ECONOMIC AND SOCIAL COMMISSION FOR WESTERN ASIA

Distr.

GENERAL
E/ESCWA/ED/2000/5
11 December 2000
ORIGINAL: ENGLISH

coynyd

UN ECONOMIC AND SOCIAL COMIISSICH
' F

UMENT 8877 8
LIBRARY & DOCUMENT &%

PRELIMINARY OVERVIEW
OF ECONOMIC DEVELOPMENTS
IN THE ESCWA REGION IN 2000

UNITED NATIONS
New York, 2000

00-0730

OR WESTERN ASIA ]
o LYy G50 R
HERE RSN i &




Foreword

Late in 1996, the Preliminary Overview of Economic Developments in the ESCWA Region was
initiated as a forerunner 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; the Survey, which appears in the second quarter
of the following year, offers a wider scope and more in-depth analyses. The first publication 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 fifth issue of the
Preliminary Overview.

It is our impression that the previous issues of the Preliminary Overview have fulfilled their primary
objective of providing a useful early assessment of economic developments in the region. They have 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 four issues of the Preliminary Overview has
largely been confirmed in subsequent issues of the Survey. Every effort has been made to include official
data available at the time of drafting this report in early December. However, early estimates are made by
the ESCWA secretariat for the year as a whole. Therefore, it should be borne in mind that the figures quoted
for the ESCWA region and the individual countries are preliminary and may well change in the final
analysis. The Overview and the Survey are complementary publications that serve two different objectives.
The Overview responds to the need for a preliminary assessment of economic developments at year’s end,
while the Survey presents a more in-depth and comprehensive analysis based on final data.

Since 1998, the Preliminary Overview has included an annex in which an issue of importance to the
region is reviewed. Trade in telecommunication services in the ESCWA region was the topic selected for this
year’s annex.

As in previous issues, this year’s Preliminary Overview supplements its assessment of the region’s
economic performance in the year 2000 with a broad outlook for 2001.

G ECd

Hazem El-Beblawi
Executive Secretary

s

17 December 2000
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EXPLANATORY NOTES AND ABBREVIATIONS
The following symbols have been used in the tables throughout the publication:
Two dots (..) indicate that data are not available or are not separately reported.
A dash (—) indicates that the amount is nil or negligible.
A hyphen (-) indicates that the item is not applicable.
Parentheses () indicate a deficit or decrease, except as otherwise stated.
A slash (/) indicates a school year or a financial year (e.g., 1981/82).

Use of a hyphen (-) between dates representing years, for example, 1981-1983, signifies the full
period involved, including the beginning and end years.

Details and percentages do not necessarily add up to totals, because of rounding.

In both the text and tables of the report, references to “dollars” (8) indicate United States dollars,
unless otherwise stated.

The Gulf Cooperation Council (GCC) countries include Bahrain, Kuwait, Oman, Qatar, Saudi
Arabia and the United Arab Emirates; the members with more diversified economies include Egypt, Iraq,
Jordan, Lebanon, Palestine, the Syrian Arab Republic and Yemen.

Bibliographical and other references have, wherever possible, been verified.

The following abbreviations have been used:

b barrels

b/d barrels per day

ESCWA  Economic and Social Commission for Western Asia
EU European Union

FDI foreign direct investment

GATS General Agreement on Trade in Services
GATT General Agreement on Tariffs and Trade

GCC Gulf Cooperation Council

GDP gross domestic product

ICT information and communication technologies
IT information technology

LE Egyptian pounds

LL Lebanese pounds

Mb/d million barrels per day

OPEC Organization of Petroleum Exporting Countries
QIzZ qualifying industrial zone

WTO World Trade Organization

vi




EXECUTIVE SUMMARY

This preliminary overview of economic
developments in the territories of the members' of
the Economic and Social Commission for Western
Asia (ESCWA), collectively referred to as the
ESCWA region, provides readers with an
assessment of the outlook for the region in 2001,
based on a review of economic conditions in the
area in 2000.

Outlook for 2001

Economic conditions in the region are
projected to improve further in 2001. For the
region as a whole, excluding Iraq, real gross
domestic product (GDP) is projected to grow by 4
per cent. Although this would be lower than the
real GDP growth rate estimated for 2000, it would
be one of the highest since 1992 and sufficient to
yield a real GDP growth rate of 1.5 per cent per
capita for the region. Economic conditions are
expected to improve markedly in Iraq in 2001,
particularly if the economic sanctions are lifted.
Labour market conditions for the nationals of Gulf
Cooperation Council (GCC) countries will
continue to improve significantly in 2001. For the
members with more diversified economies, labour
market conditions are also expected to improve,
albeit only modestly, given the sizeable pool of
unemployed and the large annual additions to the
labour force.

Inflation rates for most members are
expected to remain under control in 2001, as
Governments will likely maintain generally
prudent monetary and fiscal policies. The fiscal
positions of the GCC countries are expected to
improve further in 2001; budget surpluses are
projected despite substantially higher government
expenditures. The budget deficit to GDP ratio is
expected to improve for most of the members with
more diversified economies.

The region’s external sector performance
is expected to improve further in 2001, albeit with
major differences between the GCC countries and
other ESCWA members. All GCC countries are

' The ESCWA members are Bahrain, Egypt,
Iraq, Jordan, Kuwait, Lebanon, Oman, Palestine, Qatar, Saudi
Arabia, the Syrian Arab Republic, the United Arab Emirates
and Yemen.

projected to record large trade surpluses owing to
booming oil and gas exports, as well as significant
petrochemical and aluminium exports. The trade
surpluses are projected to be sufficiently large to
ensure a surplus in the current accounts of all
GCC countries, even if expectations of substantial
increases in the outflow of expatriate remittances
prove valid. The members with more diversified
economies will continue to show large trade
deficits. However, current account positions will
likely be notably enhanced by higher tourism
revenues and expatriate remittances, particularly
in Egypt, Jordan, Lebanon and the Syrian Arab
Republic.

Preliminary overview of 2000

Fueled by the oil sector, economic growth
accelerated in the region in 2000. Preliminary
estimates indicate that the combined real GDP of
the ESCWA members, excluding Iraq, grew by a
rate of 5.1 per cent in 2000. This was considerably
higher than the growth rates of 2.6 and 1.7 per
cent registered in 1999 and 1998, respectively.
The factor that accelerated economic growth most
in 2000 for the majority of members was the surge
in oil prices and revenues. Contributing to the
acceleration of economic growth in the GCC
countries were the economic reform and
liberalization ~ policies  pursued by the
Governments of those countries.

Real GDP growth rates varied
significantly between the GCC countries and the
ESCWA members with more diversified
economies, and among the members of each
group. Preliminary estimates indicate that in 2000
the combined real GDP growth rate for the GCC
countries as a group was 5.8 per cent, while the
members with more diversified economies
achieved a 3.6 per cent growth rate.

Preliminary estimates indicate that the
region’s oil revenues totalled $166 billion in
2000—more than twice the 1998 level of $71.1
billion and 70.8 per cent larger than the 1999 level
of $97.2 billion. The region’s oil revenues in 2000
have been far greater than the annual levels
recorded during the 1990s, and are at their highest
level since 1981, when they totalled $171.6
billion.




For most of the members with more
diversified economies, labour market conditions
in the year 2000 remained generally unfavourable
for job seekers. Economic growth was not
sufficiently high to provide job opportunities for
the unemployed and accommodate the rising
number of new entrants to the labour market. In
the GCC countries, however, employment
opportunities for nationals improved notably in
2000, owing to a significant acceleration in
economic growth and the continued application of
labour indigenization policies.

Inflation rates remained low in the region,
as both the GCC countries and the members with
more diversified economies were able to keep
inflation under control. Preliminary estimates
indicate that most members had inflation rates of
less than 3 per cent in 2000. The budget
deficit/surplus  to  GDP  ratio  improved
significantly for 9 of the 11 members for which
data were available. Among the GCC countries,
five are estimated to have achieved budget surplus
to GDP ratios of between 0.5 and 7.1 per cent in
2000, and the sixth, the United Arab Emirates,
saw its budget deficit to GDP ratio drop to only 1
per cent, down from 14.8 per cent in 1999.
Budget deficit to GDP ratios declined for the
members with more diversified economies, with

the exception of Lebanon and Palestine (the West
Bank and Gaza Strip). Lebanon had the highest
budget deficit to GDP ratio among the ESCWA
members in 2000.

The performance of the region’s external
sector improved remarkably in 2000 compared
with both 1999 and 1998. Oil exports account for
over 85 per cent of total exports in most GCC
countries. With oil prices surging 60 per cent and
the volume of oil exports rising, the GCC
countries witnessed record increases in total
exports in 2000. All of the GCC countries had
registered trade surpluses in 1999; these surpluses
were magnified in 2000. Moreover, while only
Kuwait and the United Arab Emirates had
registered surpluses in their respective current
accounts in 1999, preliminary estimates indicate
that all six GCC countries showed current account
surpluses in 2000. Among the members with more
diversified economies, the Syrian Arab Republic
and Yemen were able to register trade surpluses,
owing mainly to greatly higher oil exports. The
other members of this group had large trade
deficits, as in previous years. However, higher
tourism revenues and larger expatriate remittances
helped improve current account positions in 2000.




PRELIMINARY OVERVIEW OF ECONOMIC DEVELOPMENTS
IN THE ESCWA REGION IN 2000

A. ACCELERATED ECONOMIC GROWTH

Fueled by developments in the oil sector,
economic growth accelerated in the region during
2000. Preliminary estimates indicate that the
combined real GDP of the ESCWA members,
excluding Iraq, rose by 5.1 per cent in 2000.

Given that the region’s annual population growth
rate is around 2.5 per cent, real GDP per capita
increased for a second consecutive year. The 5.1
per cent growth rate in 2000 was considerably
higher than the corresponding rates of 2.6 and 1.7
per cent registered in 1999 and 1998, respectively
(see table 1 and chart I).

TABLE 1. REAL GDP AND GROWTH RATES IN THE ESCWA REGION
AT CONSTANT 1997 PRICES, 1998-2001
(Millions of US dollars and percentages)

Percentage change

Country/area 1997 1998 1999 2000° 2001° 1998 1999 2000°  2001°
Bahrain 63492 6653.3 6916.1 7199.7 74877 4.79 3.95 410 400
Kuwait 30019.5 29 479.1° 29626.5" 306931 314604 (1.80)* 0.50° 3.60 250
Oman 15837.5 16 265.1 16 105.7 16 588.9 172524 2.70 (0.98) 3.00 4.00
Qatar 112978 122479 12676.6° 134372 142703 8.41 3.50° 6.00 620
Saudi Arabia 146 494.0 148 837.9 1494333 1570544 16235513 1.60 0.40 510 3.50
United Arab Emirates 50393.8 46 815.8 50701.6 55873.1 581639 (7.10) 8.30 1020 410
GCC countries 260 391.8 260 299.3 2654598 2808464 291186.0 (0.04) 1.98 580 3.68
Egypt 75617.0 79 851.6 84 642.6 888748 940295 5.60 6.00 5.00 5.80
Jordan 6975.7 70943 72078 7 460.1 77958 1.70 1.60 350 450
Lebanon 14 865.0 15311.0 15 464.1 154641 15 850.7 3.00 1.00 0.00 250
Syrian Arab Republic 16 613.0 17 875.6 17 552.0 178153 182607 7.60 (1.81) 1.50 250
Yemen 6627.0 6946 4 70979 7325.0 75447 4.82 218 320 3.00
West Bank and Gaza Strip 28403 31135 33327 32le.1 33447 9.62 7.04 (3.50) 4.00
More diversified economies’ 123 538.0 1301923 1352971 1401553 146 826.1 5.39 392 3.59 476
ESCWA region® 383 929.8 390 491.6 4007569 421 001.7 4380122 1.71 2.63 5.05 404

Source: ESCWA, based on national and international sources.

Note: () indicates negative growth.
*ESCWA estimates.

" ESCWA projections.

© The fiscal year for Egypt starts | July and ends 30 June.

4 Excluding Iraq owing to the unavailability of reliable data.

Percentage

Chart I. Real GDP growth in the ESCWA region, 1998-2001

[m1998 W 1999 W2000(c) W2001(d) ]

Note: Chart is based on table 1 of the present publication.
* The fiscal year for Egypt starts 1 July and ends 30 June.

b Excluding Iraq owing to the unavailability of reliable data.
¢ ESCWA estimates.
¢ ESCWA projections.




Real GDP  growth rates varied
significantly between the GCC countries and the
ESCWA members with more diversified
economies, and among the countries of each
group. Preliminary estimates indicate that in 2000
the combined real GDP growth rate for the GCC
countries as a group was 5.8 per cent,” while the
members  with more diversified economies
achieved a 3.6 per cent growth rate. All of the
GCC countries achieved higher real GDP growth
rates in 2000 than in 1999. However, among the
ESCWA members with more diversified
economies, only Jordan, the Syrian Arab Republic
and Yemen registered higher growth rates; the
other three members saw their real GDP growth
rates decline in 2000 owing to different factors.

For the majority of ESCWA members, the
factor most responsible for accelerating economic
growth in 2000 was the surge in oil prices and
revenues, which began in March 1999 and
continued through 2000. Unlike the previous year,
the rise in oil prices in 2000 was accompanied by
an increase, and not a decrease, in oil production.
The direct and indirect impact of the oil sector’s
outstanding performance was particularly evident
in the GCC countries, where oil has for the past
several years accounted for more than 35 per cent
of GDP, 75 per cent of government revenues and
85 per cent of exports.

The economic reform and liberalization
policies pursued by the Governments of the GCC
countries also contributed to the acceleration of
economic growth in those countries. The
implementation of policies designed to boost
private sector participation in the economy and
attract foreign direct investment (FDI) intensified
in 2000. As a result of several years of economic
reform and liberalization, Oman became the
seventh ESCWA member to gain admission to the
World Trade Organization (WTO).? Saudi Arabia
undertook major policy changes favouring
economic reform and liberalization in 2000 in an
effort to acquire WTO membership and achieve

? At the time this report was drafted (late November
2000), real GDP growth rate figures for 1999 were made
available to ESCWA only by the Governments of Bahrain,
Oman, Saudi Arabia and the United Arab Emirates among
the GCC countries. For the other two GCC countries, real
GDP growth rate figures are to be regarded as preliminary
estimates for both 1999 and 2000.

* The other ESCWA members that have joined the
WTO are Bahrain, Egypt, Jordan, Kuwait, Qatar and the
United Arab Emirates.

sustainable economic development. It should be
noted that in 2000, unlike in 1996, the jump in oil
revenues did not divert the Governments of the
GCC  countries from the implementation of
economic reform and diversification policies
developed the preceding year. Higher oil revenues
and an increase in government expenditures,
coupled with a greatly improved investment
climate, led to a notable increase in private sector
activity in the economies of the GCC countries.

Preliminary estimates indicate that among
the GCC countries, the highest economic growth
rates in 2000 were registered in Qatar and the
United Arab Emirates, and the lowest rates in
Kuwait and Oman.

In the United Arab Emirates, preliminary
official estimates put the real GDP growth rate at
10.2 per cent for 2000, an improvement over the
8.3 per cent rate of growth estimated for the
previous year. The United Arab Emirates
benefited from the sharp rise in oil prices and a
6.8 per cent increase in its oil production in 2000.
The economy benefited further from a surge in re-
exports to neighbouring countries also enjoying
higher oil revenues. Non-oil sectors in the United
Arab Emirates also performed well in 2000, in
particular the services sector and petrochemical
and aluminium industries.

Preliminary  estimates indicate that
Qatar’s real GDP grew by 6 per cent in 2000, a
rate notably higher than the 3.5 per cent growth
registered in 1999. In a year when oil prices rose
by about 60 per cent, Qatar was able to raise its oil
production to its current capacity of 700,000
barrels per day (b/d), a 10.2 per cent increase over
the 1999 figure. Accompanying the oil boom was
an impressive boom in Qatar’s gas sector. The
huge investments made by Qatar in oil, gas and
other industries paid off, allowing the country to
achieve rapid economic growth in 2000.

Saudi Arabia achieved remarkable GDP
growth in 2000. After registering modest growth
of 0.4 per cent in 1999, real GDP is preliminarily
estimated to have risen by 5.1 per cent in 2000. As
in most of the other GCC countries, the oil sector
was the engine of growth. The Kingdom was able
to raise its oil production to an average of 8.3
million barrels per day (Mb/d) in 2000, an 8.6 per
cent increase over its 1999 level. The combination
of the notable increase in oil production and the
surge in oil prices gave the economy a boost it had
not received in many years. Furthermore, oil



revenues increased significantly for the second
year in a row. This had very positive and
expansionary effects on the expenditure decisions
of both the Government and the private sector.
Non-oil sectors also performed well in 2000, with
preliminary estimates indicating growth of 3.8 per
cent. Leading this growth were the banking and
trade sectors and petrochemical industries. The
economic reform and liberalization policies
announced during 2000 added to the confidence of
the private sector, and its role is expected to grow
markedly in the coming years.

Bahrain’s economy is far more diversified
than those of the other GCC countries. Therefore,
the role of the oil sector, though important, is not
as dominant. Bahrain enjoys far fewer direct
economic benefits from higher oil prices than do
the neighbouring Gulf countries. Nevertheless, the
indirect effects of the other GCC members’
booming economies on Bahrain’s economy have
been positive and significant, particularly with
respect to trade, offshore banking activities and
tourism. Bahrain is also benefiting from the
increased willingness of other GCC countries to
provide budgetary assistance, which is used to
implement construction and industrial projects
and generate  employment  opportunities.
Bahrain’s real GDP grew by 3.95 per cent in
1999, and preliminary estimates indicate a 4.1 per
cent increase in 2000.

Kuwait’s real GDP rose by only 0.5 per
cent in 1999, but preliminary estimates show an
increase of 3.6 per cent in 2000. Kuwait’s oil
production increased by 10.2 per cent in 2000,
averaging 2.09 Mb/d for the year. The notable
increase in real GDP growth in Kuwait is almost
entirely attributable to the performance of the oil
sector. Growth in the non-oil sectors was
generally contained by the net departure of
expatriates.*

According to preliminary estimates,
Oman’s real GDP grew by 3 per cent in 2000 after
falling by 1 per cent in 1999. The Sultanate
produced 0.89 Mb/d of crude oil in 1999, utilizing
almost all of its existing capacity. In 2000, oil
production rose by an estimated 10,000 b/d, a
meagre 1.2 per cent increase. Nevertheless, Oman
benefited from the economic reform policies

* Kuwait’s total population in June 2000 was 2 per
cent lower than a year ago. This drop was caused by the 5 per
cent decline in the number of non-Kuwaitis residing in the
country.

implemented during the past several years and
from FDI inflows. Although preliminary estimates
indicate that Oman’s real GDP growth was the
lowest among the GCC countries in 2000, it was
nevertheless higher than the rates recorded by the
Sultanate for the previous two years.

Preliminary estimates for the ESCWA
members with more diversified economies,
excluding Iraq, indicate that their combined real
GDP grew by 3.6 per cent in 2000, a slightly
lower rate than the 3.9 per cent registered in 1999.
However, the rates of real GDP growth achieved
in 2000 varied widely among the members of this
group: Egypt, Jordan and Yemen are estimated to
have achieved real GDP growth rates of 3.2 per
cent or higher, while Lebanon and the Syrian Arab
Republic are estimated to have witnessed real
GDP growth of 1.5 per cent or lower. Preliminary
estimates suggest that in the West Bank and Gaza
Strip real GDP declined by 3.5 per cent.

Preliminary  estimates indicate that
Egypt’s real GDP grew by 5 per cent in 2000.
While this rate was lower than the 6 per cent
growth registered in 1999, it was the highest
among the more diversified economies in the
ESCWA region. Furthermore, it was significantly
higher than the country’s annual population
growth rate of 2 per cent, thereby yielding a 3 per
cent increase in real GDP per capita. During the
first half of the year, however, Egypt’s economy
witnessed slower growth.” The signs of the
economic slowdown were reflected in the
increasing incidence of insolvencies, foreign
exchange shortages, the sharp reduction in
international reserves held by the Central Bank
(from $20 billion at the end of 1999 to about $14
billion at mid-year), and the significant increase in
inventory levels. The pressure on the Egyptian
pound versus the United States dollar induced
foreign investors to reduce their portfolio
investment in Egypt. Following their lead,
domestic investors also reduced the Egyptian
share in their portfolios. It should be pointed out,
however, that while the Egyptian pound was
struggling to maintain parity with the dollar,
Egypt’s currency became increasingly overvalued
versus the euro and the yen® This reduced

> Not a recession, but a decline in the rate of
growth to around 4 per cent, down from the relatively high
level of 6 per cent the previous year.

® The Egyptian pound has gradually depreciated
against the United States dollar since the Central Bank
adopted a more market-based exchange rate policy in May
2000, after effectively pegging the rate since 1991.




Egypt’s export competitiveness and prevented the
tourism sector from achieving the same growth
rates as 1999 during the first half of 2000.
Furthermore, despite normal growth in the money
supply and the level of deposits in the banking
system, the Egyptian economy suffered from a
squeeze in liquidity, possibly owing to the
reduction in the number of loans granted by
banks.” Many banks had previously approved
loans to finance real estate projects when that
sector was booming. With the decline in real
estate values, many such loans were viewed as
more risky than when initially granted. However,
in the second half of 2000 the pace of economic
growth increased as the Government took action
to rejuvenate the economy, including paying
public debts to companies and private contractors
and intensifying its efforts to promote exports and
accelerate the implementation of the privatization
programme. The Egyptian economy benefited
greatly from the flourishing tourism sector, which
has become the primary source of foreign
exchange in the country; Egypt witnessed the
arrival of 4.6 million tourists during the first 10
months of the year alone.

Following modest growth of 1.7 and 1.6
per cent in 1998 and 1999, respectively, Jordan’s
real GDP increased significantly in 2000, rising
by 3.5 per cent for the year, according to
preliminary estimates. There are indications that
Jordan was able to register 4 per cent real GDP
growth during the first half of 2000. Both public
and private investment increased markedly, and
the qualifying industrial zones (QIZs) proved
extremely popular with investors. The tourism
sector, which in 1999 accounted for 12.5 per cent
of GDP, continued to contribute to growth and
development in Jordan. Tourism revenues
increased from $850 million in 1998 to $923
million in 1999, and are preliminarily estimated to
have exceeded $1 billion in 2000. Admission to
the WTO in 1999 encouraged the flow of direct
investment to Jordan in 2000. However, Jordan’s
close proximity to the West Bank and Gaza Strip
and the violent clashes between Israelis and
Palestinians have adversely affected the tourism
sector, and potential foreign and domestic
investors have postponed undertaking new
projects; hence, the pace of economic growth

! Large and long-term loans had previously been
granted by those banks to finance projects that were
increasingly appearing to be less viable than originally
assessed.

slowed to some extent during the second half of
2000 in comparison with the first half.

Preliminary  estimates suggest that
Yemen’s real GDP growth rate rose from 2.2 per
cent in 1999 to 3.2 per cent in 2000. The
acceleration in real GDP growth was attributed
mainly to the performance of the country’s oil
sector, which witnessed a 6.9 per cent increase in
production and a sharp rise in prices. Higher oil
revenues allowed the Government to increase its
expenditures above planned levels, which helped
accelerate growth in the non-oil sectors.

Preliminary estimates indicate that in the
Syrian Arab Republic real GDP grew by 1.5 per
cent in 2000. This is a positive turnaround from
the 1.8 per cent decline in real GDP registered in
1999. The significant increase in the country’s oil
revenues enabled the Government to increase its
expenditures and stimulate economic growth and
development. Salaries of the 1.4 million public
employees were raised by 25 per cent across the
board in May 2000. The Government also
announced that it would implement laws to attract
private investment, both domestic and foreign.
The positive effects of such policies are not
expected to be realized before 2001, however. The
continuing drought adversely affected the
agriculture sector, preventing the country from
achieving a higher economic growth rate in 2000.

Lebanon’s real GDP growth declined
from 3.5 per cent in 1997 to 3 per cent in 1998,
and to 1 per centin 1999. Preliminary estimates
indicate that no growth inreal GDP occurred in
2000.° Recessionary  conditions  prevailed.
Unemployment increased, construction activities
contracted further, demand for loans continued to
fall, and capital inflows declined. During the first
nine months of 2000, the velocity of money
decreased by 9.6 per cent in comparison with the
same period in 1999. The continuous deterioration
in Lebanon’s financial position had a severe
negative impact on economic conditions in the
country, and vice versa. Lebanon continued to be
plagued by a high and rising public debt, which
increased by 12.2 per cent in the first nine months
of 2000, reaching $22.1 billion, compared with

* The agriculture sector accounts for 30 per cent of
GDP and employs 32 per cent of the labour force.

® Lebanon’s Five-Year Fiscal Adjustment Plan
assumed (targeted) growth rates of 2 per cent in 1999 and 3
per cent in 2000.



$19.7 billion at the end of 1999. At that level,
Lebanon’s public debt was equivalent to about
140 per cent of GDP, one of the highest ratios in
the world. It has continued to rise further, and
preliminary estimates indicate a debt in excess of
$23 billion at year’s end. Nearly 45 per cent of
government expenditures are allocated to
servicing the public debt, leaving very little for
capital expenditures. Meanwhile, the private
sector was confronted by relatively high interest
rates, stiff foreign competition, a heavy
government bureaucracy, and the high costs of
labour, raw materials and land. The tourism sector
was one of the few sectors that performed well in
2000. During the first nine months of 2000, a total
of 596,698 tourists visited Lebanon, an increase of
more than 9 per cent in comparison with the same
period the previous year. Contributing further to
the country’s economy was the approximately $3
billion transferred by Lebanese expatriates. The
Government should launch the privatization
process as soon as possible. This would lead to an
immediate and significant reduction in the
country’s public debt and budget deficit, reduce
the Government’s huge wage bill, lower interest
rates, promote the role of the private sector in the
economy, increase efficiency, and encourage the
inflow of foreign investment, both portfolio and
direct.

GDP in the West Bank and Gaza Strip
grew by a solid 7 per cent in 1999 and was
projected to grow by another 7 per cent in 2000.
However, the recent violence in the area has
drastically altered economic and other conditions.
In addition to human losses and infrastructure
damages, the Palestinians have suffered economic
losses from declines in production, trade, tourism
and foreign investment, and from lost wages. The
Governor of the Palestine Monetary Authority has
estimated that losses to the Palestinian economy
have averaged $16 million per day since the
outbreak of violence in late September. This
figure includes $3.5 million per day in wages lost
by the 125,000 Palestinians previously employed
in Israel and Israeli settlements and industrial
zones. Hence, instead of the projected 7 per cent
growth, real GDP in the West Bank and Gaza
Strip is preliminarily estimated to have declined
by 3.5 per cent for the year.

Economic growth in Iraq is estimated to
have increased, owing mainly to higher oil
production and revenues. Nevertheless, the
economic sanctions imposed by the United

Nations since August 1990 have continued to
depress economic conditions in the country. The
sanctions not only restrict Iraq’s trading activities
and capital movement, but also deny the
Government control over the country’s oil
revenues.'’ Signs that the sanctions are faltering
bode well for Iraq’s economy, its people and its
trading partners in the region and elsewhere.

B. A SURGE IN OIL PRICES, PRODUCTION
AND REVENUES

Developments in the international oil
market have considerable economic implications
for the region. Of the thirteen ESCWA members,
only three—Jordan, Lebanon and Palestine—are
not oil exporters. The performance of the oil
sector greatly affects government revenues and
expenditures, budgetary positions, exports,
economic growth, employment opportunities,
intraregional  trade, tourism, banking and
expatriate remittances. The level of development
aid provided by the GCC countries is closely tied
to oil revenues. For example, during the 1980s,
the GCC countries donated $45.3 billion in aid to
developing countries in the region and elsewhere.
With the lower oil revenues in the 1990s, they
provided an estimated $18.4 billion in
development aid. In 2000, the oil sector performed
exceptionally well in most countries of the region.
World oil prices surged by 60 per cent, and
preliminary estimates indicate that the region’s oil
production increased by 6.1 per cent and its oil
revenues by 70.8 per cent.

The annual average price of the
Organization of Petroleum Exporting Countries
(OPEC) crude oil basket is estimated at
$27.94/barrel (b) for 2000, which is $10.47/b
higher than the average price of $17.47/b for 1999
(see table 2 and chart II). The average OPEC oil
price for the year 2000 was the highest recorded
since 1984, when it averaged $28.2/b, and not too
far below the peak of $32.5/b recorded in 1981. It
was more than $15/b higher than the 1998 level
(see chart III). OPEC oil prices increased in 2000
owing primarily to increases in demand, and not
as a result of curtailing production, as was the
case in 1999.

' Iraq’s oil revenues are deposited in a United
Nations account at the Banque Nationale de Paris in New
York. After four years, the oil-for food programme account is
valued at more than $10 billion.




TABLE 2. AVERAGE OPEC BASKET Chart II. OPEC basket monthly prices, January 1999 - December 2000

CRUDE OIL PRICES, 1997-2001

Chart II1, OPEC basket annual prices, 1997-2001

(US dollars per barrel) 35
OPEC 30
basket price 25
1997 18.68 T‘:
1998 12.28 s 20
1999 17.47 s
2000° 27.94 o 15
2001° 26.00 40
Percentage change 1999-2000 59.92%
January 1999 10.74 5
February 1999 9.96 0
March 1999 12.27
April 1999 15.00
May 1999 15.48
June 1999 15.61
July 1999 18.28
August 1999 19.66
September 1999 2217
October 1999 21.67 30
November 1999 23.75 28
December 1999 2477
January 2000 2458 26
February 2000 26.84 -
March 2000 26.71 5 22
April 2000 2293 S 9
May 2000 26.94 2 s
June 2000 29.12 jon’
July 2000 27.94 16
August 2000 28.30 14
September 2000 3148 12
October 2000 30.42 10
November 2000° 31.00
December 2000° 29.00
* ESCWA estimates.
® ESCWA forecast.

OPEC members, including those in the
ESCWA region, increased production four times
in 2000: in March, June, September and October.
On 12 November, OPEC members decided to
maintain their combined output level, which that
month was the highest it had been in 20 years. Oil
production in the ESCWA region is preliminarily
estimated to have averaged 18.7 Mb/d in 2000, an
increase of 1 Mb/d over the 1999 figure. It was the
largest amount of oil produced by the region in 20
years and almost equal to the peak level of 18.9
Mb/d recorded in 1979. Preliminary estimates
indicate that production rates for Saudi Arabia,
Iraq, the United Arab Emirates and Kuwait in
2000 totalled 8.3 Mb/d, 2.7 Mb/d, 2.2 Mb/d and
2.1 Mb/d, respectively, combined, these countries
accounted for 81.4 per cent of the region’s total
oil production. By November 2000, the region
was producing around 19.7 Mb/d, which is a
monthly record and about 2.5 Mb/d higher than
the production level in January of the same year.

R
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Note: Charts II and III are based on table 2 of the present publication.

* ESCWA estimates.
® ESCWA forecast.

Preliminary estimates indicate that the
region’s oil revenues soared, totalling $166 billion
in 2000 (see table 3 and chart IV). This was more
than twice the 1998 level of $71.1 billion and 70.8
per cent larger than its 1999 level of $97.2 billion.
Actually, the region’s oil revenues in 2000 have
been far greater than the annual levels recorded in
the 1990s and at their highest level since 1981,
when they totalled $171.6 billion."' Preliminary
estimates indicate that the combined oil revenues
of the GCC countries amounted to $133 billion,
an increase of $55.9 billion over the 1999 level.
Saudi Arabia’s oil revenues alone are estimated at
$75 billion for 2000, which is about $32 billion
more than the level for the preceding year.

' The record was set in 1979, when the region’s
annual oil revenues totalled $179.7 billion.




TABLE 3. OIL REVENUES IN THE ESCWA REGION,
1995-2000
(Billions of US dollars)

Percentage

Change  change

(1999-  (1999-
ESCWA member 1995 1996 1997 1998 1999 2000* | 2000) 2000)
Bahrain® 1.10 132 120 080 127 202 | 0.75 59.06
Kuwait 1205 1413 1347 839 1036 1825 | 7.89 76.16
Oman 475 733 762 550 721 1167 | 4.46 61.86
Qatar 260 380 466 311 3.83 6.75 | 2.92 76.24
Saudi Arabia® 4270 5005 4822 3198 4319 7502 |31.83 73.70
United Arab Emirates -13.35 1498 1527 1026 1130 1930 | 8.00 70.80
GCC countries 76.55 91.61 90.44 6004 77.16 133.02 | 55.86 72.40
Egypt 218 223 258 173 256 392 | 136 53.13
Iraq 037 068 459 679 1341 2245 ] 9.04 67.41
Syrian Arab Republic 190 231 1.97 132 1.92 292 | 1.00 52.08
Yemen .70 1.93 220 122 216 369 | 153 70.83
More diversified
economies 615 715 11.34 11.06 20.05 3298 | 1293 64.49
ESCWA region 8270 9876 101.78 71.10 9721 166.00 | 68.79 70.76

Source: ESCWA, based on national and international sources.
2 ESCWA estimates.

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

¢ Includes a 50 per cent share of the Neutral Zone.

C. DEVELOPMENTS IN THE LABOUR MARKETS

For most of the ESCWA members with
more diversified economies, labour market
conditions remained generally unfavourable for
those seeking work in 2000. Economic growth
was not sufficiently high to provide work
opportunities for the unemployed and also
accommodate the rising number of new entrants to
the labour market. The chronic unemployment
problem faced by these ESCWA members
remains a difficult challenge, given the already
large pool of job seekers. Unemployment rates
published by official sources, though generally
not low, are usually about a third lower than
estimates made by independent sources in most of
the member countries with more diversified
economies. Nevertheless, the respective
Governments are aware of the problem and its
potentially dangerous economic, social and
political effects, and have thus undertaken specific
measures to address it. The rate of women’s
participation in the labour force continued to rise
only modestly, so the proportion of women in the
labour force remained relatively low in the region.
Figures indicating the share of women in the
labour force in Egypt, Jordan, Lebanon, the Syrian
Arab Republic and Yemen range between 21 and

Chart IV. Oil revenues in the ESCWA region, 1995-2000
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30 per cent. For the rest of the ESCWA members
the share is even lower, ranging between 11 and
20 per cent. Developments in the labour markets
in 2000 differed between the members with more
diversified economies and the GCC countries, and
among the members of each group.

The unemployment rate in Egypt was
officially put at 8 per cent in 2000, a notable
improvement over the rate of 9.6 per cent
registered five years earlier. This constitutes a
major achievement for a country that has to create
an additional 450,000 jobs for new entrants to the
labour market every year. It is worth noting,
however, that the overall unemployment rate does
not reflect the significant differences in the labour
situation for men and women. Egyptian women’s
share in unemployment is higher than that of men,
and their share in the total labour force is much
lower. The 20 per cent unemployment rate for
women is about four times the corresponding rate
for men. In addition, while the share of women in
Egypt’s labour force increased from 18 per cent in
1984 to 22 per cent in 1995, it has remained
basically stagnant since then. Women account for
32 per cent of public sector employees, a
proportion significantly higher than their share in
the country’s total labour force. Therefore,
privatization and the policy of curtailing public
sector employment has affected women more than
men. On a more optimistic note, however, the
rapidly growing services sector provides the most
employment opportunities for women, particularly
in hotels, marketing, sales and trade.

Jordan’s official unemployment rate was
put at 14.4 per cent in 2000; for the 20-24 age
group the rate was 28.1 per cent. Although
economic growth accelerated in 2000, several
years of real GDP growth below 2 per cent and
the rapidly rising labour supply have kept the
unemployment rate high. Increased government
expenditures, a rise in private sector investment
(particularly in tourism), and the success of the
QIZs in attracting foreign investment and creating
additional ~ employment opportunities have
combined to prevent a further deterioration in the
unemployment situation in 2000.

The most recent official study of
unemployment in Lebanon was undertaken in
1997, and it put the unemployment rate at 8.5 per
cent at that time. In 2000, after two years of
virtual  economic stagnation, the overall
unemployment rate is preliminarily estimated at
more than 20 per cent. The unemployment rate
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has risen for both skilled and unskilled workers.
Moreover, an increasing number of workers have
lost their full-time jobs and are now employed
only part-time owing to poor labour market and
economic conditions and the decision of many
employers to reduce labour costs.'

Real GDP declined in the Syrian Arab
Republic in 1999, while the population continued
to grow at an annual rate of about 3.3 per cent—
one of the highest rates in the world. Around
200,000 new job seekers enter the labour market
every year. Official sources indicate that the
unemployment rate increased to over 9.5 per cent
in 2000. The Syrian labour force totals about 4.5
million, which means that approximately 432,000
workers are unemployed. The problem is most
serious for the country’s youth. Official sources
indicate that the unemployment rate among those
aged 15 to 24 reached an abnormally high level of
72 per cent in 1999. Equally alarming is the fact
that most of the unemployed are illiterate or have
only a primary or intermediate level of education;
this group accounted for 82.4 per cent of all
unemployed workers in the country in 1999. For
those fortunate enough to be working, wages were
extremely low; 52 per cent of the employed labour
force earned less than $100 per month in 1999.
With the country’s oil revenues surging from a
preliminarily estimated $1.92 billion in 1999 to
$2.92 billion in 2000, the Government decided to
increase the wages of the 1.4 million public sector
employees by 25 per cent across the board, as
indicated above." In addition, the Government
announced that it would allocate more than $1
billion over a five-year period to combat
unemployment, starting in November 2000. The
ambitious programme gives the highest priority to
youth and women and will include the training of
workers in all sectors and the provision of soft-
term loans to entrepreneurs wishing to start their
own small businesses. The aim is to create an
additional 50,000 jobs the first year, 90,000 the
second year, 110,000 the third year, 120,000 the
fourth year, and 70,000 the fifth year, ending
October 2005. The programme, though timely
and promising, is no substitute for high and

"2 For full-time employees, employers are required
to pay social security contributions equivalent to 35 per cent
of an employee’s salary, as well as end-of-service
compensation or bonuses. This is not required for seasonal or
part-time workers.

" The last pay rise for public sector employees was
in 1994.




sustainable economic  growth. The Syrian
economy needs to grow by 6 per cent annually to
absorb the new entrants to the labour market and
simultaneously reduce the large existing pool of
unemployed workers.

Preliminary estimates by government
officials put Yemen’s unemployment rate at 20.2
per cent in 2000. The Government announced that
it intended to pay special attention to combating
the serious unemployment problem in the country
but has yet to take concrete measures in that
direction. The high labour supply growth rate and
extremely high level of illiteracy do not bode well
for the region’s least developed country in a world
that is rapidly becoming globalized and led by
information technology (IT).

Labour market developments in the West
Bank and Gaza Strip were catastrophic in 2000.
One of the effects of the closure of these areas by
Israeli authorities has been the instant additional
unemployment of around 125,000 workers with
jobs in Israel. The unemployment rate in the West
Bank and Gaza Strip was estimated at 11 per cent
during the first half of 2000; in the second half of
the year, during Dborder closures, the
unemployment rate was estimated to have reached
close to 30 per cent. Such a high rate would easily
increase the proportion of the area’s population
living in poverty from 21 to 28 per cent, according
to World Bank estimates.

In the GCC countries the labour market is
of a different nature: expatriate workers account
for a major share of the total labour force, ranging
from about 33 per cent in Bahrain to almost 90 per
cent in the United Arab Emirates. Expatriate
workers hold a variety of jobs, ranging from those
that are relatively low-paying and require
minimum skills and education to professions that
require the most technically advanced knowledge
and experience. In most cases, GCC nationals
refuse to accept low-paying manual jobs that
require minimum skills. However, they often lack
the technical skills required for high-paying
positions. Over the years, however, more and
more GCC nationals have acquired the education
and skills needed for the better-paying jobs. The
population growth rates for nationals of the GCC
countries are among the highest in the world,
averaging more than 3.5 per cent annually. With
an average of around 70 per cent of the GCC
countries’ population under the age of 30, the
population and the national labour supply will
continue to grow at relatively high rates for many

years. The Governments of the GCC countries are
aware of the need to create employment
opportunities for their nationals. The large sums
of capital transferred out of the GCC countries
annually as remittances by expatriate workers
have given the authorities an added incentive to
intensify their labour force indigenization efforts
and replace expatriate workers with nationals
whenever feasible."*

In Bahrain, nationals already account for
about two thirds of the total labour force. The
Government has made the employment of
nationals a top priority and emphasizes economic
growth in all sectors of its relatively diversified
economy.

In Kuwait, over 90 per cent of the
employed nationals work in the public sector, as
salaries are higher and benefits are greater than in
the private sector. The intensity of the
Government’s  efforts to replace expatriate
workers with citizens seeking employment did not
diminish in 2000, despite greatly improved
economic  and financial conditions. The
employment of expatriate workers declined by
51,000 over the period July 1999 - June 2000. By
the end of June 2000, the labour force in Kuwait
totalled 1.2 million, representing a 1.6 per cent
reduction from the level registered a year earlier.

According to official sources, there are 4
million expatriate workers in Saudi Arabia,
representing about 55 per cent of the Kingdom’s
total labour force of 7.2 million in 2000. Saudi
Arabia has been rigorously implementing its
indigenization policy for over five years. The
share of nationals in the Kingdom’s total labour
force increased from 39.2 per cent at the end of
1994 to 44.2 per cent at the end of 1999. The
policy of labour force indigenization has top
priority in Saudi Arabia’s Seventh Development
Plan (2000-2005). It is projected that the number
of jobs currently held by expatriate workers that
will be taken over by Saudi Arabian nationals will
total about 200,000 between the years 2000 and
2004. The Saudi Labour Force Council has
estimated that more than 150,000 nationals will
enter the labour market during each of the coming
few years. In late 2000, the Saudi Arabian
Government decreed that in every establishment
employing 20 or more workers, nationals should

' Expatriate workers in the GCC countries send
over $25 billion to their home countries every year.




account for at least 25 per cent of the employee
total. Prior to September 2000, 5 per cent was the
acceptable minimum.

Expatriates account for 75 per cent of the

total population of the United Arab Emirates and
almost 90 per cent of the country’s labour force.
In 2000, there were 1.45 million employees
registered with the Ministry of Labour and Social
Affairs. The majority of expatriate workers were
from India, totalling 781,066 and accounting for
more than half of the expatriate workforce.
Another 262,483 workers were from Pakistan, and
those from other Asian countries combined
totalled 224,570. ESCWA members and other
Arab countries provided 154,644 expatriate
workers, or less than 11 per cent of the total. The
United Arab Emirates declared that it was making
an effort to limit the inflow of unskilled foreign
workers. The Government is considering
removing the indirect support such workers enjoy,
including free health services and free education,
a policy recently instituted in Kuwait.

D. LOW INFLATION RATES

Inflation rates remained low in the region,
as both the GCC countries and the ESCWA
members with more diversified economies were
able to keep inflation under control. Preliminary
estimates indicate that most ESCWA members
had inflation rates of lower than 3 per cent in 2000
(see table 4 and chart V).

Inflation rates in the GCC countries
ranged from 0.8 per cent in Bahrain to 2.6 per cent
in  Kuwait, according to preliminary estimates.
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 dominated by the dollar),
they appreciated notably in 2000 along with the
United States dollar versus most other currencies,
including the euro, individual European currencies
and the Japanese yen. This reduced the costs of
imports from Europe, Japan and other trading
partners, in terms of local currencies, which
helped maintain inflation rates at relatively low
levels. Nevertheless, and as a direct consequence
of considerably higher government expenditures
and private sector consumption, inflation rates are
preliminarily estimated to have risen slightly in
five of the six GCC countries in 2000.

Bahrain’s inflation rate was only 0.2 per
cent in 1997, dropping to a negative 0.4 per cent
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in 1998 before rising to 0.5 per cent in 1999.
Preliminary estimates indicate that Bahrain’s
inflation rate increased further, to 0.8 per cent, in
2000 but was nevertheless the lowest rate among
all GCC countries. Kuwait’s inflation rate fell
from 0.7 per cent in 1997 to 0.2 per cent in 1998,
then jumped to 3 per cent in 1999. Preliminary
estimates show a 2.6 per cent inflation rate for
2000, which, though lower than the preceding
year, was the highest among the GCC countries.
Oman registered an inflation rate of negative 0.5
per cent in both 1997 and 1998; in 1999, inflation
rose to a positive 0.5 per cent and is preliminarily
estimated to have increased to 1 per cent in 2000.
The inflation rate in Qatar declined from 4.9 per
cent in 1997 to 2.9 per cent in 1998 and 2.2 per
cent in 1999. In 2000, the rate increased slightly,
to 2.3 per cent. Between 1997 and 1999 Saudi
Arabia registered negative inflation rates of 0.4,
0.2 and 1.3 per cent, respectively. With the surge
in economic growth and expenditures in 2000,
preliminary estimates put Saudi Arabia’s inflation
rate at a positive, albeit low, 1 per cent. The
United Arab Emirates’ annual inflation rate
remained at 2 per cent during the period 1997-
1999. Owing mainly to the exceedingly high
growth rate and high level of government
expenditures, the inflation rate rose to 2.5 per cent
in 2000.

Preliminary  estimates indicate that
Lebanon had the lowest inflation rate among the
members with more diversified economies. In
fact, the inflation rate of negative 0.8 per cent
estimated for Lebanon was the lowest in the
region in 2000. Yemen and the West Bank and
Gaza Strip had the highest inflation rates in the
region, estimated at 8.5 and 8 per cent
respectively.

Lebanon’s rate of inflation has moved in
the same direction as real GDP growth for the past
four years. The country’s real GDP growth
declined from 3.5 per cent in 1997 to 3 per cent in
1998 and to 1 per cent in 1999, and the inflation
rate also declined, from 7.8 to 4 per cent and then
to 1 per cent, respectively. In 2000, as noted
earlier, Lebanon’s real GDP growth was
preliminarily estimated to have declined to zero,
and the inflation rate fell further, to an estimated
negative 0.8 per cent. The prevailing recessionary
conditions, rising unemployment, weak aggregate
demand, and an overvalued Lebanese currency all
combined to negate any inflationary pressures.




TABLE 4. RATES OF INFLATION IN THE ESCWA The inflation rate in Egypt declined from
REGION, 1997-2000 4.6 per cent in 1997 to 4.2 per cent in 1998 and
(Percentage) 3.1 per cent in 1999. Preliminary estimates

indicate that it fell further, to 2.9 per cent, in 2000.

Country/arca 1997 1998 1999 2000 In Jordan, inflation rates were registered at 3, 3.1
GCC countries and 0.6 per cent in 1997, 1998 and 1999,
Balrain 02 (04 03 038 respectively, preliminary estimates indicate an
Kuwait 07 02 30 2.6 inflation rate of 1.6 per cent for 2000. The Syrian
Oman (05) (03 05 L0 Arab Republic witnessed negative inflation rates
Qatar 49 29 23 23 of 0.5 per cent in 1998 and 2.1 per cent in 1999;
Saudi Arabia 04 (02 (3 Lo however, preliminary estimates indicate that the
United Arab Emirates 50 20 20 55 Syrian inflation rate rose to a positive 2 per cent in
More diversified economies® 2000.
Egvpt o423 9 E. GREATLY ENHANCED BUDGETARY POSITIONS
Jordan 3.0 3.1 0.6 1.6
Lebanon 7840 M0 OB Fiscal positions improved for all ESCWA
| Syrian Arab Republic 2205 @b 20 members in 2000, with the exception of Lebanon
3 Yemen 3 60 83 8.3 and Palestine. The tremendous increase in oil
West Bank and Gaza Strip 76 53 63 8.0 revenues, which was far greater than previously

projected, had an extremely positive effect on
budgetary positions in the region. Oil prices in
2000 were at least $10 per barrel higher than

Source: ESCWA. bascd on national and international sources.

Note: () indicates deflation.

" ESCWA estimates. forecast in the members’ annual budgets. These
® Excluding Iraq owing to the unavailability of reliable data hlgher prices, COUpled with increased oil
¢ The fiscal vear begins | July and ends 20 June the following pl'OdUCﬁOl’l, caused oil revenues to surge to levels
vear not witnessed in many years. The large increases
Chart V. Rates of inflation in the ESCWA region, 1997-2000
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in government expenditures were easily financed
by the soaring oil revenues. Hence, preliminary
estimates indicate that six members, namely
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and
Yemen, achieved budget surpluses in 2000.
Budget deficit/surplus to GDP ratios improved
significantly for 9 of the 11 members for which
data were made available (see table S and
chart VI).

TABLE 5. BUDGET DEFICIT/SURPLUS TO GDP
RATIOS IN THE ESCWA REGION, 1998-2000

(Percentage)
Countrv/area 1998 1999 2000°
GCC countries
Bahrain 6.5 2.5° 0.7)
Kuwait® 5.9 4.3) (7.1)
Oman 6.9 7.7 0.3)
Qatar® 43 0.6 (3.0)
Saudi Arabia 10.1 7.0 (L.0)
United Arab Emiratcs 16.6 14.8 Lo
More diversified economies®
Egvpt 1.0 42 3.6
Jordan 6.9 42 2.7
Lebanon 14.2 145 16.5
Yemen 6.4 0.1) (1.7)
West Bank and Gaza Strip 2.4 1.2 5.0

Source: ESCWA, based on national and international sources.

Note: () indicates surplus.

* ESCWA estimates.

® Calculations based on the calendar vear. given that official
figures are based on the tiscal vear | July to 30 June

° The tiscal vear begins 1 April and ends 31 March the following
vear

¢ Excluding [raq and the Syrian Arab Republic owing to the
unavailability of reliable data.

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

Among the GCC countries, five are
estimated to have achieved budget surplus to
GDP ratios of between 0.5 and 7.1 per cent in
2000, and the sixth country, the United Arab
Emirates, saw its budget deficit to GDP ratio
decline to only 1 per cent, down from 14.8 per
cent in 1999. Preliminary estimates indicate that
Kuwait had a budget surplus to GDP ratio of 7.1
per cent—the highest in the region and one of
the highest in the world.

Bahrain’s budget deficit declined by more
than half, from $397 million to $167.3 million,
between 1998 and 1999. The country’s budget
deficit to GDP ratio fell from 6.5 per cent to an
estimated 2.5 per cent during this period.
Preliminary estimates indicate that Bahrain was
able to achieve a surplus to GDP ratio of 0.7 per
cent in 2000. By the end of the fiscal vear (30
June 2000), Kuwait’s total revenues had reached
$17 billion and the country had achieved a $3.9
billion surplus—both post-Gulf-war records.
After registering a budget deficit to GDP ratio of
59 per cent in calendar year 1998, Kuwait
recorded a budget surplus to GDP ratio of 4.3 per
cent in 1999, and preliminary estimates indicate
that the country registered an even higher budget
surplus to GDP ratio of 7.1 per cent in 2000, as
mentioned above. It may be noted that budgetary
conditions in Kuwait are usually better than
indicated in official sources. As required by law,
10 per cent of government revenues are deposited
with the Kuwait Investment Authority as a nest
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egg for future generations.'> Moreover, returns on
assets held overseas are not included in the
country’s budget.

In  Oman, official figures indicate that the
budget deficit to GDP ratio increased from 6.9 per
cent in 1998 to 7.7 per cent in 1999. However, if
the 25 per cent of oil revenues deposited in the
State General Reserve Fund had not been
excluded, the 1999 budget deficit to GDP ratio
would have been considerably lower (about 1 per
cent). Preliminary estimates indicate budget
surplus to GDP ratios of 0.5 and 2 per cent for the
Sultanate in 2000 when 25 per cent of government
revenues are excluded and included, respectively.
Qatar’s budget deficit to GDP ratio fell from 4.5
per centin 1998 to only 0.6 per cent in 1999. The
country is estimated to have achieved a budget
surplus equivalent to 5 per cent of GDP in 2000
owing primarily to the sharp increase in both oil
and gas revenues.

Saudi Arabia witnessed relatively high
budget deficit to GDP ratios in 1998 and 1999,
registered at 10.1 and 7 per cent, respectively. As
noted previously, the Kingdom benefited greatly
from the sharp rise in oil prices in 2000, since it
was also able to increase its oil production by
about 8 per cent and produce an average of more
than 8.3 Mb/d. A $1 increase in the price of oil
generates an additional $3 billion in oil revenues
for Saudi Arabia. Oil prices were more than $11
higher per barrel than the Kingdom had projected
in its budget for 2000. Preliminary estimates
indicate  that, despite large increases in
government expenditures, Saudi Arabia was able
to achieve a budget surplus in 2000, put at 1 per
cent of GDP. The United Arab Emirates’ budget
deficit to GDP ratio was as high as 16.6 per cent
in 1998 and 14.8 per cent in 1999. The large
increase in oil revenues was the main factor
responsible for reducing the budget deficit toa
preliminarily estimated 1 per cent of GDP in
2000.

In the year 2000 Lebanon had the highest
budget deficit to GDP ratio among the ESCWA
members with more diversified economies and in
the region as a whole. The country’s budget
deficit was equivalent to 14.2 and 14.5 per cent of
GDP in 1998 and 1999 respectively. The actual

' The Kuwait Investment Authority manages a
portfolio presently worth about $60 billion and holds shares
in some of the world’s largest firms.
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budget deficit to GDP ratio in 1999 was higher
than the 13.4 per cent originally projected. The
same appears to be true for 2000: a budget deficit
to GDP ratio of 12.4 per cent was envisaged in the
planned budget, but preliminary data place the
actual figure at 16.5 per cent for 2000. Persistently
high budget deficits for several consecutive years
have resulted in the rapid accumulation of public
debt, which has grown extremely large. Debt-
servicing costs and the salaries of government
employees account for 80 per cent of government
expenditures. High fuel prices in 2000 added to
the growing cost of financing the deficit of
Electricité du Liban. Very low levels of economic
growth, coupled with high levels of tax evasion,
limited any potentially significant increases in
government revenues. Lebanon’s huge fiscal
imbalances are hindering the country’s economic
growth and development. They have also induced
the international agency Standard and Poor’s to
downgrade the credit rating of Lebanon’s long-
term foreign currency debt by one notch, from
BB- to B+. Furthermore, the investment banking
and asset management firm Merrill Lynch has
warned that the Lebanese pound faces the risk of a
sharp devaluation in 2001 if the trend of
worsening public finances is not halted soon and
reversed.

Egypt’s budget deficit to GDP ratio
increased from a relatively low 1 per cent in 1998
to 4.2 per cent in 1999. Preliminary estimates
indicate a decline in this ratio to 3.6 per cent in
2000. Although the 2000 figure represents an
improvement over the preceding year, it remains
above the 3 per cent ceiling established in the
Maastricht Treaty for countries wishing to join the
European Union (EU). Moreover, Egypt’s public
debt reached 182.2 billion Egyptian pounds (LE)
($49.2 billion) at the end of June 1999 and in
2000 exceeded the 60 per cent of GDP level that
the Maastricht Treaty sets as a maximum for
countries pursuing EU membership. Privatization
needs to be accelerated once again in 2001, and
most of the revenues should be used to lower the
country’s public debt back down to below 60 per
cent of GDP.

Jordan was successful in reducing its
budget deficit to GDP ratio from 6.9 per cent in
1998 to 4.2 per cent in 1999. However, if foreign
grants are not included as revenues, these figures
become 10.8 and 7.9 per cent, respectively.
Preliminary estimates indicate that the Kingdom
was able to reduce its budget deficit to GDP ratio
further, to 2.7 per cent, in 2000; if grants are




excluded the ratio becomes 7 per cent, which is
still lower than in the preceding year. An increase
in government revenues, attributed to higher
income growth and improved tax collection,
allowed Jordan to reduce its budget deficit to GDP
ratio despite notable increases in government
expenditures.

Yemen benefited from higher oil revenues
in 1999 and was able to transform its 1998 budget
deficit to GDP ratio of 6.4 per cent into a budget
surplus to GDP ratio of 0.1 per cent that year.
Greatly increased oil revenues allowed the
country to raise the surplus to 1.7 per cent of GDP
in 2000, according to preliminary estimates. In the
West Bank and Gaza Strip, the budget deficit to
GDP ratio was a low 2.4 per cent in 1998 and fell
further, to only 1.2 per cent, in 1999, However,
lost revenues, higher emergency expenditures by
the Palestinian authorities and a falling GDP level
caused the budget deficit to GDP ratio to increase
to 5 per cent in 2000, according to preliminary
estimates.

F. MAJOR IMPROVEMENTS IN EXTERNAL
SECTOR ACCOUNTS

The performance of the region’s external sector
improved drastically in 2000 compared with 1999
and 1998. Oil exports account for more than 85
per cent of total exports in most GCC countries;
with oil prices jumping 60 per cent and the
volume of oil exports rising, the GCC countries
registered record increases in total exports in
2000. Moreover, while the volume of imports rose
in GCC countries, the increase in United States
dollar terms was restrained owing to the
appreciation of the dollar against the euro, the
Japanese yen and other currencies.'® As
mentioned above, almost all of the GCC
countries’ currencies are pegged to the United
States dollar, so they appreciated as well against
the currencies of the Gulf States’ trading partners
in Asia and Europe, thereby reducing the dollar
value of the GGC countries’ imports. All GCC
countries registered surpluses in their balance of
trade accounts in 1999; these surpluses were

' A single European currency (the euro) was
officially launched on 1 January 1999. It comprises the
currencies of Austria, Belgium, Finland, France, Germany,
Ireland, Italy, Luxembourg, the Netherlands, Portugal and
Spain. The European currency unit, or euro, was equivalent
to $1.1745 on 1 January 1999. It depreciated by as much as
29.3 per cent, falling to $0.83 in late October 2000. On 31
December 1999, the euro was worth $1.0089, off 14 per cent
from its opening exchange day of 4 January 1999.
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greatly magnified in 2000. Moreover, while only
Kuwait and the United Arab Emirates had
registered surpluses in their respective current
accounts in 1999, preliminary estimates indicate
that all six GCC countries showed current account
surpluses in 2000.

Bahrain’s trade balance shifted from a
$296 million deficit in 1998 to a $500 million
surplus in 1999, primarily owing to a considerable
increase in export earnings as a result of the 42
per cent jump in oil prices. Oil prices rose by
another 60 per cent in 2000, and the country
registered a trade surplus of $360.9 million in the
first quarter alone. Preliminary estimates for the
year put Bahrain’s trade surplus at $1,400 million.
This has transformed the country’s current
account deficit in 1999 into a surplus in 2000.

Similar to Bahrain, Oman was able to turn
its trade deficit of $317 million in 1998 into a
surplus of $2.42 billion in 1999, owing mainly to
higher oil export prices. Oman’s exports during
the first half of 2000 increased by 84 per cent in
comparison with the same period the year before,
while its imports rose by only 5 per cent. The
trade surplus of $2.73 billion registered in the first
half of 2000 was greater than the surplus
registered for all of 1999. Preliminary estimates
for the year 2000 put the trade surplus at around
$6 billion, a figure large enough to transform the
Sultanate’s large current account deficit in 1999
into a surplus in 2000. Qatar registered trade
surpluses in both 1998 and 1999, estimated at
$1.96 billion and $2.2 billion, respectively. Higher
oil and gas exports increased the country’s trade
surpluses considerably in 2000 and turned the
1999 current account deficit into a solid surplus.
Saudi Arabia’s external sector registered the most
remarkable improvement in the region, owing
mainly to the substantial increase in the volume of
exported oil—particularly during the second half
of 2000, when oil prices were heading even
higher. Preliminary estimates indicate that the
$1.7 billion current account deficit in 1999 shifted
to a $21 billion surplus in 2000, despite higher
imports and larger outflows of expatriate
remittances. The current account of the United
Arab Emirates was in surplus in 1999, and this
surplus increased significantly in 2000 owing to
the sharp increase in oil exports and the notable
rise in the country’s re-exports. The United Arab
Emirates has become the world’s third-ranking
export and re-export centre, after Hong Kong
(China) and Singapore, with a foreign trade
network extending to 179 countries. The greatly
improved economic and financial positions of the




neighbouring Gulf States boosted the United Arab
Emirates’ re-export trade in 2000.

Among the ESCWA members with more
diversified economies, oil accounts for the lion’s
share of exports only in Irag, Yemen and,toa
lesser extent, Egypt and the Syrian Arab Republic.
Jordan and Lebanon are oil-importing countries.
With the exception of Iraq, all ESCWA members
with more diversified economies typically have
large trade deficits and rely primarily on
expatriate remittances from their workers abroad
as well as tourism revenues to improve their
current account positions. External sector
performance varied among the members of this
group in 2000.

Egypt’s trade deficit declined from about
$13 billion in 1998 to $12.4 billion in 1999. The
trade gap narrowed further in 2000. During the
first eight months of the year, the country’s trade
deficit declined by LE 7.6 billion (about $2.17
billion) in comparison with the same period in
1999. The value of total exports increased from
LE 7.7 billion (about $2.23 billion) during the first
eight months of 1999 to LE 10.5 billion (about $3
billion) during the same period in 2000, while
imports declined from LE 36.8 billion (about
$10.8 billion) to LE 32.1 billion (about $9.3
billion). With exports increasing by LE 2.8 billion
(about $0.81 billion) and imports decreasing by
LE 4.7 billion (about $1.5 billion), Egypt’s trade
deficit declined from LE 29.2 billion (about $8.6
billion) during the first eight months of 1999 to
LE 21.6 billion (about $6.3 billion) during the
same period in 2000. This translated into a
narrowing of the trade deficit by 26 per cent.
Exports of oil and oil derivatives increased from
around LE 2.5 billion (about $0.74 billion) during
the first eight months of 1999 to LE 4.4 billion
(about $1.28 billion) during the same period in
2000. It is worth noting that LE 1.9 billion (about
$0.55 billion) of the LE 2.8 billion (about $0.81
billion) increase in total exports came from the
rise in earnings from exports of oil and oil
derivatives. Preliminary estimates for the year
2000 indicate that Egypt’s trade deficit declined to
$8.6 billion. Moreover, owing to the country’s
large and rising tourism revenues, remittances of
Egyptians working abroad, and Suez Canal
revenues, Egypt’s current account is preliminarily
estimated to have turned positive in 2000."

""" During fiscal year 1999/2000, tourism revenues
totalled $4.3 billion, workers’ remittances $3.75 billion, and
Suez Canal revenues $1.78 billion.
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Jordan was able to reduce its trade deficit
from $2.27 billion in 1997 to $2.04 billion in 1998
and $1.95 billion in 1999. The general trend of
gradually increasing exports and decreasing
imports appears to have continued in 2000.
During the first four months of 2000, Jordan
showed a deficit of $613.5 million in its balance
of trade, and preliminary estimates indicate that
the Kingdom’s trade deficit for the year as a
whole was lower than that recorded in 1999.
Tourism revenues continued to grow significantly
in 2000, though they were adversely affected by
the violence in the neighbouring West Bank and
Gaza Strip during the last quarter of the year. In
late October 2000, the Governments of Jordan and
the United States signed a free trade agreement
that envisages the bilateral removal of tariffs on
goods and non-tariff barriers such as quotas over a
10-year period. If the agreement is approved by
the United States Congress, Jordan will become
only the fourth country in the world, after Canada,
Israel and Mexico, to have concluded a free trade
agreement with the United States. This agreement
would have an extremely positive effect on
Jordan’s external sector, for it would lead to
greatly increased exgorts and would also attract
greater FDI inflows.'

Lebanon’s trade deficit declined from
$6.41 billion in 1998 to $5.53 billion in 1999.
During the first six months of 2000, the country’s
trade deficit amounted to $3.14 billion: exports
totalled $411 million in this period, a figure
significantly higher than half the total exports of
$677 million for the whole of 1999; however, the
country’s imports of $3,551 million during the
first half of 2000 were also considerably higher
than half the total imports for all of 1999.
Lebanon’s exports in 2000 were boosted by
greater demand from the GCC countries, but
higher oil prices pushed the value of Lebanon’s
imports higher.””  In 2000, capital flows to
Lebanon were sufficient to offset the country’s
persistently high trade deficit. The central bank of
Lebanon was forced to supply most of the dollars
in demand to keep the inter-bank exchange rate
stable at around 1,514 Lebanese pounds (LL) to

"® The agreement is expected to be sent to the
United States Congress for review and approval in 2001.

' Lebanon’s imports of oil and oil derivatives
during the first half of 2000 increased by 50 per cent (and
accounted for 20 per cent of total imports) in comparison
with the first half of 1999. This increase, however, was only
in value and not in volume; the latter actually declined by 24
per cent during the period under review.




the United States dollar. Hence, foreign currency
reserves with the central bank dropped by 11.5 per
cent during the first half of 2000, to $6,724
million, down from $7,596 million at the end of
1999.

Both the Syrian Arab Republic and
Yemen, owing to the dominant share of oil in their
total exports, benefited greatly from the 42 per
cent rise in oil prices in 1999 and the 60 per cent
increase in 2000. After registering trade deficits in
1998, the Syrian Arab Republic and Yemen were
able to register surpluses of $354 million and
$420.4 million, respectively, in 1999. Preliminary
estimates indicate that both countries witnessed
significantly larger trade and current account
surpluses in 2000.

G. OUTLOOK FOR 2001

Economic developments and growth in
the ESCWA region in 2001 will be greatly
affected by the following factors: (a)
developments in the energy (oil and gas) sector;
(b) developments pertaining to the economic
sanctions imposed on Iraq since 1990; (c)
progress in the Middle East peace process; (d) the
speed and success of privatization and the
implementation of economic reforms by ESCWA
members; (e) FDI inflows; (f) the scarcity of
water and its impact on agricultural output for
several ESCWA members; and (g) the promotion
of information and communication technologies
(ICT) and electronic commerce.

The oil sector in the region is expected to
perform very well in 2001, though not as well as
in 2000. Although the region’s oil production is
projected to rise, the increase will be on a much
smaller scale than in 2000. Moreover, the average
price of the OPEC crude oil basket is projected to
be around $26/b in 2001, which is around 7 per
cent below the preliminary estimate of $28/b for
2000. Oil revenues are expected to be lower than
in 2000 but still much higher than the levels
registered since the early 1980s. The substantial
oil revenues would continue to boost economic
growth and development, particularly in the GCC
countries, and would have very positive effects on
government budgets and public debts. Relatively
high oil revenues and solid economic growth in
the GCC countries in 2001 would have very
positive spillover effects for most of the more
diversified economies in the ESCWA region,
particularly in the areas of tourism, exports,
remittances and development aid. However, it

18

should be noted that the gains realized through
any spillover would not be distributed evenly;
those members with a competitive edge would
receive a greater share of the benefits.

The removal of economic sanctions
against Iraq in 2001 would have a considerable
positive effect not only on Iraq but on other
members as well, in particular Egypt, Jordan,
Lebanon and the Syrian Arab Republic. The
external sectors of these countries would benefit
significantly. If the violence in the West Bank and
Gaza Strip came to an end, the border closures by
Israel ceased, and real progress was made in the
Middle East peace process, the West Bank and
Gaza Strip and the neighbouring countries would
benefit greatly. Most of the benefits to the latter
would be in the areas of tourism, foreign
investment and trade.

Economic reform and privatization are
expected to accelerate in the region in 2001.
Countries such as Lebanon and Saudi Arabia that
are applying for WTO membership will likely
speed up their economic reforms and introduce
legal and regulatory changes that will encourage
trade and investment. Privatization is expected to
be accelerated in Egypt and Jordan and introduced

in  Lebanon in 2001. Foreign investment,
especially FDI, is expected to increase in the
ESCWA  region, particularly in the GCC

countries, Egypt and Jordan. Most of the increase
in FDI in the GCC countries will be in the areas of
oil and gas exploration. In Egypt, FDI is also
expected to increase in the oil and gas sector, as
well as in certain other sectors. FDI in Egypt’s
non-oil sectors is projected to increase from the
current $1.5 billion to $4 billion during the
coming five years. If the United States Congress
approves the American free trade agreement with
Jordan, the Kingdom will almost certainly witness
marked increases in FDI and exports in 2001.

In Jordan and the Syrian Arab Republic
record low rainfall in 1999 produced drought
conditions, which had a severe negative impact on
the relatively important agriculture sectors in both
countries. The water situation improved in 2000
and is projected to improve further in 2001, with
positive effects on the respective agriculture
sectors in both countries. This would contribute to
economic growth, especially in the Syrian Arab
Republic, where the agriculture sector accounts
for a significant share of GDP and employment.




Significant progress has been made by
some members in the area of ICT and e-commerce
during 2000. Most notable has been the
inauguration of Dubai Internet City, which is set
up to provide a full range of state-of-the-art
technology and services to customers worldwide.
Egypt and Jordan have also made important
inroads in this area. The successful integration of
ICT and e-commerce is expected to yield positive
results in terms of economic performance in 2001
and beyond.

Overall economic conditions are projected
to improve further in the ESCWA region in 2001.
For the region as a whole, excluding Iraq, real
GDP is projected to grow by 4 per cent. Although
this would be lower than the real GDP growth rate
estimated for 2000, it would be one of the highest
since 1992 and would be sufficient to yield a real
GDP growth rate of 1.5 per cent per capita for the
region. Economic conditions are expected to
improve markedly in Iraq in 2001, particularly if
the economic sanctions are lifted.

Real GDP is projected to grow by 3.7 per
cent in the GCC countries in 2001. The oil sector
is expected to perform well; however, its rate of
growth will be considerably lower than that
achieved in 2000. Conversely, the non-oil sectors
are projected to grow at a faster rate in 2001 as
they begin to reap the full benefits of the previous
year’s huge increases in oil revenues and the
enhanced private sector contribution to economic
growth and development. The highest real GDP
growth among the GCC countries and within the
region as a whole is projected to take place in
Qatar, owing to the large contributions expected
from the gas sector.

For the members with more diversified
economies, real GDP growth is projected to
average 4.8 per cent in 2001, ranging from 2.5 per
cent in both Lebanon and the Syrian Arab
Republic to 5.8 per cent in Egypt. Countries that
have implemented economic reforms and have a
more attractive investment climate will attract
greater inflows of foreign capital and achieve
higher economic growth rates.

Labour market conditions for GCC
nationals will continue to improve significantly in
2001. Higher government expenditures, increased
FDI inflows, a more enthusiastic private sector
and the continued application of labour force
indigenization policies will further boost demand
for national workers. Labour market conditions
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are also expected to improve for the members
with more diversified economies, though only
modestly, given the sizeable pool of unemployed
and the large annual additions to the labour
supply. Higher economic growth for most
members of this group, coupled with policies
aimed at combating unemployment such as those
adopted in Egypt and the Syrian Arab Republic,
will contribute to an improvement in labour
market conditions. Jordan will also continue to
benefit from the success of its QIZs and from
making Aqaba a free trade zone. The tourism
sector will provide a major share of new
employment opportunities for almost all of the
members with more diversified economies.

Inflation rates for most members are
expected to remain under control in 2001, as
Governments will likely maintain prudent
monetary and fiscal policies. However, economic
growth and higher import prices will combine to
nudge inflation rates upward in the GCC
countries. Nonetheless, inflation rates in those
countries are likely to remain among the lowest in
the world. For most of the ESCWA members with
more diversified economies, inflation is also
expected to remain generally under control, with
rates of around 3 per cent or less.

The fiscal positions of the GCC countries
are expected to improve further in 2001, and their
Governments are expected to achieve budget
surpluses, despite substantially higher government
expenditures. Budget deficit to GDP ratios are
expected to improve for the members with more
diversified economies, with the exception of
Lebanon, where higher government expenditures,
lower revenues from customs duties, and a large
debt-servicing burden will combine to weaken the
Government’s  fiscal position. However, if
Lebanon privatizes some of its public sector
enterprises, such as the telephone company, it may
also achieve a lower budget deficit to GDP ratio in
2001.

The region’s external sector performance
is expected to improve further in 2001, albeit with
major differences between the GCC countries and
other members. All of the GCC countries are
projected to record large trade surpluses owing to
booming oil and gas exports as well as
appreciable petrochemical and aluminium exports.
The trade surpluses are projected to be large
enough to ensure surpluses in the current accounts
of all GCC countries, despite an expected
significant increase in the outflow of expatriate




remittances. Most of the ESCWA members with
more diversified economies will continue to
register large trade deficits. However, projections
indicate that current account positions will be
notably enhanced by higher projected tourism
revenues and expatriate remittances, particularly
in Egypt, Jordan, Lebanon and the Syrian Arab
Republic.

H. RECOMMENDATIONS

Although the economic outlook is
relatively bright for the region as a whole, the
challenges and opportunities brought by rapid
globalization and fluctuations in the international
oil market require the adoption of prudent
economic policies by ESCWA members. The
recommendations below are provided for
consideration by decision makers in the region. It
should be noted that many of the
recommendations  included in last year’s
Preliminary Overview are listed here: they remain
valid. ESCWA members have implemented some
of the recommendations proposed to varying
degrees.

Governments in the region may:

(a) Expedite structural economic
reforms; in the GCC countries, the surge in oil
revenues should not lead to the stalling of the
implementation of economic reform and structural
adjustment policies, as it did in 1996;

(b) Accelerate the process of economic
diversification, particularly in the GCC countries,
by moving away from heavy dependence on oil
towards greater reliance on gas, petrochemicals,
aluminium and other light industries, as well as on
the services sector;

(c) Accelerate privatization, particularly
where the public debt to GDP ratio is dangerously
high, as in Lebanon. Public sector enterprises,
including companies providing electricity, water,
transport, telephone and other such services,
should be transferred to the private sector ina
manner that guarantees transparency and
accountability and safeguards against monopoly;

(d) Use part of the oil revenue windfall
to reduce outstanding public debt;

(e) Promote regional economic
cooperation and integration through the provision
of assistance to combat unemployment. Leading
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GCC countries could allocate a proportion
(perhaps 1 per cent) of their windfall oil profits to
programmes aimed at reducing unemployment for
members suffering from excessively high
unemployment rates;

(f) Ensure that human resources
development is based primarily on quality- and
market-oriented education and training;

(g) Improve the educational system and
intensify vocational training for men and women;

(h) Encourage the use of computers by
exempting imports from duties, and promote their
use by students starting at an early age;

(i) In the spirit of regional economic
cooperation and integration, consider hiring
expatriate workers from other countries of the
region when non-nationals are to be employed
(this applies to GCC countries);

() When implementing programmes to
replace expatriate workers with nationals,
consider the option of raising taxes on expatriates
rather than imposing quotas to limit their numbers
(this applies to GCC countries);

(k) Encourage banks to consolidate and
merge to increase efficiency and competitiveness;

() Promote non-oil exports by granting
tax exemptions to all exporters;

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

(n) Attract and promote foreign
investment and encourage joint ventures with
major transnational corporations;

(o) Allow expatriate workers,
particularly in the GCC countries, to invest in
national stock markets and financial markets, as
Saudi Arabia began to do in 1999;

(p) Adopt special monetary and fiscal
measures that encourage expatriates and emigrants
living outside their home countries to repatriate
some of their financial assets held abroad (this
applies to Egypt, Jordan, Lebanon, the Syrian
Arab Republic and Yemen);




(q9) Encourage the private sector to
repatriate some of its foreign-held assets and
invest them in the local economy, in regional
and/or subregional projects (this applies mostly to
GCC countries);

(r) Promote tourism by increasing
marketing efforts to attract visitors from both
inside and outside the region, and improve the
infrastructure to better accommodate them;

(s) Take the necessary steps to promote
internal tourism;
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(t) After carefully weighing the
advantages and disadvantages, reconsider pegging
national currencies to the United States dollar,
particularly in the GCC countries;

(u) Continue strengthening tax
administration through more efficient enforcement
and collection procedures;

(v) Reduce military expenditures, when

possible, and allocate more resources to economic

and social development.




Annex

TRADE IN TELECOMMUNICATION SERVICES IN THE ESCWA REGION”

INTRODUCTION

Trade in services was not addressed in the
General Agreement on Tariffs and Trade (GATT).
The Uruguay Round negotiations, which began in
1986, culminated in the Agreement Establishing
the World Trade Organization in 1994 and its
entry into force in January 1995; this Agreement
constitutes a successor to GATT and incorporates
numerous multilateral trade agreements, among
them the General Agreement on Trade in Services

(GATS). The GATS is the first multilateral
agreement ever to cover all services sectors. One
of the primary areas of focus in this agreement is
telecommunication services—the engine of
economic globalization. The implementation of
the GATS has coincided with the appearance of
new products and services created as a result of
revolutionary developments in telecommunication
technology and industries during the last quarter
of the twentieth century.

ANNEX TABLE. TELECOMMUNICATIONS IN THE ESCWA REGION: BASIC INDICATORS FOR 1998

Main telephone lines

Teledensity Total demand No. of lines  Revenue Cellular
(lines Satisfied per telecom-  per line mobile Internet
per 100 No. of lines demand service (us subscribers users
Country/area inhabitants) (thousands) (%) employee dollars)  (thousands) (thousands)
GCC countries 17.00 57192 83.0 106 1253 16315 3220
Bahrain 24.55 158.0 69.7 75 2 147 92.1 2.0
Kuwait 23.59 464.8 91.9 49 807 250.0 60.0
Oman 9.23 2239 98.3 105 1448 103.0 20.0
Qatar 25.99 151.0 99.7 88 1 600 65.8 20.0
Saudi Arabia 14.26 3 805.6 75.6 130 1156 627.3 20.0
United Arab Emirates 38.90 915.9 99.9 113 1508 4933 200.0
More diversified economies 5.82 10 850.1 58.6 85 401 719.3 274.8
Egypt® 6.02 5246.5 75.7 74 266 90.8 100.0
Iraq 3.10 .- . - - . .
Jordan® 8.34 584.5 87.4 91 707 70.5 60.8
Lebanon® 19.43 — 100.0 124 580 500.0 100.0
Syrian Arab Republicd 9.54 4367.5 335 74 929 . 10.0
Yemen 1.48 328.1 76.1 67 319 18.0 4.0
West Bank and Gaza Strip 5.78 3235 51.7 98 384 40.0 ..
ESCWA region 7.77 16 569.3 67.0 92 727 2350.8 596.8
Sources: International Telecommunication Union, Database for Arab Countries, 1999; case studies of Egypt, Jordan and
Lebanon.
* In Egypt, teledensity was 10.8, cellular subscribers totalled 1.25 million, and Internet users amounted to 250,000 in
2000.

b

In Jordan, teledensity reached 11.52 and there were 118,400 cellular subscribers in 1999,

¢ In Lebanon, the number of cellular subscribers reached 770,000 in 2000.

d
25 May 2000).

In the Syrian Arab Republic, the number of cellular subscribers totalled about 4,000 in 2000 (see Al-Hayat newspaper,

" This annex was extracted from a forthcoming ESCWA study entitled “Trade in services in selected ESCWA member
countries: teleccommunications in Egypt, Jordan and Lebanon” (in Arabic).
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A. GLOBAL TELECOMMUNICATION SERVICES

The last decade of the twentieth century
witnessed notable advances in  global
telecommunications. The number of main (fixed)
telephone lines around the world increased from
540 million in 1990 to around 825 million in 1998
and is expected to reach 1,100 million in 2001,
with  wide variation in teledensity' between
different countries and regions (in 1999, for
example, sub-Saharan Africa had only 3.5 fixed
lines per 100 inhabitants, while country members
of the Organization for Economic Cooperation
and Development [OECD] had an average of 56.1
lines per 100 inhabitants). Cellular mobile
telephones represent a distinct sign of the
development of telecommunication technology.
The number subscribing to this service worldwide
increased from 11 million, representing only 2 per
cent of the combined number of fixed-line and
cellular telephone subscribers, in 1990 to around
318 million, representing 30 per cent of the total,
in 1998; by the beginning of 2000 the number of
cellular telephone subscribers had risen to 450
million. Another  important area  of
telecommunication development is IT and the
Internet. During the past decade the number of
Internet users has increased more than a
thousandfold, from 40,000 in 1990 to around 56
million in 1999.

Telecommunication trade includes trade
in goods (equipment) as well as trade in services.
The latter covers international telephone calls, for
which an accounting rate system is applied to
allocate revenues. Rates are negotiated bilaterally
between countries, with settlements favouring
countries receiving more international calls rather
than those originating them.

The telecommunication services sector is
one of the main sectors covered by the GATS. In
this agreement it is classified into 14 subsectors
including voice services, data transmission, telex
and fax services, and private leased circuits.
Signatories to the WTO Agreement (and, by
extension, all the multilateral agreements it
incorporates) have made  fundamental
commitments with regard to telecommunications,
including those relating to most-favoured-nation
and national treatment, as well as specific
commitments pertaining to the regulation of the
telecommunication sector in the signatory

! Teledensity refers to the number of main lines per
100 inhabitants.
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countries. These commitments are listed in the
WTO Regulatory Reference Paper, which

includes six main principles: competitive
safeguards, interconnection, universal service,
availability of licensing criteria, independent

regulators, and allocation and use of scarce
resources such as frequencies. The regulation of
the telecommunication sector has become an
international trend. Areas of focus include
legislative reforms, privatization, market reform to
create free competition, and the establishment of
independent regulatory agencies.

B. TELECOMMUNICATION SERVICES IN
THE ESCWA REGION

Telecommunication assets and resources
in the ESCWA region are considered sparse in
comparison with those available in the rest of the
world, in particular those available in developed
economies. The ESCWA members as a group had
12.4 million fixed telephone lines in 1998, or only
1.5 per cent of the world total. Teledensity in the
region is still low, totalling 7.77 lines per 100
inhabitants, compared with the global average of
13.5 lines. However, teledensity varies among
ESCWA members depending on such factors as
population, per capita income and investments
made in the establishment of new lines. In the
GCC countries, combined teledensity totalled 17
lines per 100 inhabitants in 1998; national figures
were 9.2 for Oman, 14.3 for Saudi Arabia, 24 for
Bahrain and Kuwait, 26 for Qatar, and 38.9 for the
United Arab Emirates. For the ESCWA members
with more diversified economies, teledensity was
much lower; the average for this group was only
5.8 lines per 100 inhabitants in 1998. Individual
rates were 1.5 in Yemen, 3.1 inlraq, 5.8 in the
West Bank and Gaza Strip, and 9.5 in the Syrian
Arab Republic. Jordan had 11.5 lines per 100
residents in 1999; the same year, Lebanon
recorded the highest teledensity level of 19.4. In
the year 2000, Egypt’s teledensity was 10.8. The
number of cellular mobile telephone service
subscribers in the region reached about 2.4 million
in 1998, representing a meagre 0.75 per cent of
world subscribers and 15.9 per cent of all
telephone service (fixed and mobile) subscribers
in the region, with variations reflecting differences
in per capita income among individual countries.
The number of Internet users in the region totalled
596,800 in 1998, representing a miniscule 0.4 per
cent of all users around the world (see the annex
table).




Telecommunication service monopolies
are prevalent in the region. Mobile cellular
services exhibit a competitive dimension only in
Egypt, Jordan, Kuwait and Lebanon. For paging
services there is competition in Lebanon and
partial competition in Jordan. Data transmission
services are characterized by competition in
Jordan and partial competition in Kuwait and
Lebanon. Only three countries in the region,
namely Jordan, Kuwait and Saudi Arabia, have
introduced legislative reforms. In Bahrain and the
United Arab Emirates the provision of main
telephone  (fixed-line) services has been
privatized, and the same is true for mobile cellular
services in Egypt, Jordan, Kuwait and Lebanon.
Bahrain, Egypt, Jordan, Kuwait, Oman,” Qatar
and the United Arab Emirates are all WTO
members; however, only Jordan had made
commitments pertaining to telecommunication
services at the time this study was prepared.

2 Oman became the 139" member of the WTO on 9
November 2000.
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ESCWA members should intensify efforts
to strengthen  their  telecommunications
infrastructure,  particularly by establishing
additional main telephone lines to meet the high
and growing demand for Internet usage. They
should also take concrete steps to liberalize
telecommunication services, including
establishing  independent regulators  and
introducing legislative and market reforms to
eliminate monopolies and advance competition.
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