level of the previous year,
averaging around 3.6 per cent in real terms, compared with 2.6 per cent in 1993. Growth in this sector is
mainly attributed to an increase in the export of oil-based products, particularly petrochemicals, fertilizers
and methanol, and in aluminium. It was also the result of expansion of domestic non-oil private sector
activities. In 1996, the export-oriented industries are expected to continue to expand because of good growth
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prospects in the main export markets. Growth is expected to continue in other industries, such as food and
beverages, and to slow down in sectors that are influenced by public sector expenditure.

66. In the more diversified economies, apart from Iraq and the West Bank and the Gaza Strip, overall
performance in manufacturing in 1995 is estimated to have achieved a growth rate of around 3.6 per cent,
compared with 5 per cent in 1994 and 3.6 per cent in 1993. The Republic of Yemen was the only country
to record substantial deterioration in its performance in 1994 and 1995. This was caused primarily by the
civil war in the country in 1994.

67.  Growth performance varied with different industries among the more diversified economies. Some
sectors continued to flourish, particularly the export sector of the textile and garment industry in Egypt and
the Syrian Arab Republic. They were partly stimulated by the recent focus of government reform policies
on the promotion of an outward-looking industrial strategy. In Lebanon, the construction materials industries
expanded rapidly to meet the needs of the substantial reconstruction works in the country. Cement plants
operated at full capacity during 1995, and there are plans to expand and upgrade operations. Manufacturing
expansion in the more diversified economies of the ESCWA region in 1996 will depend to a great extent on
finding new export outlets and reductions in restrictions on domestic input supplies to manufacturing
industries. This is particularly true in the textile and garment and the food industries in Egypt and the Syrian
Arab Republic. It will also depend on implementation of plans to overhaul old capacities and install new
technologies, particularly in Lebanon, so as to help improve the competitiveness of their products on the
international market. Manufacturing expansion will also depend to a great extent on the ability of
Governments in the more diversified economies to accelerate the implementation of promised reforms,
particularly in Egypt, Jordan and the Syrian Arab Republic.

68.  Most countries in the region have joined, or are preparing themselves to join, the World Trade
Organization (WTO) to link with the global market and help revive their economies. This could help them
to gain access to a huge market, further their development prospects, and qualify for financial and
developmental aid. All these challenges require accelerating the pace of implementation of economic reforms
and deregulation, speeding up the process of industrial restructuring and promoting national competitiveness.
Sustainable industrial development in the ESCWA region can only be achieved within the framework of an
appropriate business environment to attract long-term investment. This may be partially obtained through
the establishment of a private sector investment-friendly environment, and the promotion of feasible trade
cooperation arrangements within the ESCWA region and with neighbouring countries. Further progress in
the peace process would also help strengthen development prospects in the manufacturing sector.

69.  The major long-standing challenges confronting the transport sector in the ESCWA region persisted
in 1995. These challenges include the completion of the reconstruction and rehabilitation of networks
damaged during the wars and occurrences of civil strife that have plagued the region during the past decade;
the standardization of technical specifications, harmonization of border crossing procedures, and the removal
of non-physical trade and transport barriers; and improved maintenance of the existing infrastructure and
equipment which is not considered, as in the case of other developing countries, among the priority areas for
regular funding.

70.  However, at the Middle East/North Africa (MENA) Economic Summit of 1995, transport projects were
regarded as essential for economic and social development and for regional cooperation. A subregional rail
network linked to North Africa and Europe is under consideration by some countries in the region. A
road/rail bridge over the Suez Canal is being negotiated between Egypt and prospective financiers. Also,
projects for the development of seaports and airports in the Gulf of Aqaba area are being formulated among
neighbouring countries and are expected to receive financial support from various donor countries and
financial institutions.
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71.  The expansion and development of a number of international airports in ESCWA member countries
reflect the importance of air transport in the region. Bahrain, Jordan and Qatar have improved the passenger
terminal facilities in their respective international airports in order to meet the anticipated increase in traftic
flows in the coming years.

72.  The economic outlook for 1996 in the GCC countries will be determined mostly by developments in
the oil sector given the dominant share of the sector in these countries’ GDP, exports and government
revenues. Indications are that international oil prices will register only modest, if any, increases in 1996.
In addition, oil production is close to production capacity in most GCC countries, and thus only marginal
increases in production are anticipated. Government budgets for 1996 indicate restrained expenditure.
Privatization is expected to remain fairly limited, and hence the contribution of the private sector may be
expected to show only modest growth. In all, the GDP growth rate in 1996 for the GCC countries as a group
may be projected to be below its 1995 level. :

73.  For the more diversified economies in the ESCWA region, though oil is an important source of foreign
exchange for some of these countries, the response of the private sector to economic reform and
encouragement by the Government will determine economic prospects in 1996. Indications are that the
private sector’s role will be greatly enhanced in the more diversified economies, given the investment
legislation and the significant increase that is expected in the pace of the privatization programme in Egypt,
by far the largest economy among this group of countries. The anticipated benefits stemming from the
MENA Summit and the Euro-Mediterranean Conference, held in Amman and Barcelona respectively during
the fourth quarter of 1995, are expected to affect favourably economic growth and trade developments in the
more diversified economies of the region. The GDP growth rate in 1996 for the more diversified economies
as a group are foreseen to be higher than the level achieved in 1995. A comprehensive peace settlement in
the Middle East, when achieved, may be expected to give a tremendous boost to confidence in the region
among private investors, both domestic and foreign.
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III. SOCIAL DEVELOPMENTS

74.  The ESCWA region has continued to witness high population growth and rapid urbanization. This
phenomenon, coupled with political instability and continued, widening income disparities among countries
of the region and within each country, have been contributing to accelerating poverty and unemployment,
particularly in urban areas.

75.  The population of the ESCWA region was estimated at 143.3 million in mid-1994, representing
approximately 2.5 per cent of the world population (5.6 billion). During the preceding 12 months, the
population had grown by 3.5 million, and it is expected to grow by an additional 3.5 million, or 4 per cent
of the world’s annual increment (87 million), during the subsequent 12 months to reach 150.2 million by
mid-1996. '

76.  The annual population growth rate varies considerably among ESCWA members. During 1994-1996,
the population has grown the fastest in Kuwait (7.07 per cent per annum) and the slowest in Egypt and Qatar
(1.79 and 1.31 per cent per annum respectively). As the rapid change in the size of Kuwait’s population
resulted mainly from the migration streams of nationals and non-nationals who returned to the country after
the Gulf crisis, Kuwait’s population growth is expected to slow down in the near future. Moreover, the West
Bank and Gaza Strip also had a high population growth rate (3.91 per cent per annum), and this high growth
rate is related to the relatively high fertility rates in the Gaza Strip and the migration flows into the territories
after the start of the Middle East peace process.

77.  In mid-1994, 40.72 per cent of the total population of the ESCWA region was under 15 years of age,
and 3.47 per cent was over 65 years of age. By mid-1996, it is expected that 40.36 per cent of the total
population will be under 15 years of age, and 3.45 per cent will be over 65 years of age. This means that
there has been a slight contraction of the base of the population pyramid of the ESCWA region during 1994-
1996, but to varying degrees among different countries. In mid-1994, Yemen reached a record level, with
51 per cent of its population under 15 years of age. The Syrian Arab Republic and the West Bank and Gaza
Strip also had high levels (49 and 48 per cent respectively). On the other hand, Qatar has had the lowest
level in the region (26 per cent), and in general the GCC countries had low levels, which are explained by
the large number of non-nationals 15 years and above working in these countries.

78.  The crude birth rate for the total population in the ESCWA region was 31.3 births per 1,000 population
in mid-1994, exceeding that of the less developed regions of the world (25 per 1,000 in 1990-1995) and more
than twice the crude birth rate of the world’s more developed regions (13 per 1,000 in 1990-1995). By mid-
1996, this situation is expected to be the same, with the crude birth rate for the ESCWA region equal to 30.1
births per 1,000 population.

79.  The total fertility rate (TFR) is the basic indicator of fertility which reflects the fertility level of a
certain country or region. In mid-1994 the total fertility rate of the ESCWA region was 4.6 births per
woman, and it is expected to decline by mid-1996 to 4.5 births per woman,; this decline in fertility can be
attributed to a fertility decline in the most populous country, Egypt, and also to a fertility decline in the
Syrian Arab Republic and Jordan. The countries of the ESCWA region have relatively high total fertility
rates. TFRs vary, however, among different countries and areas; thus, in mid-1994, while Yemen, the West
Bank and Gaza Strip, Oman, Kuwait and Saudi Arabia maintained a TFR between 6 and 7.5 births per
national woman, the TFR was less than 4 in Egypt and less than 3 in Lebanon. This situation is expected
to continue in mid-1996, when the TFR will be highest in Yemen (7.5 births per woman) and lowest in
Lebanon (2.76 births per woman).
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80. In mid-1994, the crude death rate for the ESCWA region was 6.98 deaths per 1,000 population, which
was less than the world’s crude death rate (9.3 deaths per 1,000 during 1990-1995) and also less than the
crude death rate for the world’s more developed regions (10.1 deaths per 1,000 during 1990-1995). This is
a consequence of large reductions at every age level, especially in the GCC countries, and the absence of
significant counterbalancing age structure changes, such as those which have occurred in the more developed
regions. By mid-1996 the crude death rate for the ESCWA region is expected to decrease to 6.82 deaths per
1,000 population.

81. The infant mortality rate for the ESCWA region was 58.38 per 1,000 during 1994-1996, 61.24 per
1,000 for males and 55.32 per 1,000 for females. In mid-1994, there were large variations in mortality rates
among the countries of the ESCWA region. In Iraq it reached a record level, with more than 90 deaths per
1,000, and Yemen was close behind with more than 80 deaths per 1,000. On the other hand, Kuwait had
the lowest level, with less than 16 deaths per 1,000, and by mid-1996 this situation is expected to prevail,
with Iraq having the highest level (91.94 per 1,000) and Kuwait the lowest level (15.9 per 1,000).

82. Human settlements in the ESCWA region are at an important juncture in their development process,
challenged by sweeping demographic, socio-political, economic and technological changes which affect their
structure and shape as well as their existing and potential role in generating and sustaining growth. Rapid
urbanization is placing considerable pressure on these settlements, as they must continuously absorb growing
numbers of people in need of adequate housing, infrastructure, income and social services.

83. The urban population in the ESCWA region has grown from accounting for only 22 per cent of the
total population in 1950 to 35 per cent in 1965, 47 per cent in 1980 and to 53 per cent in 1993, and it is
expected to reach 58 per cent by the turn of the century. During the past decade, all ESCWA member
countries, except the United Arab Emirates, registered rates of urban population growth higher than the
growth in their total population.

84. Rapid urbanization is not solely the result of a natural increase in population and rural-urban migration;
it has also been shaped by a massive flow of population between labour-sending and labour-absorbing
countries in the ESCWA region, generating, in turn, a whole array of urban-related activities at both ends.

85. Despite some variations at the national and local levels, the impact of urbanization on urban areas, and
particularly on large cities, has manifested its¢lf in a boom in housing construction coupled with the dual
effect of soaring land and housing prices. Between 1981 and 1991, the housing stock throughout the
ESCWA region increased at an average rate of 4 per cent to5 per cent per anhum, matching more or less

the population growth rate and urbanization trends observed during this period. While data on the changes
in housing and land prices are not available across the region in a standardized form to allow the assessment
of housing affordability, it is still possible to claim that housing markets in such cities as Amman, Cairo,
Sana’a, Beirut and Damascus remain beyond the reach of a growing category of lower-income people. This
is reflected in increased overcrowding, a failure to replace substandard housing units and the spread of
squatter settlements, paralleled by high vacancy rates in luxurious dwellings in cities such as Amman, Cairo,
Damascus and Beirut. Thus, in Cairo, the housing deficit is estimated at 265,000 dwelling units per annum
for the period 1996-2000, while Egypt has an estimated 1.8 million vacant housing units. Similarly, in
Amman, 13,000 dwelling units per year are needed for the period 1996-2000, while the vacancy rate is
estimated at around 14 per cent of the existing housing stock.

86. Alternatively, in the GCC countries, high vacancy rates depict a different aspect of the housing
problem. The ratio of vacant units to the total housing stock have ranged between 6 per cent in Kuwait and
up to 15 per cent in the United Arab Emirates, between 1985 and 1991. This is indicative of the dependence
of these countries on an expatriate labour force, which makes them vulnerable to fluctuations in the job
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market, as was witnessed during the recession in these countries in the mid-1980s. As a result, their efforts
to plan efficiently urban expansion and public service delivery, including the construction of large-scale
housing projects, could bring redundancy in urban service delivery, if a major drop in the number of
expatriates occurs.

87. In the GCC countries, between 75 per cent and 90 per cent of households have access to water, a
sewage network and electricity; and over 95 per cent of dwellings in these countries are connected to kitchen
and bathroom facilities. However, corresponding figures are much lower in the more diversified economies
that have a much lower income per capita. In addition, aggregate figures hide significant differences between
urban and rural areas and spatial disparity within the same urban areas. Squatter settlements in Sana’a,
Hodeida in Yemen, the West Bank and the Gaza Strip, Beirut, Baghdad, Amman, Aqaba, to name a few, lack
access to adequate housing, sanitation and garbage collection, thus. resulting in serious environmental
problems, that extend beyond these informal settlements.

88.  Environmental conditions deteriorated further in many areas in the ESCWA region in 1995. The
causes of environmental degradation included rapid population growth; inappropriate economic and social
policies; weak regulatory and administrative systems; and insufficient public awareness. Most ESCWA
member countries have developed, or are developing, strategies or plans to combat environmental degradation
and achieve sustainable development. However, financial constraints and reduced public expenditure are
apparently hindering the implementation of such strategies and plans.
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TABLE. SOCIO-ECONOMIC INDICATORS FOR THE ESCWA REGION, 1993-1995

1993 1994 1995¢
Gross domestic product (GDP) (billions of US dollars)? at
constant 1992 prices 276.7 278.9 286.7
GDP growth rate (percentage)® 2.7 0.8 2.8
Population in the ESCWA region® (in millions) 112.3 115.3 118.4
Population growth rate (percentage)? 2.46 2.67 2.68
Per capita GDP (US dollars)¥ 2463 2418 2419
External debt (billions of US dollars)¥ 186 182 180
Debt service payment (billions of US dollars) 24 30 29
External debt/GDP (percentage)® 67 65 63
Exports (billions of US dollars)® 972 101.3 109.8
Imports (billions of US dollars)® 86.3 85.5 93.4
Balance of trade (billions of US dollars)¥ 10.9 15.8 16.4
Current account balance (billions of US dollars)¥ (15.1) a.n
International reserves (billions of US dollars)¥ 43.8 45.7 50
International reserves/import ratio (months)¥ 6.5 6.4 7.0
Crude oil production (millions of barrels per day) 15.46 15.75 15.89
Crude oil revenues (billions of US dollars) 75.52 71.77 78.44
Proven oil reserves (billions of barrels) 5734 568.5 570
Proven oil reserves/total world oil reserves (percentage) 57.4 56.9 57
Proven oil reserves/production (years) 101.3 98.8 98.2
Natural gas reserves/total world (percentage) 17.3 17.5 17.8
Agricultural imports (billions of US dollars) 14.3 144 16.2
Agricultural exports (billions of US dollars) 2.6 29 35
Agricultural trade balance (billions of US dollars) (11.7) : (11.5) (12.7)
Crude birth rate (per 1,000) 313 30.1
Life expectancy at birth (years) 65.58 65.58

Source: Economic and Social Commission for Western Asia, based on national and international sources.
Notes:  Parentheses ( ) denote a deficit or negative. Two dots (..) indicate that data are incomplete or not available.

a/ Preliminary estimates.

b/ Excluding Iraq.

c/ Excluding Iraq, Lebanon, Qatar, the United Arab Emirates and the Republic of Yemen.
d/ Excluding Iraq, the Syrian Arab Republic and the Republic of Yemen.
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