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Assumptions and Conventions

A number of assumptions have been adopted for the projections presented in the Regional Econonzic
Outlook: Middle East and Central Asia. 1t has been assumed that established policies of national authorities
will be maintained, that the price of oil will average US$43.0 a barrel in 2016 and US$50.6 in 2017,

and that the six-month London interbank offered rate (LIBOR) on U.S.-dollar deposits will average 1.0
percent in 2016 and 1.3 percent in 2017. These are, of course, working hypotheses rather than forecasts,
and the uncertainties surrounding them add to the margin of error that would in any event be involved
in the projections. The 2016 and 2017 data in the figures and tables are projections. These projections
are based on statistical information available through early September 2016.

The following conventions are used in this publication:
* In tables, ellipsis points (. . .) indicate “not available,” and 0 or 0.0 indicates “zero” or “negligible.”
*  Minor discrepancies between sums of constituent figures and totals are due to rounding.

* Anendash (—) between years or months (for example, 2011-12 or January—June) indicates the
years or months covered, including the beginning and ending years or months; a slash or virgule
(/) between years or months (for example, 2011/12) indicates a fiscal or financial yeat, as does the
abbreviation FY (for example, FY 2012).

¢ “Billion” means a thousand million; “trillion” means a thousand billion.

*  “Basis points (bps)” refer to hundredths of 1 percentage point (for example, 25 basis points are
equivalent to %4 of 1 percentage point).

As used in this publication, the term “country” does not in all cases refer to a territorial entity that is a
state as understood by international law and practice. As used here, the term also covers some territorial
entities that are not states but for which statistical data are maintained on a separate and independent
basis.

The boundaries, colors, denominations, and any other information shown on the maps do not imply, on
the part of the International Monetary Fund, any judgment on the legal status of any territory or any
endorsement or acceptance of such boundaries.

' Simple average of prices of U.K. Brent, Dubai Fateh, and West Texas Intermediate crude oil.
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Country Groupings

The October 2016 Regional Economic Outlook Update: Middle East and Central Asia (REQO), covering
countries in the Middle East and Central Asia Department (MCD) of the International Monetary Fund
(IMF), provides a broad overview of recent economic developments in 2016, and prospects and policy
issues for 2017. To facilitate the analysis, the 31 MCD countries covered in this report are divided into
two groups: (1) countries of the Middle East, North Africa, Afghanistan, and Pakistan (MENAP) —
which are further divided into oil exporters and oil importers; and (2) countries of the Caucasus and
Central Asia (CCA). The country acronyms and abbreviations used in some tables and figures are
included in parentheses.

MENAP oil exporters comprise Algeria (ALG), Bahrain (BHR), Iran (IRN), Iraq IRQ), Kuwait
(KWT), Libya (LBY), Oman (OMN), Qatar (QAT), Saudi Arabia (SAU), the United Arab Emirates
(UAE), and Yemen (YMN).

MENAP oil importers! comprise Afghanistan (AFG), Djibouti (DJI), Egypt (EGY), Jordan (JOR),
Lebanon (LBN), Mauritania (MRT), Morocco (MAR), Pakistan (PAK), Somalia (SOM), Sudan (SDN),
Syria (SYR), and Tunisia (TUN).

MENA comprises Algeria, Bahrain, Djibouti, Egypt, Iran, Iraq, Jordan, Kuwait, Lebanon, Libya,
Mauritania, Morocco, Oman, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, the United Arab
Emirates, and Yemen.

MENA oil importers comprise Djibouti, Egypt, Jordan, Lebanon, Mauritania, Morocco, Somalia,
Sudan, Syria and Tunisia.

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

The Non-GCC oil-exporting countries are Algeria, Iran, Iraq, Libya, and Yemen.

The Maghreb comprises Algeria, Libya, Mauritania, Morocco, and Tunisia.

The Mashreq comprises Egypt, Jordan, Lebanon, and Syria.

The ACTs (Arab Countries in Transition) are Egypt, Jordan, Libya, Morocco, Tunisia, and Yemen.

The Arab World comprises Algeria, Bahrain, Djibouti, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya,
Mauritania, Morocco, Oman, Qatar, Saudi Arabia, Sudan, Syria, Tunisia, the United Arab Emirates, and Yemen.

CCA countries comprise Armenia (ARM), Azerbaijan (AZE), Georgia (GEO), Kazakhstan (KAZ), the
Kyrgyz Republic (KGZ), Tajikistan (T]K), Turkmenistan (TKM), and Uzbekistan (UBZ).

CCA oil exporters comprise Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan.
CCA oil importers comprise Armenia, Georgia, the Kyrgyz Republic, and Tajikistan.

Conflict countries include Iraq, Libya, Syria, and Yemen.

' Somalia is excluded from all regional aggregates owing to a lack of reliable data. For Sudan, data for 2012
onward exclude South Sudan. Because of the uncertain economic situation, Syria is excluded from the projection
years of REO aggregates.







World Economic Outlook

The global recovery remains subdued in the context of significant downside risks. Underlying factors
shaping the outlook include: ongoing realignments such as the rebalancing in China and the decline

in commodity prices; slow productivity growth; unfavorable demographic trends; new shocks such as
Brexit—the vote in June by the United Kingdom to leave the European Union; and non-economic
factors such as political uncertainty, global conflicts, and refugee crises. These factors imply a generally
muted baseline for growth forecasts and substantial uncertainty about economic prospects.

Global growth is projected to slow to 3 per-  Overview of the World Economic Outlook Projections
cent in 2016, a slightly weaker projection than ~ (Amnual percent change)

in the April 2016 World Economic Outlook. The Projections
revised forecast reflects weaker-than-expected 2015 2016 2017
PR . . World output 3.2 3.1 3.4
activity in the United States in the first hal.f Advanced cconomis 91 16 18
of 2016, as well as the fallout from the Brexit Of which: United States 2.6 1.6 2.2
vote. Although financial market reaction to the _ European Union _ 2.3 1.9 1.7
Emerging and developing economies 4.0 4.2 4.6
result of the UK. referendum has been con- Of which: MENAP 23 3.4 3.4
tained, the increase in economic, political and CCA 32 13 26
R . . Commonwealth of Independent States —2.8 -0.3 1.4
institutional uncertainty is expected to have Of which: Russia 37 08 14
negative macroeconomic COI’lSCunHCCS, espe_ World trade volume (goods and services) 2.6 2.3 3.8
cially in the United Kingdom. More broadly, Commodity prices
growth in advanced economies is projected to 0l -472 154 179

Nonfuel2 -17.5 -2.7 0.9

. . Sources: IMF, World Economic Outlook (October 2016) and Regional Economic
still grapple with the fallout from the global  outiook: Middle East and Central Asia (October 2016).

: fs - 1 Simple average of prices of U.K. Brent, Dubai, and West Texas Intermediate
ﬁn.anclal crlsls., low product.lvlty grO\'Vth, and crude oil. The average price of oil in U.S. dollars a barrel was $50.79 in 2015; the
aging populations. Growth in emerging mar-  assumed price based on future markets is $42.96 in 2016 and $50.64 in 2017.
2 Average (measured in U.S. dollars) based on world commodity export weights.

slow to 1%2 percent this year, as these countries

ket and developing economies is expected to
marginally strengthen to 4.1 percent in 2016,
following five consecutive years of decline.
While these countries account for three-quarters of the world’s projected growth this year, their outlooks
are uneven and generally weaker than in the past, a result of the slowdown in China, lower commodity
revenues, weak demand in advanced economies, as well as conflicts, political discord, and geopolitical
tensions in several countries.

In 2017, global growth is projected to strengthen to 3"/ percent, but this outlook depends crucially on
rising growth in emerging market and developing economies, where the easing of downward pressutes
on countries with weak growth in 2016—Brazil, Russia, and those in sub-Saharan Africa—is expected
to more than offset the slowdown of growth in China. Growth in emerging market and developing
economies is projected to increase to 42 percent and in advanced economies to 1% percent.

See IME, World Economic Outlook, Global Financial Stability Report, and Fiscal Monitor (all October 2016) for more information.

xi
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Xii

Longer-term prospects for advanced economies remain muted, given demographic headwinds and weak
productivity growth, although growth in emerging market and developing economies is expected to
strengthen further over the medium term. This optimism is based on a number of important favorable
assumptions such as gradual normalization of conditions in economies currently under stress, a general
pickup in growth in commodity exporters, a continued rebalancing of China’s economy, and resilient
growth in other emerging market and developing countries.

Against this backdrop, policy priorities differ across individual economies depending on the specific
objectives of improving growth momentum, combating deflationary pressures, or building resilience.
Globally, urgent action relying on all policy levers is needed to head off further growth disappoint-
ments, combat damaging perceptions that policies are ineffective, and that rewards accrue only to those
at the higher end of the income distribution. Among advanced economies, policies should aim to sup-
port near-term demand through accommodative monetary policy and supportive fiscal stance—calibrat-
ed to the amount of fiscal space available—while implementing measures to lift potential growth and, in
some cases, steps to strengthen bank and corporate balance sheets. In emerging market and developing
economies, the broad policy objective should be to maintain income convergence by reducing distor-
tions in product, labor, and capital markets, addressing financial vulnerabilities, and investing in educa-
tion and health care. Low-income developing economies should focus on rebuilding policy buffers,
while preserving critical capital expenditures and social outlays. Implementation of structural reforms
would pave the way for economic diversification and higher productivity. Continued multilateral effort
is required to address the ongoing backlash against global trade, establish effective banking resolution
frameworks, and build a stronger global safety net.



Middle East, North Africa,
Afghanistan, and Pakistan

Middle East, North Africa, Afghanistan, and Pakistan

Population, millions (2015)
GDP per capita, U.S. dollars (2015)

[ il exporters Lebanon Ku;v1ait
Qil import 4.6 :
B Oilimportrs 11,157 Syria 27,756

Tunisia Jordan
11.1 76
3,923 4,947

Morocco

Bahrain

38
16,699 24
68,940
Yemen
Djibouti 28.3 United Arab Emirates
1.0 1,334 9.6
1,788 . 38,650
Somalia

Sources: IMF Regional Economic Outlook database; and Microsoft Map Land.
Note: The country names and borders on this map do not necessarily reflect the IMF’s official positions. The gray area on the map denotes disputed territory.
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MENAP Region Highlights

The slump in oil prices and ongoing conflicts
continue to weigh on MENAP’s economic
outlook. Uncertainties arising from conflicts

in Iraq, Libya, Sytia, and Yemen are weakening
confidence and lower oil prices are taking a toll
on exports and economic activity in oil exporters.
Oil importers are benefiting from lower oil
prices, although declining remittances from oil
exporters are partly offsetting these benefits.
MENAP growth will be modest at 32 percent
this year, with little improvement expected in
2017. Considerable uncertainty surrounds these
forecasts, however, because of the fluctuation

in oil prices and the threat of regional conflicts.
Structural transformations are needed across the
region to raise medium-term prospects and create
jobs.

Oil Exporters: Ongoing
Adjustment to Cheaper Oil

Despite recent increases, oil prices—the key driver
of the outlook for MENAP oil exporters—are
projected to remain low over the coming years.
Economic activity in the GCC region is projected
to slow this year despite continued expansion

in hydrocarbon output. Fiscal tightening and
declining liquidity in the financial sector are
projected to reduce non-oil growth in the GCC
to 1% percent in 2016, down from 3% percent
last year. GCC non-oil growth is projected to pick
up to 3 percent next year as the pace of fiscal
consolidation eases. Over the medium term, less
fiscal drag and a partial recovery in oil prices

are projected to raise GCC non-oil growth to

3"2 percent, well below the 7 percent average
during 2000—14. Headline growth in Iran has
been revised up to 4'2 percent this year, owing to
faster-than-expected increases in oil production
following the removal of sanctions. The outlook
for Iraq, Libya, and Yemen remains predicated on
an easing of conflicts in those countries.

Risks are to the downside. The negative impact
of fiscal consolidation and tightening liquidity on
growth could be larger than anticipated. Regional
conflicts could intensify. A deeper slowdown in
China could further weaken commodity prices,
while a faster-than-expected U.S. monetary
tightening could increase global financial volatility,
thereby reducing the availability of international
financing, especially for lower-rated issuers.

Risks to medium-term growth are double-sided.
Authorities could make faster-than-expected
progress in implementing structural reform plans.
However, considering the scope of the envisaged
economic transformation, such plans could run
into obstacles, which could lead to reform fatigue.

The significant deficit-reduction efforts which
began last year are continuing, with the aggregate
2016 non-oil fiscal deficit expected to improve

by more than 5 percent of non-oil GDP. Despite
recent consolidation measures, including welcome
reforms to domestic energy prices, deficits are
projected to remain large—all countries are
anticipated to record fiscal deficits this year, and
only Iraq, Kuwait, and the United Arab Emirates
are set to post surpluses by 2021. Further fiscal
adjustment is needed, which will require difficult
policy choices and the adoption of well-calibrated
measures to protect the vulnerable.

Additionally, countries need to accelerate
structural reforms to diversify their economies
away from hydrocarbons, boost the role of

the private sector, and create jobs for their
rapidly growing labor forces. The envisaged
economic transformation, as reflected in country
diversification plans, will take time. Careful and
steady implementation will be key to success.

As economic diversification proceeds, new

skills will be required for new and existing
workers to succeed. Upgrades to education and
training programs should focus on reducing skill
mismatches, while anticipating future needs of the
private sector.

International Monetary Fund | October 2016 3
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Oil Importers: Striving to
Foster Inclusive Growth in a
Challenging Environment

Recent reforms and lower oil prices have helped
improve macroeconomic stability in the oil-
importing countries in the region. Yet growth
remains weak and fragile, projected to be 32
percent this year before strengthening to 44
percent in 2017. Continued progress in reforms,
lower fiscal drag, and stronger external demand,
especially from the euro area, are expected to
support the recovery. However, amid lingering
structural impediments, medium-term growth

is likely to remain too low to tackle high
unemployment and improve inclusiveness.

Furthermore, risks cloud this outlook. Slow
improvement in job creation and living standards
could aggravate sociopolitical frictions, and
setbacks to political transitions and reform
implementation could undermine the recovery.
Escalation of regional conflicts could intensify
adverse spillovers. Tighter global financial
conditions—amid China’s rebalancing, the
normalization of U.S. interest rates, and/or the
fallout from Brexit—could reduce the availability
of financing. On the upside, exports could rise
faster if, for example, more progress is made on

4 International Monetary Fund | October 2016

trade pacts with the European Union. China’s
rebalancing may also expand opportunities for
consumption-oriented exports.

Stepping up reform momentum is crucial in this
challenging environment. Energy subsidy reforms
and revenue-enhancing initiatives have created
more room for spending on infrastructure, health,
and education, as well as targeted social assistance.
Yet investment and productivity growth are still
too low to boost growth, fiscal space is limited

by high debt service costs and large wage bills,
and, in some cases, external vulnerabilities are still
high. Continued fiscal consolidation is needed

to improve public debt profiles and strengthen
buffers. It can focus on targeted revenue
measures—eliminating tax exemptions, making
income taxes more progressive, and strengthening
tax collection—as well as the continued
reprioritization of spending from general energy
subsidies toward targeted social assistance,
investment, and other growth-enhancing areas.
Greater exchange rate flexibility would help
enhance competitiveness. Structural reforms—
especially in the areas of business, trade, and
labor and financial markets—are needed to foster
private sector expansion and job creation.



MENAP REGION HIGHLIGHTS

MENAP Region: Selected Economic Indicators, 2000-17
(Percent of GDP, unless otherwise indicated)

Projections
Average
2012 2013 2014 2015 2016 2017
Real GDP (annual growth) 5.2 2.4 2.7 2.3 3.4 3.4
Current Account Balance 9.2 10.1 5.1 -4.0 -4.6 —2.6
Overall Fiscal Balance 2.8 0.0 -2.9 -8.8 -85 —-6.0
Inflation, p.a. (annual growth) 6.8 10.0 6.9 5.9 5.6 6.1
Real GDP (annual growth) 5.4 2.0 2.7 1.6 33 2.9
Current Account Balance 13.4 15.1 8.3 -3.8 —4.4 -1.8
Overall Fiscal Balance 6.7 43 -0.7 -9.5 -9.2 —6.2
Inflation, p.a. (annual growth) 7.5 10.4 5.8 5.5 4.7 4.2
Real GDP (annual growth) 5.1 3.1 3.3 3.4 1.7 2.3
Current Account Balance 17.0 21.4 13.6 -2.4 -3.7 -0.5
Overall Fiscal Balance 10.8 10.8 3.1 -94 -9.8 -6.9
Inflation, p.a. (annual growth) 2.8 2.8 2.6 2.5 3.6 2.6
Real GDP (annual growth) 4.6 3.2 2.9 3.8 3.6 4.2
Current Account Balance -2.5 5.1 -4.4 -4.5 -4.8 -4.7
Overall Fiscal Balance -5.2 94 -7.8 -7.3 -7.0 -5.8
Inflation, p.a. (annual growth) 55 9.1 9.4 6.6 7.4 9.8
Real GDP (annual growth) 53 2.2 2.6 2.1 3.2 3.2
Current Account Balance 10.0 10.9 5.6 —4.4 -5.0 —2.8
Overall Fiscal Balance 37 0.9 2.7 -9.3 -9.1 -6.4
Inflation, p.a. (annual growth) 6.6 10.3 6.8 6.1 6.0 6.2
Real GDP (annual growth) 4.6 29 2.3 3.8 31 3.8
Current Account Balance -3.2 -7.1 -5.9 —6.2 -6.7 —6.3
Overall Fiscal Balance -5.7 -10.2 -9.5 -8.6 -8.6 -71
Inflation, p.a. (@annual growth) 41 101 9.9 8.0 9.9 12.3

Sources: National authorities; and IMF staff calculations and projections.

Note: Data refer to the fiscal year for the following countries: Afghanistan (March 21/March 20) until 2011, and December 21/December 20 thereaf-
ter, Iran (March 21/March 20), and Egypt and Pakistan (July/June). MENAP oil exporters: Algeria, Bahrain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi
Arabia, the United Arab Emirates, and Yemen. GCC countries: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates. MENAP oil
importers: Afghanistan, Djibouti, Egypt, Jordan, Lebanon, Mauritania, Morocco, Pakistan, Sudan, Syria, and Tunisia. MENA: MENAP excluding Afghani-
stan and Pakistan.

1201117 data exclude Syrian Arab Republic.

International Monetary Fund | October 2016 5
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Région MOANAP : Principaux points

La chute des prix du pétrole et les conflits en cours continuent de peser sur les perspectives économiques
de la région MOANARP. Les incertitudes découlant des conflits en Iraq, en Libye, en Syrie et au Yémen
minent la confiance et les bas prix du pétrole ont des conséquences néfastes sur les exportations et
lactivité économique des pays exportateurs de pétrole. Les pays importateurs profitent, quant a eux, des
possibilités offertes par le faible cotit du pétrole, bien que la baisse des envois de fonds originaires des pays
exportateurs annule en partie leurs gains. La croissance de la région MOANAP sera modeste cette année,
a 3% %, et elle ne devrait guére progresser en 2017. Des incertitudes importantes entourent, toutefois,
ces prévisions en raison des fluctuations des prix du pétrole et des menaces que représentent les conflits
régionaux. Des transformations structurelles dans toute la région sont nécessaires afin d’améliorer les
perspectives a moyen terme et de créer des emplois.

Pays exportateurs de pétrole : s’adapter a un pétrole moins cher

Malgré de récentes augmentations, le prix du pétrole — principal déterminant des perspectives des pays
exportateurs de la région MOANAP — devrait se maintenir a un niveau faible dans les prochaines années.
Lactivité économique des pays du CCG devrait ralentir cette année en dépit d’une hausse constante

de la production d’hydrocarbures. Le rééquilibrage budgétaire et I'assechement de la liquidité dans le
secteur financier devraient faire baisser la croissance hors pétrole dans ces pays a 134 % en 2016, contre
3% % l'année derniere. Elle devrait rebondir 2 3 % I'an prochain avec le ralentissement du rythme de
I'assainissement budgétaire. A moyen terme, la modération du frein budgétaire et un redressement partiel
des prix du pétrole devraient porter la croissance hors pétrole des pays du CCG a 3%2 %, bien en deca

du taux moyen de 7 % observé sur la période 2000-14. La croissance globale en Iran a été révisée a la
hausse et devrait atteindre 4%2 % cette année, en raison de 'augmentation plus rapide que prévue de la
production de pétrole suite a la levée des sanctions. Les perspectives pour I'Iraq, la Libye et le Yémen
restent tributaires d’un apaisement des conflits qui sévissent dans ces pays.

Les risques sont de nature baissi¢re. Leffet négatif de I'assainissement des finances publiques et du
resserrement de la liquidité sur la croissance pourrait étre plus important quescompté. Les conflits régionaux
pourraient s’intensifier. En outre, un ralentissement plus marqué de I'activité économique en Chine pourrait
faire baisser davantage le prix des produits de base, tandis qu'un durcissement de la politique monétaire

aux Etats-Unis plus rapide que prévu pourrait amplifier la volatilité financiére mondiale, et ainsi limiter
l'acces au financement international, en particulier pour les émetteurs moins bien notés. Quant aux risques
4 moyen terme, ils sont a la fois baissiers et haussiers. Les autorités pourraient accomplir des progres plus
rapides dans la mise en ceuvre de leurs plans de réformes structurelles. Toutefois, étant donné la portée

de la transformation économique prévue, ces plans pourraient rencontrer des obstacles, ce qui risquerait
d’entrainer une forme de lassitude a 'égard des réformes.

Les efforts considérables de réduction des déficits déployés depuis I'an dernier se poursuivent et le déficit
budgétaire hors pétrole global pour 2016 devrait saméliorer de plus de 5 % du PIB non pétrolier. Malgré
les récentes mesures d’assainissement, dont les réformes salutaires des prix intérieurs de I'énergie, les
déficits devraient rester élevés : tous les pays devraient enregistrer des déficits budgétaires cette année, et
seuls I'Iraq, le Koweit et les Emirats arabes unis devraient afficher un excédent d’ici 2021. La poursuite du
rééquilibrage budgétaire est nécessaire; elle suppose des choix politiques difficiles et 'adoption de mesures
bien calibrées pour protéger les populations les plus vulnérables.
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En outre, les pays doivent accélérer leurs réformes structurelles afin de diversifier leur économie pour la rendre
moins dépendante des hydrocarbures, renforcer le role du secteur privé et créer des emplois pour leur main-
d’ceuvre en croissance rapide. La transformation économique prévue, telle quelle apparait dans les plans de
diversification, prendra du temps. Une mise en ceuvre rigoureuse et continue sera un facteur déterminant de
réussite. Au fur et & mesure que I'économie se diversifiera, de nouvelles compétences seront nécessaires dans
l'intérét des nouveaux travailleurs et des travailleurs existants. Lamélioration des programmes d’éducation et de
formation devrait viser prioritairement a réduire I'inadéquation des qualifications tout en anticipant les besoins
futurs du secteur privé.

Pays importateurs de pétrole : promouvoir une croissance
inclusive dans une conjoncture délicate

Les récentes réformes et le repli des cours du pétrole ont permis aux pays importateurs de pétrole de la
région de renforcer leur stabilité macroéconomique. Toutefois, la croissance reste faible et fragile : elle
devrait atteindre 3% % cette année avant de se redresser a 4% % en 2017. Lavancement continu des
réformes, la modération du frein budgétaire et 'accroissement de la demande extérieure, en particulier de
la zone euro, devraient accompagner la reprise. Néanmoins, dans un contexte marqué par la persistance
d’obstacles structurels, la croissance 2 moyen terme restera vraisemblablement trop faible pour remédier
au chomage élevé et renforcer I'inclusivité.

En outre, des risques assombrissent ces perspectives. La lenteur des créations d’emploi et de 'amélioration
des conditions de vie pourrait aggraver les tensions sociopolitiques, et les revers des transitions politiques
et de la mise en ceuvre des réformes pourraient compromettre la reprise. Laggravation des conflits
régionaux pourrait amplifier les répercussions négatives. Enfin, le durcissement des conditions financiéres
mondiales, dans un contexte marqué par le rééquilibrage de la Chine, la normalisation des taux d’intérét
aux Ertats-Unis et les retombées du Brexit, pourrait limiter 'acces au financement. En revanche, les
exportations pourraient augmenter plus rapidement si, par exemple, davantage de progres étaient
accomplis en matiére d’accords commerciaux avec I'Union européenne. Le rééquilibrage de I"économie
chinoise pourrait en outre élargir les débouchés pour les exportations de biens de consommation.

Lintensification de la dynamique des réformes est cruciale dans cette conjoncture difficile. Les réformes
des subventions énergétiques et les mesures en faveur de I'accroissement des recettes ont donné plus de
latitude aux pouvoirs publics pour réaliser des dépenses dans les infrastructures, la santé et 'éducation
ainsi que pour mettre en place des politiques d’aide sociale ciblées. Cependant, I'investissement et

la croissance de la productivité sont trop faibles pour stimuler la croissance, la marge de manceuvre
budgéraire est limitée par le colt élevé du service de la dette et le poids de la masse salariale et dans
certains cas les vulnérabilités externes restent fortes. Il est nécessaire de poursuivre I'assainissement des
finances publiques afin d’améliorer le profil de la dette publique et de renforcer la marge de manceuvre
disponible. Cet assainissement peut mettre 'accent sur des mesures ciblées en matiére de recettes —
suppression des exonérations fiscales, progressivité accrue des imp6ts sur le revenu et renforcement

du recouvrement de 'imp6t — ainsi que sur la poursuite de la redéfinition des priorités en matiere de
dépenses, en délaissant les subventions énergétiques universelles au profit de 'aide sociale ciblée, de
I'investissement et d’autres domaines porteurs de croissance. Une plus grande flexibilité des taux de
change permettrait de renforcer la compétitivité. Enfin, des réformes structurelles, en particulier dans les
domaines de I'entreprise, du commerce et des marchés du travail et de la finance, sont nécessaires pour
favoriser I'expansion du secteur privé et la création d’emploi.

12 International Monetary Fund | October 2016



MENAP REGION HIGHLIGHTS

Région MOANAP : principaux indicateurs économiques, 2000-17
(Pourcentage du PIB, sauf indication contraire)

Moyenne Projections
2000-12 2013 2014 2015 2016 2017
Mo
PIB réel (croissance annuelle) 5.2 2.4 2.7 2.3 3.4 3.4
Solde des transactions courantes 9.2 10.1 5.1 —4.0 —4.6 2.6
Solde budgétaire global 2.8 0.0 -2.9 -8.8 -8.5 -6.0
Inflation (progression annuelle) 6.8 10.0 6.9 59 5.6 6.1
Bpotateursdepétol delarégon MOMNAP
PIB réel (croissance annuelle) 54 2.0 2.7 1.6 3.3 29
Solde des transactions courantes 13.4 15.1 8.3 -3.8 -44 -1.8
Solde budgétaire global 6.7 43 0.7 -95 -9.2 —6.2
Inflation (progression annuelle) 7.5 10.4 5.8 5.5 47 4.2
Dot Comsll decompératincuGolle €8
PIB réel (croissance annuelle) 5.1 34 33 3.4 1.7 2.3
Solde des transactions courantes 17.0 214 13.6 2.4 =3.7 -0.5
Solde budgétaire global 10.8 10.8 3.1 -94 -9.8 -6.9
Inflation (progression annuelle) 2.8 2.8 2.6 25 3.6 2.6
Importateurs e pétole delarigon MOMNAP
PIB réel (croissance annuelle) 4.6 32 29 3.8 36 4.2
Solde des transactions courantes -25 -5.1 4.4 -4.5 —4.8 4.7
Solde budgétaire global -5.2 9.4 -7.8 -7.3 -7.0 -5.8
Inflation (progression annuelle) 55 9.1 9.4 6.6 7.4 9.8
Mo
PIB réel (croissance annuelle) 53 2.2 2.6 21 3.2 3.2
Solde des transactions courantes 10.0 10.9 5.6 -44 -5.0 -2.8
Solde budgétaire global 37 0.9 2.7 -9.3 -9.1 —6.4
Inflation (progression annuelle) 6.6 10.3 6.8 6.1 6.0 6.2
mportateurs e pétle delaregon MOMN
PIB réel (croissance annuelle) 4.6 29 2.3 3.8 31 38
Solde des transactions courantes -3.2 -7 -5.9 6.2 6.7 —6.3
Solde budgétaire global -5.7 -10.2 -9.5 -8.6 -8.6 7.1
Inflation (progression annuelle) 41 10.1 9.9 8.0 9.9 12.3

Sources : autorités nationales; calculs et projections des services du FMI.

TLes données relatives a la période 2011-17 excluent la République arabe syrienne.

Note : Les données se rapportent aux exercices pour les pays suivants : Afghanistan (21 mars/20 mars jusqu’en 2011 et 21 décembre/20 décembre par
la suite), Iran (21 mars/20 mars) et Egypte et Pakistan (uillet/juin).

Pays exportateurs de pétrole de la région MOANAP : Algérie, Arabie saoudite, Bahrein, Emirats arabes unis, Iran, Irag, Koweit, Libye, Oman, Qatar et
Yémen.

Pays du CCG : Arabie saoudite, Bahrein, Emirats arabes unis, Koweit, Oman et Qatar.

Pays importateurs de pétrole de la région MOANAP : Afghanistan, Djibouti, Egypte, Jordanie, Liban, Maroc, Mauritanie, Pakistan, Soudan, Syrie et Tunisie.
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1. MENAP Oil Exporters: Adjustment
to Cheaper Oil Continuing

Middle East, North Africa, Afghanistan, and Pakistan
(MENAP) oil exporters continue to face an excep-
tionally challenging environment as low oil prices and
conflicts continue to weigh on economic activity, fiscal and
external balances, and the financial secror. Many have
made progress in fiscal consolidation, yet sustained efforts
will be required over the medium term ro place public
finances on a sound footing. Plans to diversify economies
away from o0il and create jobs for the rapidly growing
populations have also been announced. Such economic
transformation will take time. Careful and steady imple-
mentation of the diversification plans will be key to their
success. In addition, policymakers need to remain vigilant
about the financial stability risks, especially tightening
liquidity and the risk of deteriorating asset quality.

Moderate Oil Price Recovery

Oil prices remain the key driver of the outlook
for MENARP oil exporters given their high
dependence on hydrocarbon budget revenues and
exports. Having hit a 10-year low of less than $30
a barrel in January, oil prices have staged a partial
recovery to about $40—$50 a barrel, supported by
lower output from high-cost oil fields and supply
disruptions in Canada and Nigeria, which have
outweighed substantial production increases in
Iran and Iraq.

However, despite this rebound, the oil market
outlook has not fundamentally changed since the
April 2016 Regional Economic Outlook: Middle East
and Central Asia Update (MCD REO Update)

Oil prices are assumed to average $43 a barrel in
2016 and $51 a barrel in 2017. Over the medium
term, any further oil price recovery is expected

to be limited, with futures markets suggesting
prices will remain below $60 by 2021 (Figure 1.1).
However, considerable uncertainty surrounds

Prepared by Bruno Versailles (lead author), Mariana Colacelli,
Pilar Garcia-Martinez, and Juan Trevifio under the supervision of
Martin Sommer. Yufei Cai, Sebastian Herrador, Brian Hiland, and
Amir Sadeghi provided research assistance.

Figure 1.1. Oil Price!
(U.S. dollars a barrel)
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Sources: Bloomberg, L.P.; and IMF staff calculations.

Note: MCD REO = Regional Economic Outlook: Middle East and Central Asia.
"Average of U.K. Brent, Dubai Fateh, and West Texas Intermediate crude

oil prices.

the oil price outlook on both the downside and
upside, resulting from the global growth risks,
sharp swings in the amount of oil supply outages,
and ongoing consolidation and efficiency gains in
the U.S. shale oil industry.!

Weak Growth Outlook,
Muted Price Pressures

Overall GDP growth is projected to remain weak,

with little change since the April 2016 MCD

REO Update—higher-than-expected oil prices

will result in smaller budget and external deficits

rather than stronger spending. Economic activity
in the Gulf Cooperation Council (GCC) region
is projected to slow this year despite continued

"Husain and others (2015) discuss the fundamental forces driving
the oil price outlook and their global implications.
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expansion in hydrocarbon output. Non-oil growth
is expected to dip from 3% percent last year to
1% percent in 2016 (Figure 1.2), owing to fiscal
consolidation (Box 1.1) and credit constraints

due to slowing deposit growth. Next year, non-

oil growth is forecast to pick up to 3 percent as
the pace of fiscal consolidation eases. Over the
medium term, decelerating fiscal consolidation
and a partial recovery in oil prices should
modestly boost average non-oil growth to about
3Y2 percent, still well below the 7 percent growth
during 2000—14. This sluggish performance will
keep a lid on overall growth given the expectations
of slow expansion in the hydrocarbon sector. In
Algeria, the overall growth slowdown in 2016 will
be countered by higher natural gas output, but
non-oil growth will remain well below historical
norms over the medium term.

Iran’s headline growth has been revised up to 42
percent this year, owing to faster-than-expected
increases in oil production and exports following
the unwinding of sanctions. Oil output has risen
to 3.6 million barrels per day, resulting in positive
spillovers to the non-oil economy, although the
recovery in oil output is expected to taper sharply
next year as production approaches pre-sanctions
levels. The growth dividend from the lifting of
sanctions is materializing only gradually, with
investors remaining cautious, and reintegration
into global financial markets and domestic reforms
proceeding slowly.

The outlook for countries in conflict (Iraq, Libya,
Yemen) remains predicated on an easing of these
conflicts (Box 2.1).2 Despite the recent reduction
in ISIL-held territories in Iraq, the medium-term
outlook for oil production has been revised down
to reflect lower investments in a difficult budget
environment and continued security challenges.
The recognition by the international community
of the Government of National Accord in

Libya is yet to translate into improved economic
prospects. And a resolution of the conflict in
Yemen remains elusive despite ongoing talks.

Rother and others (2016) discuss the macroeconomic implica-
tions of regional conflicts.
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Figure 1.2. Contributions to Real GDP Growth
(Percentage change)
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The subdued growth prospects will keep
underlying inflation low in the GCC region.
Although energy price reforms are expected to
temporarily push up headline inflation to about
3"2 percent this year, inflation is expected to

drop back to 22 percent in 2017. In Algeria,
price pressures are projected to increase further
this year, owing in part to the weaker dinar and
higher domestic energy prices, before moderating,
Iran is making further headway in its disinflation
program, bringing consumer price increases to
single digits for the first time since 2000. Inflation
in Iraq will remain low. Shortages, currency
depreciation, and monetization of the fiscal
deficit have pushed up inflation in both Libya and
Yemen.

Overall, growth risks remain tilted to the
downside. In particular, the negative impact

of fiscal consolidation and tightening liquidity
on growth could be greater than expected (see
Box 1.1). Regional conflicts and related adverse
spillovers could intensify. A substantial growth
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Figure 1.3. Overall Fiscal Balance
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slowdown in China would further reduce
commodity prices (Chapter 4), while faster-
than-expected tightening by the Federal Reserve
could increase global financial market volatility,
reducing the availability of international financing,
especially for the lower-rated oil exporters.
Brexit—the June 2016 UK. referendum result

in favor of leaving the European Union—could
worsen these effects through an increase in global
risk aversion, even though market reaction has
generally been contained (Box 1.2). There is also

a double-sided risk to growth over the medium
term. Authorities could make faster-than-expected
progress in implementing structural reform plans.
However, considering the scope of the envisaged
economic transformation, such plans could run
into domestic obstacles, which could, in turn, lead
to reform fatigue.

Further Fiscal
Adjustment Needed

Despite higher oil prices and the adoption of
consolidation measures, projected fiscal deficits
remain large in both the short and medium term
(Figure 1.3). Taking into account announced

fiscal policy measures, all countries are expected
to record fiscal deficits this year, and only Iraq,
Kuwait, and the United Arab Emirates are
projected to post surpluses by 2021. This year’s
hydrocarbon budget revenues are projected to
be lower by $400 billion compared with 2014.
Cumulative fiscal deficits during 201621 are
forecast to be about $765 billion, down from
$1.1 trillion in the April 2016 REO Update.

The significant deficit-reduction efforts which
began last year are continuing, with the 2016 non-
oil fiscal deficit expected to improve by more than
5 percent of non-oil GDP. Fiscal consolidation is
particularly fast in Oman and Saudi Arabia, where
non-oil deficits are projected to fall by more than
10 percentage points of non-oil GDP. In 2017,
the pace of consolidation is expected to ease to
about 12 percent of non-oil GDP.

To help address the large budget deficits,
policymakers have adopted a mix of spending
cuts and revenue-raising measures. In particular,
they have demonstrated resolve in addressing
the politically difficult issue of low domestic fuel
prices—all GCC countries, for example, have
hiked energy prices over the past couple of years
(Box 1.3). Some countries have also started—or
are planning—to take measures to rein in the
public sector wage bill, including through hiring
freezes (Algeria, Iraq, Oman) and streamlining
benefits (Oman, Saudi Arabia).?

Despite the remarkable progress so far, most oil
exporters face increasingly difficult policy choices
to achieve the significant medium-term fiscal
adjustment their economies still need. Eliminating
this year’s budget deficit would demand an average
spending cut of 25 percent. In all MENAP oil
exporters, medium-term fiscal balances will fall
well short of the levels needed to ensure that an
adequate portion of the income from exhaustible
oil and gas reserves is saved for future generations
(as indicated in Figure 1.4 by the estimated
distance to the intergenerationally neutral fiscal
balance in 2021). Non-hydrocarbon revenues

3Sommer and others (2015, 2016) discuss the adopted deficit-
reduction measures in detail.
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Figure 1.4. lllustrative Measures of Fiscal Adjustment
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have the potential to be increased across the
region, especially in GCC countries that continue
working toward introducing a value-added tax,
having already raised some fees, charges, and
excises. Iraq aims to broaden the tax base.* Other
policy priorities include additional streamlining

of current expenditures, including the public
sector wage bill, increasing the efficiency of public
investment (Albino-War and others 2014, Sommer
and others 2015, 2016), and additional energy
price reforms, all while protecting the socially
vulnerable.

To reduce any adverse impact on growth,
countries should phase in these additional
deficit-reduction measures gradually. In addition,
they should be embedded in a well-defined,
medium-term fiscal framework to ensure steady
implementation (IMF 2015a).> A successful launch

“Jewell and others (2015) identify fairness-enhancing revenue-
raising options for MENAP countries.

>More broadly, Lledo and Poplawski-Ribeiro (2013) find that
higher quality of fiscal institutions is associated with better imple-
mentation of fiscal policy plans.
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Figure 1.5. Fiscal Plans and Fiscal Rigidity
30-

& Congo, Rep. |
[fe) 1
S 25- T4 ® Oman -
z A \:’\‘“Q ° i i
S 20-748 o Qatar okuwait -
S KO ‘b@z} | Saudi Arabia
A i L
52 15- Algeria + ® raq -
E? [ )
g—é T 4: ,,,,,,,, e Bahran . __ B
g é o UAE : Gabon
=8 5 - Jran -
! )
qé’ & | Indonesia i
& Venezuela ! Yemen
= Trinidad and '+ Sudan
D -5- l -
B Tobago I
QL l
o |
E _1 0| 1 1 1 1 1 1 1 1 1 1 1 1 1
0 5 10 15 20 25 30 35 40 45 50 55 60 65

Wage bill
(Percent of total expenditure and net lending, 2013-15 average)'

Source: IMF staff calculations.

Note: The vertical and horizontal lines dividing the chart into four quadrants
correspond to the median of the respective variables.

'For Bahrain and the United Arab Emirates (UAE), the concept used is total
expense rather than total expenditure and net lending.

of complex projects such as the value-added tax
will require enhancements to local capacity. A
number of MENAP oil exporters are developing
or enhancing their policy frameworks, while
improving other aspects of their fiscal institutions.
Examples include the establishment of macro-
fiscal units in Kuwait, Oman, Qatar, and Saudi
Arabia, consolidated medium-term expenditure
frameworks for health care and education in

the United Arab Emirates, the creation of a

debt management and liquidity committee in
Oman, and a debt management office in Saudi
Arabia, as well as enhancing the capacity of the
debt management office in Bahrain. As fiscal
consolidation proceeds, policymakers are likely

to face headwinds given the high rigidity of
public expenditures—for example, public wages
account for more than a third of total spending
in a number of oil exporters. Countries in the
top-right quadrant of Figure 1.5 face the biggest
challenge as they are not only planning the largest
fiscal adjustment, but also facing a high rigidity of
spending.

Deficit-financing options—discussed in more
detail in Chapter 5—generally include the
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drawdown of government financial assets and
issuance of domestic and foreign debt. After a
significant withdrawal of financial buffers last
year, a larger portion of the 2016 fiscal deficits
(which amount to about $200 billion) is likely to
be covered by issuing debt (Figure 1.6). Bahrain,
Oman, Qatar, Saudi Arabia, and the United Arab
Emirates (Abu Dhabi) have issued bonds and/or
obtained syndicated loans in international markets
this year. Such diversification of financing sources
is appropriate given the greater absorptive capacity
of international markets. This strategy will also
help ease pressure on domestic banks to finance
the deficits. International financing conditions
remain broadly favorable for now, but the risks
involved with international financing will need to
be managed carefully.

Financing Current
Account Deficits

The oil price drop has brought about large
export losses—oil-related receipts are projected
to fall by about $435 billion this year compared
with 2014. Consequently, the aggregate current
account balance is projected to turn from a
surplus of 84 percent of GDP in 2014 to deficits
of 42 percent of GDP in 2016 and 1% percent
of GDP in 2017. In the GCC counttries, the
external adjustment to low oil prices should be
accomplished through fiscal consolidation given
the long-standing currency pegs and relatively
undiversified economies. Countries with a more
flexible exchange rate regime can attain some of
the external adjustment through exchange rate
depreciation, particularly diversified oil exporters.

Last year, Algeria and Saudi Arabia used
extensive reserves to finance their current
account deficits, while some others drew assets
from their sovereign wealth funds (Figure 1.7).
Conflict countries also drew down their reserves.
The increasing international sovereign debt
issuance this yeat, together with the tapping of
international markets by government-related
entities and the private sector, will help fund

the current account shortfalls. Privatization and

Figure 1.6. Projected Financing of Fiscal Deficits
(Percent of GDP, 2016)
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structural reforms to increase participation by
foreign investors in the region would further
support capital inflows. Saudi Arabia has
announced its intention to sell a stake in Aramco,
the world’s most valuable oil and gas company,
while accelerating capital market reforms to ease
access for foreign investors. Oman has drafted a
foreign investment law to attract investors. Iraq
recently secured official financing from the IMF
and other international partners.

Challenging Environment
for the Financial Sector

The financial sector has remained resilient
following the drop in oil prices, but liquidity has
tightened and asset quality is likely to deteriorate.
Domestic deposit growth—especially by the
government—has slowed significantly, reflecting
primarily lower hydrocarbon receipts. The

gap between sluggish domestic deposits and
robust credit growth has been closed through
higher foreign funding, including wholesale. In
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Figure 1.7. External Balances
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several GCC countries, rapidly growing foreign
liabilities have been the key source of financing
for continued credit expansion (Figure 1.8). In
Saudi Arabia, robust credit growth has been
funded by drawing down excess liquidity held at
the Saudi Arabian Monetary Agency and running
down foreign assets. Short-term interbank rates
have generally increased more than in the United
States—the key reference point given the exchange
rate pegs or close ties of regional currencies to the
U.S. dollar. The slowdown in domestic deposits

is likely to constrain credit supply over time and
thus undermine the private sector’s ability to pick
up the slack from a downsizing public sector, with
negative consequences for growth and jobs (Box
1.1). Meanwhile, banks remain well capitalized,
although profitability pressures have emerged as
economic growth is slowing and provisioning for
nonperforming loans increases.

Policymakers have adopted diverse responses to
tightening domestic liquidity, such as increasing
the loan-to-deposit ratio and placing government
entity deposits in commercial banks (Saudi
Arabia), relaxing reserve requitements (Algeria,
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Figure 1.8. Trends in Commercial Banking Sector, 2014-15
(Changes in percent of GDP)
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Oman), and strengthening capacity to manage and
forecast liquidity (Algeria). To help boost liquidity
where needed, governments could consider
transferring some of their foreign financial assets
into the local banking system, while continuing to
raise budget-deficit financing from international
markets.

In the short term, policies should continue to be
geared toward mitigating liquidity and credit risks
where necessary. Of particular need is ensuring
coherence in fiscal and monetary operations to
avoid further tightening of domestic liquidity,
improving liquidity-forecasting capabilities

at central banks, ensuring effective liquidity-
assistance frameworks, enforcing open-position
limits, and ensuring appropriate loan classification
and provisioning. Sufficient capital buffers need
to be maintained to manage high-concentration
risks, especially since low oil prices can put
balance sheets under additional pressure (see IMF
2014 and Lukonga and Souissi 2015 for details).
Many countries would benefit from further
enhancing their financial sector surveillance,
including more frequent and rigorous stress
testing. Macroprudential frameworks should
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continue to be enhanced where necessary

by clarifying mandates for macro-financial
stability, strengthening interagency coordination,
formalizing and refining of the policy toolkit, and
developing the market infrastructure for effective
policy implementation (IMF 2015b). On the
regulatory front, the continued progress in the
implementation of Basel regulations across the
region is welcome.

Accelerating Diversification and
Private Sector Development

In light of the new oil market realities and the
downsizing of the public sector, countries need
to accelerate structural reforms to diversify their
economies away from hydrocarbons and boost
the role of the private sector. These reforms—
that will inevitably take time to implement
successfully—will also be crucial for securing
employment opportunities given the rapidly
growing labor force.

Most oil exporters have formulated strategic
development plans, including Saudi Arabia’s recent
Vision 2030. These plans typically anticipate

that several strategic sectors such as logistics,
tourism, energy, financial services, health care, and
manufacturing will help generate the much-needed
private sector jobs and growth. Policymakers

have made some progress in increasing the role
of the private sector, including through public-
private partnerships (PPPs) in Kuwait and Oman;
other countries (for example, Saudi Arabia)

are expected to follow. Several countries are
developing privatization plans (ongoing in Iran,
while Kuwait, Oman, and Saudi Arabia are in the
planning stages). Small and medium enterprises
(SMEs) have been promoted for job-creation
potential across the GCC. Moreover, several
countries are modernizing their investment and
labor laws (Algeria, Bahrain, Oman, Qatar, and
Saudi Arabia). Foreign direct investment inflows
have been decreasing in recent years; reducing red
tape and stronger institutional quality would help
attract more foreign investments (IMF 2010).

All of these plans need to be developed into
actionable measures, sequenced, and implemented.
Importantly, risks and unintended consequences
of reforms need to be identified and addressed.
For example, the PPPs should be supported

by robust regulatory frameworks that ensure
cost-effectiveness and limited fiscal risks, with
monitoring to ensure service delivery. A strong
legal and institutional framework for privatization
would ensure a transparent and competitive
environment. Increasing the role of credit bureaus
would strengthen lenders’ ability to properly
monitor the credit risk of SMEs. Upgrades to
labor regulations should include feedback from
the private sector.

Despite this progress, further measures to
improve business environments and to diversify
and expand the role of the private sector are
urgently needed.® The successful cases of
Indonesia, Malaysia, and Mexico suggest that
reducing commodity dependence takes time
(Cherif, Hasanov, and Zhu 2016). In the GCC
region, the United Arab Emirates has had some
success in diversifying its export base through
financial, transport, and business services, as well
as through tourism, while Bahrain has increased
the roles of financial services and food processing
(Figure 1.9).

Labor market policies deserve special attention,
with the large youth population facing the biggest
challenge, given the expected slowdown in public
sector hiring that has traditionally been the
employer of first resort for nationals. A focus on
labor market policies is particularly important in
the GCC region, where businesses consistently
rank restrictive labor regulations and inadequately
educated workforces as their biggest barriers.”
These challenges have prevented the private
sector from significantly expanding its national
workforce at a time when the growth of nationals
employed by the public sector has been slowing
(Figure 1.10). The ongoing reforms include

®Mitra and others (2016) identify three policy areas to boost
MENAP’s growth prospects: improving the business environment,
enhancing workers’ talent, and developing financial markets.

’See, for example, the Global Competitiveness Index (World
Economic Forum 2015).
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Figure 1.9. Diversification of Exports
(Oil exports as percent of total exports)

2 1

100- OMNZ. SSA\ IRQ
A2 ®  SAUe

SDN [ IRN AZEe¢ o TKM

Historical peak (since 1970 or when oil production
started/data became available)

0 Il Il Il Il I}
0 20 40 60 80 100

2012-14 average

Sources: Country authorities; and IMF staff calculations.

Note: Countries underlined saw oil production decline by more than 30 percent

over the past 10 years. Country abbreviations are International Organization for

Standardization (ISO) country codes.

SSA is the average of Angola, Republic of the Congo, Equatorial Guinea, Gabon,
and Nigeria.

2Excludes re-exports.

public sector hiring freezes (Iraq, Oman), plans
for greater mobility of foreign workers among
employers (Qatar, Saudi Arabia), and increases
in fees on foreign work visas (Bahrain, Oman,
Saudi Arabia). Narrowing the gap between public
and private sector wages would make private
sector employment more attractive for nationals.
Complementary active labor market policies, in
place throughout the region, have been found,
when well designed, to improve labor market
outcomes (Box 2.2 discusses what makes such
programs successful).

22 International Monetary Fund | October 2016

Figure 1.10. Employment of GCC Nationals
(Contributions to employment growth)

7- Private employment M Public employment -4
# Real GDP growth rate (rhs)

6- -12

5- -10

>

\
|
|
|
|
|
|
|
|
|
|
|
}
|
|
|
|
|
|
}
|
|
|
|
2006-10  11-13 14-15 06-10 11-13 14-15
Saudi Arabia GCC (excl. SAU and UAE)

Sources: Country authorities; IMF staff calculations.
Note: GCC = Gulf Cooperation Council; SAU = Saudi Arabia; UAE = United Arab
Emirates; rhs = right-hand side.

Training programs are particularly important
as they help make growth more inclusive, thus
helping to alleviate social pressures (see Box 2.2).
As diversification accelerates and the economy
shifts away from hydrocarbon industries, new
skills will be needed to succeed in the private
sector, for new and existing workers alike.
Upgrades to education, training, and retraining
programs should focus on reducing skill
mismatches, taking into account the upcoming
private sector needs.

8Malaysia’s successful diversification, for example, was accom-
panied by government programs that provided continuous skill
upgrades for workers, while Mexico’s success in the automobile
industry was helped by the local training of engineers, combined
with government incentives for firms to provide further training for
workers abroad.



1. MENAP OIL EXPORTERS: ADJUSTMENT TO CHEAPER OIL CONTINUING

Box 1.1. GCC Countries: How Sharp Will the Growth Slowdown Be?

Most Middle East, North Africa, Afghanistan, and Pakistan (MENAP) oil-exporting countries have begun to
adjust budget policies to the new reality of persistently low oil prices. Deficit-reduction measures have been
particularly significant in the Gulf Cooperation Council (GCC)—the average non-oil deficit is projected to
fall by about 20 percent of non-oil GDP during 2014—16. While fiscal consolidation is needed to ensure
fiscal sustainability, attain intergenerational equity, and rebuild buffers, it will inevitably weigh on growth.

How much could growth slow? The GCC’s non-oil growth is projected to halve from 5% percent in 2014

to 1% percent this year, while Saudi Arabia’s non-oil growth has recently turned negative on a year-over-

year basis for two consecutive quarters. Lower public consumption and investment may subtract more than

2 percentage points from the estimated GCC growth outturn in 2015 and projections for 2016 (Figure 1.1.1).
Last year, this drag was largely offset by resilient private consumption and investment, as well as by higher
hydrocarbon production.! This year, however, the adverse growth impact will be felt more strongly, although
higher exports—especially due to stronger-than-expected petrochemical output in Saudi Arabia—and lower
imports will partly soften the drag.

An econometric model of GCC growth suggests that
there is a large degree of uncertainty about the central

Figure 1.1.1. GCC: Contributions to Real GDP

Growth, 2014-16 forecasts (Figure 1.1.2).2 Growth could be either stronger
(Percentage points of GDP) or weaker than currently projected. On the downside,
- i an adverse feedback loop between budget spending
cuts and tightening credit conditions could reduce the
6- . private sector’s ability to pick up the slack created by
- the shrinking public sector. On the upside, growth
4- - headwinds could be smaller than projected if the
- composition of fiscal consolidation is favorable.
2- -

To boost the growth outlook and create jobs, the
fiscal adjustment should be implemented in a growth-

0
- friendly way and accompanied by these supporting
- - policies:

o Use appropriate fiscal measures. Spending cuts should

2014 15 16 be targeted toward expenditures with the smallest adverse
Inventory = Private consumption and investment impact on growth, such as those resulting mostly in
mImports  mPublic consumption and investment lower imports and savings. However, the adverse impact
mExports  ®Real GDP of spending cuts on growth could increase over time as

governments run out of “low-hanging fruit” and confront
Sources: National authorities; and IMF staff estimates. the need to curb core expenditures, such as the public
sector wage bill, which might reduce consumption.
Introducing a value-added tax and property taxes,
eliminating exemptions, and increasing excises are

Prepared by Martin Sommer, Armand Fouejieu, and Amir Sadeghi, with support from Yufei Cai and Sebastian Herrador.

IFiscal consolidation has been fastest in Oman and Saudi Arabia—about 25 percent of non-oil GDP during 2014-16. In Oman,
smaller defense-related imports and an automatic reduction in on-budget energy subsidies due to lower international oil prices have
accounted for nearly one-half of this adjustment. In Saudi Arabia, reduced purchases of land for infrastructure projects have contributed
significantly. All these measures likely have zero or a very small direct impact on growth.

2The model includes real non-oil GDP, fiscal expenditures, oil prices, credit growth, and controls for the global financial crisis and the
post-Arab Spring period. A fixed-effect panel regression is estimated using data for all six GCC countries during 1990-2015.
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Box 1.1. (continued)

Figure 1.1.2. GCC: Real Non-0il GDP Growth
(Percent, PPP weighted)
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likely to carry a smaller adverse growth impact than
other alternatives.

*  Avoid sharp cuts. Spreading deficit-reduction measures
over time would be desirable, to allow the private sector
to adjust.

*  Keep bank credit flowing. Policymakers can ease the
risk of a double whammy from tighter fiscal policies
and credit conditions by ensuring adequate liquidity in
the financial system; for instance, by reducing required
reserves and increasing the loan-to-deposit ratio, where
appropriate.

*  Look for new growth opportunities. Deep structural
reforms would, over time, support private sector activity
and attract foreign investment, thus weaning the GCC
economies off their over-reliance on oil and public
spending. In Oman, for example, a focused development
plan, the prioritization of public investment, and the draft
foreign investment law have all helped to boost private
sector confidence. In Bahrain, the upcoming expansions
of an aluminum smelter and oil refinery are expected to
support growth.
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Box 1.2. The Impact of Brexit on MENAP and the CCA

Brexit, the June 2016 U.K. referendum result in favor of leaving the European Union (EU), has so far had

a limited impact on the Middle East, North Africa, Afghanistan, and Pakistan (MENAP) and Caucasus and
Central Asia (CCA) regions. The regions’ financial markets weakened immediately after the Brexit result, in
line with global developments. This included a 5 percent drop in oil prices. Stock markets posted losses of
1-5 percent (Figure 1.2.1; Egypt, GCC, Kazakhstan, Pakistan) and five-year credit default swap spreads wid-
ened by 10-25 basis points. Currencies weakened only marginally (by 1% percent in Algeria, Kazakhstan,
and Morocco, and by 5 percent in Georgia) and there was no significant impact on forward currency spreads

in the GCC, which peg to the U.S. dollar.

However, Brexit has increased uncertainty about global economic prospects. Quantifying the economic impact

of Brexit is challenging at this stage, not least because of considerable uncertainty about the nature of future

trade arrangements between the United Kingdom and the EU, and the likelihood of any cascading effects

from Brexit on the willingness of other countries to remain in the EU. Negotiations between the United

Kingdom and the EU are expected to be protracted, raising economic, political, and institutional uncertainty.
This is likely to take a toll on confidence and investment,
with repercussions on trade and financial market

I Euro area
s United Kingdom

external financing costs for MENAP and CCA countries

Figure 1.2.1. Stock Market Response to conditions—particularly in advanced Europe—and key
Brexit Vote commodity prices (Box 1, July 2016 World Economic
(Percent change, June 23-26, 2016) Outlook Update).
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- = g:ﬁ?sﬁgﬁtan CCA countries and the United Kingdom are limited—
B ~ Dubai including through trade (Figure 1.2.2), remittances,
= '%Balr)habi the banking system (Figure 1.2.3), and foreign direct
- ~ Saudi Arabia investment (FDI). An exception is the reliance of some
: _Tunisia banks in Bahrain, Egypt, Qatar, and the United Arab
Morocco . . :
- = R, Emirates on wholesale borrowing from the United
) ~ Jordan Kingdom, which may become an issue in the event of a
= = gg;]a:gin spike in funding costs.
Lebanon
) “Iran A sharp increase in global risk aversion could push up

— nited States and banks. Countries with vulnerable fiscal positions
. ! | —EMerging markets (Egypt) or those expected to tap international markets in
-8 -6 —4 -2 0 the coming months to finance their budget deficits (for
example, Egypt, Pakistan, and Saudi Arabia), as well as
Sources: Bloomberg, L.P; Haver Analytics. banks relying on offshore funding (especially in Bahrain

and the United Arab Emirates), are also vulnerable
through this channel. Cross-border exposures to European
banks are sizable for Morocco and Tunisia.

A growth slowdown in the euro area stemming from Brexit would also have a significant impact on the
MENAP and CCA regions. Ties to the euro area are strong through trade, remittances, FDI, and tourism,
especially for MENAP oil importers in the Maghreb region (Morocco, Tunisia) and the CCA.

Prepared by Pritha Mitra and Juan Trevino, with research assistance from Hong Yang.
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Box 1.2. (continued)

Figure 1.2.2. Trade with the United Kingdom Figure 1.2.3. Claims on United Kingdom and
and the Euro Area, 2012-14 European Banks, 2016:Q1
(Percent of total exports or imports, respectively) (Percent of recipients’ GDP)
30- - 70- W United Kingdom banks ~ ~
. ¢ . 60 - Other European banks -
. 50 -
20- o -
40 =
15- = 30 - I B -
10- _ 20- I I -
. N ) 10- oo, o =
0 L 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 | 1IN I w)=]
GCC  Non-GCC MENAPOI  CCAOQI CCAQE S g o s g e =2 g ‘g g S=ZE =2 %
= s <
Imports from United Kingdom + Imports from euro area - § == S
w

u Exports to United Kingdom + Exports to euro area

Source: Bank for International Settlements.

Note: Countries that have less than 1 percent exposure
are excluded (Afghanistan, Iraq, Kyrgyz Republic, Libya,
Sudan, Tajikistan, and Turkmenistan). UAE = United Arab
Emirates.

Source: IMF, Direction of Trade database.

Note: CCA = Caucasus and Central Asia; GCC = Gulf
Cooperation Council; MENAP = Middle East, North Africa,
Afghanistan, and Pakistan; OE = oil exporters; Ol = oil
importers.

A further decline in oil prices owing to slower global growth is another key channel through which the
MENAP and CCA regions could be affected—especially the oil exporters. The decline in exports could
further deteriorate fiscal balances and ultimately reduce growth prospects. Oil importers in the MENAP and
CCA regions could be affected because of decreased import demand or remittances from oil exporters in the

region (especially the GCC) or Russia.

Dollar appreciation, triggered by safe haven flows amid increased global risk aversion, is likely to weaken
export competitiveness, especially for countries with diversified (non-commodity) exports whose currencies
have limited flexibility against the dollar. Dollar appreciation would also raise the servicing cost of external
dollar-denominated debt, particularly for the CCA. International reserves and investment portfolios of
sovereign wealth funds will be affected by valuation changes.

All in all, Brexit could weaken the outlook for the MENAP and CCA regions to the extent that it increases
global risk aversion and reduces global growth and commodity prices.
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Box 1.3. Progress in GCC Energy Price Reforms

Faced with dwindling oil revenues, the GCC region has been implementing energy price reforms as a means
of reducing spending. All of the GCC countries have seen an increase in energy prices; most increases have
occurred since oil prices began dropping in mid-2014, although the depth and breadth of the reforms have
varied significantly across countries. The 2016 January—July average prices for diesel in the United Arab
Emirates and Oman, and for natural gas in Bahrain and Oman, are very close to or above U.S. price levels
(Table 1.3.1). Saudi Arabia initiated substantial energy price reforms in late 2015, and plans to gradually
raise domestic prices further over the next five years. Qatar has also started price reforms, but in both Qatar
and Saudi Arabia, domestic prices are still well below international levels. In Kuwait, a significant increase
in gasoline prices took effect in September this year, and electricity prices are also expected to increase next
year (Table 1.3.4). Besides energy price reforms, many GCC countries have begun to implement policies

to improve energy efficiency and are exploring the feasibility of generating electricity through renewable
sources.

Table 1.3.1. Prices for Energy Products: GCC and the United States
(Average January—July 2016 or latest available)

Gasoline Diesel Natural Gas Electricity
(U.S. dollars per (U.S. dollars per (U.S. dollars per
liter) MMBtu) KWh)
Bahrain 0.38 0.32 2.75 0.04
Kuwait 0.19 0.39 1.50 0.01
Oman 0.42 0.43 3.00 0.04
Qatar 0.35 0.37 0.75 0.05
Saudi Arabia 0.22 0.10 1.50 0.10
United Arab Emirates 0.41 0.43 0.75 0.12
GCC average 0.33 0.34 1.71 0.06
GCC maximum 0.42 0.43 3.00 0.12
U.S. prices 0.51 0.45 2.18 0.10

Sources: Prices for GCC countries come from country authorities and are averages for 90 and 95 octane gasoline. U.S.
gasoline (average for mid and high grade) and diesel prices come from the U.S. Energy Information Agency (EIA) and are
adjusted for taxes. Natural gas price for the United States is the Henry Hub spot price. Electricity tariffs for the United States
include taxes and come from EIA.

Note: GCC = Gulf Cooperation Council; MMBtu = 1 million British thermal unit; KWh = kilowatt hour.

Higher energy prices will help slow the region’s rapid growth in energy consumption and will support fiscal
adjustment. Energy consumption per capita in the GCC is not only high, but is also rising rapidly (in Qatar,
Saudi Arabia, and the United Arab Emirates, in particular). The average estimated implicit cost of low energy
prices for the six GCC countries based on 2016 prices ranges from 0.8 percent of GDP for the United Arab
Emirates to over 7 percent of GDP for Kuwait (Table 1.3.2). The explicit cost of energy subsidies in the
budget for the GCC region varies considerably across countries, but averages about 1 percent of GCC GDP
(Table 1.3.3). The recent energy price reforms will support fiscal adjustment through the reduction in budget
costs from explicit energy subsidies and/or through higher revenues from the domestic sale of energy products.

The GCC countries need to continue to ensure the success and sustainability of their energy price reforms.

To this end, effective communication campaigns would be important to explain the rationale, objectives, and
benefits of these reforms, inform the public of the pace of price increases, and introduce clear and transparent
compensation measures to offset the impact of price increases on low-income households. A 2013 IMF study

Prepared by Malika Pant.
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Box 1.3 (continued)

Table 1.3.2. GCC Implicit Energy Cost Estimates' Table 1.3.3. GCC Explicit Energy Cost Estimates in

(Percent of GDP) the Budget'
2014 2015 2016 Billions of U.S. Percent of
Bahrain 7.4 5.4 36 dollars GDP
Kuwait 7.5 8.0 7.2 Bahrain 1.1 3.5
Oman 71 46 2.8 Kuwait 7.8 6.8
Qatar 5.0 45 315 Oman 0.8 1.3
Saudi Arabia 9.3 7.3 4.2 Qatar 1.2 0.7
United Arab Emirates 2.4 1.3 0.8 Saudi Arabia 0.0 0.0
GCC 6.7 5.3 3.4 United Arab Emirates
} - GCC? 10.9 1.1
Source: GlobalPetrolPrices.com; GCC countries’ government agen-
cies; International Energy Agency; U.S. Energy Information Admin- Sources: Country authorities; and IMF staff estimates.
istration; World Bank Commodity Price data; IMF staff calculations. Note: GCC = Gulf Cooperation Council.
Note: GCC = Gulf Cooperation Council. 12016 budget numbers are used for Bahrain and Oman; 2015
1 The implicit cost of energy products—including gasoline, diesel, budget numbers are used for others. For Qatar, 2015 staff esti-
natural gas, and electricity—is estimated using the price gap mates are based on historical data.
methodology (2016 prices are averages for January—July 2016 or 2 GCC total excludes United Arab Emirates.

latest available) IMF (2015).

covering major energy price reform episodes (during the period from early 1990s to 2010s) finds that, in
most of these cases, countries relied on mitigating measures to protect the poor: targeted cash transfers or

an expansion of existing social programs. In Armenia, Indonesia, and Jordan, transfer programs helped gain
support for the reforms. Mitigating measures to help the productive sector included a gradual adjustment in
prices (for instance, for natural gas in Bahrain), and financial support to selected enterprises to reduce energy
intensity (Iran). Once prices have been raised, the introduction of an automatic pricing formula—as seen in
Oman, the United Arab Emirates, and, more recently, Qatar, and, as announced, in Kuwait—may reduce
the risk of the reforms being unwound while ensuring that changes in international prices are reflected in
domestic prices in a timely manner.
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1. MENAP OIL EXPORTERS: ADJUSTMENT TO CHEAPER OIL CONTINUING

Table 1.3.4. Recent Updates on Energy Price Reforms in the GCC

Pre-oil price drop (before mid-2014)

Post-oil price drop (after mid-2014)

Bahrain

Kuwait

Oman

Qatar

Saudi Arabia

The gas price for existing industrial
customers was increased by 50 percent,

starting in January 2012, from $1.50 to $2.25
per MMBtu, while the price for new industrial

customers remained at $2.50 per MMBtu
(prices for new customers were increased
from $1.30 to $2.50 in April 2010).

In January 2015, the industrial price for
natural gas doubled, following a 2013
agreement.

Qatar raised the pump prices of gasoline
by 25 percent and of diesel by 30 percent
in January 2011. Diesel prices were again
raised in May 2014, by 50 percent.

Saudi Arabia increased the average price
of electricity sold to non-individual users by
more than 20 percent on July 1, 2010.

In March 2015, the authorities announced
annual increases of $0.25 per MMBtu in

the gas price for industrial users starting

on April 1, 2015, until the price reaches

$4 per MMBtu by April 2021. In March
2015, the authorities increased the fuel

price in marine stations. The electricity

and water tariff structure was adjusted for
non-domestic users, increasing tariffs for
higher consumption levels (October 2013).

In January 2016, the authorities raised the
retail price of gasoline by nearly 60 percent.
Price increases for diesel, kerosene, liquified
propane gas, and electricity and water tariffs
are being phased in gradually by 2019.
Bakeries and fishermen are exempt from the
diesel and kerosene price increase, while a
majority of Bahraini households and small
businesses are exempt from higher electricity
and water tariffs.

Kuwait doubled the price of diesel in January
2015. Authorities have approved and
announced an increase in gasoline prices
of about 70 percent, on average, effective
September 2016. Additionally, a government
committee will revise the new gasoline
prices every three months depending on
international oil prices. A law was recently
passed by parliament to reform water and
electricity subsidies. The new tariffs will
become effective in May 2017.

In 2016, the authorities implemented fuel
subsidy reform, linking prices to international
ones, with monthly revisions to consumer
prices. Water tariffs were increased in March
2016 for government, commercial, and
industrial users. There is also a proposal to
increase electricity tariffs for these users.

In October 2015, water and electricity

prices were raised and tiered according to
consumption. In January 2016, gasoline
prices were increased again by 30 percent.
Authorities have set up a committee that
makes recommendations on whether prices
should be adjusted, based on global markets
and regional developments, and prices were
increased again slightly by 4 percent in
August.

In December 2015, the authorities announced
an increase in fuel prices (ranging from 10
percent to 134 percent increase) across

most major energy and water products for
businesses or households.

Source: Country authorities.

Note: MMBtu = 1 million British thermal units.
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Box 1.3 (continued)

Pre-oil price drop (before mid-2014)

Post-oil price drop (after mid-2014)

United Arab Emirates

The United Arab Emirates increased gasoline
prices in 2010 to the highest level in the Gulf
Cooperation Council. Dubai raised water and
electricity tariffs by 15 percent in early 2011.

In August 2015, the United Arab Emirates
reformed its fuel pricing policy by adopting a
mechanism to adjust monthly gasoline and
diesel prices against international prices.
With this reform, gasoline prices were
increased by 25 percent and diesel prices
were reduced by 29 percent. Abu Dhabi is
developing a comprehensive electricity and
water consumption strategy, which led to

an increase in tariffs in January 2015 (by
170 percent for water and by 40 percent

for electricity). Water and electricity tariffs
were increased again by 14—17 percent in
January 2016. The authorities are planning to
gradually phase out the remaining electricity,
water, and gas subsidies, while protecting
lower-tier consumers.

Source: Country authorities.
Note: MMBtu = 1 million British thermal units.
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MENAP 0il Exporters: Selected Economic Indicators

Average
2011-12 2013 2014

(Annual change; percent)

Algeria 3.7 2.8 3.8 3.9 3.6 2.9
Bahrain 5.1 5.4 4.4 2.9 2.1 1.8
Iran, |.R. of 4.3 -1.9 4.3 0.4 45 4.1
Iraq . 7.6 0.4 2.4 10.3 0.5
Kuwait 55 0.4 0.6 1.1 2.5 2.6
Libya 7.1 -13.6 -24.0 -6.4 -3.3 13.7
Oman 3.8 3.2 2.9 88 1.8 2.6
Qatar 12.4 4.6 4.0 3.7 2.6 3.4
Saudi Arabia 43 2.7 3.6 85 1.2 2.0
United Arab Emirates 5.0 4.7 3.1 4.0 2.3 2.5
Yemen 3.0 4.8 -0.2 -28.1 -4.2 12.6
 Consumer Price Inflaton 75 104 58 55 47 42
(Year average; percent)
Algeria 3.8 3.3 2.9 4.8 5.9 4.8
Bahrain 1.5 5. 2.7 1.8 3.6 3.0
Iran, I.R. of 16.3 34.7 15.6 11.9 7.4 7.2
Iraq 17.0 1.9 2.2 1.4 2.0 2.0
Kuwait 3.2 2.7 2.9 3.2 34 3.8
Libya 5.4 2.6 2.8 141 14.2 12.5
Oman 2.8 1.2 1.0 0.1 1.1 3.1
Qatar 45 341 34 1.8 3.0 3.1
Saudi Arabia 2.1 3.5 2.7 2.2 4.0 2.0
United Arab Emirates 4.5 1.1 2.3 41 3.6 3.1
Yemen 11.6 11.0 8.2 394 5.0 18.0
 General Gov. Overall Fiscal Balance 67 43 07  -95  -92  -62
(Percent of GDP)
Algeria 39 -09 -8.0 -16.8 -13.3 -95
Bahrain’ 0.0 -5.4 -5.8 -15.1 -14.7 -11.7
Iran, |.R. of? 1.9 2.2 -1.2 -2.0 -1.1 -1.0
Iraq -5.8 -5.6 -13.7 -14.1 5.1
Kuwait! 28.5 34.3 28.1 1.5 -3.6 3.2
Libya 12.7 -4.0 —-40.3 -52.5 -56.6 —43.8
Oman’ 9.2 47 -1.1 -16.5 -13.5 -10.3
Qatar 9.3 22.2 15.0 5.4 -7.6 -10.1
Saudi Arabia 8.2 5.8 -3.4 -15.9 -13.0 -95
United Arab Emirates® 111 10.4 5.0 -2.1 -39 -1.9
Yemen 2.7 —6.9 —4.1 -10.6 -11.3 -5.5
 Current AccountBalance =~ 134 151 83  -38 44 18
(Percent of GDP)
Algeria 13.5 0.4 -4.4 -16.5 -15.1 -13.7
Bahrain 6.3 7.4 4.6 =31 4.7 -3.8
Iran, I.R. of 49 7.0 3.8 2.1 4.2 33
Iraq 1.4 —0.8 7.2 -10.8 -3.6
Kuwait 32.8 39.9 333 5.2 3.6 8.4
Libya 24.4 I35 —27.8 —42.1 —47.4 -36.9
Oman 9.1 6.7 5.7 -17.5 -21.3 -17.6
Qatar 20.0 29.9 23.5 8.2 -1.8 0.0
Saudi Arabia 16.7 18.2 9.8 -8.3 —6.6 2.6
United Arab Emirates 12.5 1941 10.0 33 1.1 3.2
Yemen 0.2 -3.1 -1.7 -5.5 6.1 2.8

2015

Projections

2016

2017

Sources: National authorities; and IMF staff estimates and projections.

Note: Variables reported on a fiscal year basis for Iran (March 21/March 20).

TCentral government.

2Central government and National Development Fund excluding Targeted Subsidy Organization.

3Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah.
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2. MENAP Oil Importers: Striving to Foster
Inclusive Growth in a Challenging Environment

Macroeconomic stabilization is advancing on the heels
of recent energy subsidy reforms and low oil prices. Yet
growth remains weak and fragile amid ongoing regional
conflicts, lingering structural impediments, and subdued
external demand. Over the medium term, growth is set
to remain too low to address persistently high unem-
ployment and low economic inclusiveness. Fiscal space

is limited by high debt service costs and large wage

bills and, in some cases, external vulnerabilities are still
high. 1o boost private sector growth and employment,
deeper structural reforms are needed to lower business
costs, improve access to finance and export markers, and
enhance worker talent. Greater exchange rate flexibility
would also help improve competitiveness in some cases.

Subdued Economic Activity

Recent progress in reforms, a gradual recovery in
the euro area, and lower oil prices have improved
confidence and macroeconomic stability. This
year, growth is expected to be 3.6 percent and,
assuming continued progress in reforms, 4.2
percent in 2017. Persistent regional conflicts and
social tensions, low competitiveness, and deep-
rooted structural impediments continue to hamper
efforts to boost economic activity. Growth of
3—4 percent since the Arab Spring has been too
low and not inclusive enough to address high
unemployment (11 percent), especially among the
young (25 percent).

Recent structural reforms and monetary easing
are set to boost investment, which is expected

to become an increasingly important driver

of growth (Figure 2.1). Improvements in the
business environment, including initial efforts to
tackle corruption (Afghanistan, Egypt), better
electricity provision to industries (Pakistan),
progress in simplifying regulations and improved
investor protection (Egypt, Jordan, Morocco), and

Prepared by Pritha Mitra, with research assistance from Gohar
Abajyan and Sebastian Herrador.

Figure 2.1. Contributions to Growth: Sustained by

Consumption and Advanced by Investment
(Percent change, 2014—17")

| Private investment
4 Real GDP growth

| Public investment
» Imports

Exports
m Consumption

2014 15 16 17

Sources: National authorities; and IMF staff calculations.
TMENAP aggregate excludes Sudan.

monetary easing (Jordan, Pakistan) are helping
boost private investment and private sector credit
growth. Public investment has benefited from
recent subsidy reforms.

Strong consumption continues to be underpinned
by large public wage bills. Remittances, mostly
from Europe and the Gulf Cooperation Council
(GCC), have also traditionally supported
consumption, although they have started to
decline because of slowing economic activity

in the GCC (Figure 2.2). Consumer confidence
and spending have also been supported by the
pass-through of lower oil prices. However, a
recent partial recovery in the crude oil price is
expected to erode these gains somewhat, albeit
with a lag, as increases over recent months

have not yet been passed on to consumers by
retailers. In Morocco, weak production in the
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Figure 2.2. Declining Exports, Tourism, and Remittances Figure 2.3. REER Index
(Index values, January 2013 = 100) (January 2010 = 100)
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Sources: Bloomberg, L.P.; national authorities; and IMF staff calculations. (1S0) country codes red] efieclive exchange rate

Note: Exports and remittances are measured in U.S. dollars. Exports are
expressed in constant January 2010 exchange rates. 3SMMA = three-month
moving average.
currencies are tied, and despite recent exchange

rate depreciation (Egypt, Tunisia)—is anticipated

. . to continue depressing export shares (Egypt
agricultural sector (employing more than one- P 8 exp (Egypt,

third of the population) weighed on incomes
and consumption this year, although a rebound is
expected next year.

Mauritania, Tunisia; Figure 2.4). Imports will
continue to rise across the region in line with
increased investment. The resolution of foreign
currency shortages in Egypt will also contribute
External activity has been subdued partly to this pickup and support investment and
because of weak external demand and low production.

competitiveness. Exports and tourism have
declined sharply in recent months (Figure 2.2), in
part due to slowing GCC growth. In Mauritania,
low iron ore prices (largely owing to China’s
rebalancing) have reduced exports and, in Sudan,
low oil prices had a similar effect. A mild rebound
of the region’s exports is expected in 2017, as
they benefit from increased external demand from
advanced economies. In particular, the euro area’s

Spillovers from regional conflicts are also holding
back economic activity. Challenging security
conditions, including recent terrorist attacks

in Afghanistan, Egypt, Pakistan, and Tunisia
hamper confidence (Figure 2.5) and hurt tourism
(Figure 2.2). Accommodating growing numbers
of refugees (Jordan, Lebanon, Tunisia) adds to
pressures on infrastructure, health, and education

domestic demand (the Maghreb’s largest trading services.

partner) is expected to rise, notwithstanding risks Despite recent progress, structural impediments

from Brexit—the June 2016 UK. referendum to growth persist. Poor transport and

result in favor of leaving the European Union telecommunications infrastructure and shortages
(Box 1.2). Nevertheless, weak competitiveness of electricity, fuel, and water continue to hamper
(Figure 2.3)—explained also by an appreciation economic activity. Small and medium enterprises
of the US. dollar, to which many of the region’s (SMEs) still struggle with the availability of bank
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Figure 2.4. Share of Exports to the World
(Percent of total world exports)

0.25- -
2010 = 2015

0.20-

EGY PAK MAR TUN

JOR  SDN

LBN MRT DJI AFG

Sources: National authorities; and IMF staff calculations.
Note: Country abbreviations are International Organization for Standardization
(ISO) country codes.

credit as banks mainly finance government and
large state-owned enterprises (SOEs). Confidence
is also being influenced by the mixed progress

of structural reforms, which have been relatively
steady in some (Jordan, Morocco, Pakistan), more
varied in others (Egypt, Mauritania, Tunisia), and
slowed by a lack of political cohesion elsewhere

(Lebanon).

Inflation is expected to gather speed next year. At
7.4 percent in 2016, inflation is almost 1 percent
higher than last year and is expected to rise to 9.8
percent next year, driven largely by the inflation
rate in Egypt. So far, persistently large output
gaps, low global food and energy prices (where
pass-through has been allowed), and currency
appreciation against major import partners

(China and the euro area with 15 percent and

25 percent of imports, respectively) have put
downward pressures on inflation. These pressures
have been offset by energy subsidy phase-outs,
increased food prices, and, in some cases, currency
depreciations (Egypt, Tunisia), monetization

of fiscal deficits, and accommodative monetary
policies. Next year, the region will face additional
upward pressures from rising global energy prices,
further electricity and water subsidy phase-outs

Figure 2.5. The High Business Cost of Terrorism
(Indiicator, -7 7 being the highest cost)’

5- 2006-07 -
= 2015-16
— DEVASIA (2015-16)

4- — LAC (2015-16) -

— CEE (2015-16)
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Sources: World Economic Forum, The Global Competitiveness Report 2015-16;
and IMF staff calculations.

Note: Country abbreviations are International Organization for Standardization
(IS0) country codes. CEE = central and eastern Europe; DEVASIA = developing
Asia; and LAC = Latin America and the Caribbean.

The business cost of terrorism is a survey-based indicator that asks
respondents the extent to which the threat of terrorism imposes costs on
businesses.

(Egypt, Tunisia), and increased domestic demand
from increased large-scale public and private
investment (Egypt).

Lackluster Medium-
Term Prospects

Medium-term growth prospects remain
insufficient to reduce unemployment, raise
incomes, and improve economic inclusiveness.
Weak productivity growth and slow capital
accumulation are keeping potential growth weak,
and the region is falling further behind its global
peers in terms of its medium-term economic
prospects (Figure 2.0), especially in per capita
terms given the region’s fast-growing population.
Although economic growth has picked up

in recent years, it has not yet made a dent in
unemployment (Figure 2.7). The low sensitivity
of unemployment to growth suggests that
unemployment is mostly structural and due, in
particular, to mismatches in job skills. On current
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Figure 2.6. Potential Growth and Productivity, Capital, and
Labor Growth

(Percentage points)
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Source: Mitra and others (2016).
Note: EMDC = emerging markets and developing countries.

medium-term growth projections of slightly more
than 5 percent, the unemployment rate of nearly
11 percent is anticipated to decline by only 3
percentage points to 8 percent by 2021.

Rising Downside Risks

Domestic and external downside risks have
increased. A worsening of security conditions

or social tensions, reform fatigue, increased
spillovers from regional conflicts, and/or slower
euro area growth (perhaps triggered by Brexit
uncertainties) could undermine economic growth.
The rebalancing in China could translate into
lower-than-expected infrastructure financing for
the region (Djibouti, Pakistan), slower emerging
market growth prospects, and lower commodity
export prices (Mauritania, Pakistan). A withdrawal
of correspondent bank relationships could
catalyze reductions in financial services by global
or regional banks (Djibouti, Sudan) or closer
banking scrutiny (Lebanon). Risk premiums

may rise sharply—raising financing costs for
governments and banks (and, in turn, reducing
their profitability)—if global financial conditions
were to tighten more than expected amid China’s
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Figure 2.7. Unemployment and Real GDP Growth Rates,
2010-15
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Sources: National authorities; and IMF staff calculations.

rebalancing and slowdown, the normalization

of U.S. interest rates, and/or the fallout from
Brexit. Investors’ flight to safety could strengthen
the U.S. dollar, resulting in a greater loss of
competitiveness for those countries that peg to
the dollar but export largely to China and the euro
area.

On the upside, exports could rise as Iran
reintegrates into the regional economy (see
October 2015 Regional Economic Outlook: Middle
East and Central Asia) and progress is made on
trade pacts with the European Union (Jordan).
The rebalancing in China may also provide
opportunities for an increase in consumption-
related exports (Chapter 4).

Vulnerable Fiscal and
External Positions

Despite recent improvements, significant fiscal
vulnerabilities remain. Subsidy and revenue
reforms are expected to reduce fiscal deficits in
most Middle East, North Africa, Afghanistan,
and Pakistan (MENAP) oil importers by 0.3
percentage point to 7 percent of GDP in 2016
and further to 5.8 percent in 2017, stabilizing

Unemployment rate
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Figure 2.8. Subsidy Reforms Create Space for

Growth-Enhancing Social Spending’
(Percent of GDP, change from prior year)
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Sources: National authorities; and IMF staff calculations.
"Excluding Djibouti, Lebanon, and Pakistan.

public debt. These reforms also created space
(Figure 2.8) for increased spending on education,
health care, and targeted social assistance. This
targeted spending will have the dual effect of
softening some of the near-term adverse impact
of fiscal consolidation on economic activity
while also supporting long-term growth. Further
growth-enhancing spending on infrastructure
and social sectors is needed to address supply
bottlenecks and improve growth prospects.
However, there is little scope for increased
spending given the weakness of state revenues,
large public wage bills, and high debt service—
especially in Egypt, Jordan, and Lebanon, where
debt ranges from 90 percent to 145 percent of
GDP. The recent partial recovery in oil prices will
support fuel tax revenues, but for those countries
yet to complete energy subsidy reforms, they will
increase government subsidy spending (Egypt,
Sudan, Tunisia) or SOE imbalances (particularly
in the electricity sector), raising debt pressures in
most countries.

External positions have pockets of weakness
as well. International reserves currently average
six months of imports across the region but
are below three months in Egypt and Sudan. In

Figure 2.9. Banks Remain Healthy: Private Credit, Deposits,

Nonperforming Loans, Return on Assets
(Percent, year-over-year monthly growth for credit and deposits)
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Sources: National authorities; and IMF staff calculations.
Note: NPL = nonperforming loans; rhs = right-hand side; ROA = return on assets.

particular, for Sudan, the withdrawal of foreign
bank correspondent relationships and the
reduction of trade financing activities have slowed
trade, remittances, and foreign investment—
increasing pressure on reserves. So far, the
region’s weak exports have been largely offset

by low energy import bills. As oil prices partially
recover, coupled with increased investment-related
imports, import bills and balance of payments
pressures will rise. In some cases, reduced oil
dependence (Jordan’s shift from expensive, short-
term oil contracts to cost-effective, long-term
natural gas contracts), increased foreign direct
investment (Morocco, Pakistan), and external
public financing inflows (possible sovereign debt
issues in Egypt, Pakistan, and Tunisia) will help.

The financial sector is stable but needs
improvements to be safeguarded. Banking systems
remain healthy with generally well-capitalized,
liquid, and profitable banks (Figure 2.9)—given
solid deposit growth, despite the recent pickup

in credit. Nonperforming loans are high but
gradually declining. Regulatory and supervisory
frameworks—as well as corporate insolvency and
bankruptcy regimes, and, in some cases, deposit
insurance schemes—need to be strengthened.

International Monetary Fund | October 2016 37



REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

Implementing Fiscal, Monetary,
and Structural Reforms

Achieving fiscal sustainability over the medium
term, while supporting economic activity in the
near term, demands careful fiscal policy choices.
Carefully designed and clearly communicated
medium-term plans, in particular, can help sustain
an casier fiscal stance in the near term without
upward pressure on borrowing rates. The key
components of such plans could include the
following:

*  On the revenue side, the recent reduction
of exemptions and loopholes (Morocco and
Pakistan; those planned in Egypt, Jordan,
and Tunisia), better tax administration,
and rationalization of customs processes
(Pakistan) support revenues, inclusiveness,
and growth by leveling the playing field for
companies, and reducing compliance costs.
Revenue measures targeting higher-income
earners or greater use of technology in tax
collection also increase equity (Jewell and
others 2015). Policies that will also play
important roles are the introduction of a
value-added tax (Egypt), revised income
tax thresholds (Jordan, Tunisia), and higher

excises.

*  On the spending side, increased funding for
infrastructure, health care, education, and
social services (including active labor market
policies, Box 2.2) will support employment
and growth. Measures to reduce SOE losses
(including automatic pricing mechanisms for
energy companies) would cut their arrears to
the government and private sector. Spending
efficiency can also be improved by strong
evaluation, prioritization, and implementation
of large projects. Public sector wage bills
should be contained and plans for their
gradual rationalization would ultimately create
space for more growth-enhancing spending,
Morocco’s recent pension reforms are a
step in that direction. In contrast, Tunisia
has raised wages in efforts to soothe social
tensions.
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Reforming public debt financing would reduce
financing risks while improving the business
environment. With global financial conditions
tightening, policymakers are likely to continue
relying mainly on domestic bank financing. More
regular domestic bond issuance with longer
maturities, market-determined yields, and a
broader investor base would reduce rollover risks,
deepen financial markets, encourage financing

of public-private partnerships, and reduce
banking system risks from high public sector loan
concentration. A more balanced mix of domestic
and external borrowing would reduce the
crowding out of bank loans to the private sector.
Privatization of SOEs would improve government
finances and create better incentives for efficiency,
although the near-term job losses would need to
be carefully managed.

Accommodative monetary policy and greater
exchange rate flexibility would help support
growth and macroeconomic stability. Where
competitiveness is deteriorating, nominal exchange
rate pressures are rising (for example, growing
gaps between official and unofficial exchange
rates), and balance sheet mismatches are limited,

a faster transition to more flexible exchange

rate systems is needed to avoid a more difficult
macroeconomic adjustment later on. Greater
flexibility needs to be complemented by building
central bank independence (recent progress in
Morocco, Pakistan, and Tunisia is welcome),
determining an alternative nominal anchor,
building institutional capacity, addressing fiscal
dominance, developing deeper and more liquid
foreign exchange markets, and strengthening
banking supervision and regulation. For countries
in which inflation is expected to remain moderate,
accommodative monetary policy could be used to
mitigate the adverse effects of fiscal consolidation.
In countries pursuing exchange rate flexibility, this
approach needs to be balanced against inflationary
pressures from depreciation. Central banks

must remain vigilant to any signs of increasing
financial stress, stepping up supervisory actions as
necessary.
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Figure 2.10. Falling Behind Global Peers in Key Reform Areas
(Arrows begin at 2007 ranking and end at 2016 ranking)
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Sources: International Country Risk Guide; The PRS Group; World Bank (only
finance indicator); World Economic Forum; and IMF staff calculations.

Note: The vertical axis shows the ranking of a country’s performance relative to
the performance of their global peers defined as emerging markets and
developing countries (EMDCs). The 100 ranking reflects the top ranking among
EMDCs; an 80 ranking means a country is performing among the top 80 percent
of EMDCs, and so on. The arrows demonstrate changes in rankings that reflect
changes in countries’ own performance and/or performance of their global peers
(defined as EMDCs). Countries without a substantial change in rankings relative
to global peers are not shown. Sources of structural indicators were chosen
based on data availability. Results are robust to using alternative sources.
Country abbreviations are International Organization for Standardization (ISO)
country codes.

Raising economic potential and creating jobs
require higher productivity growth and the
building of physical capital. Despite recent
progress, the pace of reforms in the region is
still slower than in its global peers—MENAP

oil importers’ relative rankings have even been
declining in key areas such as infrastructure (where
all but Morocco’s rankings fell), education, the
regulatory environment, corruption, finance, and
trade (Figure 2.10). Together with other analyses
(for example, Mitra and others 2016 as well as
IMF 2014), these rankings point to areas where
reform efforts can have the largest impact on
raising capital and productivity growth, taking
into account capacity constraints. Building the
region’s physical capital hinges on infrastructure
investment and financial market development.
For the latter, the establishment and wider use
of credit bureaus would ease access to finance
(especially for SMEs)—facilitating private capital
accumulation, business expansion, and job

creation. Reducing the cost of doing business
through stronger investor protection, and fewer
and less burdensome regulations would support
productivity growth. Shrinking the economic
dominance of SOEs would also be important
to level the playing field and enhance economic
efficiency. Nurturing worker talent through
education and vocational training that aligns
skills with job market needs, leveraging the
talent and knowledge of diasporas, and raising
temale labor force participation are also critical
to raising productivity. Increased trade openness
could enable countries to join job-creating global
manufacturing supply chains.

International Support

Support from the international community can
facilitate the transition to higher growth, better
living standards, and more jobs while shoring up
macroeconomic stability. Bilateral and multilateral
official financing can help create fiscal space

for growth-enhancing social spending and

catalyze additional private financing, especially

for countries that are already moving forward

with challenging macroeconomic and structural
reforms. International support is especially needed
in countries coping with growing numbers of
refugees, as they are providing a global public
good (Box 2.1) and raising their debt levels to do
so. However, absent sound reforms, financing only
delays the unwinding of underlying imbalances—
which may be abrupt and more painful in the
future. Current IMF arrangements in MENAP oil-
importing economies—committing more than $20
billion in Afghanistan, Egypt, Jordan, Morocco (a
credit line against external shocks), and Tunisia—
aim to support countries’ reform efforts and
macroeconomic adjustment. The arrangements
have been characterized by flexibility (in

financing amounts and program conditionality)

in responding to unexpected shocks, especially in
Jordan and Tunisia. The international community
can also provide support through technical advice,
other capacity-building initiatives, and enhanced
access to export markets for the region’s products
and services.
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Box 2.1. Economic Policies During Conflict

During the second half of the past century, the Middle East, North Africa, Afghanistan, and Pakistan
(MENAP) region experienced more frequent and more severe conflicts than any other part of the world.
With conflicts having recently intensified, the region faces new challenges. Violent non-state actors have
emerged as significant political and military powers, holding large areas of sovereign territory. A refugee crisis
on a scale not seen since the end of World War II is affecting not only the MENAP region but also Europe,

with attendant economic and social implications.

Violent conflicts not only destroy human, social, and economic capital—with severe consequences for growth
potential—they also pose major and immediate challenges to economic policymaking. Countries most
exposed to conflict (Afghanistan, Iraq, Libya, Somalia, Syria, Yemen) face, to varying degrees, deep recessions,
high inflation, worsened fiscal and financial positions, and damaged institutions. Economic spillovers to

neighboring MENAP countries and other regions, notably Europe, are also large, including the challenges

of hosting large numbers of refugees, weaker confidence and security, and declining social cohesion (Figure

2.1.1).

Figure 2.1.1. Refugees, Many Escaping

Conflict, Hosted in MENAP Countries
(Thousands)
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Sources: United Nations High Commissioner for Refugees
Statistics database; and IMF staff calculations.

Note: These are the sixteen MENAP countries with the
most registered refugees. Estimates of inhabitants
(including refugees) are from the UN Population Division.
Country abbreviations are International Organization for
Standardization (ISO) country codes. Ihs = left-hand side;
rhs = right-hand side.

The experience with recent MENAP conflicts shows that,
even in the context of ongoing violence, policymakers
need to both ensure the continuity of government and
minimize harm to the public and economic activity.
Three priorities stand out: (1) protecting institutions from
becoming inoperative or corrupt; (2) prioritizing public
spending to protect human life, limiting fiscal deficits,
and preserving economic potential; and (3) stabilizing
macroeconomic and financial developments through
effective monetary and exchange rate policy.

Protecting institutions has been difficult at a time when
political systems are disintegrating. The experience with
MENAP conflicts stresses the importance of keeping core
government institutions—such as fiscal agents and central
banks—functioning amid difficult operational challenges,
including the threat of corruption. Policymakers may be
tempted to “capture” government institutions for personal
benefit: financial flows may be redirected to the political
constituencies of those in power; regulations may be
biased in favor of a privileged few; and the collection of
revenue may be aimed at political foes.

Prioritizing spending is also critical, as conflicts in the
MENARP region have been typically associated with
increased fiscal pressures. While conflict often brings
urgent spending needs, fiscal space is squeezed by

declining revenue collection and reduced access to external financing. The end result has often been ballooning
fiscal deficits. The magnitudes can be dramatic. In Yemen, for example, preliminary data on the 2015 outturn

suggest that central government revenue fell by as much as 60 percent—reflecting the combined effect of
the sharp fall in oil prices and the shutdown of oil production facilities in the wake of the escalation of the

Prepared by Risto Herrala.
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Box 2.1. (continued)

conflict. Donor support has been an unreliable source of funding for conflict-ridden countries. In West Bank
and Gaza, donor financing for the budget decreased by one-third in 2015, despite an upturn in violence and
persistently high security-related expenditure needs.

Stabilization is particularly challenging, as conflicts push central banks into a greater role in financing
government activities. In 2015, governments in Iraq and Yemen financed part of their budgets via their central
banks. To safeguard the continuation of government activities, central banks have sometimes been forced to
take on very broad mandates. In Libya, the central bank has become the fiscal agent responsible for operating
government finances, and has also played a key role in negotiating export contracts. Monetary policy toolkits
have often been augmented through increased recourse to administrative measures to control domestic credit
allocation and foreign exchange flows. For example, Libya has tightened foreign exchange controls to curb a
thriving parallel market; and Yemen took measures to channel domestic funding toward policy priorities.
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Box 2.2. Active Labor Market Policies: What Can MENAP and the CCA Learn from Others?

In the context of weak labor market outcomes, active labor market policies (ALMPs) have become increas-

ingly popular across the world. ALMPs work through enhancing the employability of job seekers, more aptly
connecting workers and jobs, and promoting job creation and labor force participation. If designed appro-

priately, these policies can improve individual labor market outcomes and contribute to reducing poverty
and improving equity. ALMPs are part of the policy mix to address labor market deficiencies, together with

passive labor market, social, and demand-side policies.

ALMP:s can help address some of the labor market deficiencies in the MENAP and CCA regions. There are
five main types of ALMPs—from expensive training programs to relatively low-cost employment services

(Table 2.2.1). Training programs are most popular and common in the region. All other types are also used,

to varying degrees. The main challenges in establishing successful ALMPs in the region relate to their target

audience—beneficiaries are usually selected from the pool of the unemployed, few of whom are registered—

and capacity for being implemented. For example, although intermediation services are offered in many

countries, they are largely ineffective and rarely used. Very few programs in the region are monitored or
evaluated, even in the oil-exporting countries, which have greater means and stronger implementation

capacity.

Table 2.2.1. Typology of Active Labor Market

Policies

Program Type

Goal

Training and retraining
programs

Intermediation services

Wage or employment
subsidies

Public works programs

Self-employment programs

Improve the employability of
workers through providing skills

Reduce information
asymmetries in the labor market

Foster the employment
of individuals with lower
productivity

Provide temporary employment
with a training element

Provide technical and financial
support to unemployed persons
to set up their own businesses

Source: Author.

While evaluations from the region are scarce, large-scale
meta-analyses of studies from advanced economies
provide useful insights on the impact of ALMPs on the
income and employment of beneficiaries:

 Employment. Training programs have long-term
positive impacts. In the short term, public employment
services can be very successful in helping job seckers
find work. Public works programs have negligible

or even negative effects on beneficiaries. A recent
inventory of youth interventions shows that about one-
third of reviewed programs had increased employment
or earnings. At the aggregate level, higher spending on
ALMPs is most often associated with a reduction in
cyclical and long-term unemployment.

® Skills improvement. Even when ALMPs are not found
to have a positive measurable effect on earning and
employment, they can have other desirable effects, such
as increasing the well-being of beneficiaries through
maintaining social contacts, attachment to the labor
market, and improving soft and technical skills.

Inclusive growth can also be fostered. Public works programs can help with anti-poverty goals. ALMPs that
include a stipend, or some form of paid work, can support incomes, especially in countries that do not have
unemployment benefits or assistance. When targeted at the most vulnerable groups, they can reduce inequity.
However, it is not clear if ALMPs are a superior way of addressing inclusive growth objectives, compared with
social safety nets.

Prepared by Gaélle Pierre.
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Box 2.2. (continued)

The impact of ALMPs depends on how services are chosen and delivered. It is undermined if program
beneficiaries simply replace other workers, if programs find positions for workers who would have found a job
regardless, or when the most promising candidates are selected. Beneficiaries can also end up being stigmatized
and negatively viewed by employers.

Based on extensive international experience, the following best practices can be identified:

e ALMPs work best when they are integrated with other policies, including passive labor market and social
policies. This can be a complex requirement in countries with limited capacities, but avoiding system
fragmentation can help avoid duplications. Effectiveness can be improved by combining services that
respond to the different needs of participants. For example, successful youth programs include multiple
components and intensive implementation (Job Corps in the United States and New Deal for Young
People in the United Kingdom).

*  Since ALMPs require significant institutional capacity, countries can scale down their goals to have
manageable programs, and can involve private sector providers.

e Program design, which is crucial for success, involves several key dimensions: setting clear goals, setting
up adequate targeting, favoring demand-driven approaches, including exit strategies (graduation),
emphasizing human capital accumulation, and ensuring relevance. For example, youth programs in Latin
America combine in-classroom activities with on-the-job training, and closely involve the private sector,
thereby providing marketable skills. When using private providers, it is important to put in place proper
certification, incentive systems, and monitoring.

*  Finally, establishing monitoring and evaluation regimes helps inform decisions about improving and
fine-tuning ALMPs. For example, this is done in the Organisation for Economic Co-operation and
Development, which recently proposed a new framework to improve the effectiveness of ALMPs.
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MENAP 0il Importers: Selected Economic Indicators

Projections
Average
2011-12 2013 2014 2015 2016 2017
(Annual change; percent)
Afghanistan, Rep. of e 3.9 .3 0.8 2.0 34
Dijibouti 37 5.0 6.0 6.5 6.5 7.0
Egypt 45 2.1 2.2 4.2 3.8 4.0
Jordan 5.6 2.8 3.1 2.4 2.8 3.3
Lebanon 4.6 25 2.0 1.0 1.0 2.0
Mauritania 4.6 6.1 5.4 1.2 3.2 4.3
Morocco 4.6 4.5 2.6 45 1.8 4.8
Pakistan 4.4 3.7 4.1 4.0 4.7 5.0
Sudan’ 5.9 5.2 1.6 49 3.1 3.5
Syrian Arab Republic2 43
Tunisia 3.9 2.4 2.3 0.8 15 2.8
West Bank and Gaza3 42 2.2 -0.2 3.5 3.3 3.5
(Year average; percent)
Afghanistan, Rep. of e 7.4 4.7 -1.5 45 6.0
Djibouti 3.6 2.4 2.9 2.1 3.0 35
Egypt 3.3 9.5 10.1 104 14.0 17.3
Jordan 3.9 4.8 2.9 -0.9 -0.5 2.3
Lebanon 3.1 4.8 1.9 =3.7 0.7 2.0
Mauritania 6.1 4.1 3.8 0.5 1.3 4.2
Morocco 1.7 1.9 04 1.5 1.3 1.3
Pakistan 8.5 7.4 8.6 45 2.9 5.2
Sudan’ 11.8 36.5 36.9 16.9 185 16.1
Syrian Arab Republic? 49
Tunisia 341 5.8 4.9 49 3.7 3.9
West Bank and Gaza3 3.8 1.7 1.7 1.4 1.1 1.2
(Percent of GDP)
Afghanistan, Rep. of* e -0.6 -1.7 -1.4 0.1 0.0
Djibouti -19 -5.9 -12.2 -15.7 2.1 3.3
Egypt 7.4 -13.4 -12.9 -11.5 -12.0 -9.7
Jordan® -4.7 -11.1 -10.3 5.4 -3.8 -2.6
Lebanon* -11.9 -8.7 -6.0 7.4 -8.1 -95
Mauritania*® -2.6 -0.8 -3.3 -3.4 -0.4 -1.8
Morocco* 4.0 -5.2 -4.9 4.4 -3.5 -3.0
Pakistan’ -4.4 -8.4 -4.9 -5.2 -4.4 -3.6
Sudan’ -1.2 23 -1.4 -1.9 -2.0 =21
Syrian Arab Republic2
Tunisia® 2.7 7.4 -3.9 5.1 -4.5 -3.6
West Bank and Gaza3 —24.1 -12.6 -12.5 -11.4 —9.6 -9.3

Sources: National authorities; and IMF staff estimates and projections.
Note: Variables reported on a fiscal year basis for Afghanistan (March 21/March 20) until 2011, and December 21/December 20 thereafter,
and Egypt and Pakistan (July/June), except inflation.
"Data for 2011 exclude South Sudan after July 9. Data for 2012 and onward pertain to the current Sudan.
22011-17 data exclude Syria due to the uncertain political situation.
3West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
4Central government. For Jordan, includes transfers to electricity company.
50verall fiscal balance includes the transfers to the electricity company NEPCO until the end of 2014. From 2015 transfers were stopped.
BIncludes oil revenue transferred to the oil fund.
7Including grants.
8Includes bank recapitalization costs and arrears payments.
(continues)
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MENAP 0il Importers: Selected Economic Indicators (continued)

Projections
Average
2011-12 2013 2014 2015 2016 2017
" Current Account Balance ~ -25 51 44 45 48 41
(Percent of GDP)

Afghanistan, Rep. of . 8.7 2.4 4.7 45 1.1
Dijibouti -7.9 -23.3 —25.6 -30.7 -17.2 -14.4
Egypt -04 2.2 -0.8 =37 -5.8 -5.2
Jordan -5.8 -10.3 -6.8 -9.0 -9.0 -8.9
Lebanon —14.7 —26.7 —28.1 -21.0 -20.4 —20.6
Mauritania -14.8 —28.6 -33.3 —27.0 -21.9 —24.9
Morocco -3.0 -7.6 5.7 -1.9 -1.2 -14
Pakistan -1.3 -1.1 -1.3 -1.0 -0.9 -1.5
Sudan’ 5.3 -8.7 7.0 -7.8 -5.9 -4.9
Syrian Arab Republic2 -0.4
Tunisia -3.8 -8.4 9.1 -8.8 -8.0 —6.9
West Bank and Gaza3 -17.8 -12.3 7.4 -13.5 -13.4 -11.4

Sources: National authorities; and IMF staff estimates and projections.

Note: Variables reported on a fiscal year basis for Afghanistan (March 21/March 20) until 2011, and December 21/December 20 thereafter,
and Egypt and Pakistan (July/June), except inflation.

"Data for 2011 exclude South Sudan after July 9. Data for 2012 and onward pertain to the current Sudan.

22011-17 data exclude Syria due to the uncertain political situation.

3West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.

4Central government. For Jordan, includes transfers to electricity company.

50Qverall fiscal balance includes the transfers to the electricity company NEPCO until the end of 2014. From 2015 transfers were stopped.
SIncludes oil revenue transferred to the oil fund.

7Including grants.

8Includes bank recapitalization costs and arrears payments.
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Caucasus and Central Asia

Caucasus and Central Asia
Population, millions (2015)
GDP per capita, U.S. dollars (2015)
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Kyrgyz Republic
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3,521 Tajikistan
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54 31.0
6,655 2,115

Sources: IMF Regional Economic Outlook database; and Microsoft Map Land.
Note: The country names and borders on this map do not necessarily reflect the IMF’s official positions.
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CCA Region Highlights

The CCA region has been hit by large and
persistent external shocks since 2014, particularly
the slump in commodity prices and slowdown

in its key economic partners (mainly Russia and
China). Regional growth is projected to average
1.3 percent this year. This represents a sharp
weakening of economic activity compared with
the rates observed in the 15 years before the
shocks, especially for oil exporters. Next year,
the region’s economies should turn a corner,
with average growth picking up to 2.6 percent.
However, available policy space has declined, and
vulnerabilities have risen. Medium-term prospects
are weak, with growth projected to average 4
percent in 201821, half that in 2000-14. Under
this scenario, the gains that have been made in
living standards since independence, vis-a-vis
emerging markets, would be partly reversed.

Shocks Mitigated,
Vulnerabilities Heightened

Fiscal accommodation, along with currency
adjustment, has helped the CCA mitigate the
impact of the external shocks. However, amid
weakening revenues, increased public spending has
widened budget deficits by some 6.3 percentage
points of GDP on average since 2014. With
financial assets being drawn down and public debt
rising, policy space has declined. Going forward,
fiscal policy needs to strike a balance between
supporting growth in the short term and ensuring
debt sustainability, intergenerational equity, and
precautionary savings over the longer term. This
requires prioritizing pro-growth capital spending
and safeguarding social expenditures, while
consolidating fiscal positions in the context of
credible medium-term plans.

Currency adjustment has supported
competitiveness but temporarily raised inflation
and, amid weakening growth, contributed to the
buildup of vulnerabilities in the highly dollarized
financial sectors. With many countries opting
for more exchange rate flexibility, the need to
strengthen monetary policy frameworks has
become a priority. This must be complemented
with further steps to contain risks to financial
stability and intermediation, including capital
injections, restructuring and closing of troubled
banks, and revamping of lending practices, as
well as strengthening of financial surveillance
and macroprudential and crisis management
frameworks.

Structural Transformation Needed

Most CCA countries made rapid gains in living
standards in the two decades following their
independence. However, these gains have lost
momentum in recent years amid weak productivity
growth and deceleration of investment. Structural
transformation to diversify away from reliance

on commodities and remittances is imperative to
improve medium-term prospects, create jobs, and
raise living standards. Many countries have already
drawn up diversification and privatization plans.
But decisive actions are now needed to implement
them. Efforts could focus on improving
governance, accountability, property rights and
financial intermediation, areas where the CCA lags
behind its emerging market peers. Growth will
also need to be made more inclusive, to allow the
broader population to enjoy the benefits of higher
living standards.
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CCA Region: Selected Economic Indicators, 2000-17
(Percent of GDP, unless otherwise indicated)

Projections

Average
2012 2013 2014 2015 2016 2017

Real GDP (annual growth) 8.7 6.6 5.3 3.2 1.3 2.6
Current Account Balance 1.5 21 2.0 -3.0 —4.1 -2.8
Overall Fiscal Balance 2.7 2.7 1.5 -4.6 -4.9 -3.0
Inflation, p.a. (annual growth) 9.4 6.1 59 6.2 9.9 8.3
Real GDP (annual growth) 9.0 6.7 53 3.1 1.0 24
Current Account Balance 2.7 2.8 3.3 2.4 -3.5 -2.0
Overall Fiscal Balance 3.4 3.3 1.9 4.7 -4.8 2.8
Inflation, p.a. (annual growth) 9.6 6.4 6.1 6.4 10.8 8.7
Real GDP (annual growth) 6.5 5.7 4.7 3.7 3.7 4.1
Current Account Balance 7.6 -4.8 94 -7.9 -8.5 -8.8
Overall Fiscal Balance -3.2 -2.5 -2.0 -3.6 -5.3 4.4
Inflation, p.a. (annual growth) 7.7 3.6 4.6 4.8 2.4 4.9

Sources: National authorities; and IMF staff calculations and projections.
Note: CCA oil and gas exporters: Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan. CCA oil and gas importers: Armenia, Georgia, the Kyrgyz Repub-
lic, and Tajikistan.
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OcHoBHbIe nonoxeHus no pernoxy KLIA

Permon KLIA moaBepraeTcst CHABHBIM M AOATOBPEMEHHBIM BHeIHNM rrokam ¢ 2014 roaa, ocobeHHO
B PE3YABTATE IIAACHUA LIEH Ha OUPIKEBBIC TOBAPEL U 3AMEAACHHA POCTA B CTPAHAX, ABAAIOIINXCH
BaKHEHIITIMI SKOHOMHYECKIMH ITapTHEPaMU peruona (B ocHoBHOM B Poccun u Kurae). Temrrnr
pOCTa B PErHOHE, IO IIPOIHO3aM, COCTABAT B CPEAHEM B 3TOM rOAy 1,3 mpomenTa. D10 03HAUACT
pesKoe 0cAaDACHIE SKOHOMUYECKOH aKTUBHOCTH 11O CPABHEHUIO C TEMITAMHU, HAOAFOAABILIIMUCH B
TedeHne 15 AeT AO IIOKOB, OCODEHHO AASl cTpaH—3KcHOpTepoB HedTH. Ha OyAyImumii roa B 9kOHOMIKE
CTPaH PErHOHA AOAMKEH HACTYIIHTE ITOBOPOTHEII MOMEHT, C IIOBBIIIIEHIEM CPEAHUX TEMIIOB POCTA AO
2,7 nporenta. [Ipn aToM uMeroIecs BO3MOKHOCTH SKOHOMUYECKOH IIOAUTHKH COKPAIIATOTCA, H
paKTOPBI YA3BUMOCTH YCHAHBAIOTCA. TeMIIBI poCcTa B CPEAHECPOYHOM IIEPCIIEKTUBE HEBLICOKM, OHU
IIPOTHO3UPYIOTCA B CpeAHeM Ha yposHe 4 mrporierTos B 2018—2021 roaax, 9ro cOCTaBUT ITOAOBHUHY
socturayTeix B 2000—2014 roasr. COOTBETCTBEHHO, IIPOIPECC B IOBBIIIEHUN YPOBHA JKU3HU H €0
HPUOAMKEHIN K CTPAHAM € (POPMHUPYFOIIIMCH PBIHKOM, KOTOPBIH ObIA AOCTHTHYT ITOCAC OOPETCHHS
HE3aBHCUMOCTH, YaCTHYIHO COMAET Ha HET.

CmsiryeHue WOKOB, ycuneHue hakTopoB yI3BUMOCTH

AAaIITUBHAA HAAOTOBO-OIOAJKECTHAS IIOAUTHKA, HAPAAY C KOPPEKTUPOBKOM OOMEHHOIO KypCa, IIOMOIaeT
skoHomMuke crpad KIIA cMArduTs HOCAEACTBUSA BHEITHUX IITOKOB. [Ipu 3TOM, B yCAOBHAX COKpaIieHNA
AOXOAOB, ITOBBIIIICHIE TOCYAAPCTBEHHBIX PACXOAOB YBEAUIHAO OIOAKETHBEIC ACCDUIINTEL B CPEAHEM
npumepro Ha 6,3 nporentHoro myakra BBIT ¢ 2014 roaa. C ucmoapsosannem (hHHAHCOBBIX AKTHBOB

U POCTOM TOCYAAPCTBEHHOTO AOATA YMCHBIITHANCH BO3MOKHOCTH BBIOOPA 9KOHOMIUYECKOH ITOANTHKH.

B GyAyimem HaAOTOBO-OFOAKETHAS IIOAUTHKA AOAKHA OOCCIICYNBATE DAAAHC MEKAY IIOAAEPKKOH poCTa
B KPATKOCPOYHOM IIEPCIEKTUBE U OOECIIEUCHUEM YCTOMYUBOCTH AOATOBOM CHTYAIIUH, CIIPABEAAUBOIO
PACIIPEACACHHSA PECYPCOB MEIKAY ITOKOACHUAMI 1 COCPEIKCHIS CPEACTB HA HEIIPCABHACHHBIC PACXOABI B
Boaee AOATOCPOUHOM IepcrekTuBe. AAf ITOTO HECOOXOAUMO YCTAHOBHTDH IIPUOPHTETHOCTD KAITHTAABHBIX
PAaCcXOAOB, CLIOCOOCTBYIOIIUX POCTY, U 3AIIUTUTD PACXOABI HA COLUAABHBIC HY/KABL, IIPOBOAA

6IOA}K€THYIO KOHCOAMAQITIHUIO B KOHTCKCTC BHYITAIOINNX AOBEPUC CPCAHCCPOIHBIX ITAAHOB.

KoppextupoBka 0OMEHHOIO Kypca ITOAACPKHBACT KOHKYPEHTOCIIOCOOHOCTD, HO BPEMEHHO ITOBBICHAA
HH(AALHIO U, B YCAOBHUAX OCAAOACHUA AMHAMEKI POCTA, CTAAQ OAHOH U3 IIPUYHH ITOBBIIIICHHSA
VASBUMOCTH B 3HAYUTEABHON CTEIIEHH AOAAAPHU3UPOBAHHBIX (DMHAHCOBEIX CeKTOPOB. I1pu pacryrem
YHCAE CTPaH, IPEAIOYUTAIOMINX OOABIIYIO THOKOCTE OOMEHHOTO KypCa, YKPEIIACHIE OCHOB ACHEKHO-
KPEAUTHON ITOANTHKH CTAHOBHTCSH IIPHOPHTETHON 33Aa9YEH. DTO AOAKHO AOITOAHATBCA AAABHEHITTIMIX
MEPAMH 10 CACPKUBAHUIO PHCKOB AASl (DUHAHCOBOI CTAOMABHOCTH M IIOCPEAHNYCCTBA, B TOM YHCAC
BAHMBAHIEM KAIIHUTAAQ, PECTPYKTYPH3ALINCH U 3aKPBITHEM IIPOOACMHBIX OAHKOB 1 IIEPECMOTPOM
MEXAaHH3MOB KPEAHTOBAHUA, 4 TAKIKE YKPEIIACHHEM (DHHAHCOBOIO HAA30PA U MAKPOIIPYACHIIMAABHEIX
OCHOB, 2 TAK/KE€ OCHOB aHTUKPU3HCHOTO YIIPABACHUAL.

Heobxoaumb! CTPYKTYpHbIE Npeobpa3oBaHus

Boapmmucrso crpan KIIA A00HANICH OBICTPOrO ITOBBIIIIEHUSA YPOBHA KU3HU 34 ABA ACCATHAETHUSA ITOCAE

06p€T€HI/IH HE3ABUCUMOCTH. DTH AOCTHIKEHUS, OAHAKO, IIOTEPAAN H’<16paHHbI€ O60pOTbI B IIOCACAHHEC
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TOABI B YCAOBHAX BAAOTO POCTA IIPOU3BOAUTEABHOCTH H 3AMEAACHHA POCTA HHBECTHIIHH. bes
CTPYKTYPHBIX IIPEOOPA3OBAHUIL B LIEAAX AUBEPCU(DUKAIIIH SKOHOMUKU AAA YMEHBIIIEHNA 3aBUCHMOCTH
OT OHPIKEBBIX TOBAPOB U ACHEKHBIX ITIEPEBOAOB HEBO3MOKHO YAVUIIICHHE CPCAHECPOUIHBIX IICPCIICKTHB,
CO3AQHHE PAOOYUX MECT U ITOBBIIIEHUE YPOBHSA *KU3HU. MHOIHE CTPAaHbI yiKe paspabOTAAH ITAAHEI
AuBepcudukanuy u npusaruzaua. Ho AAf peaansannn sTUX IIAAHOB HEOOXOAUMBI PEITUTEABHBIE
ACHCTBIA. Y CHANA MOIYT OBITH HAIIPABACHBI HA COBEPIIICHCTBOBAHICE C(HEP YIPABACHHA, TIOAOTICTHOCTI,
IIpaB COOCTBEHHOCTH B (PUHAHCOBOTO ITOCPEAHIICECTBA, B KOTOPEIX KLIA orcraer o cormocraBumbrx
crpan ¢ opmupyromumcs perakoM. Heobxoaumo raxixe AOOHTBCA GOACE BCEOOBEMAIOIIETO XapaKTrepa
pOCTa, 9TOOBI ITO3BOAUTE DOACE IITMPOKHM CAOSAM HACEACHUA BOCIIOAB30BATHCA IPEHMYIIIECTBAME DOACE
BBICOKOTO YPOBHS JKH3HH.

Peruon KITA: oraesbHble a3kOHOMHUYECKHE mokasdaTteAr, 2000—2017 roapt
(B mpontenrax BBII, ecan e yka3aHo uHOE)

Cpeanee ITporuosst

2000-12 2013 2014 2015 2016 2017

Peansrriii BBIT (roaosoii pocr) 8.7 6.6 5.3 32 13 26
CaAbAO cUeTa TEKYIIMX OepaIuit 15 2.1 2.0 -3.0 —4.1 -2.8
Obriee caabA0 OroameTa 2.7 2.7 15 -4.6 -4.9 =-3.0
Wudasrms, B cpeAHem 32 TIePHOA (TOAOBOIT pocT) 9.4 6.1 5.9 6.2 9.9 8.3
(CpmmemmpmmegmumssXIA
Peaapnsiit BBIT (roaosoit pocr) 9.0 6.7 5.3 3.1 1.0 2.4
CaAbAO CHCTA TEKYIIUX ONCparuii 27 2.8 33 -2.4 -35 -2.0
Obriee caabAo OroaxeTa 3.4 3.3 1.9 4.7 4.8 -2.8
Wudpasims, B cpeaHem 3a EPHOA (TOAOBOI PoCT) 9.6 6.4 6.1 6.4 10.8 8.7
CpmmemmopruuepmumsaKUA
Peaasnniit BBIT (roaosoii pocr) 6.5 5.7 4.7 3.7 3.7 41
CaApAO cu€Ta TEKyIIHX OIepariuil -7.6 -4.8 -94 -7.9 -8.5 -8.8
Obrmee carbAo OroaxeTa -3.2 -2.5 -2.0 -3.6 -53 4.4
Wudasmns, B cpeAHeM 3a TIEPHOA (TOAOBOI POCT) 7.7 3.6 4.6 4.8 2.4 49

Verounmkm: oUIIaAbHEIC OPraHbl CTPAH; PACYCTHL M IPOTHO3E Iepconaa MB®.
Crpansr — sxcrioprepsr Hedprn u rasza KIIA: AsepOaiiaman, Kasaxcran, Typkvenncran u V30ekucTaH.
Crpamsr — mvmoprepsr Hedpru u rasa KIIA: Apmerms, I'pysus, Keipremsckas Pecriybanka n Taokukicram.
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3. Caucasus and Central Asia: Is the Worst Over?

Fiscal accommodation and exchange rate adjustment
have helped the Caucasus and Central Asia (CCA)
mitigate the immediate impact from large and persistent
external shocks, particularly the slump in commod-

ity prices and weaker growth in key trading partmers.
Growth is starting to recover, but these shocks have left
the region with increased fiscal, external, and financial
sector vulnerabilities, along with less policy space and
weaker medium-term prospects. Policies should continue
to support growth in the near term where policy space

is available, while aiming to reduce vulnerabilities over
time, including through the formulation of credible
multiyear fiscal plans, modernization of monetary policy
frameworks, and strengthening of financial supervision.
Structural transformation to diversify away from com-
modities and reduce reliance on remittances is needed

to improve medium-term growth prospects, boost job

creation, and avoid a deterioration in living standards.

Weak and Fragile Recovery

The CCA continues to adjust to large and
persistent shocks from abroad, particularly

the slump in oil and other commodity prices,
depressed economic conditions in Russia, and
slowing economic activity in China. GDP growth
in the region is projected to be 1.3 percent this
year. This represents a sharp weakening of
economic activity compared with the historical
rates observed before the shocks. Fiscal
accommodation and exchange rate adjustment,
combined with some improvement in the external
environment (a partial recovery in the prices of
oil and other key commodities, a milder recession
in Russia, and a policy stimulus in China) have
provided some relief to the region. However,
over the medium term, the oil price recovery

is expected to be limited, with futures markets
suggesting the price will stay below $60 by 2021.
In addition, the recovery in Russia is likely to

Prepared by Saad Quayyum and Juan Trevifio (lead author).
Research assistance was provided by Hong Yang.

Figure 3.1. Not a Historical V-Shaped Recovery
(Real GDP, percent change)

14-

Russian crisis (1998 = 0)
— Global financial crisis (2009 = 0)
= Current recovery (2016 = 0)

Source: IMF staff calculations.

remain modest, and the ongoing prospects for

a mild deceleration in China remain. As a result,
CCA growth is anticipated to pick up only to 2.6
percent in 2017, a much slower recovery than in
previous episodes of economic slowdown (Figure
3.1), reflecting a larger magnitude and greater
persistence of the shocks and more limited policy
space.

For CCA oil exporters, GDP growth in 2016 is
projected to be 1 percent, about 2 percentage
points lower than last year and the lowest since
1998—despite fiscal easing in Azerbaijan and
Uzbekistan. In Kazakhstan, indicators point to
an estimated contraction of % percent this year,
partly owing to weaker oil-related activities and
contractionary fiscal policy. GDP growth for oil
exporters is projected to pick up to 2.4 percent
next year, supported by the recent recovery in oil
prices and an increase in hydrocarbon production
in Kazakhstan, as well as by a pickup in non-
hydrocarbon activities, especially in Azerbaijan.

Oil-importers’ economies are anticipated to
expand by 3.7 percent this year, the same rate as in
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2015. Armenia is benefiting from stronger-than-
expected exports to Russia and rapid growth in
services, but domestic demand remains weak. In
Georgia, increased public spending is boosting
domestic demand. In Tajikistan, growth figures
have been revised up significantly on a pickup in
investment, which is more than offsetting lower
consumption owing to weak remittance flows.
With economic activity projected to strengthen,
especially in Armenia and Georgia, growth in the
CCA oil importers’ group is set to firm to 4.1
percent in 2017.

Challenging Yet Critical
Exchange Rate Adjustment

Currency weakening and, in some cases, increased
exchange rate flexibility, have been an important
element of the CCA’s adjustment to the new
environment of persistently low commodity
prices and reduced growth in key trading partners
(Figure 3.2).! This has helped to both reduce
exchange rate misalignhments and limit the
rundown of foreign currency reserves, support
competitiveness (Box 3.1), and, in oil exporters,
absorb the fiscal impact of lower oil revenues.
With the external shocks receding this year, most
CCA exchange rates have stabilized (Figure 3.2).
Concerns about adverse economic effects of
heightened exchange rate volatility and further
depreciations (the so-called “fear of floating”)
have also kept some CCA currencies inflexible,
limiting the necessary adjustment in real terms.

Policy agendas for moving to greater exchange
rate flexibility remain incomplete in many

Kazakhstan devalued its currency in early 2014 and officially
adopted a floating exchange rate regime in August 2015. Azerbaijan
and Turkmenistan undertook step devaluations of their currencies in
early 2015, and Azerbaijan devalued again in December. The pace
of depreciation in Uzbekistan picked up temporarily toward the end
of 2015. Armenia and Georgia experienced large depreciations in
late 2014 and early 2015, respectively. Depreciation in the Kyrgyz
Republic accelerated from mid-2014 until late 2015, while the
crawling pace of devaluation of Tajikistan’s currency was accelerated
late in 2014 (Figure 3.2). Armenia, Georgia, Kazakhstan, and the
Kyrgyz Republic—de jure under floating exchange rate regimes—all
have a form of inflation-targeting framework in place, with exchange
rate interventions remaining an important instrument throughout
the region (Horton and others 2016).
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countries (Horton and others 2016). A key
challenge is the modernization of monetary policy
frameworks, including the adoption of credible
nominal anchors and the strengthening of central
bank independence. Sustained communication
efforts are also needed to foster policy credibility
and support orderly market conditions. These
include providing guidance on factors that
influence policy decisions and setting out
conditions for intervention in foreign exchange
markets. Enhanced financial sector supervision
could help preserve the soundness of the highly
dollarized financial sectors, which have been
weakened by recent depreciations and economic
slowdown (Box 3.1).

Easing Inflationary Pressures

Inflation is expected to moderate gradually as the
effects of currency depreciations unwind. In oil
exporters, inflation is set to reach double digits
this year for the first time since 2008, reflecting
significant depreciations in Azerbaijan and
Kazakhstan last year (Figure 3.3). As the effect of
currency weakening dissipates, inflation is likely to
decline amid weak domestic demand and declining
food prices. However, inflation will remain at a
rather high 8.7 percent in 2017, partially reflecting
high inflation expectations owing to weakness in
monetary policy frameworks.

In oil importers, inflationary pressures are
expected to remain subdued. Stronger currencies
in Armenia, Georgia, and the Kyrgyz Republic,
slack in economic activity, together with weak oil
and food prices, should help to bring inflation
down to 2.4 percent this year. Inflation is expected
to pick up to 4.9 percent in 2017 as domestic
€conomic activity starts to recover.

With inflationary pressures easing, some central
banks, for example in Armenia, Georgia, and
Kazakhstan, have started to gradually shift their
tight monetary policy stance to support the
recovery by lowering interest rates. In Azerbaijan
and Tajikistan, where inflationary pressures remain
high, tight monetary policy remains warranted.



Figure 3.2. Exchange Rate Pressures Moderating
(Index, January 2010 = 100)
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Sources: Information Notice System database; and IMF staff calculations.
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Note: Country abbreviations are International Organization for Standardization (ISO) country codes.

Financial Vulnerabilities
Still Rising

Financial vulnerabilities continue to build up
across the region. Banking sector risks have
increased with currency depreciations, as highly
dollarized balance sheets have further weakened
(Box 3.1). Some banks continue to report losses
and, given their exposure to foreign currency
fluctuations, remain vulnerable to further
depreciations. The prevalence of unhedged

borrowers is putting downward pressure on asset
quality (Figure 3.4).

Country authorities are taking actions to
contain risks to financial stability and financial
intermediation. These actions include capital
injections, restructuring and closing of troubled
banks, and revamping lending practices, asset
quality review processes, and stress-testing
procedures. In Azerbaijan, for example, the
licenses of eight banks have been revoked, bank
restructuring has gathered momentum, and
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Figure 3.3. Pickup in Inflation Driven by Currency

Depreciation
(Percent change)
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Sources: World Economic Outlook database; IMF, Information Notice System
database; and IMF staff calculations.

Note: Country-specific episodes are described in footnote 1. Bubble size indicates
average inflation between 2000 and 2013. Country abbreviations are
International Organization for Standardization (ISO) country codes.

independent stress testing and asset quality review
is underway. In Kazakhstan, liquidity conditions
have improved, reflecting a number of policy
actions that favored an increase in local currency
deposits, and country authorities are expected to
review their liquidity and resolution frameworks.
In the Kyrgyz Republic, near-term vulnerabilities
have been mitigated through the implementation
of macroprudential measures, higher capital
requirements, and a plan to transition to risk-
based supervision. These important efforts

need to continue, supported by a further
strengthening of financial sector surveillance,
such as the monitoring of liquidity risks.
Stronger macroprudential and crisis management
policies would also help reduce financial sector
vulnerabilities.

Declining Space for
Further Fiscal Easing

Increased public spending, together with weak
revenue, has resulted in wider budget deficits in
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Figure 3.4. Nonperforming Loans Continue to Rise
(Percent of total loans)
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Note: Nonperforming loans (NPLs) in Azerbaijan include only the overdue portion
of the loans. In Kazakhstan, the reduction reflects the de-licensing of a bank with
significant NPLs and legislation changes allowing banks to move NPLs to an
external special purpose vehicle. Data are not available for Turkmenistan. Country
abbreviations are International Organization for Standardization (ISO) country
codes.

oil exporters and importers alike, with overall
balances for the region deteriorating some 6.4
percentage points of GDP on average since
2014. However, most countries are projected to
consolidate their fiscal positions in 2017 (Figure
3.5).

*  The fiscal stance has differed across oil
exporters. Average non-oil fiscal deficits are
expected to be at 19 percent of non-oil GDP
this year, 0.4 percentage points lower than
in 2015. With revenues remaining subdued,
Kazakhstan and Turkmenistan have tightened
their fiscal policies mainly by reducing capital
spending, which has helped to improve
their non-oil primary balances by about 1.5
percentage points of GDP each, relative to
2015, with further reductions expected in
2017. In Azerbaijan, public investment is
projected to decline significantly in 2017,
reversing the expansionary fiscal stance
following a countercyclical stimulus package
this year. Supported by a projected pickup
in revenues in line with oil prices, these



Figure 3.5. Fiscal Balance
(Change from previous year)

1. Oil Exporters: Non-0il Fiscal Balance
(Percent of non-oil GDP)
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Sources: National authorities; and IMF staff calculations.
Note: Uzbekistan is excluded from the oil exporters aggregate.

actions are expected to improve non-oil
fiscal balances in oil exporters by some 2.2
percentage points of non-oil GDP in 2017.

* In oil importers, budget deficits are projected
to widen to 5.3 percent of GDP in 2016
from 3.6 percent last year. This reflects
weaker revenues, as well as increased
spending in support of economic activity,
particularly in Georgia, the Kyrgyz Republic,
and Tajikistan. Increases in expenditure
were driven by increases in the wage bill in
the Kyrgyz Republic, and by strong public
investment both there and in Tajikistan.
With the recovery projected to strengthen
next yeat, all countries except Georgia are
expected to improve their fiscal positions in
2017, modestly narrowing the deficit of the
group to 4.4 percent of GDP. Georgia is
set to provide additional incentives to boost
investment and growth by replacing the
corporate income tax with a tax on dividends
which is expected to reduce tax revenue and
widen the deficit, unless offsetting measures
are implemented.
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2. 0il Importers: Overall Fiscal Balance
(Percent of GDP)
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4- _

2015 16 17

Although fiscal easing has helped support
domestic demand in a number of countries,
policy space is declining in many of them, as
fiscal buffers are run down and debt increases
rapidly. Since 2014, oil exporters have used some
$20 billion of their savings (equivalent to almost
6 percent of their 2015 GDP) to finance budget
deficits, and public debt, although remaining at
moderate levels in most cases, has increased by
double digits in many oil exporters and importers
(Figure 3.6, left panel). In addition to widening
deficits, currency depreciations and the decline

in nominal GDP in oil exporters from lower oil
prices have all contributed to an increase in the
debt-to-GDP ratio. With public debt levels and
debt service rising, and, given large contingent
liabilities, fiscal space for any further stimulus has
shrunk in the Kyrgyz Republic and Tajikistan. In
Armenia and Georgia, public debt has reached or
surpassed 40 percent of GDP and, while short-
term obligations are not a concern, a weak growth
outlook and rising financing costs suggest that
these countries may find it difficult to maintain
public debt at or below current levels.

Fiscal policy will need to strike a balance between
supporting economic activity in the short term
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Figure 3.6. Debt Has Increased Rapidly
(Percent of GDP)
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Sources: National authorities; and IMF staff calculations.

Note: The cumulative height of the two bars reflect the debt levels projected for
2016. Public debt includes both domestic and external public debt. External debt
includes both private and public debt with the exception of Azerbaijan. External
debt in Azerbaijan only includes public external debt. The external debt figure for
Georgia excludes inter-company loans. Country abbreviations are International
Organization for Standardization (ISO) country codes.

and ensuring long-term sustainability, as countties
adjust to the persistent declines in the price of oil
and other commodities, and in trading partners’
growth prospects. With growth at an 18-year low,
oil exporters with strong buffers should support
economic activity in the near term through fiscal
easing, while putting in place plans to consolidate
their fiscal positions over the medium term as
soon as conditions allow. These adjustments

are needed to ensure fiscal sustainability and
intergenerational equity, and rebuild fiscal buffers
against any future shocks (Figure 3.7). Oil
importers also need to consolidate their fiscal
positions in the coming years to both ensure
debt sustainability, and create fiscal space for
countercyclical policy. Raising non-oil revenues
in a growth-friendly way and developing credible
medium-term fiscal frameworks that guide

the pace of fiscal adjustment are particularly
important. As regards the composition of
adjustment, countries should aim to prioritize and
safeguard capital spending that supports growth
and social spending that supports the poor and
vulnerable.
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Figure 3.7. lllustrative Fiscal Adjustment Needs

in Qil Exporters
(Percent)
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Source: IMF staff estimates.
"This is the gap between the projected nonhydrocarbon primary balance and the
desirable fiscal balance based on a permanent income hypothesis.

Exports Supporting
External Positions

At 4.1 percent of GDP, the CCA’s current account
deficit for 2016 is projected to deteriorate by 1.1
percentage points compared with last year. Export
volumes are projected to rise this year in most
countries (with the exceptions of Kazakhstan and
Uzbekistan), likely supported by improvements in
competitiveness from exchange rate depreciation
(Figure 3.2 lower panels, Figure 3.8, and Box

3.1) and the recent pickup in commodity prices
(Figure 3.9), as well as some strengthening in
external demand from Russia—which has also
helped remittances to stabilize—and from China,
where a policy stimulus is helping boost economic
activity.? In CCA oil exporters, the combined
deficit is projected to be 3.5 percent of GDP

this year, reflecting a deficit of 18.5 percent of
GDP in Turkmenistan, which more than offsets

a move into surplus in Azerbaijan and a lower
deficit in Kazakhstan relative to last year. Having
received a boost from currency depreciation, the
value of non-oil exports is projected to increase
and offset some of the losses from oil exports.

2Horton and others (2016) discuss the extent to which currency
adjustment has helped correct earlier real exchange rate misalign-
ments in the CCA region.



Figure 3.8. Earlier Appreciations Unwinding
(Percent change)
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Sources: IMF, Information Notice System database; and IMF staff calculations.
Note: Pre-shock real appreciation is depicted on the horizontal axis; post-shock
real depreciation on the vertical axis (peak-trough dates are country-specific).
Country abbreviations are International Organization for Standardization (ISO)
country codes.

In CCA oil importers, current account deficits

are projected to be 8.5 percent of GDP in 2016,
0.6 percentage point wider than last year, mainly
reflecting developments in the Kyrgyz Republic
and Georgia. The deficit is set to reach 15 percent
in the Kyrgyz Republic, due to large investment
projects, and edge up to 12.1 percent in Georgia.

External debt has continued to rise in a number
of countries (Figure 3.6, right panel). This reflects
currency depreciations and increased borrowing
by governments and oil companies in some
oil-exporting countries. External imbalances
throughout the region are anticipated to gradually
unwind as exports pick up further—in line with

a recovery in commodity prices—and economic
conditions improve in key trading partners,
particularly Russia.

Downside Risks Are Multifarious

Although fiscal easing and currency adjustment
have helped mitigate the immediate impact of the
recent shocks on the CCA economies, adjustment
to the persistent component of these shocks—
the fact that, over the medium term, oil prices
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Figure 3.9. Recent Pickup in Key Commaodity Prices
(Index, June 2011 = 100)
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Source: Bloomberg, L.P.; Haver Analytics.

and growth in Russia are expected to be much
lower than their recent historical levels—is not
yet complete. Moreover, increased vulnerabilities
suggest that the region is now more exposed to
future adverse shocks. In this context, a further
drop in oil prices, and/or slower-than-anticipated
growth in key trading partners—China, Russia,
and BEurope (for example, from Brexit; see Box
1.3)—could delay the recovery. With weaker-than-
anticipated economic conditions under baseline
assumptions, governments could find it difficult
to implement multiyear fiscal consolidation
plans, which, in turn, could undermine fiscal
sustainability and confidence. In the absence

of further actions, amplification of financial
vulnerabilities could slow credit growth and
weaken economic activity further.

Structural Transformation Needed

The region has grown strongly since independence
to close the gap in living standards with emerging
markets (Figure 3.10). However, growth in GDP
per capita has steadily lost momentum since the
global financial crisis of 200809, especially in
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Figure 3.10. Risk of Living Standards Falling Behind Peers?
(GDP per capita, percent of emerging market average)
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Source: IMF staff calculations.
Note: GDP per capita is assumed to grow at the same rate as 2021 for the years
2022-35. rhs = right-hand side.

oil importers. This loss of momentum is, in part,
due to weak growth in productivity relative to
emerging market and developing countries, and
deceleration in investment growth in oil importers
(Mitra and others 2016). The recent slump in
commodity prices and remittances has exacerbated
this trend. While regional GDP growth is expected
to average 4 percent in 2018-21 based on a
modest pickup in commodity prices and economic
activity in key trading partners, it is about half of
the 8.3 percent average of 2000-14. With weaker
medium-term growth prospects, the gains made in
living standards vis-a-vis emerging markets during
the two decades since independence are expected
to be partly reversed.

A structural transformation from the growth
models based on commodity exports and
remittance inflows is needed, to diversify sources
of growth and boost job creation (Figure

3.11). Many countries have already announced
privatization and diversification plans. However,
decisive actions are now needed for their
implementation. As macroeconomic conditions
start to improve, it is important that the urgency
of reforms does not wane. Transparency in

the privatization process is essential, with

clear timetables and implementation strategies
communicated to all stakeholders. To be
successful, diversification plans need to be market-
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Figure 3.11. High Reliance on Commodities and Remittances
(Percent, 2015)
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Sources: National authorities; World Bank.
Note: Country abbreviations are International Organization for Standardization
(ISO) country codes.

driven, accompanied by structural reforms to
further improve the business climate, strengthen
corporate governance, and foster competition.
Efforts could focus on improving governance,
accountability, property rights, and financial
markets—some of the areas where many of the
countries lag behind emerging markets.

While growth in the past decades has increased
average living standards, it has yet to trickle
down to benefit all, as about 16 percent of

the population in the region still lives below

the poverty line, with poverty rates exceeding

30 percent in Armenia, the Kyrgyz Republic,

and Tajikistan.? At this juncture, labor market
pressures continue to intensify with the return of
some migrant workers to their home countries.
These challenges underscore the importance not
only of raising growth, but doing so in a way that
provides benefit to all segments of the population.

Further investment in education and strengthening
labor market policies (Box 2.2), in particular,

could help to improve the productivity of the
labor force and make growth more inclusive.

The rebalancing in China provides a unique
opportunity for the region to fill the rising
demand for consumption goods in that country,

2Calculation is based on 2013 World Development Indicators
data for population living below the national poverty line and
excludes Turkmenistan and Uzbekistan, for which data are missing.



and attract some of its manufacturing activities
(Chapter 4). Accelerating the pace of structural
reforms will not only help the countries in the
region overcome the current macroeconomic

3. CAUCASUS AND CENTRAL ASIA: IS THE WORST OVER?

challenges, but will also help them capitalize on
such opportunities, unlock the region’s significant
potential, boost long-term growth, and lift people
out of poverty.
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Box 3.1. Exploring the Effects of Currency Adjustment in CCA Countries

Currency adjustment and, in some cases, increased exchange rate flexibility, have been an important part
of the Caucasus and Central Asia (CCA) countries’ policy response to the recent external shocks. This box
quantifies how changes in exchange rates affect key economic and financial sector variables in the region.

Inflation. Pass-through for the region is estimated at 52 percent and 61 percent after four and eight quarters,
respectively.! This is higher than the 20 to 30 percent average for emerging Asia and Latin America after 1 to
2 years, but close to the 50 percent estimated for emerging Europe. There is substantial heterogeneity across
CCA countries (Figure 3.1.1), with oil importers exhibiting higher pass-through than oil exporters. This may
reflect the timing of the policy change since oil exporters maintained pegs to the U.S. dollar during most

of the sample period (1997-2015), and a higher share of administered prices in their consumption basket,
especially in Turkmenistan and Uzbekistan. There is also evidence of asymmetry, as depreciations are generally
associated with a higher pass-through than appreciations (80 percent versus 46 percent).

Foreign currency-denominated loans and deposits. A vector autoregression analysis finds that a devaluation/
depreciation shock tends to increase the currency
mismatch in CCA banking systems (Figure 3.1.2).
Deposits in dollars tend to rise by 0.1 percentage point in

Figure 3.1.1. Exchange Rate Pass-Through

response to a | percentage point increase in the nominal

to Inflation
(Percent) effective exchange rate (NEER) on impact, while dollar-
. . denominated loans increase by some 0.07 percentage
' # After 1 quarter point (a somewhat puzzling result which requires further
16- DAETOIETES - analysis). The countries with the highest elasticities
14- . After 8 quarters _ are Armenia for the case of loans, and Kazakhstan for
A deposits.
1.2- -
10- A B Non-oil exports. Depreciation in the real effective exchange
A A rate (REER) is associated with improvements in non-
08- A B oil exports in the CCA region (Figure 3.1.3). Overall,
06- - a 10 percent REER depreciation is associated with
0.4- . . © : i an improvement in non-oil exports of 1.6 percent of
A GDP. The relationship between changes in the REER
0z , ) 4 B and improvements in non-oil exports is stronger in oil
00— A+ - importers than in oil exporters. This reflects, in part,
N § 2INIBIEIB é S g g greater export diversification in the former, as well. as
oo greater exchange rate pass-through to domestic prices.
CCACE CCAOI Panel In oil importers, most of the impact appears to be in the
first year of the depreciation; whereas, oil exporters have a
Source: IMF staff estimations. modest but significant impact in the following year.
Note: Impulse response to 1 percentage point temporary
shock to the nominal effective exchange rate. Country The analysis suggests that currency adjustment is indeed

abbreviations are International Organization for . . .
Standardization (1S0) country codes, CCA = Caucasus an important channel through which external imbalances

and Central Asia; OE = oil exporters; Ol = oil importers. can be lowered in the CCA. Adopting greater flexibility
has allowed the exchange rate to play its shock-absorbing
role by adjusting relative prices and supporting export

Prepared by Matteo Ghilardi, Tarak Jardak, Keyra Primus, Saad Quayyum, Juan Trevifio, and Hong Yang.

'The effects of changes in the exchange rate on inflation are estimated using the local projections method developed by Jorda (2005),
which allows estimation of the impact over time of a shock by using impulse-response functions obtained by ordinary least squares
regressions.
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Box 3.1. (continued)

Figure 3.1.2. Response to a Depreciation
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(Percentage points, one period ahead)

0.18- =

Loans
0.16- ™ Deposits

0.14- =
0.12- =
0.10- =
0.08 - =
0.06 - =
0.04- =
0.02- =
0.00 I

_0.02I 1 1 1 1 1
ARM  AZE GEO KAZ KGZ TK

Source: IMF staff estimations.

™1 percentage point shock to the log difference of nominal
effective exchange rate.

Note: Country abbreviations are International Organization
for Standardization (ISO) country codes.
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Figure 3.1.3. Change in Non-0il Exports!
(Percent of GDP)
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competitiveness. To mitigate the adverse effects of currency adjustment on inflation, countries need to develop
stronger monetary policy frameworks as they move toward increased exchange rate flexibility. They also

need to strengthen efforts toward building confidence in local currency-denominated assets, and improving
financial sector oversight. Structural reforms can help the CCA economies diversify and develop more vibrant
private sectors, which can, in turn, help them adjust more quickly to exchange rate changes.
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CCA: Selected Economic Indicators

3. CAUCASUS AND CENTRAL ASIA: IS THE WORST OVER?

Average
2011-12

2013

2014

Projections

2015 2016 2017

(Annual change; percent)

Armenia 7.9 3.3 3.6 3.0 3.2 34
Azerbaijan 11.9 5.8 2.8 11 -2.4 1.4
Georgia 6.1 3.4 4.6 2.8 34 5.2
Kazakhstan 8.1 6.0 4.3 1.2 —0.8 0.6
Kyrgyz Republic 39 10.9 4.0 8%5) 2.2 2.3
Tajikistan 7.9 7.4 6.7 6.0 6.0 4.5
Turkmenistan 13.6 10.2 10.3 6.5 5.4 5.4
Uzbekistan 6.9 8.0 8.1 8.0 6.0 6.0
 Consumer Price Inflaton 94 61 59 62 99 83
(Year average; percent)
Armenia 4.1 5.8 3.0 3.7 =05 25
Azerbaijan 6.7 2.4 1.4 4.0 10.2 8.5
Georgia 6.0 -0.5 31 4.0 2.6 3.6
Kazakhstan 8.7 5.8 6.7 6.5 13.1 9.3
Kyrgyz Republic 8.7 6.6 7.5 6.5 1.1 7.4
Tajikistan 14.6 5.0 6.1 5.8 6.3 7.3
Turkmenistan 71 6.8 6.0 6.4 515) 5.0
Uzbekistan 15.1 11.7 9.1 8.5 8.4 9.6
 General Gov. Overall Fiscal Balance 27 27 15  -46  -49  -30
(Percent of GDP)
Armenia’ -3.3 -1.6 -1.9 -4.8 -4.5 -3.0
Azerbaijan’ 4.7 1.0 3.2 -6.8 -9.9 -39
Georgia -3.3 -2.6 -2.9 -3.8 -4.7 6.0
Kazakhstan 2.9 4.7 1.7 -6.9 -5.7 -4.2
Kyrgyz Republic -3.2 -5.1 -2.8 -3.2 -8.8 -55
Tajikistan -2.8 -0.8 0.0 -2.3 -4.0 2.7
Turkmenistan? 3.4 1.2 0.8 -0.7 -0.8 -04
Uzbekistan 3.2 2.9 1.9 0.7 —0.5 -0.3
 Current Account Balance 15 21 20  -30 41  -28
(Percent of GDP)
Armenia -9.1 -7.3 7.6 2.7 -2.5 -3.0
Azerbaijan 8.1 16.4 13.9 -0.4 0.7 31
Georgia -11.4 -5.8 -10.6 -11.7 -12.1 -12.0
Kazakhstan -1.0 0.4 2.6 -2.4 -2.2 0.0
Kyrgyz Republic 0.4 -1.1 -17.8 -10.4 -15.0 -14.9
Tajikistan -3.8 -2.9 -2.8 -6.0 5.0 -5.0
Turkmenistan 3.8 7.2 75 -10.3 -18.5 -18.0
Uzbekistan 4.9 2.9 0.7 041 0.1 0.2

Sources: National authorities; and IMF staff estimates and projections.

TCentral government.
2State government.
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4. How Will China’s Rebalancing Affect
the Middle East and Central Asia?

Weaker commodity prices, slower global growth, and
higher global risk aversion are the channels through
which the Middle East, North Africa, Afghanistan, and
Pakistan (MENAP) and the Caucasus and Central
Asia (CCA) economies could be most affected by Chi-
nas rebalancing, especially if the rebalancing leads ro a
hard landing. Overall, the impact on the MENAP and
CCA regions is likely to be small—between 0.01 percent
and 0.1 percent for each 1 percentage point slowdown
in China’s growth—given the limited bilateral trade
and financial linkages with China. Within the regions,
commodity exporters would be impacted the most. On
the positive side, Chinas One Belt One Road (OBOR)
investments, mainly in infrastructure, could help increase
growth in the CCA and Pakistan—even if this invest-
ment is less than originally planned. China’s rebalancing
also presents an opportunity for the region to increase
consumption-oriented exports, for example, tourism,
agricultural products, and clothing, while creating jobs.
10 reap these benefits, however, countries need to step

up structural reforms to improve their business envi-
ronment and boost productivity and competitiveness.

Global Spillovers from
China’s Rebalancing

The Chinese economy is undergoing a substantial
structural change. It is moving toward a model

in which consumption and services increasingly
drive growth rather than public investment and
exports (also known as rebalancing). In the long
term, the rebalancing should be beneficial for the
global economy, as it reduces the risk of a collapse
in unsustainable investment and a hard landing in
China. In the near term, however, the transition
(which began in 2012) entails China’s growth
gradually slowing to a more sustainable pace. Since
China is the world’s second-largest economy (at

Prepared by Alexei Kireyev, Pritha Mitra (lead author), Nour
Tawk, and Hong Yang with input from Ritu Basu, Eddy Gemayel,
Keiko Honjo, and Jonah Rosenthal.

market exchange rates), its slowdown is expected
to lower global growth (IMF 2016).

Given China’s size, high investment rate, and high
import content of its investment and exports, an
economic slowdown in China is likely to spill over
to the rest of the world through trade, commodity
prices, and confidence. Growing financial linkages
with the rest of the world, especially with ongoing
internationalization of the renminbi and China’s
gradual capital account liberalization, may also
impact currency valuations and increase global
financial market volatility—as exemplified by
market turbulence triggered by concerns about
China’s growth in 2015. China’s rebalancing away
from investment is also contributing to a slowing
in demand for many commodities—especially
metals, for which it accounted for about 40
percent of total global demand—and their prices,
which have fallen by about 60 percent since 2011
(April 2016 Regional Economic Outlook: Asia and
Pacific [APD REO)).

Global macroeconomic modeling suggests that

a 1 percentage point (investment-driven) drop

in China’s output growth would reduce Group

of Twenty (G20) growth by ' percentage point
(April 2016 World Economic Outlook). How other
countries would be affected by China’s rebalancing
depends on the extent and nature of their
bilateral exposures to China and their exposure to
countries with heavy bilateral exposures to China
(April 2016 APD REO). Countries exporting
investment-related goods to China, such as

those in Southeast Asia, would be hit hardest: a

1 percentage point slowdown in China’s growth
rate is expected to lead to a 0.15-0.30 percentage
point slowdown in that region’s growth (Duval
and others 2014; Cashin, Mohaddes, and Raissi
2016). Financial spillovers, especially in equity
and foreign exchange markets, are likely to be
higher for economies with stronger trade linkages
to China—for example, Korea, Singapore, and
Taiwan Province of China—and countries that

International Monetary Fund | October 2016 67



REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

Figure 4.1. Share of Exports by Destination
(Percent, period averages)
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Sources: IMF, Direction of Trade database; and IMF staff calculations.

Note: AE = advanced economy; CCA = Caucasus and Central Asia; GCC = Gulf
Cooperation Council; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan; OE = oil exporters; Ol = oil importers; ROW = rest of the world.

are sensitive to changes in global risk aversion
(April 2016 APD REO). Slowing trade and
financial inflows would reduce investment and
consumption, hurting both near- and long-term
global growth prospects. Lower inflows would
increase exchange rate pressutes, though the effect
would be partly offset by import contraction.

Moderate Linkages
Between MENAP and CCA
Regions and China

MENAP and CCA countties’ links to China,
primarily through trade, have grown substantially
yet remain moderate (Figures 4.1 and 4.2). Trade
links are strongest with Europe and Russia, and
within the regions.! However, since 2000, China
has gained importance as an export destination:
exports to China have grown tenfold for MENAP
oil exporters ($100 billion in 2015) and CCA

oil exporters ($15 billion in 2015) and nearly

Transit trade within MENAP and CCA countries may understate
export shares to other destinations in Figure 4.1.
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Figure 4.2. Share of Imports by Destination
(Percent, period averages)
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Sources: IMF, Direction of Trade database; and IMF staff calculations.

Note: AE = advanced economy; CCA = Caucasus and Central Asia; GCC = Gulf
Cooperation Council; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan; OE = oil exporters; Ol = oil importers; ROW = rest of the world.

quadrupled for the rest of the region ($6 billion
for MENARP oil importers; $400 million for CCA
oil importers). The pattern is similar for imports.
In the early 2000s, the region had virtually no
imports from China. Over the next 15 years,
imports picked up pace rapidly and grew almost
10 times—except MENAP oil importers, for
which imports grew by about half as much.

The regions’ exports to China are varied, ranging
from natural resources to electronic components,
with commodities accounting for the bulk of
exports. MENAP and CCA oil exporters sell
hydrocarbons to China (Figure 4.3)—now a
top-five export market destination for the CCA.
China is a large export market for iron ore from
Mauritania (more than 40 percent of total exports)
and Tajikistan (about 10 percent of total exports),
as well as copper from Armenia (about 5 percent
of total exports). The rest of the regions’ exports
to China are mainly consumption-oriented goods
(or inputs for them; well below 10 percent of
total exports), including cotton from Pakistan
and electronic components from Morocco. The
presence of Chinese tourists has been growing
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across the region but remains well below 5 percent
of the overall total.

Imports from China have driven a large trade
deficit with China. Mostly textiles, electronics,
and machinery (Figure 4.4), these imports have
continued growing—and at a faster pace than
exports—despite the various economic shocks
recently faced by the region. Consequently,
they have contributed to a rising trade deficit
with China for MENAP oil importers and a
consistently large deficit for CCA oil exporters,
as well as shrinking surpluses for MENAP oil
exporters (along with lower oil export revenues)
and CCA oil importers (along with lower metal
export revenues).

Financial linkages among the CCA, Pakistan, and
China are substantial, and they are strengthening
owing to the One Belt One Road Initiative
(OBOR). China’s official lending to CCA
countries has risen from $300 million (0.1 percent
of GDP) in 2007 to $4.4 billion (1 percent of
GDP) in 2014. Over the next five years, as part
of OBOR (Box 4.1), China is expected to invest
an additional cumulative $35 billion (2 percent
of GDP) in the CCA, mainly in infrastructure
and mining. As a part of this initiative, China is
also investing $28 billion (2 percent of GDP)

in Pakistan (mainly energy and infrastructure)
over the same period and another $16.5 billion
over the longer term. In the rest of MENAP,
China contributes less than 5 percent of total
foreign direct investment, mainly for energy

and transport infrastructure. In Egypt, China’s
direct investment would rise if it moves forward
with financing energy projects worth $15 billion
(totaling 0.9 percent of GDP over the next five
years). Otherwise, financial links between China
and the MENARP region are modest. Foreign
direct investment, banking flows, remittances, and
portfolio flows are mainly from Europe and the
Gulf Cooperation Council (GCC) (Figure 4.5).

What Does China’s
Economic Transition Mean
for MENAP and CCA?

On the upside, exposure to China’s rising
consumption growth could boost its
consumption-related imports. As part of the
rebalancing process, China’s exports are also
moving up the value chain and exiting some
sectors. This creates opportunities for developing
economies to enter those sectors to both satisfy
China’s rising consumption demand and replace
some of China’s exports to the rest of the world
(April 2016 APD REO).?

The impact of China’s rebalancing could be

large for MENAP and CCA oil exporters due to
reduced oil exports. So far, China’s demand for
oil has only marginally declined and is expected

to rise with increased consumption. However,
China’s lower import demand and its adverse
effects on global growth are weighing on global oil
demand—accounting for about one-third of the
past two years’ oil price decline (April 2016 APD
REO). This price decline, combined with lower
oil demand from MENAP and CCA oil exporters’
main trading partners, weakens their export
revenues and economic growth.

Spillovers from China’s rebalancing to the
MENAP and CCA regions are estimated using a
global vector autoregression (GVAR) model. The
model analyzes interactions in the global economy,
applying a long time series on more than 30
countries taking into account trade and financial
linkages.> A 1 percentage point decline in China’s
growth is estimated to reduce GCC growth by
0.1 percentage point in the near term (Figure
4.6)—about one-half of the impact on the region
expected to be hit hardest, Southeast Asia—and
would mainly occur through the decline in global
oil demand and prices. The impact on non-GCC
oil exporters is smaller due to sanctions on Iran

2China’s move up the value chain has increased competition for
some advanced economies (Germany, Japan, Korea, and the United
States).

3For simplicity, the rebalancing in China is modeled as a negative

growth shock in China.
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Figure 4.3. Exports to China
(Percent of total exports to China)
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Figure 4.4. Imports from China
(Percent of total imports from China)
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Figure 4.5. Remittance Inflows by Region, 2014 vs. 2005
(Percent)
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Note: CCA = Caucasus and Central Asia; GCC = Gulf Cooperation Council;
MENAP = Middle East, North Africa, Afghanistan, and Pakistan; OE = oil
exporters; Ol = oil importers.

having lowered the sensitivity of its total exports
to changes in oil prices. (With the recent removal
of the sanctions, the impact might increase.) CCA
oil exporters are also expected to have a lower
impact because they export a significant amount
of natural gas directly to China and we assume
China’s gas demand will continue to be relatively
stable (Figure 4.7 highlights the large direct trade
links of the CCA oil exporters with China).

Other commodity exporters in the MENAP

and CCA regions are also likely to be affected.
Globally, about 40 percent of the recent decline
in metal prices is attributable to China. In 2015,
Mauritania’s growth fell to one-third of what it
was the previous year, largely due to iron exports
losses to China—which have declined by $180
million. Similarly, Armenia’s copper exports fell by
$16 million over the past year. Further declines in
metal prices could force the closure of some of
the region’s mines.

MENAP and CCA oil importers’ exposures to
China reflect their strong links to China’s trading
partners: Europe, the GCC, and Russia. Lower
Chinese demand for imports reduces economic
growth in its trading partners. Lower oil prices
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Figure 4.6. Near-Term Growth Impact of 1 Percentage Point

Slowdown in China’s Growth
(Percentage points)
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Note: CCA = Caucasus and Central Asia; GCC = Gulf Cooperation Council;
MENAP = Middle East, North Africa, Afghanistan, and Pakistan; OE = oil
exporters; Ol = oil importers.

Figure 4.7. Direct and Indirect Trade Spillovers from
China’s Slowdown
(Percent)
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MENAP = Middle East, North Africa, Afghanistan, and Pakistan; OE = oil
exporters; Ol = oil importers.

partly mitigate the impact by improving their (and
Europe’s) terms of trade, disposable incomes,

and input costs. The latter effect dominates for
the MENAP oil importers (directly and indirectly
by softening the impact of China’s rebalancing

on Europe) where a 1 percentage point decline in
China’s growth has almost no impact on growth
in the near term (Figure 4.6). In contrast, the CCA
oil importers are almost as affected as the GCC,
reflecting spillovers from lower Russian growth in
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Figure 4.8. Financial Market Response to Sharp Drops in Chinese Equities

(Percent change, during three days after event)

1. Equities
-20% -15% -10% —5% 0% 5%  10%
Bahrain|_ ' ' ' mh ' '
Egypt| [y |
Iran| [ I
Jordan| [
Kazakhstan | [ .
Kuwait| N |
Lebanon| [ N
Morocco| |
Oman| L
Pakistan| N |
Qatar | B
Saudi Arabia | N |
Tunisia | [
UAE, Abu Dhabi | [ |
UAE, Dubai| I .
Emerging markets| N ]
China| VI . .

June 26,2015  m August 24, 2015

Sources: Bloomberg L.P.;; and IMF staff calculations.

m January 4, 2016

2. Currencies
-15% -10% -5% 0% 5%

Afghanistan
Algeria
Armenia
Azerbaijan
Egypt
Georgia

Iran

Iraq
Kazakhstan
Kuwait
Kyrgyz Republic
Libya
Mauritania
Morocco
Pakistan
Sudan
Tajikistan
Tunisia
Turkmenistan
Uzbekistan
China

m January 11,2016

Note: CCA = Caucasus and Central Asia; MENAP = Middle East, North Africa, Afghanistan, and Pakistan; UAE = United Arab Emirates.
Country abbreviations are International Organization for Standardization (ISO) country codes.

response to China’s rebalancing, including lower
remittances and foreign direct investment.

In addition to spillovers through commodity
prices and trade, the MENAP and CCA regions
have been sensitive to increases in global risk
aversion—as evidenced by financial market
reactions during recent risk-off episodes related
to China. However, the financial market impact
has been short-lived and smaller than in other
regions that are more integrated in global financial
markets (Figure 4.8).

Looking ahead, the CCA could benefit the most
from China’s OBOR investments. According

to the authorities from countries involved

in OBOR, it could potentially raise CCA
investment (mostly infrastructure) by nearly 2
percent of GDP annually for the next five years.
Under these assumptions, simulations using a
global dynamic stochastic general equilibrium
model—notwithstanding significant uncertainty
surrounding such estimates—suggest that the
anticipated increase in productivity growth would
boost exports and employment (net of any

increase in investment-related imports of goods,
services, or labor) with annual economic growth
rising by 12 percentage points in the near term
and by 0.3 in the long term (Figure 4.9). However,
initially, increased investment demand would raise
price pressures (possibly hurting competitiveness)
and imports, eroding some of the benefits to
growth. Half as much OBOR investment would
dampen the net positive impact on growth,
exports, and employment by about one-half in the
near term and by about one-third in the long term
(shock scenario, Figure 4.9).

Policies To Help MENAP and CCA
Respond to China’s Rebalancing

How can the regions mitigate against adverse
economic spillovers from China’s rebalancing?
If policy space and/or buffers are available,
fiscal policy could be used to help smooth
adjustment to the growth and commodity price
shocks that may accompany China’s transition.
Where financing constraints are tight, raising
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Figure 4.9. Model-Based Estimates of One Belt One Road Impact
(Percentage points)
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the efficiency of public spending and revenue
collection may help create savings that can be
channeled toward growth-enhancing spending,
supporting demand over the near term and raising
potential growth. Greater exchange rate flexibility
would also facilitate adjustment to shocks in some
cases. If global risk aversion starts to weigh on
the regions’ financial systems, prudential policies
could be applied to safeguard financial stability by
increasing liquidity and mitigating risks to asset
quality.

If MENAP and CCA countries implement
appropriate supporting policies, China’s
rebalancing can offer them an opportunity to
expand exports and create jobs. The shift toward
a consumption- and services-driven economy

in China is likely to boost China’s demand for
tourism and consumption goods, as well as
demand for services along the OBOR corridor.

e This shift creates an opportunity for the
region (especially commodity importers) to
expand exports to China—notwithstanding
competition from Southeast Asia—since most
of the MENAP and CCA non-commodity
exports to China are already consumption-
oriented or inputs to consumption goods
(including, for example, agricultural products,
cotton, and clothing). Although so far there
is no evidence that China’s rebalancing has
had any significant impact on the growth of
consumption-oriented exports, structural
reforms targeted at boosting productivity and
competitiveness of consumption-oriented
industries could help raise the regions’ market
shares in China over time. Greater exchange
rate flexibility could also help improve
competitiveness in some cases. In addition to
raising economic diversification, the regions’

commodity exporters that export directly to
China could seek out new export markets.

e Tourism is another potential growth area.
Kazakhstan, Morocco, and Tunisia, are
already starting to target Chinese tourists by
increasing marketing efforts and facilitating
transportation. Other countries may follow
suit.

*  As China’s exports move up the value chains,
MENARP and CCA countries could seek to
pick up the slack. Success will hinge not only
on improving the business environment but
also increasing labor market efficiency and
boosting worker talent across the region.

e Increased transit across the OBOR corridor
provides an opportunity for countries to
increase sales of transit-related services (for
instance, restaurants, fuel stations, and hotels).
To this end, structural reforms—including
infrastructure and access to financing —
should aim to facilitate the growth of these
businesses.

OBOR offers a unique opportunity to improve
infrastructure and raise potential growth in

CCA and other countries in the region, and
macroeconomic policies need to mitigate against
OBOR’s risks to debt sustainability and inflation.
In the initial years of its implementation,

some fiscal tightening (through taxes or cuts in
noninvestment spending) and monetary tightening
may be needed to avoid overheating. Capacity
building will be important to ensure that the
countries involved with OBOR can implement
the planned increase in investment. Careful debt
management is needed to minimize risks to debt
sustainability.*

4 Djibouti’s recent experience offers a cautionary example in this
context. This country’s debt increased by 50 percent over the past
three years, owing to Chinese debt-financed public infrastructure
projects.
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Box 4.1. The One Belt One Road Initiative

To raise connectivity and cooperation across Eurasia, China is spearheading the One Belt One Road (OBOR) ini-
tiative. The aim is to create the Silk Road Economic Belt connecting the Caucasus and Central Asia (CCA), South
Asia, Southeast Asia, the Middle East, and Europe in a transport-linked corridor via land roads, in tandem with
the 21st Century Maritime Silk Route, which will connect China to Europe via sea routes through Asia (Figure
4.1.1). These initiatives are supported by the $40 billion Silk Road Development Fund and the $100 billion Asian
Infrastructure Investment Bank. China’s involvement is expected to expand the economic prospects of the Middle
East, North Africa, Afghanistan, and Pakistan and CCA regions by enhancing the scope for addressing infrastruc-
ture gaps and economic diversification.

Figure 4.1.1. One Belt One Road Map

RUSSIA

/

MONGOLIA

RN

KAZAKHSTAN

_0'

o ‘-
- A Land route

“One Belt”

2,000 km

Silk Road routes

Land Sea INDIAN

— Now — New 0 CE AN Colombo
—0ld =—0ld |7

Sea route
“One Road"”

Sources: The Economist (2016); national authorities of Pakistan.

Prepared by Pritha Mitra.
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5. Financing Fiscal Deficits in Selected
MENAP and CCA Oil Exporters

Despite efforts to consolidate, fiscal deficits will remain
large in the Gulf Cooperation Council (GCC), the Cau-
casus and Central Asia (CCA) oil exporters, and Algeria
over the medium term. Countries will need robust strat-
egies 1o finance these deficits, striking a balance between
drawing down assets and issuing debt. These financing
choices should be underpinned by strong institutional
arrangements and clear medium-term fiscal frameworks.
In the short term, constraints on domestic financing
sources will lead countries to rely heavily on external
[financing. But the scale of ongoing financing needs pro-
vides opportunities and incentives to develop domestic debr

markets, which could generate broader economic benefits.

How Fiscal Deficits Have Grown

In 2015, the GCC, CCA oil exporters, and Algeria
had an aggregate general government fiscal deficit
of about $153 billion, six times that of 2014

(of about $25 billion), with most ($108 billion)
concentrated in the countries of the GCC.! About
80 percent of these deficits were covered by
drawing down financial assets, including deposits
at commercial banks, limiting the recourse to debt.
However, in 2016, GCC countries are expected to
switch their relative use of assets and debt, with
asset drawdowns expected to provide only about
20 percent of total financing needs. In some cases,
this reflects concerns regarding the impact of a
sustained withdrawal of government deposits
from the commercial banking sector on domestic
liquidity conditions, while, for others, it reflects a
desire to maintain high-return investments or keep
precautionary buffers. Overall, with the GCC,
CCA oil exporters, and Algeria facing an aggregate
fiscal deficit of $143 billion in 2016, new
borrowings ate set to reach about $100 billion.

Prepared by Gomez Agou, Allison Holland (lead author), Zhe
Liu, Andre Santos, and Aminata Toure.

!'This chapter focuses on the GCC, Algeria, and CCA oil export-
ers. Other MENAP oil exporters are excluded from this analysis as
developments there are primarily driven by conflicts (Iraq, Libya,
Yemen) or by the removal of sanctions (Iran).

Figure 5.1. Marketable Debt Issuance in 2016 Has

Outstripped 2015, with International Issuance Dominating’
(Billions of U.S. dollars)
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This greater reliance on debt is reflected in a
surge in issuance of marketable debt. While in
2015 about three-quarters of the debt raised,

or $26 billion, was in the form of marketable
debt (including a record $4 billion Eurobond by
Kazakhstan and a $5.5 billion syndicated loan

by Qatar), $37 billion had already been issued

by August 2016 (Figure 5.1). International debt
issuance has dominated in 2016—comprising
close to 80 percent of the total issuance compared
with slightly less than half in 2015. This includes
a jumbo $9 billion deal from Qatar, a $5 billion
deal from the United Arab Emirates (Abu Dhabi),
Oman’s return to the Eurobond markets after a
19-year absence (with a $2.5 billion deal), and a
$10 billion syndicated loan from Saudi Arabia.
Meanwhile, a large debut international bond is
expected from Saudi Arabia in the fourth quarter.

Looking ahead, the cumulative fiscal deficit for
the GCC, CCA oll exporters, and Algeria for
2017-21 is projected to be about $336 billion. The
scale and sustained nature of these deficits will
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require robust financing strategies that strike an
appropriate balance between drawing down assets
and issuing debt domestically or abroad. Such
strategies should provide a systematic evaluation
of the costs and risks of different options,
facilitate risk measurement and management,
enhance policy coordination, and support
domestic debt market development (IMF and
Wortld Bank 2014).

Choice of Financing Strategies:
Key Considerations

Asset-Liability Management

The GCC and CCA oil exporters have substantial
financial savings that could be used to cover
some ot, in a few cases, all of their medium-
term financing needs. In addition, there may

be scope to privatize other assets (including in
Algeria) to reduce the overall financing need. To
help determine the most appropriate financing
mix of assets and debt, countries will need

to develop a comprehensive sovereign asset-
liability management (SALM) framework. Such
a framework should analyze each country’s
sovereign balance sheet to determine the relative
use of assets (sovereign wealth funds, or SWFs,
bank deposits, privatization) versus borrowing,
and to integrate various macroeconomic and
financial trade-offs with the objective of
maximizing the net return, or minimizing the
net cost, while containing overall balance sheet
financial risks (Das and others 2012).

The rates of return on assets relative to the

cost of debt will be a key consideration in this
decision. However, other considerations also come
into play. For instance, given the spread between
deposit rates and bond yields, a purely quantitative
analysis of the relative cost-return trade-off would
indicate that countries should first draw down
their deposits in the commercial banking system.
This approach would have the added benefit

of providing access to readily available funds,
thereby providing certainty regarding the timing
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and availablity of financing. However, it could
also lead to a tightening of liquidity conditions in
the banking system and less credit to the private
sector. These deposits also provide insurance
against unanticipated budget or financing shocks,
so maintaining a minimum cash balance may be
desirable despite the cost. This practice has been
employed in some emerging markets, such as
Turkey and Uruguay, to insure against the risk

of a “sudden stop” in international markets. So,
seeking alternative sources of financing even while
deposits remain available may be an appropriate
policy choice (for example, IMF 2016).

Similatly, in determining the relative use of

SWF assets and debt accumulation, countries
need to consider the relative cost-return trade-
off. The relatively low level of financing costs

in international markets suggests this trade-

off might currently favor issuing more debt,
especially for higher-rated countries (see Figure
5.3).2 Note that this comparison should be made
on the basis of risk-adjusted returns. Alongside
the cost-return considerations, countries also
need to consider the institutional issues related

to the intended purpose of these savings. These
considerations may be more straightforward for
budget stabilization SWFs. However, drawing
down assets set aside for future generations would
require a clear assessment—and communication—
that the decision is consistent with delivering
intergenerational equity. Alternatively, some
countries may value the implicit insurance

benefits provided by savings. For instance, those
countries with fewer financial assets may want

to rely first on borrowing, with their residual
savings again providing some insurance in the
event of any unanticipated budget or financing
shocks. Or some countries may choose to issue
some debt, even if the relative cost-return trade-
off is not clearly met, to secure greater financing
diversification and preserve savings. This approach

2This is difficult to assess as many SWFs do not publish their rates
of return. However, as an illustration, Oman’s State General Reserve
Fund reports an average annual rate of return of 7.5 percent from
its inception to 2013 (see State General Reserve Fund 2014). If that
were indicative of current and projected returns (on a risk-adjusted
basis), that would compare favorably with the 4.75 percent yield on
its recent 10-year Eurobond issue.
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would also be consistent with a country’s
objective to develop the domestic debt market to
expand the private sectot’s financing sources or
investment choices.

Privatization of corporate assets could also
provide substantial deficit financing. For instance,
the plan to privatize a small share (5 percent) of
Saudi Aramco, the world’s biggest oil and gas
company with assets estimated at over $2 trillion,
is likely to yield significant financing, Privatization
would bring other benefits by encouraging private
sector investment (including attracting foreign
direct investment) and improving efficiency in
operations. However, realizing these assets will
likely take considerable time and require interim
debt financing to bridge the delay, and some assets
may need restructuring in order to maximize
value. In addition, countries need to weigh other
factors, such as the strategic importance of these
assets, while any losses owing to a perceived
“forced sale” may prove negative for investor
confidence.

Domestic Versus External Debt

Once the targeted quantity of debt is identified,
policymakers need to decide whether to borrow
domestically or externally. While domestic debt
has many benefits, including a generally more
stable investor base and an absence of any
currency risk, the scope to rely on domestic debt
will be constrained by the extent of financial
development.

As with other emerging markets, financial
development has been on the rise in these
countries (Figure 5.2). However, this has been
underpinned by developments in the banking
sector rather than broader financial market
development. While financial market depth and
efficiency increased strongly in the GCC during
200008, translating into a rapid increase in
financial market development, that trend reversed
with the global financial crisis.> Consequently, in

3Financial market depth is measured by a variety of stock and
debt market indicators, while financial market efficiency is measured
with reference to the stock market. Note that the stock market will

Figure 5.2. Financial Development Index
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the near term, the scope to rely on domestic debt
will be largely determined by the capacity of the
banking sector to absorb it.

The development of the banking sector has seen
a doubling of credit to the private sector since
2000, to 80 percent of GDP in the GCC, while

it increased eightfold in the CCA oil exporters
and Algeria—although it is still only half that of
the GCC. To limit any “crowding out” and to
maintain the benefits of this increased availability
of credit to the private sector, any decision to
intermediate more government borrowing via the
banking system requires caution (Box 5.1).*

Analysis suggests the domestic banking system
could readily absorb net financing of only about
17 percent, on average, of countries’ individual
cumulative deficits without a change in banks’
asset composition (Box 5.1, scenario 1). That
would generate about $76 billion in total of the
aggregate $500 billion needed by deficit countries
in our sample. With asset substitution (for
example, from foreign assets or a run down of
excess reserves), this could increase to about $250

be the most representative proxy for financial market development in
these countries given their limited need to access debt markets in the
past. See Sahay and others (2015), Annex 1, for a fuller discussion on
measurement of financial development.

“For the purposes of this chapter, “crowding out” is taken to mean
a reduction in the share of credit to the private sector in banks’
assets as a consequence of an increase in the share of claims on the
government.
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billion.>¢ Undertaking this borrowing through
issuance of debt securities rather than by loans
would support banks’ continued liquidity by
providing collateral to be used in central bank
facilities or interbank markets if necessary. The
capacity of the domestic banking system to absorb
new government borrowing could be increased
through continued efforts to increase financial
inclusion. These efforts could bring more savings
into the formal financial sector, thereby increasing
the size of bank balance sheets.

This analysis indicates that countries will need

to use alternative financing sources to cover the
residual $250 billion cumulative deficit to avoid
any crowding out. Although current conditions

in international markets are very favorable

(see October 2016 Global Financial Stability Repori),
and the GCC and CCA oil exporters have enjoyed
good market access so far—accounting for about
30 percent of the total emerging market sovereign
issuance of $100 billion in the first half of 2016.7
However, sustaining this into the medium term
could prove challenging. In particular, while there
was an estimated $3.06 trillion of emerging market
issuance in international markets over the past

six years, suggesting the market capacity exists,
emerging market sovereign issuers only accounted
for $600 billion of this, suggesting some
substitution from non-sovereign issuers could

be needed to support sustained access at current
levels by these sovereign issues.

Cost considerations also support a reliance on
international markets. While, on a relative basis,
international cost conditions have deteriorated for
GCC oil exporters through 2016 (reflecting the
decline in the economic outlook coupled with a

5This shift could be supported by reducing reserve requirements
or changes in macroprudential limits, if appropriate. For example,
Oman recently changed the measurement of the reserve require-
ment to allow government securities to meet up to 2 percent of the
required 5 percent, while in parallel it increased the maximum hold-
ing limit to 45 percent of net worth. It also reduced the maximum
permitted exposure to foreign assests by half. Note that any such
changes would need to consider the subsequent impact on other risk
exposures to determine whether they are appropriate or not.

¢Individual country projections will involve more tailored assump-
tions regarding the evolution of bank balance sheets.

’Source: Dealogic. Note that Algeria has not borrowed externally
since 1999.
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Figure 5.3. International Financing Conditions Remain
Benign, although Relative Costs Are Increasing for GCC

Issuers
(Sovereign yield spread to EMBI, basis points; EMBI yield, percent)
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number of sovereign downgrades) (Figure 5.3),%
the continued appetite for emerging markets
means they have fallen on an absolute basis.

In contrast, less favorable domestic liquidity
conditions (see Chapter 1) mean domestic
financing costs have increased absolutely and

are generally higher than equivalent international
yields. For example, Qatar issued a five-year
domestic bond in August at a yield 60 basis points
higher than the yield on its five-year Eurobond,
while the 10-year domestic bond was issued at a
yield 85 basis points higher than the yield on the
10-year Eurobond.

Nevertheless, despite the benefits of having
access to a broader investor base and relatively
low cost, accessing international markets entails
some important risks that will need managing, In
particular, international issuance is more exposed
to sudden shifts in investor sentiment that affects
both the risk of a “sudden stop,” which can

be mitigated by short-term contingent credit
arrangements or maintaining access to alternative
financing sources, and the risk that international
financing conditions deteriorate suddenly, which
can be partly mitigated by countries maintaining
their deficit-reduction efforts and placing their

8Spreads relative to U.S. Treasury bonds have also deteriorated.
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medium-term fiscal trajectories on a sounder
footing (Chapter 1). In addition, the associated
foreign currency risks, which also apply to

other forms of external debt, will need to be
carefully managed. For example, the exchange
rate pressures experienced by CCA oil exporters
(Chapter 3) will have translated into a significant
increase in their debt burden given the dominance
of foreign currency borrowing in their debt
stock. Again, countries can mitigate these risks
by implementing sound policy frameworks that
support broader confidence in the economy.

Instrument Design and
Market Infrastructure

Operationalizing decisions on the scale of
domestic or international issuance also requires
technical decisions on instrument design. These
decisions should reflect considerations on costs,
risks, and potential benefits,” as well as the
preferences of investors (to reduce the risk of
financing shortfalls). Overall, the goal is to find an
appropriate mix of instruments that delivers an
acceptable level of portfolio risk at an acceptable
cost (IMF and World Bank 2014). In particular,
instruments with fixed interest rates offer more
predictable repayment structures, while long-term
debt helps reduce the rollover risk, with both
helping to limit interest rate risks. However, short-
term debt might be more attractive for specific
investors, such as banks, given their own balance
sheet considerations, and may be generally more
attractive to investors when the macroeconomic
environment is uncertain (with the greater price
sensitivity of long-term debt more challenging

to manage).!’ Consequently, the relative cost
premium generally associated with long-term debt
needs to be considered against the risk mitigation
properties.

As of August 31, 2016, 60 percent of marketable
debt outstanding of the GCC, CCA oil exporters,
and Algeria comprised international securities

9Sommer and others (2016).
Long-term debt has greater duration which increases the price
sensitivity to small changes in yield.

Figure 5.4. Outstanding Marketable Debt by Instrument Type
(Percent of total outstanding debt)
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Sources: Bloomberg, L.P.; country authorities; and IMF staff calculations.
Note: Data for Algeria are as of end-December 2015.

(Figure 5.4).!" This is also reflected in the currency
composition, with only 40 percent denominated
in local currency, indicating some exposure to
exchange rate risk. However, interest rate and
rollover risks appear limited given the dominance
of debt with fixed coupons (73 percent of total
marketable debt) and only 13 percent due to be
repaid within 12 months.!?

Conventional debt instruments dominate, with
Islamic instruments representing only about

12 percent of outstanding marketable debt. These
have been issued by Bahrain, Oman, Qatar, and
the United Arab Emirates. An exclusive reliance
on conventional borrowing might exclude
sizable sources of Islamic finance that would
provide an important opportunity to expand and
diversify the investor base. Despite a number of
obstacles—specifically the need for a suitable
legal framework—the potential gains, including
by providing Islamic investors with access to a
relatively low credit-risk instrument, could justify
the effort to develop these instruments.

Given the current level of financial development,
countries aiming to expand the set of financing
instruments also need to weigh the likely growth

Marketable debt comprises Treasury bills, bonds, Islamic instru-
ments (such as Sukuk), and syndicated loans; bilateral loans are not
captured.

12Based on the residual maturity of the debt.
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and sophistication of institutional investors
(insurance, pension, hedge, and mutual funds) and
households. The development of the domestic
debt market should be gradual and underpinned
by a robust issuance framework that addresses the
modalities of sale (including the role of primary
dealers, use of a retail network, and auction
design), provision of auction calendar, and size

of instrument. Where feasible, countries should
promote large benchmark issuances to support the
development of a secondary market, while at the
same time balancing the associated rollover risk.
Regular issuance of securities at key maturities
would also support the development of a reliable
yield curve. This approach would not only support
the development of the broader corporate

debt market, but also provide a useful tool with
which to measure the market’s expectations

about macroeconomic conditions and prospects.
Coordination across regional issuers on key
elements of a debt market development strategy
could facilitate the participation of foreign
investors and more rapidly expand the capacity of
the domestic debt market relative to independent
efforts (Box 5.2).

To underpin the development of a large and
diverse investor base (providing the maximum
scope for portfolio risk mitigation), emerging
market experience suggests a robust investor
relations program is essential. An effective
investor relations program would establish a
two-way continuous communication channel
between the government and investors that (1)
provides key economic and financial information
quickly, including medium-term fiscal plans and
debt strategy; (2) allows a continual assessment of
market sentiment on key policies; and (3) ensures
that issuers can communicate clear and controlled
messages to investors.

Conclusions and Policy
Recommendations

The GCC, CCA oil exporters, and Algeria face
significant financing needs into the medium
term—about $680 billion over 2016-21. The scale
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of these financing needs, coupled with the likely
capacity of markets to absorb new debt, suggests
that countries will need to continue combining
asset drawdowns with debt issuance to meet
these needs. Choosing the balance between asset
drawdown or debt issuance is not straightforward.
While the relative return on assets versus the

cost of debt is relevant in all cases, other policy
considerations are also important.

Countries will need to develop robust financing
strategies, reflecting a comprehensive view of each
country’s sovereign balance sheet, to minimize the
potential burden of these financing choices on

the economy. Countries will need to invest in their
capacity and institutional frameworks to develop
such strategies:

e To complement existing asset management
operations, countries need to establish debt
management structures that (1) are adequately
staffed; (2) have clear governance frameworks
that clarify objectives, establish well-defined
mandates, roles and responsibilities, and a
robust legal framework; and (3) feature robust
portfolio management frameworks to monitor
and report on evolving costs and risks.

e To support effective decision making,
countries will also need to develop
coordination mechanisms across key
stakeholders, especially between asset and
debt management operations, but also those
that bring together monetary, fiscal, and
financial sector considerations. Although the
design of such mechanisms vary, they should
provide clear decision-making authority and
accountability.

e Other technical impediments may also need
attention. For example, effective coordination
between cash and debt management can be
impeded by the absence of a single treasury
account, as in the GCC.

Countries should continue to focus on
international borrowing in the short term, but
associated risks will need managing. These markets
have the capacity to absorb large volumes of
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financing, while bringing in external financing will
enhance domestic liquidity, address any external
financing gaps, and minimize any crowding

out. To date, the GCC and CCA oil exporters
have enjoyed good market access on favorable
terms. However, to maintain this level of access,
countries will need to continue strengthening
their fiscal sustainability, along with their broader
economic policy framework, to support their
credit ratings. Countries also need to develop
systematic investor relation programs—targeted
at enhancing the transparency and predictability
of fiscal policy, ensuring timely and quality data
on financial assets and liabilities, and developing
continuous two-way communication with
investors—to support this market access.

Over the medium to long term, all countries
should seek to develop their domestic debt
markets. That would provide a meaningful
alternative to international borrowing, allowing
the risks associated with international market
access to be managed more effectively. Because
these efforts take time, countries need to begin
now to expand the reach of the financial sector.
In developing domestic markets, countries should
seek to also broaden financing options for the
private sector, including by establishing a yield
curve. Where relevant, countries should consider
the scope for coordination with others to enhance
the impact of their market development efforts
and maximize appeal to a broad investor base.
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Box 5.1. Scope for Domestic Banks in Selected MENAP and CCA Oil Exporters to Absorb
Government Debt

By the end of 2015, commercial bank assets in the Gulf Cooperation Council (GCC), the Caucasus and
Central Asia (CCA) oil exporters, and Algeria totaled $2.2 trillion, of which about 50 percent were claims
on the private sector (Figure 5.1.1).! On average, total claims on the government (including both loans
and securities holdings) accounted for a smaller portion of assets compared with other emerging market oil
exporters —9 percent compared with 13 percent.? In other emerging market oil exporters, this exposure is
concentrated in holdings of government securities; however, for the GCC, CCA oil exporters, and Alge-
ria this exposure is more evenly split across loans and securities. In contrast, banks in the GCC, CCA oil
exporters, and Algeria hold a greater proportion of foreign assets (18 percent on average) relative to other
emerging market oil exporters (5 percent).

To assess the potential absorptive capacity of the banking sector to meet countries’ projected financing needs,
six oil exporters® with a cumulative fiscal deficit projected at about $500 billion for 2016-21 are examined

Figure 5.1.1. Composition of 0il Exporters’ Figure 5.1.2. Cumulative Changes in Claims
Bank Assets, 2015 on the Government, 2016-21
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Sources: Haver Analytics; IMF, International Financial
Statistics; Regional Economic Outlook: Middle East and
Central Asia; and IMF staff calculations.

Note: Country abbreviations are International Organization
for Standardization (ISO) country codes. CCA = Caucasus
and Central Asia; EM = emerging market; GCC = Gulf
Cooperation Council.

Prepared by Zhe Liu.

Data are not available for Turkmenistan and Uzbekistan.

?Including Brazil, Columbia, Indonesia, and Mexico.

3Including Algeria, Bahrain, Kazakhstan, Oman, Qatar, and Saudi Arabia. Azerbaijan and Kuwait are not included in the analysis as
they are projected to run a cumulative fiscal surplus over the horizon. The United Arab Emirates is also excluded as it is projected to run
a broadly balanced budget (with a cumulative deficit of $1 billion during 2016-21).
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Box 5.1. (continued)

under three scenarios. In all scenarios, bank balance sheets are assumed to grow in line with countries’
respective nominal non-oil GDP.

Scenario 1 envisages no change in asset composition, meaning banks’ claims on the government also grow
in line with nominal non-oil GDP; scenario 2 assumes that, in addition to the increase in claims on the
government implied under scenario 1, banks reduce their holdings of foreign assets by 50 percent and
reallocate those funds to claims on the government; and scenario 3 entails an additional reallocation of 50
percent of any excess liquidity at the central bank.

Under scenario 1, banks could absorb new debt equivalent to an average of 17 percent of each country’s
cumulative deficit without changing their asset composition, while under scenario 3, this would increase to

65 percent without changing the share of credit to the private sector in bank assets. This result is driven by
Bahrain, where a very large proportion of foreign assets (47 percent) is held by the banking system, and Qatar,
which has the smallest cumulative fiscal deficit relative to total banking assets of the sample (Figure 5.1.2).4
However, even excluding these two countries, capacity would still notably increase—to 30 percent on average,
and to a minimum of at least 25 percent. Nevertheless, that would still leave most of these financing needs to
be met elsewhere to avoid crowding out.

“Data for Bahrain comprise only the retail banks; wholesale banks are excluded from this analysis given their limited integration with
the Bahraini economy.
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Box 5.2. Facilitating Domestic Debt Market Development: Scope for Coordination across
the GCC

One way to expand the capacity of the domestic debt market is to broaden the involvement of foreign
investors. That is likely to require building greater awareness among potential foreign investors of countries’
domestic debt markets, as well as undertaking various technical, regulatory, and other operational reforms to
help investors access them. Countries could coordinate these market development efforts, especially at the
regional level, to generate positive spillovers. Given that a framework for cooperation already exists, the Gulf
Cooperation Council (GCC) is well placed to explore such opportunities.

A simple step would be to coordinate market promotion efforts. The Asian Bond Markets Initiative (ABMI)
provides a useful example. The ABMI was initiated in 2003 to support bond market development in
Southeast Asian countries, as well as China, Japan, and Korea. Asian Bonds Online, established under the
ABMI in 2004, acts as a depository of information on sovereign and corporate bonds, with regional and
country-specific information structured in a way that provides market participants and potential investors
access to timely and relevant market information (Asian Development Bank 2016). The website provides an
overview of market conditions—bond yields, exchange and interest rates, sovereign ratings, and information
on market structure—as well as instruments, issuers, clearing and settlement arrangements, trading platforms,
and rules and regulations. Standardizing market practices and harmonizing regulations can also help facilitate
the entry of foreign investors into the domestic market. For instance, the ASEAN+3 Bond Market Forum,!
also established under the ABMI in 2010, is mandated to encourage this in the context of cross-border bond
transactions (Kurihara 2012).

Similarly, the Economic and Financial Committee (EFC) Sub-Committee on European Union (EU)
Sovereign Debt Markets was mandated in 1999 to improve the functioning of the EU's primary and
secondary government debt markets to make them more attractive and competitive (European Union

2015). Efforts have included the harmonization of day-count and settlement conventions, primary dealer
arrangements (through a code of conduct), and reporting requirements (through a common reporting
formar). Similarly, the EFC has also supported debt management authorities’ efforts to expand the range of
instruments issued (for example, the introduction of inflation-indexed bonds and very long-maturity bonds),
including by facilitating the exchange of analysis and experience. In addition, the increasing popularity of a
common electronic trading platform for secondary market activitcy—the MTS trading platform—has helped
integrate EU government bond markets, narrow spreads, and improve liquidity (Leclerq 2015).

Prepared by Andre Santos.

'The ASEAN+3 countries comprise the 10 member states of the Association of Southeast Asian Nations—Brunei Darussalam,
Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, the Philippines, Singapore, Thailand, and Vietnam—plus
China, Japan, and the Republic of Korea.
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Statistical Appendix

This publication features an abbreviated version of the Statistical Appendix. The full Statistical Appendix
is available online at www.imf.org/external/pubs/ft/reo/2016/mecd/eng/pdf/mreost1016.xlsx

The IMP’s Middle Fast and Central Asia Department (MCD) countries and territories
comprise Afghanistan, Algeria, Armenia, Azerbaijan, Bahrain, Djibouti, Egypt, Georgia, Iran,
Iraq, Jordan, Kazakhstan, Kuwait, the Kyrgyz Republic, Lebanon, Libya, Mauritania, Morocco,
Oman, Pakistan, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tajikistan, Tunisia, Turkmenistan,
the United Arab Emirates, Uzbekistan, the West Bank and Gaza, and Yemen.

The following statistical appendix tables contain data for 31 MCD countries. Data revisions
reflect changes in methodology and/or revisions provided by countty authorities.

Somalia is excluded from all regional aggregates due to a lack of reliable data.

2011 data for Sudan exclude South Sudan after July 9; data for 2012 onward pertain to the
current Sudan.

All data for Syria are excluded for 2011 onward due to the uncertain political situation.

All data refer to the calendar years, except for the following countries, which refer to the
fiscal years: Afghanistan (March 21/March 20 untl 2011, and December 21/December 20
thereafter), Iran (March 21/March 20), Qatar (April/March), and Egypt and Pakistan (July/
June) except inflation.

Data on consumer price inflation in Table 1 relate to the calendar year for all aggregates and
counttries, except for Iran, for which the Iranian calendar year (beginning on March 21) is used.

Tables 1, 3, 4, 6,7, 8, and 9 include data for West Bank and Gaza.

In Table 2, “oil GDP” includes “gas GDP.” In Table 5, “oil” includes gas, which is also an
important resource in several countries.

REO aggregates are constructed using a variety of weights as appropriate to the series:

*  Composites for data relating to the domestic economy (Table 1: Real GDP Growth,
Table 2: Oil and Non-Oil Real GDP Growth, Tables 35, and Table 8: Consumer Price
Inflation) and monetary sector (Table 8: Credit to Private Sector) whether growth rates or
ratios, are weighted by GDP valued at purchasing power parities (PPPs) as a share of total
MCD or group GDP. Country group composites relating to the domestic economy for
Table 1: Nominal Gross Domestic Product in U.S. dollars are sums of individual country
data converted to U.S. dollars at the average market exchange rates.

*  Composites relating to the external economy (Tables 6 and 7) denominated in U.S. dollars
are sums of individual country data after conversion to U.S. dollars at the average market
exchange rates in the years indicated for balance of payments data and at end-of-year
market exchange rates for debt denominated in U.S. dollars. Composites relating to the
external economy (Tables 6 and 7) denominated in percent of GDP/months of imports
are sums of individual country data divided by sums of dollar denominated GDP/sums
of imports denominated in U.S. dollars.

e Composites in Table 2 (Crude Oil Production) are sums of the individual country data.
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Table 1. Real GDP Growth and Nominal GDP

Real GDP Growth Nominal Gross Domestic Product
(Annual change; percent) (Billions of U.S. dollars)
Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 3.7 2.7 2.3 34 34 3,0143 3,470.1 3,133.4 2,536.9 2,757.5
Oil exporters 3.8 2.7 1.6 3.3 29 12,2420 2,582.4 2,191.9 2,179.0 2,371.0
Algeria 2.8 3.8 3.9 3.6 29 183.3 2135 166.8 168.3 178.4
Bahrain 3.6 4.4 2.9 21 1.8 28.1 33.4 31.1 31.8 33.9
Iran, I.R. of 0.8 4.3 0.4 4.5 4.1 438.4 414.9 390.0 4123 438.3
Iraq 7.8 -0.4 -24 10.3 0.5 177.7 2225 165.1 156.3 173.6
Kuwait 1.9 0.6 1.1 25 2.6 144.7 162.7 114.1 110.5 124.9
Libya 6.6 -24.0 -6.4 -3.3 13.7 64.1 444 39.7 394 51.4
Oman 4.8 2.9 3.3 1.8 2.6 65.0 81.8 64.1 59.7 65.8
Qatar’ 10.9 4.0 3.7 2.6 3.4 157.0 210.1 166.9 156.6 170.8
Saudi Arabia 4.1 3.6 3.5 1.2 2.0 620.7 753.8 646.0 637.8 689.0
United Arab Emirates 2.6 3.1 4.0 2.3 25 330.1 402.0 370.3 375.0 407.6
Yemen 1.2 -0.2 -28.1 —4.2 12.6 32.9 43.2 37.7 31.3 37.3
Oil importers 3.2 29 3.8 3.6 4.2 772.3 887.7 941.5 357.9 386.5
Afghanistan, Rep. of 10.7 1.3 0.8 2.0 34 171 20.4 19.7 18.4 19.3
Djibouti 4.6 6.0 6.5 6.5 7.0 1.2 1.6 1.7 1.9 2.1
Egypt 3.2 22 4.2 3.8 4.0 247.5 301.5 330.2 . N
Jordan 3.2 3.1 24 2.8 3.3 28.7 35.9 37.6 39.5 41.7
Lebanon 4.9 2.0 1.0 1.0 2.0 41.0 49.9 50.8 51.8 53.4
Mauritania 4.1 5.4 1.2 3.2 43 4.8 55 4.9 4.7 4.8
Morocco 4.2 2.6 4.5 1.8 4.8 98.5 109.9 100.6 104.9 1111
Pakistan 2.8 4.1 4.0 4.7 5.0 202.8 244 .4 271.0
Somalia
Sudan 1.6 1.6 4.9 3.1 35 62.8 711 81.4 94.3 112.5
Syrian Arab Republic 57.0
Tunisia 2.0 2.3 0.8 1.5 2.8 45.0 47.6 43.6 42.4 41.7
CCA 5.9 5.3 3.2 1.3 2.6 356.7 456.9 378.7 304.8 3335
Oil and gas exporters 6.2 5.3 3.1 1.0 2.4 320.4 4121 339.8 267.2 293.5
Azerbaijan 4.5 2.8 11 -24 1.4 60.9 75.3 54.0 35.7 38.5
Kazakhstan 5.4 4.3 1.2 -0.8 0.6 184.7 227.4 184.4 128.1 148.3
Turkmenistan 10.3 10.3 6.5 5.4 5.4 29.7 46.2 35.9 36.6 39.6
Uzbekistan 8.2 8.1 8.0 6.0 6.0 45.2 63.2 65.5 66.8 67.1
Oil and gas importers 3.6 4.7 3.7 3.7 4.1 36.3 44.8 39.0 37.6 40.0
Armenia 0.6 3.6 3.0 3.2 34 10.0 11.6 10.5 10.8 11.2
Georgia 3.9 4.6 2.8 3.4 5.2 13.8 16.5 14.0 14.5 15.7
Kyrgyz Republic 3.7 4.0 3.5 22 23 5.9 7.5 6.7 5.8 6.2
Tajikistan 6.5 6.7 6.0 6.0 4.5 6.6 9.2 7.8 6.6 6.8
Memorandum
MENA 3.7 2.6 21 3.2 3.2 27943 3,205.4 2,842.7 2,518.5 2,738.2
MENA oil importers 3.2 2.3 3.8 31 3.8 552.3 623.0 650.7 339.5 367.2
Arab Countries in Transition 31 2.2 24 29 4.4 452.6 538.1 549.6 218.1 231.8
(excl. Libya)
GCC 4.3 3.3 3.4 1.7 23 1,345.6 1,643.8 1,392.5 1,371.4 1,491.9
Non-GCC oil exporters 33 2.0 -0.4 5.0 3.7 896.4 938.6 799.4 807.7 879.1
Arab World 4.4 2.2 25 29 3.0 2,356.0 2,790.5 2,452.7 2,106.2 2,299.9
West Bank and Gaza? 7.5 -0.2 8I5 3.3 BI5) 10.0 12.7 12.7 13.5 14.2

Sources: National authorities; and IMF staff estimates and projections.
" Qatar’s data since 2010 reflect the recently published national accounts based on 2013 constant prices; data prior to 2010 are from Haver Analytics.
2West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 2. Qil Exporters: Oil and Non-Oil Real GDP Growth; and Crude Oil and Natural Gas Production

Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
Oil GDP Non-Oil GDP
(Annual percent change) (Annual percent change)

MENAP oil exporters -0.8 2.2 3.3 7.7 7.6* 5.6 4.0 0.6 1.4 3.1
Algeria -4.5 -0.6 0.4 3.0 2.0 7.2 5.6 55 3.7 3.1
Bahrain 2.0 3.0 0.1 0.9 0.0 4.1 4.7 3.6 24 22
Iran, I.R. of -9.6 6.1 4.9 21.0 3.8 2.8 41 -0.1 25 4.1
Iraq 55 4.3 12.8 20.6 0.7 103 -5.1 -18.7 -5.0 0.0
Kuwait 1.6 -2.1 -0.5 2.0 2.0 27 5.0 35 3.2 3.5
Libya
Oman 3.9 -0.8 2.6 0.8 14 5.7 6.6 4.0 2.7 3.7
Qatar’ 10.3 -1.5 -0.2 -0.8 09 119 10.6 7.8 6.1 &7/
Saudi Arabia 1.2 21 4.0 23 1.1 7.0 4.8 3.1 0.3 2.6
United Arab Emirates 24 0.8 4.6 2.0 2.0 2.7 4.1 3.7 2.4 2.7
Yemen 71 -11.3 -61.0 -59.8 419.2 0.8 1.0 -25.0 -1.5 4.5

CCA Oil Exporters 2.6 —-0.6 -1.0 -1.3 1.8 7 7.0 2.8 -0.1 1.5
Azerbaijan 1.0 -2.4 0.3 -0.4 -0.1 7.9 6.9 1.1 -3.6 24
Kazakhstan 3.0 -1.3 -2.3 -25 24 6.4 6.3 2.3 -0.2 0.0
Turkmenistan 3.0 6.9 2.8 2.8 23 119 10.7 8.5 6.6 6.7
Uzbekistan

Memorandum
GCC 25 0.9 3.1 1.8 1.4 6.0 5.4 3.8 1.8 3
Non-GCC oil exporters -4.7 3.6 3.6 14.7 14.9 5.2 2.4 -3.5 1.0 3.0

Crude Oil Production Natural Gas Production
(Millions of barrels per day) (Millions of barrels per day equivalent)

MENAP Oil Exporters 24.4 24.7 25.7 27.3 28.0 11.7 13.2 13.2 13.4 13.9
Algeria 1.1 1.0 1.0 1.0 1.0 1.5 1.5 1.5 1.5 1.6
Bahrain 0.2 0.2 0.2 0.2 0.2 0.3 0.4 0.4 0.4 0.4
Iran, I.R. of2 e 2.8 2.9 3.6 3.8 2.7 3.1 3.1 &l 3.2
Iraq 2.7 3.1 3.5 4.2 4.2 0.0 0.0 0.0 0.0 0.0
Kuwait 2.6 2.9 2.9 29 3.0 0.2 0.3 0.3 0.3 0.3
Libya 1.2 0.5 0.4 0.4 0.6 0.1 0.0 0.0 0.0 0.0
Oman 0.9 0.9 1.0 1.0 1.0 0.6 0.6 0.6 0.7 0.7
Qatar 0.8 0.7 0.6 0.6 0.6 3.3 4.0 4.0 4.0 4.2
Saudi Arabia 9.0 9.7 10.2 10.3 10.4 1.7 2.0 2.0 21 2.1
United Arab Emirates 25 2.8 3.0 3.0 3.1 1.2 1.3 1.3 1.3 1.3
Yemen 0.2 0.2 0.1 0.0 0.1 0.1 0.2 0.1 0.0 0.1

CCA Oil Exporters 2.8 3.0 2.7 2.7 2.8 1.3 1.6 1.6 1.6 1.6
Azerbaijan 0.9 0.8 0.8 0.8 0.8 0.3 0.3 0.3 0.3 0.3
Kazakhstan 1.7 1.9 1.6 1.6 1.6 0.0 0.0 0.0 0.0 0.0
Turkmenistan 0.2 0.2 0.3 0.3 0.3 1.0 1.3 1.3 1.3 1.3
Uzbekistan

Memorandum
GCC 16.0 17.2 17.8 18.0 18.3 7.3 8.5 8.5 8.7 9.0
Non-GCC oil exporters 8.5 7.5 7.8 9.2 9.7 4.4 4.7 4.7 4.7 4.9

Sources: National authorities; and IMF staff estimates and projections.

" Qatar’s data since 2010 reflect the recently published national accounts based on 2013 constant prices; data prior to 2010 are from Haver Analytics.

2|ncluding condensates.

*Non-oil GDP annual percent change for MENAP oil exporters would be 2 percent in 2017 were Yemen to be excluded from the aggregate.
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Table 3. General Government Fiscal Balance and Total Government Gross Debt

General Government Fiscal Balance,

Including Grants Total Government Gross Debt
(Percent of GDP) (Percent of GDP)
Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 0.1 -2.9 -8.8 -8.5 -6.0 324 33.2 37.7 43.0 44.5
Oil exporters 3.6 -0.7 -9.5 -9.2 -6.2 16.0 14.0 19.6 26.2 28.8
Algeria -3.1 -8.0 -16.8 -13.3 -9.5 9.6 8.0 9.1 13.0 171
Bahrain’ -4.3 -5.8 -15.1 -14.7 -11.7 328 444 61.9 75.2 82.3
Iran, I.R. of!:2 -0.6 -1.2 -2.0 -1.1 -1.0 129 15.6 15.9 14.9 15.0
Irag® -2.8 -5.6 -13.7 -14.1 -5.1 495 33.5 61.4 75.8 73.4
Kuwait' 30.7 28.1 1.5 -3.6 3.2 8.8 7.5 11.2 18.3 224
Libya 24 —40.3 -52.5 -56.6 -43.8 7.6 36.4 73.8 101.8 100.2
Oman' 4.8 =11 -16.5 -13.5 -10.3 5.6 4.9 14.9 21.8 245
Qatar 12.4 15.0 5.4 -7.6 -10.1  36.5 31.7 39.8 54.9 66.2
Saudi Arabia’ 54 -3.4 -15.9 -13.0 -9.5 6.7 1.6 5.0 14.1 19.9
United Arab Emirates* 5.1 5.0 -2.1 -3.9 -1.9 193 15.6 18.1 19.0 18.8
Yemen -6.4 —4.1 -10.6 -11.3 -55 46.7 48.7 66.7 824 67.5
Oil importers -71 -7.8 -7.3 -7.0 -5.8 66.6 74.0 75.3 78.0 76.5
Afghanistan, Rep. of -0.4 -1.7 -1.4 0.1 0.0 9.0 6.4 6.2 6.8 6.9
Djibouti -3.3 -12.2 -15.7 2.1 3.3 485 43.2 39.5 36.0 32.6
Egypt -94 -12.9 -11.5 -12.0 9.7 743 86.3 89.0 94.6 934
Jordan',% -8.0 -10.3 -5.4 -3.8 -26 740 89.0 93.4 94.4 94.0
Lebanon'’ -7.7 -6.0 -7.4 -8.1 -95 136.4 133.4 138.4 143.9 149.2
Mauritania'-6 -0.4 -3.3 -3.4 -0.4 -1.8 763 771 91.2 75.0 81.5
Morocco' -5.0 -4.9 -4.4 -3.5 -3.0 535 63.5 64.1 64.4 63.8
Pakistan” -7.0 —4.9 -5.2 -4.4 -36 612 63.7 63.6 66.1 64.2
Somalia
Sudan -2.1 -1.4 -1.9 -2.0 -2.1  80.0 77.3 72.9 63.2 56.8
Syrian Arab Republic -5.5 ... 306
Tunisia -3.8 -39 -5.1 -4.5 -3.6 435 51.6 55.7 59.0 58.9
CCA 3.7 1.5 -4.6 -4.9 -3.0 14.0 15.3 235 26.4 25.9
Oil and gas exporters 4.6 1.9 —4.7 -4.8 -28 11.0 12.6 20.9 23.5 225
Azerbaijan’ 7.9 3.2 -6.8 -9.9 -39 126 11.2 28.3 39.6 36.1
Kazakhstan 2.9 1.7 -6.9 -5.7 -4.2 109 14.1 21.9 214 21.3
Turkmenistan® 4.0 0.8 -0.7 -0.8 -04 1141 17.4 23.2 23.2 234
Uzbekistan 5.6 1.9 0.7 -0.5 -0.3 9.4 7.6 10.8 15.1 13.9
Oil and gas importers -4.1 -2.0 -3.6 -5.3 -44 393 38.6 45.8 50.9 54.2
Armenia’ -3.7 -1.9 -4.8 -4.5 -3.0 356 414 46.9 50.6 51.6
Georgia® -5.0 -29 -3.8 —4.7 -6.0 379 BEI5 41.5 421 43.5
Kyrgyz Republic -5.2 -2.8 -3.2 -8.8 -55 525 52.3 66.0 721 722
Tajikistan -2.1 0.0 -2.3 —4.0 -2.7 339 28.2 341 46.9 58.1
Memorandum
MENA 1.0 2.7 -9.3 -9.1 -6.4 29.2 29.7 34.8 40.5 423
MENA oil importers -7.4 -9.5 -8.6 -8.6 -71 7141 81.7 83.8 86.6 85.4
Arab Countries in Transition -8.0 -10.2 -9.5 -9.5 -7.5 66.5 77.4 81.3 86.2 84.5
(excl. Libya)
GCC 8.2 31 -9.4 -9.8 -6.9 128 9.0 13.4 21.3 26.2
Non-GCC oil exporters -1.4 -5.1 -9.6 -8.5 -53 193 19.7 27.0 31.9 31.9
Arab World 1.3 -3.1 -10.8 -10.8 -7.6 33.2 32.9 38.9 46.2 48.5
West Bank and Gaza®1° -17.7 -12.5 -11.4 —9.6 -93 214 19.0 20.0 20.6 20.5

Sources: National authorities; and IMF staff estimates and projections.

1 Central government.

2 Includes National Development Fund but excludes Targeted Subsidy Organization.

3 Excluding grants.

4 Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah. Total goverment gross debts includes banking
system claims only. Excludes debt raised by federal and Emirati governments in the international markets.

5 Central government. Includes transfers to electric company (4.3 and 2.7 percent of GDP in 2013 and 2014).

6 Includes oil revenue transferred to the oil fund. Total government gross debt also includes oil revenues transferred to public enterprises and central
bank debts.

7 Debt figures include IMF obligations.

8 State government.

92017 data are an assessment based on announced policies.

10 West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 4. General Government Total Revenue Excluding Grants, and Total Expenditure and Net Lending

General Government Total Revenue,

General Government Total Expenditure and

excluding grants Net Lending
(Percent of GDP) (Percent of GDP)
Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 30.7 28.9 245 23.2 24.2 33.2 35.1 35.7 34.8 32.9
Oil exporters 36.2 33.8 27.4 25.6 26.3 36.2 38.2 40.0 38.9 36.1
Algeria’ 37.7 334 30.0 27.9 296 407 413 46.8 41.2 39.0
Bahrain? 235 24.6 17.7 17.2 19.4 224 22.8 17.2 19.0 21.0
Iran, I.R. of 23 18.1 14.6 15.5 16.0 16.0 16.9 14.6 15.2 16.0 16.0
Iraq 43.8 40.2 33.0 347 389 971 91.7 93.3 97.6 87.9
Kuwait? 714 724 58.0 52.8 55.0 406 443 56.5 56.5 51.8
Libya 58.9 37.9 215 18.0 24.0 56.5 78.2 74.0 747 67.9
Oman? 45.6 45.8 37.6 354 373 309 36.4 4.7 40.4 37.6
Qatar 42.4 47.7 46.4 35.1 30.3 30.0 32.8 41.0 42.7 40.5
Saudi Arabia? 40.1 36.9 254 23.2 236 347 40.3 41.3 36.2 33.1
United Arab Emirates* 36.8 37.3 28.5 26.2 26.4 31.7 323 30.6 30.0 28.3
Yemen 241 21.0 12.4 1.7 16.8 325 27.8 235 26.1 26.1
Oil importers 19.3 18.5 18.5 18.4 19.9  27.0 28.6 26.7 26.2 26.4
Afghanistan, Rep. of 10.1 8.6 10.2 10.3 10.7 2238 25.7 26.4 27.6 28.2
Djibouti 28.7 26.3 30.9 28.1 26.6 34.9 30.9 36.8 36.2 34.0
Egypt 224 20.2 20.9 20.2 232 323 36.7 38:5 324 32.9
Jordan? 221 23.0 217 22.6 23.1 33.3 37.9 29.1 29.6 30.3
Lebanon? 22.0 21.8 18.8 19.3 19.3 2938 27.8 26.2 27.3 28.8
Mauritania®5 22.6 25.3 27.4 28.8 29.1 24.4 28.7 32.6 31.7 31.6
Morocco?© 27.4 26.6 26.0 25.7 265 327 33.0 30.9 30.4 30.5
Pakistan 13.3 14.4 14.3 15.1 158 205 20.1 19.7 19.6 19.6
Somalia
Sudan 14.3 1.4 10.7 9.4 9.3 16.8 13.4 12.9 11.8 1.7
Syrian Arab Republic 22.3 222
Tunisia 245 25.4 23.0 241 241 28.5 29.7 28.5 28.8 28.1
CCA 29.7 27.8 24.0 233 242 263 26.4 28.8 28.6 27.5
Oil and gas exporters 30.2 27.9 23.6 23.0 24.0 25.7 25.9 284 27.9 26.9
Azerbaijan2’ 42.7 38.9 33.4 34.6 37.2 35.0 35.7 40.5 44.9 41.5
Kazakhstan 243 23.1 16.6 16.0 17.0 214 214 23.5 217 21.1
Turkmenistan® 18.6 16.9 16.6 15.1 14.8 14.5 16.0 17.3 15.9 15.2
Uzbekistan 38.0 34.9 35.3 33.0 33.0 327 33.0 34.6 33.5 33.3
Oil and gas importers 25.0 26.9 26.9 26.4 25.6 31.3 30.6 32.7 343 32.2
Armenia2? 20.7 21.7 21.0 20.5 20.7 266 25.2 27.6 26.9 25.0
Georgia 27.0 27.0 27.2 27.6 257 334 31.0 32.0 33.2 3215
Kyrgyz Republic 30.0 32.9 34.0 32.9 32.2 38.5 39.0 41.3 47.3 42.8
Tajikistan 223 26.9 26.9 25.7 252 26.8 28.4 321 329 30.7
Memorandum
MENA 32.9 30.8 25.8 24.4 254 347 37.0 37.7 36.7 34.6
MENA oil importers 22.4 21.0 20.9 20.4 223  30.2 33.0 30.3 29.5 29.9
Arab Countries in Transition 23.5 21.8 21.6 21.2 23.5 321 35.0 31.9 31.3 31.7
(excl. Libya)
GCC 42.6 41.6 31.6 28.2 284 337 37.8 40.0 37.3 34.6
Non-GCC oil exporters 29.3 248 223 22,5 239 388 38.7 40.0 40.8 37.7
Arab World 36.4 34.5 28.1 26.2 27.5  39.0 42.0 42.7 4.3 38.8
West Bank and Gaza’-® 20.0 21.6 21.7 22.7 226 377 341 33.2 32.3 31.8
Sources: National authorities; and IMF staff estimates and projections.
"Including special accounts.
2 Central government.
3 Includes National Development Fund but excludes Targeted Subsidy Organization.
4 Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah.
5Includes oil revenue transferred to the oil fund.
6 State government.
7 Expenditures do not include statistical discrepancy.
8\West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 5. Qil Exporters: Non-Qil Fiscal Balance and Revenue; Fiscal and External Breakeven Oil Prices

Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
Non-Oil Fiscal Balance Non-Oil Revenue
(Percent of non-oil GDP) (Percent of non-oil GDP)

MENARP oil exporters -43.1 —42.7 -35.9 -30.5 -29.1 12.2 12.7 12.9 13.4 13.0
Algeria -41.8 -38.0 -38.3 -30.3 -28.1 19.3 18.7 19.6 19.1 20.0
Bahrain' -32.8 -35.5 -33.3 -30.6 -29.8 3.7 41 4.6 54 5.9
Iran, I.R. of 12 -13.2 -8.1 -8.6 -8.1 -7.4 10.2 10.5 10.7 11.1 11.8
Iraq -72.2 -59.2 —49.6 -52.4 —49.6 6.5 41 4.4 5.7 6.0
Kuwait! -78.2 -81.5 -72.3 —65.6 -62.6 31.1 38.7 31.9 29.3 28.5
Libya
Oman'’ —66.5 -73.8 -61.9 —47.7 —46.6 14.2 13.0 12.4 13.3 14.2
Qatar -50.3 -51.5 -49.9 —41.7 -39.3 14.4 15.5 14.3 15.6 15.3
Saudi Arabia’ -58.4 —62.9 —48.1 -36.7 -35.9 7.4 8.2 9.8 11.6 9.8
United Arab Emirates? -31.0 -30.0 -21.4 -20.0 -20.1 17.8 19.3 18.6 17.6 16.3
Yemen* -27.4 -19.0 -14.5 -13.7 -13.1 11.7 12.2 10.2 9.9 12.3

CCA Oil Exporters -20.4 -18.2 -19.4 -19.0 -16.8 17.2 171 14.3 14.9 15.6
Azerbaijan’ -45.3 -36.0 -34.9 -38.7 -33.5 19.2 19.9 20.8 23.5 24.0
Kazakhstan -12.2 -12.9 -15.9 -14.3 -13.0 16.9 16.7 12.0 12.3 13.2
Turkmenistan® -9.9 -11.2 -8.2 -6.8 -6.4 14.5 13.8 14.0 12.4 121
Uzbekistan

Memorandum

GCC -53.9 -56.8 —45.5 -36.9 -35.9 12.8 14.2 14.1 14.8 13.6

Non-GCC oil exporters -31.0 -25.8 -24.0 -22.9 -21.1 1.5 11.0 1.4 1.7 12.4

Fiscal Breakeven Oil Price® External Breakeven Oil Prices”
(U.S. dollars per barrel) (U.S. dollars per barrel)

MENAP Oil Exporters
Algeria 101.0 135.3 111.2 90.6 86.6 69.4 94.8 84.9 76.9 81.6
Bahrain 109.1 122.5 106.3 93.8 92.3 64.2 75.5 65.7 65.3 69.9
Iran, |.R. of 87.2 100.0 60.1 55.3 60.7 58.1 56.4 36.1 31.3 37.7
Iraq 100.7 113.2 64.7 58.3 54.0 81.9 100.0 56.0 47.4 48.4
Kuwait 43.2 55.8 48.3 47.8 47.7 32.0 435 455 40.1 41.6
Libya 91.7 206.0 196.9 216.5 163.9 66.4 184.9 179.9 207.8 153.0
Oman 75.8 94.0 99.3 775 79.4 66.8 84.2 86.1 78.4 81.3
Qatar 62.9 57.8 58.3 62.1 63.4 51.8 54.8 40.6 46.1 51.3
Saudi Arabia 77.6 105.7 92.9 79.7 77.7 54.8 72.2 68.8 57.2 58.7
United Arab Emirates 74.4 79.0 60.1 58.6 60.0 60.6 59.8 41.9 40.9 42.0
Yemen* 183.0 160.0 305.0 364.0 125.0 150.0 120.0

CCA Oil Exporters
Azerbaijan 724 89.6 71.9 70.0 62.5 49.6 55.8 51.0 421 451
Kazakhstan 65.4 65.5 88.1 82.7 711 82.9 105.7 84.5 86.7 82.7
Turkmenistan 81.6 81.3 50.4 47.0 52.0 96.1 89.7 50.9 56.3 65.6
Uzbekistan

Sources: National authorities; and IMF staff estimates and projections.

1 Central government.

2Includes National Development Fund but excludes Targeted Subsidy Organization.

3 Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah.
4Yemen is a net oil importer in 2015, 2016, and 2017.

5 State government.

6 The oil price at which the fiscal balance is zero.

7The oil price at which the current account balance is zero.
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Table 6. Current Account Balance

(Billions of U.S. Dollars) (Percent of GDP)
Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 274.8 176.3 -125.4 -121.6 -69.1 8.6 B -4.0 -4.6 -2.6
Oil exporters 310.7 215.6 -83.5 —-96.8 -43.2 13.1 8.3 -3.8 -4.4 -1.8
Algeria 9.1 -9.4 -27.5 -25.3 —24.5 4.8 -4.4 -16.5 -15.1 -13.7
Bahrain 1.8 1.5 -1.0 -1.5 -1.3 6.0 4.6 -3.1 -4.7 -3.8
Iran, I.R. of 27.9 15.9 8.2 17.2 14.6 6.1 3.8 21 4.2 3.3
Iraq 7.3 -1.7 -11.8 -16.9 -6.2 3.2 -0.8 -7.2 -10.8 -3.6
Kuwait 56.0 54.2 6.0 3:9 10.4 37.4 33.3 512 3.6 8.4
Libya 12.0 -12.3 -16.7 -18.7 -19.0 17.2 -27.8 —42.1 —47.4 -36.9
Oman 5.2 4.7 -11.2 -12.7 -11.6 7.5 5.7 -17.5 -21.3 -17.6
Qatar 41.0 49.4 13.8 -2.9 0.1 23.8 23.5 8.2 -1.8 0.0
Saudi Arabia 109.3 73.8 -53.5 —42.3 -17.7 16.4 9.8 -8.3 -6.6 -2.6
United Arab Emirates 425 40.3 12.3 4.2 13.0 11.8 10.0 3.3 1.1 3.2
Yemen -1.3 -0.7 -2.1 -1.9 -1.1 -4.3 -1.7 -5.5 -6.1 -2.8
Oil importers -35.9 -39.3 -41.9 -24.9 -25.9 -4.6 -4.4 -4.5 -4.8 -4.7
Afghanistan, Rep. of 1.4 0.5 0.9 0.8 0.2 8.2 24 4.7 4.5 1.1
Djibouti -0.2 -0.4 -0.5 -0.3 -0.3 -13.3 -25.6 -30.7 -17.2 -14.4
Egypt -6.9 -2.4 -12.2 . e -2.8 -0.8 -3.7 -5.8 -5.2
Jordan -2.9 -2.4 -3.4 -3.6 -3.7 -9.6 -6.8 -9.0 -9.0 -8.9
Lebanon -8.3 -14.0 -10.7 -10.6 -11.0 -19.6 —28.1 -21.0 -20.4 -20.6
Mauritania -1.1 -1.8 -1.3 -1.0 -1.2  -215 -33.3 -27.0 -21.9 -24.9
Morocco —6.8 —6.2 -1.9 -1.3 -1.5 —6.8 5.7 -1.9 -1.2 -1.4
Pakistan -4.0 -3.1 -2.6 . o 2.2 -1.3 -1.0 -0.9 -1.5
Somalia
Sudan -3.7 -5.0 -6.4 -5.5 -5.5 -6.0 -7.0 -7.8 -5.9 -4.9
Syrian Arab Republic -2.9
Tunisia -2.9 -4.3 -3.8 -3.4 -2.9 -6.4 -9.1 -8.8 -8.0 -6.9
CCA 12.8 9.2 -11.3 -12.5 -9.3 3.5 2.0 -3.0 -4.1 -2.8
Oil and gas exporters 15.6 13.4 -8.3 -9.2 -5.8 4.8 3.3 -2.4 -3.5 -2.0
Azerbaijan 13.6 10.4 -0.2 0.3 1.2 22.8 13.9 0.4 0.7 Exl
Kazakhstan 1.9 6.0 -4.4 -2.8 0.0 0.7 26 -2.4 -2.2 0.0
Turkmenistan -1.5 -3.5 =37 -6.8 =71 -6.1 -7.5 -10.3 -18.5 -18.0
Uzbekistan 1.7 0.5 0.1 0.1 0.2 3.8 0.7 0.1 0.1 0.2
Oil and gas importers -2.8 -4.2 -3.1 -3.2 -3.5 -7.8 -9.4 -7.9 -8.5 -8.8
Armenia -1.1 -0.9 -0.3 -0.3 -0.3 -116 -7.6 2.7 -2.5 -3.0
Georgia -1.4 -1.8 -1.6 -1.7 -19 -10.2 -10.6 1.7 -12.1 -12.0
Kyrgyz Republic 0.0 -1.3 -0.7 -0.9 -0.9 -0.3 -17.8 -10.4 -15.0 -14.9
Tajikistan -0.2 -0.3 -0.5 -0.3 -0.3 -3.4 -2.8 -6.0 -5.0 -5.0
Memorandum
MENA 277.5 178.9 -123.7 -122.5 -69.3 9.4 5.6 -4.4 -5.0 -2.8
MENA oil importers -33.2 -36.6 —40.2 -25.7 -26.1 -6.0 -5.9 -6.2 -6.7 -6.3
Arab Countries in Transition -20.7 -16.1 -23.4 -10.2 -9.2 -4.5 -3.0 -4.3 -5.4 -4.7
(excl. Libya)
GCC 255.7 223.9 -33.6 -51.2 -7.0 17.7 13.6 -2.4 -3.7 -0.5
Non-GCC oil exporters 55.0 -8.3 —49.8 —45.6 -36.1 5.8 -0.9 -6.2 -5.6 -4.1
Arab World 249.6 163.1 -131.9 -139.7 -83.9 9.9 5.8 -5.4 -6.5 -3.8
West Bank and Gaza' -1.6 -0.9 -1.7 -1.8 -16 -15.8 —7.4 -13.5 -13.4 -11.4

Sources: National authorities; and IMF staff estimates and projections.
T West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 7. Gross Official Reserves and Total Gross External Debt

Gross Official Reserves Total Gross External Debt
(Months of imports) (Percent of GDP)'
Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 1.7 14.0 12.9 1.5 10.8 28.4 28.1 334 35.6 36.7
Oil exporters 13.7 16.6 14.9 131 12.2 25.6 24.7 3241 35.1 35.2
Algeria 34.2 334 29.2 229 20.8 2.6 1.7 1.8 2.5 4.4
Bahrain 2.4 3.2 24 2.4 23 1577 154.1 173.0 183.6 190.4
Iran, I.R. of 11.8 18.5 19.8 20.6 223 B15) 1.2 1.6 2.0 2.8
Iraq 10.1 12.3 9.8 7.5 71 42.0 25.9 40.6 45.5 43.6
Kuwait 7.0 74 6.7 6.4 6.5 26.8 242 37.2 413 39.2
Libya
Oman 5.1 5.4 5.9 54 5.0 13.2 10.6 23.0 29.7 322
Qatar 6.9 8.7 7.3 8.1 7.9 83.0 79.2 106.0 130.7 135.4
Saudi Arabia? 30.4 35.6 33.9 28.7 25.1 15.2 12.5 15.2 17.2 17.5
United Arab Emirates 1.9 3.3 3.7 35 3.7 445 48.3 60.1 60.1 55.9
Yemen 5.3 5.9 22 1.1 1.2 19.0 14.3 15.5 18.3 15.3
Oil importers 5.2 5.2 5.8 5.8 5.9 36.5 37.6 36.4 36.7 40.5
Afghanistan, Rep. of 6.2 9.8 9.0 8.8 8.4 9.0 6.4 6.2 6.8 6.9
Djibouti 3.7 4.4 4.2 4.1 4.6 54.7 56.5 47.5 40.6 39.6
Egypt 4.1 255 3:3 2.8 3.4 14.5 15:3 14.4 14.1 23.6
Jordan® 6.6 8.5 9.0 8.8 8.6 60.3 64.0 65.8 67.4 66.7
Lebanon* 1.7 14.9 14.2 12.9 1.8 165.9 170.0 174.7 176.6 177.5
Mauritania 1.8 2.7 3.7 3.3 3.3 85.5 89.0 102.4 108.6 113.0
Morocco 5.6 6.1 6.5 7.0 7.5 26.6 30.9 32.9 33.0 322
Pakistan 2.8 2.2 3.4 4.2 4.5 30.5 26.7 24.0 25.0 25.1
Somalia
Sudan 1.7 1.7 1.2 1.0 1.0 65.0 65.8 61.4 55.7 49.2
Syrian Arab Republic 15.2
Tunisia 4.1 4.1 4.3 4.5 4.5 51.1 56.0 61.5 70.0 745
CCA 6.6 8.9 8.1 8.3 8.4 48.0 45.5 58.9 77.2 72.9
Oil and gas exporters 7.4 10.4 9.4 9.7 9.9 46.1 43.6 56.7 76.1 71.5
Azerbaijan3? 6.8 9.6 4.2 3.0 34 7.8 8.6 12.8 26.5 23.0
Kazakhstan 5.8 7.7 7.9 8.5 8.4 73.0 69.2 90.8 134.6 120.4
Turkmenistan3 11.1 17.4 23.2 23.2 23.4
Uzbekistan3 13.8 19.5 18.4 19.0 19.1 13.7 12.2 15.3 19.2 19.5
Oil and gas importers 3.6 S/ BI5) &7/ 3.6 65.1 63.4 78.5 85.4 83.4
Armenia 4.6 4.0 5.0 5.0 4.9 68.5 71.3 84.5 86.4 86.0
Georgia 3.7 3.6 3.2 3.3 34 64.4 64.9 84.9 84.6 80.5
Kyrgyz Republic? 4.4 4.8 3.6 3.8 34 81.3 75.6 88.6 106.5 102.0
Tajikistan 1.2 1.8 22 2.8 2.8 48.0 41.0 50.1 66.6 68.7
Memorandum
MENA 121 14.6 183 1.8 1.1 28.4 28.3 34.5 36.9 38.1
MENA oil importers 5.6 5.8 6.3 6.0 6.1 39.6 42.9 42.5 42.5 48.6
Arab Countries in Transition 4.9 4.5 4.9 4.8 5.1 23.9 25.2 25.1 25.9 32.3
(excl. Libya)
GCC 12.5 15.4 13.8 12.0 10.9 344 33.7 43.7 48.2 47.9
Non-GCC oil exporters 16.8 20.6 18.6 16.5 16.4 11.5 8.1 10.8 11.6 12.3
Arab World 121 14.3 12.8 11.1 10.1 33.2 324 39.8 42.8 44.2
West Bank and Gaza® 1.5 1.1 ... .. 1.2 8.6 8.4 7.9 7.6

Sources: National authorities; and IMF staff estimates and projections.

"Nominal GDP is converted to U.S. dollars using period average exchange rate.

2 Saudi Arabia Monetary Agency gross foreign assets.

3 Excludes deposits of nonresidents held in the banking system.

4 Excludes gold and encumbered assets.

5 Public and publicly guaranteed debt, as private debt data are not reliable.

6West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 8. Consumer Price Inflation and Depository Corporations (Banking System) Credit to Private Sector

STATISTICAL APPENDIX

Consumer Price Inflation’
(Year average; percent)

Credit to Private Sector
(Annual change; percent)

Average Projections Average Projections
2009-13 2014 2015 2016 2017 2009-13 2014 2015 2016 2017
MENAP 8.6 6.9 5.9 5.6 6.1 1.3 11.0 9.0 6.7 5.1
Oil exporters 8.0 5.8 5.5 4.7 4.2 12.3 11.8 8.7 4.9 3.0
Algeria 5.3 2.9 4.8 529 4.8 14.3 14.7 15.2 1.6 2:5
Bahrain 21 2.7 1.8 3.6 3.0 6.7 -5.9 7.6 3.1 3.8
Iran, I.R. of 22.0 15.6 11.9 7.4 7.2 21.8 15.0 3.7 2.0 0.3
Iraq 2.8 2.2 14 2.0 2.0 345 4.5 6.2 3.0 6.0
Kuwait 4.0 2.9 3.2 34 3.8 4.1 5.2 7.6 4.0 43
Libya 5.9 2.8 141 14.2 12.5 11.9 71 25 -4.4 -1.0
Oman 3.0 1.0 0.1 1.1 3.1 9.9 14.9 13.9 9.9 10.1
Qatar 0.1 34 1.8 3.0 3.1 12.9 20.3 19.7 12.0 9.1
Saudi Arabia 3.6 2.7 22 4.0 2.0 9.0 11.8 9.2 6.0 5.8
United Arab Emirates 1.0 2.3 4.1 3.6 3.1 -0.3 1.5 8.4 5.3 6.5
Yemen 11.0 8.2 394 5.0 18.0 5.0 2.6 -22.3 9.3 -99.9
Oil importers 9.7 9.4 6.6 7.4 9.8 8.2 8.8 10.2 1.7 10.3
Afghanistan, Rep. of 4.2 4.7 -15 4.5 6.0 6.0 —6.6 5.9 8.6 9.6
Djibouti 34 2.9 2.1 3.0 3.5 13.7 8.6 7.0 14.0 16.0
Egypt 9.9 10.1 10.4 14.0 17.3 6.2 7.4 16.7 14.1 93
Jordan 3.5 2.9 -0.9 -0.5 23 6.4 3.7 4.8 10.2 8.5
Lebanon 4.3 1.9 -3.7 -0.7 2.0 14.6 9.3 5.9 2.0 3.0
Mauritania 4.6 3.8 0.5 1.3 4.2 10.8 11.2 9.7 0.8 4.4
Morocco 1.2 0.4 1.5 1.3 1.3 7.2 25 1.9 4.7 6.0
Pakistan 12.3 8.6 45 29 5.2 3.1 12.5 5.9 11.5 13.0
Somalia
Sudan 22.9 36.9 16.9 13.5 16.1 20.4 17.6 20.8 23.2 18.9
Syrian Arab Republic 3.6 e e . 17.3 -29.5 -30.7 -83.8 —296.1
Tunisia? 43 4.9 4.9 3.7 3.9 11.8 9.4 6.2 8.2 7.0
CCA 6.8 5.9 6.2 9.9 8.3 20.5 12.2 7.9 5.5 10.9
Oil and gas exporters 6.9 6.1 6.4 10.8 8.7 20.7 10.6 7.4 5.2 1.1
Azerbaijan 3.7 1.4 4.0 10.2 8.5 19.7 26.7 14.0 -2.1 6.6
Kazakhstan 6.7 6.7 6.5 13.1 9.3 9.6 0.4 -1.1 0.3 6.1
Turkmenistan 3.8 6.0 6.4 B15) 5.0 64.8 20.9 21.0 30.0 30.0
Uzbekistan 12.1 9.1 8.5 8.4 9.6 36.1 25.3 23.3 14.2 17.4
Oil and gas importers 5.6 4.6 4.8 24 4.9 18.7 27.5 12.8 7.9 9.3
Armenia 5.4 3.0 3.7 -0.5 25 23.1 20.5 -3.6 3.4 6.6
Georgia 3.2 3.1 4.0 2.6 3.6 12.4 23.3 221 1.4 8.1
Kyrgyz Republic 8.1 7.5 6.5 1.1 7.4 17.3 43.6 17.2 7.7 16.0
Tajikistan 7.2 6.1 5.8 6.3 73 24.8 Sl 12.7 7.2 9.6
Memorandum
MENA 8.2 6.8 6.1 6.0 6.2 1.9 11.0 9.3 6.3 4.4
MENA oil importers 8.7 9.9 8.0 9.9 12.3 10.2 7.8 121 11.8 9.3
Arab Countries in Transition 7.8 7.6 9.2 9.9 12.8 71 6.0 8.9 1.1 1.0
(excl. Libya)
GCC 2.7 2.6 2.5 3.6 2.6 6.5 11.8 10.4 6.5 6.2
Non-GCC oil exporters 13.7 9.5 9.1 6.1 6.1 20.6 11.6 5.7 21 -2.5
Arab World 4.9 4.8 4.8 5.6 5.9 9.9 10.4 10.1 7.0 5.0
West Bank and Gaza® 2.8 1.7 1.4 1.1 1.2 18.6 31.2 19.7 14.2 12.8
Sources: National authorities; and IMF staff estimates and projections.
" Data on a calendar year basis for all countries, except Iran.
2 Credit to private sector includes credit to public enterprises.
3West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 9. Financial Sector Indicators

Nonperforming Loans

Capital Adequacy Ratios Return on Assets (90-day basis, percent of
(Percent of risk-weighted assets) (Pre-tax, percent) total loans)
Dec-13 Dec-14 Dec-15 Dec-13 Dec-14 Dec-15 Dec-13 Dec-14 Dec-15
MENAP
Oil exporters
Algeria 215 16.0 17.0 1.9 2.0 . 10.6 9.2
Bahrain’ 18.5 18.3 . 1.1 1.4 . 5.6 4.6
Iran, I.R. of2 . . . . . . 15.4
Iraq . . . . . . . . .
Kuwait 18.9 16.9 17.5 1.0 1.1 1.1 3.6 29 24
Libya . . . 0.6 . . 21.0 . .
Oman 16.2 15.4 16.2 1.8 1.7 1.6 2.0 1.9 1.8
Qatar 16.0 16.3 15.6 2.1 2.1 2.0 1.9 1.7 1.6
Saudi Arabia 17.9 17.9 18.1 2.0 2.0 2.0 1:3 1.1 1.2
United Arab Emirates® 19.3 18.1 18.3 1.6 1.7 1.5 6.7 5.6 5.2
Yemen* 26.4 . . 1.5 . . 21.7
Oil importers

Afghanistan, Rep. of 26.2 26.5 28.3 0.6 0.9 0.4 4.9 7.8 12.3
Djibouti 9.6 10.7 12.5 1.2 0.7 0.6 14.5 18.0 221
Egypt®® 13.7 13.9 . 1.0 1.3 . 93 8.5
Jordan 18.4 18.4 . 1.2 14 . 7.0 5.6 .
Lebanon7 11.2 1.2 11.2 1.0 1.1 1.2 4.0 4.0 4.2
Mauritania® 324 28.1 . 2.0 1.9 . 20.4 23.9 .
Morocco 13.3 13.8 . 1.0 0.9 . 5.8 6.8 7.2
Pakistan 15.1 171 17.3 1.6 2.2 25 13.3 12.3 1.4
Sudan 16.6 . 0.2 3.7 . 4.0 8.4 71 5.1
Syrian Arab Republic . . . . . . . .
Tunisia 8.2 9.4 . 0.3 0.9 . 16.5 15.7

CCA
Armenia 16.7 14.5 16.2 1.9 1.0 -0.5 4.5 6.8 7.8
Azerbaijan 18.1 19.2 . 1.5 1.7 . 4.5 4.4 .
Georgia® 25.2 25.5 26.0 2.6 2.6 2.3 3.1 3.1 2.7
Kazakhstan 18.8 16.8 15.9 1.6 1.5 1.0 31.3 23.5 8.0
Kyrgyz Republic 25.0 21.8 21.3 2.8 2.6 1.7 55 4.5 71
Tajikistan0 20.2 12.0 8.3 0.7 —4.4 -0.6 16.0 251 29.9
Turkmenistan 13.7 15.7 . 31 3.2 . 0.0 0.0 .
Uzbekistan 243 23.8 23.6 2.0 2.0 2.0 0.4 0.4 0.4

Memorandum:
West Bank and Gaza™! 20.7 18.0 16.1 1.9 1.7 1.5 2.9 2.5 1.3

Source: National authorities; and IMF staff estimates.

T Conventional retail banks only; excludes Islamic Wholesale and Retail banks along with Conventional Wholesale banks.
2 December data refer to March data of the following year.

3 National banks only.

4 Data refer to all banks except the Housing Bank and CAC Bank.

5 After tax.

6 Provisioning to NPLs surpassed 100 percent as of Dec. 2009 and data refer to end of fiscal year.

7CAR according to Basel Il in 2010 and Basel Ill from 2011 onwards.

8 Provisioning to NPLs stood at 89 percent in June 2011.

9 Cumulative and annualized.

10 CAR: Tier 1 capital as percent of risk-weighted assets. ROA: the quick turnaround in profitability in H1 2013 reflects sizeable under-provisioning for

nonperforming assets in some large banks. NPLs: loans overdue by 30 days or more.
' West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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