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EXECUTIVE SUMMARY
Background

e The impact of the global financial crisis on Syria has been relatively moderate and
mostly through linkages to trading partners in the region and Europe. Non-oil growth is
estimated to have declined by 1.5 percentage points in 2009 to 4.5 percent. The fiscal and
current account deficits are estimated to have widened somewhat, but remained at sustainable
levels, and the level of official net foreign assets remained comfortable.

Authorities’ views

e Measures taken in response to the global crisis and to support lending to investment
projects are temporary and will be phased out over time.

e Quasi-fiscal operations that are conducted by public enterprises and state-owned banks
will continue to be streamlined.

o Plans to modernize the monetary policy framework will be advanced, including by
developing indirect monetary policy instruments such as treasury bills.

e Implementation of financial sector and other structural reforms will continue to promote
the private sector, diversify the economy, and accelerate growth and employment creation.

Staff recommendations

e Gradually resume fiscal consolidation, including by revisiting the large increase in
public investment budgeted for 2010, maintaining current expenditure restraint, and building
on the progress made in reforming subsidies.

e Complete the remaining preparations for the introduction of the VAT in 2011 and
improve public financial management.

e  Continue with the implementation of the 2008 FSAP recommendations, and reform
public banks. Reverse the increase in the regulatory ceiling on credit exposure, and phase out
the differentiated reserves requirement.

e  Allow exchange rate fluctuations within the de jure band around the SDR and gradually
increase flexibility over the medium-term.

e Accelerate structural reforms, including by modernizing regulations, continuing to
streamline the extensive subsidies system, and further liberalizing trade.



I. BACKGROUND AND RECENT ECONOMIC DEVELOPMENTS

1. The Syrian authorities have been implementing gradual, but wide-ranging
reforms. These reforms are motivated by the challenges posed by the decline in oil
production and the strategy initiated in the early 2000s to transition toward a social market
economy. The exchange rate has been effectively unified and restrictions on access to
foreign exchange for current transactions appear to have been mostly eliminated. Private
banks are now leading financial sector growth, and the Damascus stock exchange recently
re-opened after being closed for 40 years. Taxes have been streamlined and the trade regime
significantly liberalized. There was a limited cabinet reshuffle in January, but no change in
economic policy is expected.

2. The impact of the global financial crisis on Syria has been relatively moderate
and mostly through linkages to , , o
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Figure 4. Syria: Foreign Trade, 2008
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3. Fiscal policy in 2009 aimed at mitigating the impact of the global crisis.

Budgetary expenditure is estimated to
have grown by about 5 percent of GDP,
reflecting increases in public
investments, as well as the wage bill
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raising fuel prices. Non-oil revenue

Figure 5. Syria: Budget Deficit, 2005-10
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4. The external current account deficit widened to about 4.5 percent, as the decline

in exports exceeded that of imports. However, tourism receipts were buoyant, and both FDI
and remittances dropped only slightly. Gross reserves remained comfortable, at about

US$17 billion.

5. With the Syrian pound pegged to a basket (within a band), broad money is
estimated to have grown by about 10 percent in 2009. Credit to public enterprises
decelerated sharply due to the reduction in energy subsidies, which were financed by



borrowing. Nonetheless, growth of credit to the private sector remained at about 25 percent,
driven by the expansion of private banks.

6. The Central Bank of Syria (CBS) took some measures to ease the monetary
stance and support lending to investment projects. These included: (i) reducing the
reserve requirements by up to 5 percent for banks that increase lending to investment
projects; (i1) requiring selected banks to cancel penalty on overdue debts and extend
maturities; (iii) reducing the indicative deposit interest rates from 7-9 percent to 6-8 percent;
and (iv) increasing the credit exposure limit for development projects from 25 percent to

35 percent for a single project. The CBS introduced additional conditions on the credit
associated with the latter measure in order to safeguard its quality. The authorities also
established a Lender of Last Resort facility, and increased the minimum capital requirement
for banks from $30 million to $200 million for conventional banks, and from $100 to

$300 million for Islamic banks (with 3 years grace period). Concomitantly, the ceiling on
foreign ownership of banks’ was increased from 49 percent to 60 percent.

7. The authorities also undertook a series of actions to mitigate the impact of the
drought and higher diesel prices on agriculture. These included tax breaks for farmers,

rescheduling of loans, cancelation of penalty on arrears, and increasing procurement prices
of key crops. The government established the Agricultural Support Fund (ASF) in 2008 to
replace some input subsidies with cash transfers to farmers. The ASF was allocated

SP10 billion in the 2009 budget. In addition, the Ministry of Finance (MoF) introduced tax
incentives to encourage companies to contribute to strategic objectives such as locating in

remote areas, increase hiring, and placing initial public offers in the stock market.

8. Some progress has been made in advancing structural reforms, including
simplifying investment procedures, modernizing accounting standards, and streamlining the
tax system. Effective June 2009, the authorities raised the minimum thresholds for
exemption from wage taxes. As an offsetting measure, the top income tax rate for
individuals was increased to 22 percent (from 20 percent). However, the authorities recently
introduced reference prices and customs duties that vary by country of origin to protect
against unfair trade practices.

II. PoLICcY DISCUSSIONS
A. Outlook and Risks

0. The outlook for 2010 points to an overall strengthening in economic
performance. The ongoing recovery in Syria’s trading partners is expected to contribute to
a gradual increase in exports, remittances, and FDI in 2010. Agriculture is likely to continue
to recover from the severe drought of the past two years. Therefore, growth is projected at
about 5 percent. The overall fiscal deficit is expected to narrow by about 1 percentage point



of GDP, on account of current expenditure restraint and a rise in oil revenues. The external
current account deficit is envisaged to narrow slightly, partly due to the moderation in the
domestic public consumption.

10. The medium-term outlook is projected to continue to improve with the gradual
global recovery and progress in domestic economic reforms. Growth is expected to
strengthen to about 5.5 percent by 2014, despite the envisaged decline in oil output, with the
ongoing rebound in agriculture and global recovery. The authorities’ medium-term fiscal
strategy aims to contain the

. Figure 6. Syria: Medium Term Outlook, 2005-14
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account deficit will likely
stabilize at 3.7 percent of GDP due to strengthening of non-oil exports and tourism receipts.
A delay in global recovery or faltering reform implementation could worsen the outlook and
impede Syria’s economic growth.

B. Fiscal Policy

1. The consolidation of public finances over the past few years provided room for
the authorities to take counter-cyclical measures to mitigate the effects of the global
economic crisis. Assuming somewhat similar implementation ratios as in the past, the 2010
budget implies a moderate tightening of the fiscal stance underpinned by a slight
improvement in revenue and current expenditure restraint. In nominal terms, the budget
provides for a 12.5 percent expenditure growth over the 2009 preliminary outcome. It
includes a small increase in current expenditure, mostly due to a moderate increase in
wages. It also provides for a 30 percent increase in capital outlays compared to the 2009
preliminary outcome (and 19 percent compared to the 2009 revised budget). Cash transfers
replacing the diesel coupons are envisaged to increase by about 0.5 percent of GDP. The
authorities are confident that the projected economic recovery in 2010 will allow them to
resume fiscal consolidation. They intend to continue to restrain current expenditures and
rationalize capital outlays. In recent years, the fiscal deficit has been smaller than what was
envisaged in the original state budget. The authorities also aim at continuing to allow the



private sector to take the lead in implementing some investment programs, including in the
context of public-private partnership (PPP) arrangements with adequate safeguards.

12. The authorities are determined to continue to modernize the subsidies system to
further enhance fiscal gains, efficiency, and the targeting of assistance. They replaced
the universal diesel coupons with targeted cash transfers to compensate vulnerable
households. Furthermore, many agricultural subsidies are now being delivered in the form
of targeted cash transfers through the ASF.

Box 1. Debt Sustainability Analysis

Public debt remains low since the 2005 rescheduling of the debt to Russia, and fiscal reforms have
advanced. However, the authorities need to continue their fiscal effort reform in the period ahead in view
of the likely expenditure pressures associated with plans to improve infrastructure and increase access to
basic services.

Based on the authorities’ ongoing reforms, public debt should remain at manageable levels. Debt is
expected to increase only moderately, to about 25 percent of GDP by 2014, despite the substantial decline
in oil revenue. The outlook is also sustainable if the recent years’ trend is used to derive assumptions.
Holding the key debt-dynamics variables (e.g. the real GDP growth and the primary fiscal balance)
constant at their 10-year historical averages produces an improvement in the debt-to-GDP ratio by about
10 percent by 2014. Holding the primary deficit constant at about 5 percent of GDP, the preliminary
outcome of 2009, would lead to an increase in the debt ratio to about 30 percent by 2014.

Sensitivity analysis of the baseline scenario indicates that public debt would remain sustainable

under various shocks. A one-half standard
deviation in the primary balance from the Syrian Arab Republic: Public debt under various fiscal adjustment scenarios, 2009-15
baseline assumption would result in a debt s
ratio by 2014 about 4 percentage points higher | «
than in the baseline. Applying a similar shock | s
to GDP growth leads to a debt ratio about »
6.5 percentage points higher by 2014 than in
the baseline. The most significant outcome
was generated by a 10 percent of GDP
increase in other debt-creating shocks (e.g.
larger contingent liabilities related to public . o o o2 s o s
enterprises), leading to a debt ratio in 2014 of
about 7.5 percentage points of GDP higher
than in the baseline.

No adjustment 1/
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Sources: Authorities; and Staff estimates and projections.

However, if the reforms underlying the baseline scenario falter, the fiscal outlook would significantly
deteriorate. For example, a substantial delay in the implementation of the VAT, a re-emergence of large
implicit fuel subsidies, and waning efforts to control wages and rationalize capital spending could lead to
growing fiscal deficits and public debt ratios rising to about 50 percent of GDP.




13. The MoF plans to introduce the VAT in 2011. Achievements in this area include
the drafting of the VAT law and a tax procedures code, the establishment of the large
taxpayer office and the General Commission for Taxes and Fees (GCTF), and substantial
modernization of customs. The authorities stressed that the delay experienced in launching
the VAT, which was originally planned for 2008, was due to vital preparations of the tax
administration and the public to ensure a successful introduction.

14. The authorities are cognizant of the need to further improve public expenditure
monitoring and management. The current and capital budgets have been effectively
integrated, and are now prepared and implemented by the MoF. For the first time, a
program- and performance-based budgeting approach was adopted for the agriculture and
education sectors in the 2010 budget. The authorities intend to further streamline the
substantial quasi-fiscal operations that are conducted by public enterprises and state-owned
banks. They plan to gradually bring on budget the remaining quasi-fiscal operations that are
conducted by these entities, and improve the timeliness of expenditure reporting by the
regional entities.

C. Monetary Policy and Financial Sector Reform

15. The scope for monetary policy independence will remain limited over the
medium-term in view of the exchange rate arrangement. The authorities intend to
continue their efforts to enhance the monetary policy framework. As part of their reform
agenda, they are planning to gradually replace administrative tools for conducting monetary
policy with market-based tools. If issuance of treasury bills is further delayed, the CBS
would consider issuing its own certificates of deposits. The authorities indicated that the
transfer of international reserves from the Commercial Bank of Syria (CBoS) to CBS has
been completed, in line with the FSAP recommendation.

16. In the authorities’ view, some measures taken in response to the global crisis
and to support lending to investment projects are temporary and will be phased out
over time. Staff noted that differentiated reserve requirements, based on the volume of
lending for investment purposes, can encourage bank financing of less profitable projects.
Also, it will be important to phase out the public banks’ preferential lending schemes in
order for banks to allocate their credit based on their own internal lending criteria.
Furthermore, the recent increase in the credit exposure limit for development projects could
increase banks’ vulnerabilities.
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Box II. Subsidy Reform

The authorities have taken important steps in reforming the energy subsidies. The prices of key
petroleum products were increased in 2008, saving about 7 percent of GDP in implicit subsidies. To mitigate

the impact of the higher prices, the Energy Subsidy Reforms 2008 2009
authorities increased public wages Price Adjustments

and issued coupons, allowing every Gas Oil (Diesel) 7.3 to 25 SP/liter 25 to 20 SP/liter
household to buy up to 1000 liters of ~ Fuel Oil 6to 9 SP/liter

diesel at a lower price. These Kerosene 22.7 to 40 SP/liter

compensatory measures amounted t0  gasoiine 36 to 40 SP/liter

about 4.5 percent of GDP.
Notwithstanding the significant price  Compensatory Measures

increases, implicit subsidies Public wage increase 25%
remained at about 8.3 percent of Diesel coupons 1000 liters per household at 9
. L SP/liter
GDP as international prices o
Cash Transfers 10,000 SP for eligible households

increased.

The universal diesel coupons were

replaced by targeted cash transfers in 2009. The criteria applied in determining eligibility for transfers are
based on income, asset ownership, and the utility bill. Approximately half of the Syrian households are
likely to benefit from these transfers. Furthermore, unlike the cost of the coupons which was born by the
state-owned oil distribution company, the cash transfers will be funded directly from the budget.

The increase in domestic energy
prices reduced the cross-border

leakage of subsidies, as reflected in Energy Subsidies, as % of GDP 2008 2009

the subsequent sharp reduction in Total subsidy 12.9 49

diesel and fuel oil consumption. The Price subsidy (extrabudgetary) 8.3 1.8
p . Budgetary compensatory measures 4.5 6.2

implicit price SUbSidy declined sharply Sources: Oil Marketing Office, Ministry of Oil, Mahroukat and Fund staff estimates
with the drop in international oil prices

in 2009. Nonetheless, the cumulative compensatory measure is estimated at about 6 percent of GDP,
resulting in a still large, but more efficient subsidy to consumers. However, if domestic prices are not
adjusted to reflect future changes in international prices, the current price gap will widen again, and so will
leakage.

The government also took important steps to reform agricultural subsidies through the introduction
of ASF to manage and streamline inputs subsidies. To mitigate the effects of the reduction in the implicit
diesel subsidy and the liberalization of the fertilizer market in 2009, the ASF started to make targeted cash
transfers to farmers.

17. The CBS views further strengthening of bank supervision as a priority. In
particular, public banks now report on a regular basis their key financial sector indicators to
the CBS. However, data for some of these banks may not reflect their true condition due to
outdated accounting practices. The CBS has made progress in implementing the 2008 FSAP
recommendations. Nonetheless, realization of a number of these recommendations requires
amending the central bank law. Efforts are underway to prepare banks for the
implementation of Basle II, including by requiring them to strengthen their internal risk
assessment procedures. The authorities do not see a problem with the strong growth of
private credit in view of the strengthening of the supervisory framework, low level of
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financial intermediation, and the fact that many of the new banks are subsidiaries of well
established foreign banks with good risk assessment capabilities.

18. The impact of the global crisis on the financial sector has been limited due to
the low degree of its global exposure and CBS’s prudential requirements. The capital
adequacy ratio for the consolidated banking sector is reported at about 20 percent. Banks
continued to be liquid and moderately profitable. The average non-performing loans (NPL)
ratio is low. However, the NPL of public banks (6 percent) is likely to be significantly
understated as these banks do not classify many of their loans that are in arrears as bad loans
since most of them are implicitly guaranteed by the government. In general, roll-over of bad
loans is extensive, hindering a meaningful calculation of NPLs. The recent CBS regulation
limiting roll-overs should help clarify the true position of these banks in the period ahead.
Also, recent decisions to reschedule loans will be limited to sectors strongly impacted by the
global crisis and the drought.

19. The Syrian pound appreciated by about 7 percent against the dollar in 2008 in
nominal terms. This contributed, along with the high domestic inflation that year, to a real
effective appreciation of about 14 percent. About half of that real appreciation was reversed
during 2009 with the substantial depreciation of the dollar against the Euro and the decline
in Syria’s domestic inflation. Econometric estimates, which suffer from serious data
shortcomings, suggest that the real exchange rate of the pound may be moderately
overvalued relative to its medium-term equilibrium level (Box IV). The authorities have
stressed that the exchange rate reflects market forces and that it is competitive as evidenced
by the rapid growth of exports prior to the global recession of 2009. The staff does not
recommend a change in the current nominal exchange rate level in the present context, and
in view of the data shortcomings highlighted above.
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Box III. Financial Sector Developments

The Syrian authorities have embarked on an ambitious reform agenda to modernize the financial
sector and improve intermediation. A number

of laws and regulations have been put in place; Syria: Claims on Private Sector, 2005-June 2009 (in percent)
private banks, insurance companies, and micro
credit institutions have been established; and 100 |
banking supervision has been strengthened.
Furthermore, modernization of the CBS has 80 |
continued, and substantial progress toward
current account convertibility and exchange rate 60 |
unification has been made. Moreover, the
authorities fully liberalized bank lending rates 40 ¢
and rates on foreign currency deposits and
loans. 20 ¢

= State-Owned Banks = Private Banks Islamic Private Banks

The share of private banks has grown

0

considerably since they were first established 2005 2006 2007 2008 Jun-09

in 2004. As of September 2009, there were 12 Source: Syrian authorites.

private banks (including 2 Islamic banks) with 200 s ﬁ:::;(:;:e Secneer
assets equivalent to about 24 percent of total

banking sector assets. Their total deposits have 150

grown by about 12-16 percent annually since 2006.

Overall, banking intermediation has increased 100

substantially, although it still remains low by

regional standards. 50
Despite the achievements made thus far, . ‘ ‘ ‘ ‘

considerable challenges remain, including Jordan Lebanon Eayet Syria Libya
establishing indirect monetary instruments, Sources: IFS; and Fund staffesimates.

reducing the role of the government in credit 120 ——

allocation, and removing the large excess Sy Bank Reserve, 20052008 03 .
liquidity in the banking system. The authorities 10 |
are considering replacing administrative tools
for conducting monetary policy, including & r
controls on banks’ domestic currency deposit
rates with issuance of treasury bills. In this
context, it is important that interest rates are
fully liberalized to allow for full transmission of
policy signals. Also, reserve requirements, ol
which introduce distortions and complicate I l

monetary management as the CBS moves 0 J ‘ ‘

forward with its plan to introduce indirect 2005 2006 2007 2008 200903
monetary instruments will need to be unified. Souree: Gl Bk of Syia

Preferential lending schemes and directed credit to priority sectors should be phased out. Finally,
considerations can also be given to securitizing government debt to CBS in order to remove excess liquidity.

60
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Box IV. Exchange Rate Assessment

Econometric estimates suggest that the pound may be moderately overvalued in real effective terms
at end-2008. This has been partly corrected during 2009 with the depreciation of the dollar against the
euro. However, the estimates, which utilized CGER methodologies 1/, are not reliable due to serious data
shortcomings. Syrian balance of payments statistics and national accounts need significant improvement,
and the data used by staff are in many cases

only estimates. Syria: Current Account Norms vs. Projected Estimates, 2008-2014
{in percent of GDP)

The macroeconomic balance approach +0

indicates an overvaluation of the pound by e Current account nom
about 10-15 percent. Based on a panel T'Z

regression, the equilibrium current account oo - -
norm for Syria would be a surplus of about 10

1 percent of GDP. This compares with a 20 Projected currert account
projected deficit of about 3.7 percent of 3.0

GDP. The set of determinant variables in this .0 \/—'

approach include the fiscal balance, 2o

population growth, NFA, oil balance, and per e

capita income.

2008 2009 2010 2011 2012 2013 2014

The equilibrium real exchange rate

(ERER) methodology points to an e T e

overvaluation of the pound by about 15- 120

25 percent at end-2008. This methodology 100 1 Actual REER
utilizes a vector error correction model to 80 1

estimate the ERER using as the determining 60 -

variables oil income, net foreign assets, 40

openness to trade, government expenditure, 20 ’\,¥ /—/\J\ Mizellgrment /
and relative productivity. 0

The external sustainability approach also

indicates an overvaluation of the pound. - 2 £ S 2E 8 3 B §8 B8 B o
The results range from 10-15 percent, ¢ & 8 ¥ 8 ¥ ¥ 8 8 3 § E 8

Source: Fund staff calculations.

depending on the assumptions used. The
outcome depends on whether the objective is to keep constant the annuity from oil wealth in real terms, in
real terms per capita, or as a percent of GDP.

1/ www.imf.org/external/np/pp/eng/2006/110806.pdf

D. Structural Reforms and Other Issues

20. The authorities intend to continue to advance structural reforms in order to
accelerate growth, diversify the economy, and create employment. Progress has been
made in many areas, including reducing import tariffs, shortening the import negative list,
reforming fuel and agricultural subsidies, and establishing a one-stop window for approving
private investment. Furthermore, to further liberalize current transactions, each citizen is
now allowed to purchase up to $10,000 per month from a local bank and to transfer them
abroad in payment for current transactions or credit cards bills. The authorities noted that
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reference prices and customs duties that vary by country of origin were put in place in order
to protect against unfair trade practices.

III. STAFF APPRAISAL

21. The impact of the global financial crisis on Syria has been relatively moderate.
Preliminary data for 2009 indicate that non-oil growth decelerated as lower growth in most
sectors was only partially offset by a moderate recovery in agriculture. Inflation declined
sharply, reflecting trends in the global prices of basic commodities. Despite the important
progress made in subsidies reforms, the fiscal deficit widened as the consolidation of public
finances in the past few years provided room for the authorities to implement counter-
cyclical measures to mitigate the effects of the global economic crisis. The current account
deficit increased slightly, as the decline in exports exceeded that of imports. Tourism
receipts, however, remained buoyant, and both FDI and remittances dropped only slightly
despite the global economic crisis.

22. The widening in the fiscal deficit in 2009 was appropriate to mitigate the impact
of the global recession. Furthermore, this widening in the fiscal deficit in 2009 partly
reflects enhanced fiscal transparency as substantial extra-budgetary spending related to
petroleum subsidies was brought on budget. A gradual resumption of fiscal consolidation
going forward is necessary in order to preserve fiscal sustainability. In this connection, it
would be important to revisit the large increase in public investment budgeted for 2010,
especially after its large increase in 2009. This would be more in line with absorptive
capacity and would help reduce the overall fiscal deficit to about 4.5 percent of GDP.
Furthermore, the staff urges the authorities to ensure that increases in public wages are
linked to performance and to civil service reform.

23. The commendable recent reforms of petroleum subsidies have led to
considerable efficiency gains and a reduction in waste and leakages as reflected in the
decline in domestic consumption. The replacement in December 2009 of the diesel
coupons with cash transfers is likely to enhance the targeting of assistance and consolidate
efficiency and fiscal gains. The staff encourages the authorities to prevent a re-emergence of
the large inefficient price subsidies of the past.

24. The substantial progress in the preparation for the VAT is welcome, but
further efforts are needed. In particular, it would be important to make progress in
reorganizing tax administration, including by shifting more responsibilities to the GCTF.
The staff supports the streamlining of the tax system, and advises against a further increase
in the personal income tax rates. The staff encourages the authorities to streamline excise
taxes in line with the recommendations of past technical assistance missions.
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25. The efforts to improve public financial management are welcome and should
continue. The budget classification should be further enhanced to reflect standardized
economic classifications. In addition, it is important to support the plan to cast the budget
formulation and execution in a medium-term framework by further empowering the newly
established Fiscal Forecasting and Planning Units at the MoF and facilitating a more timely
flow of data and information between these units and the different departments at the MoF.
The staff encourages the authorities to expand the use of the program- and performance-
based budgeting approach. It would also be important to bring on budget the remaining
quasi-fiscal operations.

26. The staff recommends a shift in the financing of the budget deficit from bank
borrowing to issuing treasury bills. The interest rate on these bills should be market-
determined. At the same time, it would be important to ensure that public investment projects
yield high economic and social return in order to justify the cost of their financing.

27. The staff welcomes the progress made in implementing the reform agenda to
modernize the CBS and the monetary policy framework. Enhancing the CBS operational
independence will be important to strengthen its ability to formulate and implement monetary
policy. The staff also encourages the authorities to utilize treasury bills as an instrument of
monetary policy to withdraw excess liquidity. Otherwise, the CBS would have to issue its
own certificates of deposit. Considerations should also be given to securitizing the stock of
government debt to the CBS.

28. Staff encourages the authorities to phase-out some of the decisions that were
taken in response to the global crisis. The legitimate intended objectives of differentiated
reserve requirements or increased credit exposure limits for development projects can be
achieved through other means that are more effective and entail lower risks for banks and
lesser burden for the supervision department.

29. The staff welcomes the good start at implementing the recommendations of

the 2008 FSAP report, including by strengthening the regulatory and supervisory
framework and improving collection of data on public banks. The authorities are encouraged
to continue to strengthen supervision in order to maintain the health of the financial sector,
especially in view of the rapid growth of private banks’ credit. The staff also encourages the
authorities to adopt the amended central bank law as soon as possible.

30.  Priority in the period ahead should be placed on public banks’ reform. The staff
welcomes the closer collaboration between the MoF and the CBS regarding supervision of
these banks. Strengthening the CBS’s supervisory and regulatory independence with respect
to these banks would ensure their compliance with prudential regulations and help address
deficiencies identified in the supervisory process.
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31. The Syrian pound’s de jure peg to a band around the SDR can provide a strong
monetary anchor, while allowing some flexibility in the pound’s rate vis-a-vis major
currencies. In practice, the pound appears to be de facto pegged to a basket in which the
dollar has a larger weight than its weight in the SDR basket. Adjusting the de facto basket in
line with the de jure regime would be more consistent with Syria’s direction of trade. The
dollar has the largest share in the SDR basket, which is also consistent with the key role it
has in foreign exchange markets and international trade pricing and payments. A gradual
move toward greater flexibility over the medium-term as the monetary policy framework
develops would further increase monetary policy independence and maintain external stability.
Preliminary econometric estimates suggest that the pound may be moderately overvalued in real
effective terms, although they are still subject to uncertainties given the serious data
shortcomings. The staff, however, does not recommend a change in the current nominal
exchange rate level in the present context.

32. The progress made in transition to a market economy is welcome, but the
remaining structural reform agenda is substantial. Emphasis should be placed on further
reducing the number of goods subject to administrative pricing, and modernizing of the legal
and regulatory framework in order to encourage private investment and enhance
competitiveness. The staff recommends that the authorities reverse the recent introduction of
customs duties that vary by country of origin, and address suspected unfair trade practices by
other measures such as enhancing customs’ capacity to examine invoices through
computerization and cross border cooperation.

33. The staff welcomes the authorities’ intention to accept the obligations of

Article VIII of the IMF’s Articles of Agreement. The staff recommends that the authorities
remove any remaining restrictions in preparation for the acceptance of the obligations of
Article VIIL. The staff stands ready to conduct a comprehensive review of the exchange
system upon the authorities’ request.

34, Staff urges the authorities to improve data quality and provision to facilitate
better analysis of developments and guide policy formulation.

35. It is proposed that the next Article IV consultation take place on the standard
12-month cycle.
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Table 1. Syrian Arab Republic: Selected Economic Indicators, 2005—-10

Est. Prel. Proj.

2005 2006 2007 2008 2009 2010

(Change in percent, unless otherwise indicated)
National income and prices

Real GDP 4.5 5.1 4.3 5.2 4.0 5.0
Oil -8.6 -7.1 -4.8"7 0.0 0.2 0.2
Non-ail 7.5 6.9 5.8 6.0 4.5 5.5

Nominal GDP (LS billions) 1,491 1,709 2,025 2,535 2,437 2,758
Of which: Non-olil 1,134 1,305 1,558 1,896 2,037 2,261

Nominal GDP ($ billions) 28.6 33.5 40.6 54.5 52.5 59.4

Crude oil production (‘000 barrels/day) 431 400 381 381 382 383

GDP deflator 12.9 9.1 13.7 19.0 -7.5 7.8

Syrian oil export price ($ per barrel) 48.1 57.6 65.3 84.2 52.4 64.3

CPI period average 7.2 10.4 4.7 15.2 2.5 5.0

Total population (millions) 19.3 20.4 20.8 21.3 21.8 223

(In percent of GDP, unless otherwise indicated)
Government finances

Revenue 24.0 25.5 22,7 19.4 21.9 21.5
Oil revenue 71 7.3 4.9 5.2 4.6 5.4
Non-oil revenue 16.9 18.2 17.8 14.2 17.3 16.1

Expenditure 28.5 26.6 26.6 221 27.3 259
Current expenditure 18.1 16.3 17.0 15.3 171 16.4
Development expenditure 10.4 10.3 9.6 6.8 10.3 9.6

Overall balance 4.5 -1.1 -4.0 -2.8 -5.5 -4.4

(Change in percent of initial stock of money)

Broad money 11.8 9.2 12.4 12.5 10.2 12.1
Net foreign assets 0.1 2.1 -3.4 -7.9 2.6 1.3
Net domestic assets 11.8 10.5 14.2 20.4 7.5 10.8

Credit to government 5.3 1.3 -2.9 -4.1 3.0 5.1
Credit to public enterprises 1.6 3.1 6.9 10.3 4.3 4.5
Credit to private sector 7.0 2.7 3.8 5.7 5.9 7.2
Credit to private sector (change in percent) 50.6 14.5 19.7 27.7 25.0 27.0

(In billions of U.S. dollars, unless otherwise indicated)

Balance of payments

Current account balance -0.7 -0.6 -0.9 -1.9 -2.4 -2.3
(in percent of GDP) -2.3 -1.8 -2.2 -3.6 4.5 -3.9
Overall oil balance 1/ 0.7 0.0 -1.0 -1.7 -1.0 -1.2
(in percent of GDP) 2.5 0.0 -2.4 -3.0 -1.8 -2.1
Non-oil exports of goods and senices 7.6 9.1 11.2 13.7 13.2 14.4
(change in percent) 19.8 18.8 23.5 23.0 -4.1 9.4
Non-oil imports of goods and senices -10.5 -11.7 -13.4 -16.2 -15.8 -17.0
(change in percent) 13.6 11.0 15.1 20.5 2.2 7.5
Overall balance -0.5 -1.2 0.6 0.1 0.0 -0.5
Official net foreign assets 17.4 16.5 17.0 171 171 16.6
(in months of imports of GNFS) 16.0 13.6 11.5 9.4 10.7 9.4
Nominal exchange rate LS/$ 2/ 52.2 51.0 49.9 46.5 46.7
Real effective exchange rate (in percent, + appreciation) 2/ -1.6 8.5 -2.9 13.9 -7.0

Sources: Syrian authorities; and Fund staff estimates and projections.

1/ Oil trade balance less profit of foreign oil companies.
2/ Trade-weighted average of official and parallel market rates before 2007. The REER for 2009 is for January-November.
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Table 2: Syrian Arab Republic: Summary of Fiscal Operations, 2005-10 1/
(In billions of Syrian pounds)

Rev. Bud. Prel. Budget Proj. Budget Proj.
2005 2006 2007 2008 2008 2009 2009 2010 2010

Revenue 358.0 435.3 459.1 408.1 4912 4593 533.0 5779 5924
Qil 106.2 1247 99.6 90.3 1314 857 1112 148.8 14838
Non-oil 250.1 310.2 358.9 3175 3595 3733 4215 4288 4432

Tax 160.3 198.6 2214 2141 2580 2434 296.2 2994 319.2
Income and profit 59.3 65.0 69.8 812 886 1027 1052 1311 116.8
International trade 30.7 329 334 259 331 28.1 37.7 314 407
Other indirect taxes 70.3 100.7 118.2 1071 136.3 1126 1532 1369 161.6

Non-tax 899 1116 1375 1034 1015 1299 1253 1294 1240
Of which: Public enterprise surpluses 759 1031 1246 912 885 1178 1093 115.0 108.2
Other 15.8 89 134 125 133 124 163 148 16.2

Of which: PSF revenue 1.8 0.4 0.5 0.3 0.3 0.3 0.3 04 04

Expenditure 4245 4549 539.3 602.1 561.3 6814 6664 7499 7146

Current expenditure 2701 2784 3445 420.7 388.3 4064 4158 4229 4510
Wages and salaries 78.3 946 99.3 1154 1197 1476 1476 1571 1571
Goods and services 21.5 225 243 306 275 305 265 332 299
Subsidies 33.6 382 433 66.3 66.3 59.1 59.9 88.2 66.0

Of which: PSF expenditure 29.6 335 394 335 335 353 353 384 384

Transfers 40.5 358 377 589 446 689 814 369 96.7
Pensions & social assistance 16.3 19.0 213 238 238 320 320" 0.0 341
Transfers to Public Enterprises 24.3 16.8 16.5 352 209 369 369 369 376
Cash fuel subsidies 12.5 25.0
Others

Defense 78.7 69.4 123.9 133.0 1151 840 86.3 895 89.9

Interest payments 17.4 179 16.0 16.5 151 16.2 141 180 114

Development expenditure 1544 1765 194.8 1814 1731 2750 250.6 327.0 263.6

Overall balance -66.4 -19.6 -80.3 -194.0 -70.1 -222.1 -133.3 -172.0 -122.2

Identified Financing 68.2 498 353 194.0 78.0 22217 190.6 172.0 1222
External 32 -126 -103 29.1 66 123 123 175 183
Domestic financing 57.0 704 456 1552 846 198.7 1783 1459 978

Unidentified Financing -1.8  -30.3 45.0 -7.9 .. =573 0.0

(In percent of GDP)

Revenue 24.0 255 227 16.1 194 188 21.9 210 215
oil 7.1 7.3 49 3.6 5.2 35 46 54 54
Non-oil 16.8 182 177 125 142 153 173 155 161

Tax 10.7 1.6 109 84 102 100 122 109 116

Non-tax 6.0 6.5 6.8 41 4.0 53 5.1 47 45

Expenditure 28.5 266 26.6 238 221 280 273 272 259

Current expenditure 18.1 16.3 17.0 16.6 153 167 171 153 164
Wages and salaries 5.3 55 4.9 4.6 4.7 6.1 6.1 5.7 5.7
Goods and services 14 1.3 12 1.2 1.1 1.3 1.1 1.2 1.1
Subsidies 2.3 2.2 2.1 2.6 2.6 24 25 3.2 2.4
Transfers 2.7 2.1 1.9 2.3 1.8 2.8 3.3 1.3 3.5
Defense 5.3 41 6.1 5.2 45 34 3. 3.2 3.3
Interest payments 1.2 1.0 0.8 0.7 0.6 0.7 0.6 0.7 0.4

Development expenditure 10.4 10.3 9.6 7.2 68 113 103 11.9 9.6

Overall balance -4.5 -1.1 -4.0 7.7 -2.8 -9.1 -5.5 -6.2 -4.4

Sources: Ministry of Finance; and staff estimates and projections.
1/ Central government budget and Price Stabilization Fund (PSF).
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Table 3. Syrian Arab Republic: Monetary Survey, 2005-10

Est. Prel. Proj. Proj.
2005 2006 2007 2008 2009 2010
(In billions of Syrian pounds, end of period)

Foreign assets (net) 748 733 708 591 635 658
Central bank 135 148 190 214 215 198
Commercial banks 613 584 518 377 420 460

Domestic assets 452 578 765 1,065 1,189 1,386
Domestic credit 550 635 740 917 1,136 1,443

Claims on public sector 327 381 434 525 647 823
Central government (net) 128 144 106 45 95 188
Public enterprises 199 237 328 480 552 635

Claims on private sector 223 255 305 389 487 618

Other items (net) -97 -57 25 149 54 -56

Broad money 1,201 1,311 1,473 1,656 1,824 2,044

Money 698 687 732 827 919 1,031
Currency outside banks 385 399 422 469 506 557
Demand deposits 313 288 309 358 412 474

Quasi-money 503 623 741 829 906 1,013

(12-month change, in percent)

Broad money 11.8 9.2 12.4 12.5 10.2 121
Money 14.2 -1.5 6.4 13.1 11.0 12.2
Quasi-money 8.7 23.9 18.9 11.9 9.3 11.9

Net claims on government 81.3 12.3 -26.1 -57.5 110.6 97.1

Claims on public enterprises 9.2 18.9 38.5 46.5 15.0 15.0

Claims on private sector 50.6 14.5 19.7 27.7 25.0 27.0

(Change in percent of the initial stock of broad money)

Net foreign assets 1/ 0.1 -2.1 -3.4 -7.9 2.6 1.3

Domestic assets 11.8 10.5 14.2 20.4 7.5 10.8

Central government (net) 5.3 1.3 -2.9 -4.1 3.0 5.1

Public enterprises (net) 1.6 3.1 6.9 10.3 4.3 4.5

Private sector 7.0 2.7 3.8 5.7 5.9 7.2

Other items (net) -2.1 3.3 6.3 8.4 5.7 -6.0

Sources: Central Bank of Syria; and Fund staff estimates and projections.

1/ For 2008 includes valuation effects.



Table 4. Syrian Arab Republic: Balance of Payments, 2005-14
(In millions of U.S. dollars; unless otherwise indicated)

Prel. Proj.
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Current account balance -661 -614 -885 -1,940 -2,365 -2,319 -2,327 -2,580 -2,944 -3211
(In percent of GDP) -2.3 -1.8 -2.2 -3.6 -4.5 -3.9 -3.5 -3.6 -3.7 -3.7
Goods -1,270  -1,693 -2,825 -2)541 -2529 -2870 -2,923 -3,262 -3,746 -4,276
Exports, f.0.b. 9,035 10,224 11,713 15,238 12,701 14,183 15,766 17,632 19,729 22,167
Qil 4,286 4,062 4,355 5,530 3,493 4,022 3,977 3,949 3,835 3,701
Nonoil 4,749 6,162 7,358 9,708 9,208 10,162 11,789 13,684 15,895 18,466
Imports, f.0.b. -10,305 -11,917 -14,538 -17,779 -15230 -17,053 -18,689 -20,895 -23476 -26,443
Qil 2473 -2,884 4250 -5654 -3250 4,102 -4581 -5479 -6,569 -7,838
Nonoil -7,832 9,033 -10,288 -12,125 -11,980 -12,951 -14,108 -15416 -16,907 -18,605
Services 184 241 664 -40 110 186 267 434 494 616
Receipts 2,874 2,891 3,823 4,040 3,977 4,268 4,595 4,946 5,327 5,742
Travel and tourism 1,944 2,025 2,883 3,150 3,213 3,470 3,748 4,047 4,371 4,721
Freight and insurance 181 184 188 192 167 184 213 248 288 334
Government services 350 275 300 270 231 238 245 252 258 266
Other services 398 407 452 428 366 377 389 399 410 421
Payments 2,690 -2650 -3,159 4,080 -3,867 4,082 4328 4512 -4833 -5,126
Income -863 -935 -689 -1,149 -1267 -1,084 -1172 -1212 -1,204 -1,130
Credit 395 428 594 540 290 334 347 361 375 390
Debit -1,258 -1,363 -1,283 -1689 -1557 -1419 -1519 -1573 -1579 -1,520
Qil companies' profits " -1,088 -1,165" -1,085" -1527" -1213" -1,153" -1,246" -1,292" -1,289" -1,217
Transfers 1,288 1,772 1,965 1,790 1,322 1,449 1,501 1,461 1,513 1,579
Credit 1,302 1,847 2,040 1,975 1,605 1,641 1,703 1,673 1,735 1,812
Workers' remittances 763 770 1,000 1,250 1,200 1,236 1,298 1,428 1,570 1,727
Debit -14 -75 -75 -185 -283 -192 -202 -212 -223 -234
Capital and financial account balance 669 -586 1,019 868 1,318 1,771 1,903 2,594 3,252 3,856
Capital account 18 18 118 73 73 73 73 73 73 73
Direct investment 776 875 1,143 1,627 1,514 1,850 2,023 2,659 3,258 3,521
Long-term government debt 64 -252 -206 -171 -262 -152 -190 -135 =77 -33
Short-term loans (net) 100 132 152 180 179 199 217 240 266 295
Other -189  -1,227 -36 -661 -7 0 -3 -3 -1 -1
Errors and omissions -467 3 461 1,128 1,033 0 0 0 0 0
Overall balance -459  -1,198 595 56 -14 -548 -424 14 308 645
(in percent of GDP) -1.6 -3.6 1.5 0.1 0.0 -0.9 -0.6 0.0 0.4 0.7
Financing 459 1,198 -595 -56 -23 548 424 -14 -308 -645
Memorandum items:
Gross official reserves 1/ 17,361 16,478 17,021 17,077 17,100 16,552 16,128 16,142 16,450 17,095
(In months of imports of GNFS) 16.0 13.6 115 9.4 10.7 9.4 8.4 7.6 7.0 6.5
Oil balance (in percent of GDP) 2/ 2.5 0.0 2.4 -3.0 -1.8 2.1 -2.8 -3.9 -5.0 -6.1

Sources: Central Bank of Syria; and staff estimates and projections.

1/ Include the NFA of the Commercial Bank of Syria.
2/ Oil trade balance less profits of foreign companies.
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Table 5. Syrian Arab Republic: Medium-Term Macroeconomic Framework, 2005-14

Est. Prel. Proj.
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
(Change in percent, unless otherwise indicated)
National income and prices

Real GDP 4.5 5.1 4.3 5.2 4.0 5.0 55 5.6 5.6 5.6
Oil -8.6 =71 4.8 0.0 0.2 0.2 0.0 -0.8 -1.8 2.4
Non-oil 7.5 6.9 5.8 6.0 4.5 5.5 6.0 6.3 6.5 6.5

Nominal GDP (LS billions) 1,491 1,709 2,025 2,535 2,437 2,758 3,062 3,372 3,704 4,074
Of which: Non-oil 1,134 1,305 1,558 1,896 2,037 2,261 2,517 2,806 3,136 3,505

Nominal GDP ($ billions) 28.6 33.5 40.6 54.5 52.5 59.4 66.0 72.7 79.8 87.8

Crude oil production ('000 barrels/day) 431 400 381 381 382 383 383 380 373 364

Syrian oil export price ($ per barrel) 48.1 57.6 65.3 84.2 52.4 64.3 69.4 7.7 73.2 74.9

CPI period average 7.2 10.4 4.7 15.2 2.5 5.0 5.0 5.0 5.0 5.0

Government finances 1/ (In percent of GDP, unless otherwise indicated)

Revenue 24.0 25.5 22.7 19.4 21.9 21.5 21.6 21.6 21.6 21.5
Oil revenue 71 7.3 4.9 52 4.6 5.4 4.1 4.1 4.0 3.8
Non-oil revenue 16.9 18.2 17.8 14.2 17.3 16.1 17.4 17.5 17.6 17.7

Expenditure 28.5 26.6 26.6 221 27.3 25.9 25.0 251 25.3 25.3
Current expenditure 18.1 16.3 17.0 15.3 171 16.4 15.5 15.5 15.7 15.7
Development expenditure 10.4 10.3 9.6 6.8 10.3 9.6 9.6 9.6 9.5 9.5

Overall balance 4.5 -1.1 4.0 -2.8 -5.5 4.4 -3.4 -3.5 -3.7 -3.8

Non-oil budget balance -11.6 -8.4 -8.9 -7.9 -10.0 -9.8 -7.6 -7.6 -7.7 -7.6

Gross public debt 2/ 35.1 34.5 28.3 21.8 21.0 22.4 20.8 21.7 22.9 243
Domestic 11.7 15.3 13.8 11.3 10.6 13.3 12.7 14.4 16.1 18.1
External 2/ 23.4 19.2 14.5 10.5 10.4 9.1 8.1 7.4 6.8 6.3

Saving/investment balance
Consumption 82.1 81.4 82.9 84.7 80.6 81.1 80.4 79.6 79.2 79.1
Public 12.8 11.6 13.0 11.0 11.4 10.7 10.7 10.7 10.7 10.7
Private 69.4 69.8 69.9 73.7 69.3 70.4 69.7 68.9 68.5 68.4
Gross capital formation 21.7 23.0 224 20.1 24.0 23.5 23.6 24.3 24.9 251
Public 9.3 9.3 8.7 6.2 9.3 8.6 8.6 8.6 8.6 8.6
Private 12.3 13.6 13.8 13.9 14.7 14.8 15.0 15.7 16.3 16.4
Gross savings 19.4 21.1 20.3 16.5 19.5 19.6 20.1 20.8 21.2 21.4
Saving/investment gap 2.3 -1.8 2.2 -3.6 -4.5 -3.9 -3.5 -3.6 -3.7 -3.7

Sources: Syrian authorities; and Fund staff estimates and projections.

1/ Including the Price Stabilization Fund and a broad coverage of public enterprises.
2/ The sharp decline in 2005 is due to the rescheduling of the old soviet debt that took place in early 2005.
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Table 6. Syrian Arab Republic: Financial Soundness Indicators of the Banking Sector, 2006-Sept. 2009 1/

2006 2007 2008 Sept. 2009
Consolidated Public Private  Consolidated Public Private Consolidated  Public Private  Islamic Consolidated ~ Public  Private Islamic

Capital Adequacy
Regulatory capital to risk-weighted assets 16.4 21.0 220 0.2 28.8 20.8 231 15.3 18.5
Regulatory tier | capital to risk-weighted assets 16.4 21.0 22.0 16.6 28.8 20.8 231 15.3 18.5
Capital to assets 7.0 7.0 6.9 6.5 6.5 6.4 6.5 6.2 6.6 16.3 6.5 6.1 7 1.3
Asset Composition and Quality
Sectoral distribution of loans to total loans

Agriculture 16.7 18.0 0.1 15.7 174 0.1 37 43 0.3 0.1 59 71 0.2 0.1

Mining, Manufacturing, and Utilities 8.1 6.8 249 8.0 40 163 79 48 24.8 25.6 7.2 44 18.1 344

Building and Construction 144 154 24 13.9 15.6 4.3 14.5 16.6 2.7 4.5 16.9 19.9 3.1 0.4

Wholesale and Retail Trade 413 414 40.1 417 477 443 61.0 64.9 404 36.5 53 57 34.7 35.2

Other Activities 195 185 324 20.7 153 351 142 10.8 322 333 17.7 12.3 442 29.9
Non-performing loans to total loans 4.7 5.0 1.0 5.3 59 1.0 5.1 5.9 1.0 0.0 51 5.9 14 2.8
Specific provisions to gross non performing loans 61.0 613 4M.7 23.7 220 920 18.1 17.0 60.4 17.9 16.6 45.2 14.8
Non performing loans net of provisions to Tier | capital 6.3 6.8 15 14.4 16.1 0.3 25.6 332 1.7 0.0 25 314 3.6 10.6
Specific provisions to gross loans 29 31 0.4 1.3 1.3 0.9 0.9 1.0 0.6 0.0 0.9 1.0 0.6 0.4
Profitability
Return on average assets (ROAA) 2.0 2.3 0.3 24 2.8 0.5 1.8 2.1 0.7 0.1 1.3 1.6 0.5 -0.1
Return on average equity (ROAE) 196 212 39 239 261 7.7 19.1 22.0 9.7 0.8 14.7 17.8 6.4 -0.9
Net interest margin to gross income 418 401 85.9 7713 772 782 62.7 60.2 80.6 52.2 84.1 88.6 722 56.2
Non-interest income to gross income 227 227 227 227 228 218 37.3 39.8 19.4 478 15.9 114 27.8 438
Trading and foreign exchange income to gross income -3.9 -4.6 -1.0 243 94 10.0 51 27.8
Non-interest expenses to gross income 364 353 63.7 18.3 139 56.2 48.3 46.8 55.0 90.7 274 12.7 67.3 107.0
Non-interest expenses to average assets 18 1.9 0.9 0.6 0.5 1.1 1.8 1.9 14 12 0.5 0.2 1.3 14
Liquidity
Liquid assets to total assets 596 577 73.4 441 389 701 35.9 33.6 45.0 38.7 359 33.3 429 48.7
Liquid assets to short term liabilities 1022 103.7 95.0 59.6 541 826 56.2 56.0 56.0 64.4 54 52.5 54.8 83.1
FX- loans to total loans 1.5 0.8 10.2 25 1.5 9.7 3.0 1.1 13.6 9.7 2.7 0.9 10.8 10.1
FX- deposits to total deposits 193 118 54.0 20.4 120 494 204 10.8 433 64.5 16.4 6.4 40.1 26.7
FX- liabilities to total assets 377 358 50.8 431 424 465 22.7 18.1 40.2 331 19.9 14.8 36.1 31.7
FX- liabilities to total liabilities 421 401 54.9 479 474 500 25.0 20.0 43.6 391 218 16.3 394 354
Deposits to assets 572 537 80.8 570 529 775 61.7 56.8 81.6 62.0 64.3 58.6 82.7 75.8
Loans to deposits 61.0 69.2 235 620 703 336 72.6 84.9 40.0 49.5 68 81.3 38.9 395
FX- loans to FX-deposits 46 48 44 7.6 8.8 6.6 10.6 8.4 12.6 74 11.1 11.6 10.5 14.9
Sensitivity to Market Risk
Net open FX position (overall) as percent of Tier | capital 2250 2413 64.8 1381 1450 807 58.0 60.2 50.9 52.3 722 776 52.1 715

Source: Central Bank of Syria.

1/ Financial Soundess Indicators need to be interpreted with caution due to persisting deficiencies in banks'
implementation of International Financial Reporting Standards, their audit practices, and reporting standards.
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Table 7a. Syrian Arab Republic: Public Sector Debt Sustainability Framework, 2004-2014
(In percent of GDP, unless otherwise indicated)

Actual Projections
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
|. Baseline Projections

Public sector debt 1/ 1098 351 345 283 218 210 224 208 217 229 243
o/w foreign-currency denominated 733 234 192 145 105 104 91 8.1 74 68 63
Change in public sector debt -171 -747 -06 -62 -65 -0.8 14 -16 09 1.1 1.5
Identified debt-creating flows (4+7+12) -139 -103 -38 -18 -37 63 20 12 15 17 17
Primary deficit 3.3 3.3 0.1 3.2 22 4.9 4.0 3.0 29 29 2.9
Revenue and grants 272 240 255 227 194 219 215 216 216 216 215
Primary (noninterest) expenditure 306 273 256 258 216 268 255 246 245 245 244
Automatic debt dynamics 2/ -172 -136 -39 -50 -59 14 -20 -18 -13 -11 -12
Contribution from interest rate/growth differential 3/ -188 -156 -34 -46 -5.1 14 -20 -18 -13 -11 -12
Of which contribution from real interest rate -116 -114 19 -34 -39 24 11 -07 -03 00 -0.1
Of which contribution from real GDP growth 72 42 16 12 12 09 -09 11 11 -11 12
Contribution from exchange rate depreciation 4/ 16 20 -05 -03 -08 00 00 00 00 00 00
Other identified debt-creating flows 00 00 00 00 00 00 00 00 00 00 00
Privatization receipts (negative) 0.0 00 00 0.0 0.0 0.0 00 00 00 00 ©00
Recognition of implicit or contingent liabilities 0.0 00 00 0.0 0.0 0.0 00 00 00 00 ©00
Other (specify, e.g. bank recapitalization) 0.0 0.0 00 0.0 0.0 0.0 00 00 00 00 o00
Residual, including asset changes (2-3) -32 644 32 -44 -28 71 -06 -28 -06 -06 -02
Public sector debt-to-revenue ratio 1/ 4034 146.2 1356 124.9 1125 96.1 1044 96.3 100.3 1058 113.1
Gross financing need 5/ 72 80 48 73 53 85 76 66 70 76 78
in billions of U.S. dollars 1.8 23 1.6 3.0 29 10-Year 10-Year 45 45 44 5.1 6.1 6.8

Historical ~ Standard

Key Macroeconomic and Fiscal Assumptions Average  Deviation
Real GDP growth (in percent) 6.7 4.5 5.1 4.3 5.2 3.2 3.3 4.0 5.0 55 5.6 5.6 5.6
Average nominal interest rate on public debt (in percent) 6/ 0.8 1.3 34 27 26 1.3 1.1 25 22 22 30 441 4.0
Average real interest rate (nominal rate minus change in GDP defl: -10.1 -11.7 -56 -10.9 -16.4 -7.7 5.7 101 -56 -30 -13 00 -01
Nominal appreciation (increase in US dollar value of local currency -2.3  -3.1 23 21 7.3 0.5 3.1 0.3 00 00 0.0 00 0.0
Inflation rate (GDP deflator, in percent) 109 129 91 137 190 9.1 6.2 -75 78 52 43 40 441
Growth of real primary spending (deflated by GDP deflator, inpercc 14 -66 -16 54 -123 0.7 77 291 00 16 54 54 55
Primary deficit 33 33 01 32 22 14 1.9 49 40 30 29 29 29

A. Alternative Scenarios

A1. Key variables are at their historical averages in 2009-2014 7/
A2. No policy change (constant primary balance) in 2009-2014

B. Bound Tests

B1. Real interest rate is at baseline plus one standard deviations

B2. Real GDP growth is at baseline minus one-half standard deviation
B3. Primary balance is at baseline minus one-half standard deviation
B4. Combination of B1-B3 using one-quarter standard deviation shocks
B5. One time 30 percent real depreciation in 2010 9/

B6. 10 percent of GDP increase in other debt-creating flows in 2010

Il. Stress Tests for Public Debt Ratio

21.0 197
21.0 233

21.0 230

210 234
21.0 233
21.0 282
21.0 324

16.2
235

1563
26.3

144
292

14.1
323

27.0

286
28.5
28.8
32.0

Debt-stabilizing
primary
balance 10/
-1.3

Projected
Average

Debt-stabilizing
primary
balance 10/
-1.5
-1.8

1/ Indicate coverage of public sector, e.g., general government or nonfinancial public sector. Also whether net or gross debt is used.
2/ Derived as [(r - p(1+g) - g + ae(1+r))/(1+g+p+gp)) times previous period debt ratio, with r = interest rate; p = growth rate of GDP deflator; g = real GDP growth rate; a = share of foreign-
currency denominated debt; and e = nominal exchange rate depreciation (measured by increase in local currency value of U.S. dollar).
3/ The real interest rate contribution is derived from the denominator in footnote 2/ as r - T (1+g) and the real growth contribution as -g.

4/ The exchange rate contribution is derived from the numerator in footnote 2/ as ae(1+r).

5/ Defined as public sector deficit, plus amortization of medium and long-term public sector debt, plus short-term debt at end of previous period.
6/ Derived as nominal interest expenditure divided by previous period debt stock.

7/ The key variables include real GDP growth; real interest rate; and primary balance in percent of GDP.

8/ The implied change in other key variables under this scenario is discussed in the text.
9/ Real depreciation is defined as nominal depreciation (measured by percentage fall in dollar value of local currency) minus domestic inflation (based on GDP deflator).
10/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.
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Table 7.b. Syrian Arab Republic: External Debt Sustainability Framework, 2004-2014
(In percent of GDP, unless otherwise indicated)

Actual Projections
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Debt-stabilizing
|. Baseline Projections non-interest
current account 6/
External debt 733 234 192 145 105 10.4 9.1 8.1 74 6.8 6.3 -4.3
Change in external debt -8.0 -49.9 42 47 -4.0 -0.1 -1.3 -1.0 -0.7 -0.6 -0.5 0.0
Identified external debt-creating flows (4+8+9) -10.5 -9.6 -4.2 -4.0 -3.1 2.0 -0.4 -0.4 -0.9 -1.1 -1.0 0.0
Current account deficit, excluding interest payments -0.6 15 1.2 1.7 3.1 4.0 3.5 3.1 3.2 33 3.3 4.3
Deficit in balance of goods and services 2.6 3.8 4.3 5.3 4.7 4.6 45 4.0 3.9 41 13.1
Exports 391 417 391 383 354 318 310 309 311 314 318
Imports 417 455 435 436 401 364 356 349 350 355 449
Net non-debt creating capital inflows (negative) -1.1 -2.7 -2.6 -2.8 -3.0 -2.9 -3.1 -3.1 -3.7 -4.1 4.0 -40
Automatic debt dynamics 1/ -8.8 -8.4 -28 -28 -3.2 0.9 -0.8 -05 -04 -0.3 -03  -02
Contribution from nominal interest rate 22 0.8 0.7 0.5 0.5 0.5 0.4 0.4 0.4 0.4 0.3 0.3
Contribution from real GDP growth -4.7 -2.9 -1.0 -0.7 -0.6 -0.4 -0.5 -0.4 -0.4 -0.4 0.3  -0.3
Contribution from price and exchange rate changes 2/ -6.3 -6.3 -24 -2.7 -3.2 0.8 -0.8 -0.5 -0.3 -0.3 -0.3 -0.2
Residual, incl. change in gross foreign assets (2-3) 25 -403 0.0 -0.7 -0.9 -2.1 -0.9 -0.5 0.1 0.5 0.5 0.0
External debt-to-exports ratio (in percent) 1875 561 490 379 297 327 293 263 237 216 197
Gross external financing need (in billions of US dollars) 3/ 23 1.9 21 2.8 41 4.5 4.6 4.8 5.3 5.9 6.4
in percent of GDP 9.2 6.8 6.1 6.8 7.5 10-Year 10-Year 8.6 7.8 7.3 7.2 7.3 7.3
Historical Standard For debt Projected
Key Macroeconomic Assumptions Average Deviation stabilization Average
Real GDP growth (in percent) 6.7 4.5 5.1 43 5.2 3.2 3.3 4.0 5.0 55 5.6 5.6 5.6 5.6 55
Exchange rate appreciation (US dollar value of local currency, cha  -2.3 -3.1 23 21 7.3 0.5 3.1 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
GDP deflator in US dollars (change in percent) 8.4 9.4 11.6 16.1 27.7 9.7 8.7 -7.3 7.8 5.2 4.3 4.0 41 4.1 5.1
Nominal external interest rate (in percent) 3.1 12 3.4 3.3 4.4 29 12 4.6 4.9 5.1 5.2 54 5.6 5.6 5.2
Growth of exports (US dollar terms, in percent) 337 219 101 185 241 15.6 12.6 -13.5 106 103 109 110 114 10.8
Growth of imports (US dollar terms, in percent) 240 247 121 215 235 16.6 8.4 -126 107 89 104 114 392 16.1
Current account balance, excluding interest payments 0.6 -1.5 -1.2 -1.7 -3.41 21 5.6 -4.0 -3.5 -3.1 -3.2 -3.3 -3.3 -3.3
Net non-debt creating capital inflows 1.1 2.7 2.6 2.8 3.0 1.7 1.0 29 3.1 3.1 3.7 41 4.0 3.6

A. Alternative Scenarios
A1. Key variables are at their historical averages in 2009-2014 4/

B. Bound Tests

B1. Nominal interest rate is at baseline plus one-half standard deviation

B2. Real GDP growth is at baseline minus one-half standard deviations

B3. Non-interest current account is at baseline minus one-half standard deviations
B4. Combination of B1-B3 using 1/4 standard deviation shocks

B5. One time 30 percent real depreciation in 2010

Il. Stress Tests for External Debt Ratio

10.4

104
10.4
10.4
10.4
10.4

4.7

9.1
9.2
11.9
10.6
12.2

0.0

8.2
8.2
13.6
11.0
8.9

-3.7

7.5
7.4
15.4
11.5
59

-6.8

6.9
6.7
17.3
12.2
3.2

6.5
6.0
19.2
12.8
0.7

Debt-stabilizing
non-interest
current account 6/

-0.8

-4.2
-4.5
-4.8
-4.6
-6.5

1/ Derived as [r - g - r(1+g) + ea(1+r)]/(1+g+r+gr) times previous period debt stock, with r = nominal effective interest rate on external debt; r = change in domestic GDP deflator in US dollar terms, g = real GDP

growth rate, e = nominal appreciation (increase in dollar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.
2/ I he contribution from price and exchange rate changes Is defined as |-r(1+g) + ea(1+r)J/(1+g+r+gr) times previous period debt stock. r increases with an appreciating domestic currency (e > U) and rising

inflation (based on GDP deflator).

3/ Defined as current account deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period.
4/ The key variables include real GDP growth; nominal interest rate; dollar deflator growth; and both non-interest current account and non-debt inflows in percent of GDP.

5/ The implied change in other key variables under this scenario is discussed in the text.

6/ Long-run, constant balance that stabilizes the debt ratio assuming that key variables (real GDP growth, nominal interest rate, dollar deflator growth, and non-debt inflows in percent of GDP) remain at their

levels of the last projection year.
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ANNEX I. SYRIAN ARAB REPUBLIC: FUND RELATIONS
(As of December 31, 2009)

I. Membership Status: Joined April 10, 1947; Article XIV

I1. General Resources Account: SDR Million Percent of Quota
Quota' 293.00 100.00
Fund holdings of currency 293.60 100.00
Reserve position in Fund 0.01 0.00

III.  SDR Department: SDR Million Percent of Allocation
Net cumulative allocation 279.18 100.00
Holdings 279.19 100.00

IV.  Outstanding Purchases and Loans: None

V. Financial Arrangements: None

VI.  Projected Obligations to Fund: (SDR million; based on existing use of resources
and present holdings of SDRs):

Forthcoming
2010 2011 2012 2013 2014
Charges/Interest 0.02 0.02 0.02 0.02 0.02
Total 0.02 0.02 0.02 0.02 0.02

VII. Exchange Rate Arrangement

The Central Bank of Syria issues on a daily basis quotations for the buying and selling
exchange rates for the Syrian pound against major currencies. The official budget exchange
rate, which was applied to all public sector transactions, was pegged to the U.S. dollar until
end-December 2006. Since the abolition of the official “budget” rate on January 1, 2007 and
its unification with the private sector exchange rate, the central bank has been managing the
value of the currency vis-a-vis the U.S. dollar within a tight trading range. The authorities
switched the reference currency from the U.S. dollar to the SDR in August 2007. The

de facto exchange rate arrangement is classified as a peg to a basket.

! Under the Eleventh General Review.
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VIII. Article IV Consultations

Syria is on an annual consultation cycle. The last Article IV consultation was held in
November 2008 and was completed by the Board on January 7, 2008 (SM/08/358).

IX. Article XIV and Article VIII Restrictions

Syria continues to maintain, under Article XIV, restrictions on payments and transfers for
current international transactions, including administrative allocation of foreign exchange.
Syria also maintains exchange measures that are subject to Fund approval under Article VIII:
(1) prohibition against purchases by private parties of foreign exchange from the banking
system for some current international transactions; (ii) a multiple currency practice resulting
from divergences of more than 2 percent between the official exchange rate and officially
recognized market exchange rates; (iii) a non-interest-bearing advance import deposit
requirement of 75—100 percent for public sector imports; and (iv) an exchange restriction
arising from the net debt under inoperative bilateral payments arrangements with the Islamic
Republic of Iran, and Sri Lanka.

The Executive Board adopted decision No. 14520 (10/1) on December 30, 2009:

36.  Fund takes this decision in concluding the 2009 Article XIV consultation with the
Syrian Arab Republic.

37. The Syrian Arab Republic continues to maintain restrictions on the making of
payments and transfers for current international transactions, including administrative
allocation of foreign exchange, under the transitional arrangements under Article XIV section
2, as described in EBD/09/91, Rev. 1. In addition, the Syrian Arab Republic maintains three
exchange restrictions and one multiple currency practice subject to approval under Article
VIII, Sections 2(a) and 3, as described in EBD/09/91, Rev. 1. The Fund encourages the
Syrian Arab Republic to eliminate the measures maintained under Article XIV as soon as its
balance of payments position permits, and urges the Syrian Arab Republic to eliminate the
exchange restrictions and multiple currency practice that are subject to approval under
Article VIII as soon as possible. (EBD/09/91, Rev. 1, 12/23/09) (EBD/09/91, 12/22/09)
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X. Technical Assistance

Department

METAC
METAC
METAC
METAC
MCM
FAD
STA

MCM

FAD
METAC
METAC
MFD

MFD

LEG/MFD
MFD
MFD

METAC

MFD

FAD
LEG/MFD
STA

FAD
MAE

Topic

Reform of Internal Audit
Balance of Payments
Banking Supervision
Budget Integration

Debt Market Development
Tax administration

Multi-Sector Statistics (National Accounts, Fiscal, Monetary,
and Balance of Payments)

Strategic Planning at the Central Bank of Syria and New
Central Bank Law

Public Financial Management
Revenue Administration
Consumer Price Index

Long-Term Advisors on Central Bank Accounting, Reserves
Management, and Monetary Policy Issues

Foreign Exchange Market Development, Unification and
Exchange Regime

AML/CFT outreach training
Long-Term Advisor on Securities Market

Centralization of Official Foreign Reserves and Associated
Accounting, Reserves and Public Debt Management Issues

National Accounts

Bank Regulation and Supervision
Re-organization of the Central Bank of Syria
Revenue Administration

AML/CFT legal drafting

Multi-Sector Statistics (National Accounts, Fiscal, Monetary,
and Balance of Payments)

Value-Added Tax

Two Long-Term Advisors on Bank Regulation and
Supervision

Date

Ongoing
Ongoing
Ongoing
February 2009
April 2009

July 2008
December 2007

November 2006

February 2006
Ongoing
Ongoing
Ongoing

January 2006

December 2005
September 2005
September 2005

Ongoing
Ongoing

May 2005
March 2005
Feb/March 2005
June 2004

July 2004
2002-2004
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ANNEX II. SYRIAN ARAB REPUBLIC: RELATIONS WITH THE WORLD BANK GROUP?
(End-January 2010)

Syria joined the World Bank in 1947. Between 1963 and 1974, IDA approved four credits for
Syria totaling US$48.6 million. Following Syria’s graduation from IDA in 1974, IBRD
approved 15 loans during the period 1974-86. In 1986 Syria ceased debt service payments to
the Bank, which prompted a suspension of Bank disbursements. Following several rounds of
negotiations with the Bank, by July 1, 2002, Syria settled all its overdue service payments to
IBRD and IDA, thereby reinstating the country’s eligibility for disbursement.

There is currently no World Bank Country Assistance Strategy (CAS) for Syria. A
Memorandum of Understanding (MoU) covering the period 2005-07 provided the framework
for the Bank’s program of advisory and analytical (AAA) services. The MoU allowed the
Bank to support reforms in areas of economic growth and transition, along with human
development and social protection. Activities have included, among others: (i) advise on
restructuring public banks and establishing a government securities market; (ii) FIAS support
provided in reviewing the recently adopted Investment Law; and (ii1) analytical work on
energy subsidies and advise on drafting a Basic Finance Law and improving public financial
management.

The Bank’s current assistance to Syria comprises a program of technical assistance and
advisory services in support of economic growth and transition, including policy advice on
private sector development, as well as on human development, social protection and
environmental sustainability. Activities cover the following areas:

o  Economic Growth and Transition Support. Trade policy reform; Public Expenditure
policies; Sources of non-oil growth (Country Economic Memorandum); Private sector
development and business environment; Public — Private Partnerships (PPP); Governance
and Public Financial Management Reform; Statistical capacity.

e  Human Development and Social Protection. Labor market and employment; Enhancing
policymaking and implementation capacity in social protection; Reform options for social
insurance; Education sector strategy, Support to avian influenza preparedness.

o  Sustainable Development. Electricity sector strategy; Agriculture and irrigation sector
reform; Transport sector technical assistance.

IFC has been active in Syria since 1999 when the Board approved the corporation’s first
investment in the country—a $1 million equity stake in a manufacturer of drip irrigation
systems. Since that time, IFC has made two other investments, including an equity position
in the first private sector bank in Syria and a loan to a chemicals company. The total held
portfolio is $20.2 million. IFC has also conducted technical assistance work, including
studies of aspects of the financial sector.

? World Bank TA mission focusing on trade, fiscal issues, and the development of a SAM for Syria will
overlap with the 2008 Article IV Consultation mission, facilitating Bank-Fund coordination.
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ANNEX III. SYRIAN ARAB REPUBLIC: STATISTICAL ISSUES

1. Data provision has serious shortcomings that significantly hamper surveillance. The
weak statistical infrastructure has been unable to cope with the acceleration of structural
reforms, and the inherent difficulties in recording the flows of people, goods, and money to and
from Iraq have added to this challenge. The staff’s assessment of economic developments and
policies is constrained by these circumstances. In the context of Article IV missions, the
authorities have expressed an intention to improve the statistical system. With the assistance of
the 2007 multisector statistics mission, Syria began participating in the General Data
Dissemination System (GDDS) in December 2007, and the plans for improving the statistical
system are posted on the Fund’s Dissemination Standards Bulletin Board.

A. Real Sector Statistics

2. Annual national accounts by expenditure data are reported for publication in the
International Financial Statistics (IF'S) with about 2-years lag. In addition, significant
weaknesses remain in the source data and statistical techniques for national accounts statistics.

3. A STA-resident statistics advisor has been in place since July 2008 to help implement
the recommendations of the December 2007 STA multisector mission in the area of national
accounts. During the past two years, METAC has also provided technical assistance for
improving data sources and methods for the compilation of national accounts statistics in
accordance with the System of National Accounts, 1993 (1993 SNA). Guidance has also being
provided for using existing data for improving gross domestic product (GDP) estimates at
current and constant prices and for the appropriate treatment in the national accounts of implicit
subsidies to some public enterprises. The Central Bureau of Statistics (CBStat) made a steady
progress for implementing recommendations made by the technical assistance missions.
Economic surveys covering private sector enterprises had been conducted for years 2004-2006.
The central purpose of these surveys was to serve as main data source for improving national
accounts statistics in accordance with the 7993 SNA; however, the results are yet to be fully
processed and validated.

B. Government Finance Statistics

4. Government finance statistics (GFS) suffer from major deficiencies with respect

to definitions, coverage, classification, methodology, accuracy, reliability, and timeliness

that generate severe inconsistencies with monetary and balance of payments statistics. Fiscal
statistics are not provided for publication in the /F'S. The multisector mission of June 2004
found that compilation is adversely affected by cumbersome institutional arrangements,
inadequate resources, and unresolved methodological problems. The methodology used for
compilation does not follow either GFSM 2001 or GFSM 1986. While budget data are available
with very long lags (two years for final budget accounts), financing data are not available. There
is no dissemination of GFS data, and even access to key data sources by GFS compilers within
the Ministry of Finance (MOF), such as the breakdown of debt service into interest and

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org
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amortization, is problematic. This contributes to discrepancies in external financing as reported
in the budget and the balance of payments statistics.

5. The largest, most persistent and volatile discrepancies, are between the financing
requirements of the budget, as reported by the MOF, and government financing as reported by
the Central Bank of Syria (CBS). The lack of a common and regularly updated coverage of the
government sector between the MOF and the CBS, misclassification of public enterprises
investment expenditure, as well as timing and valuation issues, are mainly responsible for those
discrepancies.

6. Other discrepancies between fiscal and monetary accounts relate to the unorthodox
treatment by the CBS of some transactions with government, such as the parallel rise of
government deposits and claims on government in the CBS balance sheet, which is likely due to
government withdrawals being counted as credit and never netted out against deposits, and
profits transferred to government treated as permanent claim on the government.

7. To address the methodological issues, the June 2004 multisector mission developed a
preliminary bridge table that maps the budgetary source data codes to the GFSM 2001
classification codes, and conducted a seminar to clarify various aspects of the GFSM 2001
methodology to the MOF officials. To help the Directorate of Planning and Statistics (DPS)
implement a proper sectorization scheme, the mission provided an updated institutional table
showing the current coverage of government and public enterprises—the investment
expenditure of public enterprises is included in government’s capital expenditure—for
circulation to all relevant agencies. Moreover, the mission formulated a detailed work plan
centered around the provision of adequate resources and training for the DPS to fulfill its tasks.
The work plan calls for the DPS to access core source data necessary for compilation—initially
on a cash basis—of annual GFS data according to the GFSM 2001, and for the resumption

of data reporting to STA for publication in GFSY and IFS, together with improved reporting, in
terms of coverage and classification, to the IMF’s Middle East and Central Asia Department
(MCD). The mission also recommended improvement in the timeliness of annual data,
including data on financing, and a start on the compilation of sub-annual data.

C. Monetary and Financial Statistics

8. Monetary statistics suffer from major deficiencies which hamper the staff’s ability to
conduct meaningful analysis of monetary developments. Monthly monetary statistics are
reported for publication in the /F'S with about 10-month lags, falling short of recommended
dissemination practices under the GDDS of 3-month lags. Progress has been made in addressing
some issues identified by the multisector statistics mission in June 2004, namely including in the
monetary survey the private banks, the Savings Bank, and banks/bank branches operating in the
Free Zones. Although the format of monetary statistics is largely consistent with the structure of
the MFSM-recommended sectoral surveys, there are deficiencies in the source data arising from,
inter alia, (i) the use of different exchange rates at the CBS and at the other banks for valuing
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their foreign-currency positions; (ii) financial positions are not valued at market prices or
market-price equivalents; (iii) a number of accounting procedures for the maintenance of public
sector accounts cause distortions in the measurement of gross positions; and (iv) there are
disparities between the institutional coverage of public sector in monetary statistics and the
government finance statistics.

0. A technical assistance mission during November—December 2008 worked with the
authorities on developing data reporting based on the Standardized Report Forms (SRFs), which
reflect the MFSM-recommended compilation principles. The mission’s work was underpinned
by detailed data recently provided by the authorities.

D. External Sector Statistics

10. Balance of payments statistics are compiled by the CBS on a provisional basis. Trade
data are compiled monthly by the Customs Department and reported quarterly by the CBStat in
local currency units with a six-month lag. The BOP is presented in BPMS5 format, but its
compilation method is not entirely consistent with the BPM5 methodology.

11. In February 2006, a STA assessment mission assessed the status of the work program as
a basis for developing a METAC technical assistance program on external sector statistics. In
December 2007, STA conducted a multisector statistics mission in collaboration with METAC
and follow-up METAC missions took place in January and July 2008.

12. In September 2008, a STA inspection visit followed up on the recommendations of the
2007 multisector mission and METAC’s work program and discussed the reporting and
publication of data on international liquidity for /FS, which has been an outstanding issue for
over three years.

13. Regarding the balance of payments, the mission found that the CBS had made progress
in improving source statistics through surveys and International Transactions Reporting System
(ITRS), by adopting appropriate classifications, and improving consistency with other data sets.
The CBS’s new organizational structure is designed to include a balance of payments division
of five staff (currently two staff are assigned to BOP work but plans are in place to fully staff
the division).

14. The October 2008 STA balance of payments statistics mission worked to provide advice
on international reserves, trade data, and the treatment of Iraqi immigrants was provided, to the
extent possible. Data for 2007 were adjusted where needed and the mission assisted the CBS
staff to compile January—July 2008 balance of payments in BPMJ5 format.

15.  Despite recent progress, further efforts are needed to improve the accuracy of the BOP
data and the International Investment Position (IIP) to meet data needs for surveillance
purposes, in particular; (i) continue data collection initiatives (ITRS and surveys) that have
been developed with a view to strengthening source data, and ensuring coverage of free zones,
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(i) improve the undercoverage of imports, (iii) examine the scope of transfers, including the
treatment of inflows related to Iraqi immigrants, (iv) review the coverage of reserves, and (iv)
improve the coverage of financial account data of the private sector (bank and nonbank).

16. The authorities have made some progress in the compilation of international
merchandise trade statistics. The Customs Department has adopted Automated System for
Customs Data (ASYCUDA) as its operating system and is presently implementing it and a
Statistical Committee on Foreign Trade Statistics has been formed to assist with trade
methodology. However, significant weaknesses remain in the source data and statistical
techniques for foreign trade statistics.
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SYRIAN ARAB REPUBLIC: TABLE OF COMMON INDICATORS REQUIRED FOR SURVEILLANCE

As of December 31, 2009

Date of latest Date Frequency of | Frequency of Frequency
observation received of
Data’ Reporting’ publication’
Exchange Rates Dec. 30, 2009 Dec. 31, D D D
2009

International Reserve Assets and Sep. 2009 Dec. 2009 M Q M
Reserve Liabilities of the Monetary
Authorities’
Reserve/Base Money Sep. 2009 Dec. 2009 M Q M
Broad Money Sep. 2009 Dec. 2009 M Q M
Central Bank Balance Sheet Sep. 2009 Dec. 2009 M Q M
Consolidated Balance Sheet of the Sep. 2009 Dec. 2009 M Q M
Banking System
Interest Rates? Sep. 2009 Dec. 2009 M Q M
Consumer Price Index Oct. 2009 Nov. 2009
Revenue, Expenditure, Balance and 2008 Dec. 2009 A
Composition of Financing3 — General
Government*
Revenue, Expenditure, Balance and 2008 Dec. 2009 A A A
Composition of Financing®~ Central
Government
Stocks of Central Government and 2008 Dec. 2009 A A A
Central Government-Guaranteed Debt®
External Current Account Balance 2008 Dec. 2009
Exports and Imports of Goods and Jun. 2009 Dec. 2009 Q Q
Services
GDP/GNP 2008 Dec. 2009 A A A
Gross External Debt 2008 Dec. 2009 A A A
International Investment Position® NA NA NA NA NA

1/ Includes reserve assets pledged or otherwise encumbered as well as net derivative positions.
2/ Both market-based and officially-determined, including discount rates, money market rates, rates on treasury

bills, notes and bonds.

3/ Foreign, domestic bank, and domestic nonbank financing.
4/ The general government consists of the central government (budgetary funds, extra budgetary funds, and social
security funds) and state and local governments.
5/ Including currency and maturity composition.
6/ Daily (D), Weekly (W), Monthly (M), Bi-Monthly (B); Quarterly (Q), Annually (A), Irregular (I); Not Available

(NA).
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INTERNATIONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT
Public Information Notice (PIN) No. 10/42 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19" Street, NW
March 25, 2010 Washington, D. C. 20431 USA

IMF Executive Board Concludes 2009 Article IV Consultation with
the Syrian Arab Republic

On February 26, 2010, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation with the Syrian Arab Republic on a lapse of time
basis.’

Background

The impact of the global financial crisis on Syria has been relatively moderate and mostly
through linkages to trading partners in the GCC and Europe. GDP growth is estimated to
have decelerated in 2009 by 1 percentage point to 4 percent. Lower growth in
manufacturing, construction, and services was partially offset by a moderate recovery in
agriculture and a small increase in oil production. Unemployment is estimated to have
increased to almost 11 percent. Inflation declined sharply to about 2.5 percent, reflecting
trends in global prices. Fiscal policy aimed at mitigating the impact of the global crisis.
The Fiscal deficit increased by about 2.5 percentage points to 5.5 percent in 2009. Total
expenditure grew by about 5 percent of GDP, reflecting increases in public investments,
as well as the wage bill and transfers to compensate for raising fuel prices and removal of
petroleum subsidies. Non-oil revenue increased, partly due to strong tax collection, which
resulted from improved administration and incentives to settle arrears.

! Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members,
usually every year. A staff team visits the country, collects economic and financial information, and
discusses with officials the country's economic developments and policies. On return to headquarters,
the staff prepares a report, which forms the basis for discussion by the Executive Board. At the
conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the views
of Executive Directors, and this summary is transmitted to the country's authorities.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org
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The external current account deficit widened to about 4.5 percent, as the decline in
exports exceeded that of imports. However, tourism receipts were buoyant, and both FDI
and remittances dropped only slightly. Gross reserves remained comfortable, at about
US$17 billion.

With the Syrian pound pegged to a basket (within a band), broad money is estimated to
have grown by about 10 percent in 2009. Credit to public enterprises decelerated sharply
due to the reduction in energy subsidies, which were financed by borrowing. Nonetheless,
growth of credit to the private sector remained at about 25 percent, driven by the
expansion of private banks.

The outlook for 2010 and beyond point to an overall strengthening in economic
performance. The ongoing recovery in Syria’s trading partners is expected to contribute to
a gradual increase in exports, remittances, and FDI. Agriculture is likely to continue to
recover from the severe drought of the past two years. The fiscal and current account are
expected to stabilize as a result of the fiscal reforms, including the introduction of value
added tax (VAT) in 2011, a further deepening of subsidies reform, and expenditure
restraint. A delay in global recovery or faltering reform implementation could worsen the
outlook and impede Syria’s economic growth.

While some progress has been made in advancing structural reforms, there were a few
negative developments. Steps were taken to simplify investment procedures, modernize
accounting standards, and streamline the tax system. Effective June 2009, the authorities
raised the minimum thresholds for exemption from wage taxes. As an offsetting measure,
the top income tax rate for individuals was increased to 22 percent (from 20 percent). The
authorities also introduced reference prices and customs duties that vary by country of
origin to protect against unfair trade practices.

Executive Board Assessment

Executive Directors concurred that the impact of the global financial crisis on Syria has
been relatively moderate. Preliminary data for 2009 indicate that non-oil growth
decelerated as lower growth in most sectors was only partially offset by a moderate
recovery in agriculture. Inflation declined sharply, reflecting trends in the global prices of
basic commodities. Despite the important progress made in subsidies reforms, the fiscal
deficit widened as the consolidation of public finances in the past few years provided
room for the authorities to implement counter-cyclical measures to mitigate the effects of
the global economic crisis. The current account deficit increased slightly, as the decline in
exports exceeded that of imports. Tourism receipts, however, remained buoyant, and
both FDI and remittances dropped only slightly despite the global economic crisis.

Directors considered the widening in the fiscal deficit in 2009 to be appropriate to mitigate
the impact of the global recession. They noted that this widening in the fiscal deficit

in 2009 partly reflects enhanced fiscal transparency as substantial extra-budgetary
spending related to petroleum subsidies was brought on budget. However, Directors
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underscored the need for a gradual resumption of fiscal consolidation going forward in
order to preserve fiscal sustainability. In this regard, they encouraged the authorities to
revisit the large increase in public investment budgeted for 2010, especially after its large
increase in 2009. They noted that this would be more in line with absorptive capacity and
would help reduce the overall fiscal deficit to about 4.5 percent of GDP. Directors also
urged the authorities to ensure that increases in public wages are linked to performance
and to civil service reform.

Directors commended the authorities for the recent reforms of petroleum subsidies that
have led to considerable efficiency gains and a reduction in waste and leakages as
reflected in the decline in domestic consumption. They noted that the replacement in
December 2009 of the diesel coupons with cash transfers is likely to enhance the
targeting of assistance and consolidate efficiency and fiscal gains. Directors encouraged
the authorities to prevent a re-emergence of the large inefficient price subsidies of the
past.

Directors welcomed the substantial progress in the preparation for the VAT, but
underscored the need for further efforts. They supported the emphasis on making
progress in reorganizing tax administration, including by shifting more responsibilities to
the General Commission for Taxes and Fees (GCTF). Directors welcomed the
streamlining of the tax system, and advised against a further increase in the personal
income tax rates. They encouraged the authorities to streamline excise taxes in line with
the recommendations of past technical assistance missions.

Directors welcomed the efforts to improve public financial management are welcome and
should continue. They recommended that the budget classification be further enhanced to
reflect standardized economic classifications. In addition, Directors underscored the
importance of supporting the plan to cast the budget formulation and execution in a
medium-term framework by further empowering the newly established Fiscal Forecasting
and Planning Units at the Ministry of Finance (MoF) and facilitating a more timely flow of
data and information between these units and the different departments at the MoF.
Directors encouraged the authorities to expand the use of the program- and performance-
based budgeting approach. They also emphasized the importance of bringing on budget
the remaining quasi-fiscal operations.

Directors underscored the need for a shift in the financing of the budget deficit from bank
borrowing to issuing treasury bills. They recommended that the interest rate on these bills
be market-determined. At the same time, Directors underscored the importance of
ensuring that public investment projects yield high economic and social return in order to
justify the cost of their financing.

Directors welcomed the progress made in implementing the reform agenda to modernize
the Central Bank of Syria (CBS) and the monetary policy framework. They noted that
enhancing the CBS operational independence will be important to strengthen its ability to
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formulate and implement monetary policy. Directors also encouraged the authorities to
utilize treasury bills as an instrument of monetary policy to withdraw excess liquidity. They
recommended that, otherwise, the CBS would have to issue its own certificates of
deposit. Directors concurred that considerations be given to securitizing the stock of
government debt to the CBS.

Directors encouraged the authorities to phase-out some of the decisions that were taken
in response to the global crisis. They recommended that the legitimate intended
objectives of differentiated reserve requirements or increased credit exposure limits for
development projects be achieved through other means that are more effective and entail
lower risks for banks and lesser burden for the supervision department.

Directors welcomed the good start at implementing the recommendations of the 2008
FSAP report, including by strengthening the regulatory and supervisory framework and
improving collection of data on public banks. They encouraged the authorities to continue
to strengthen supervision in order to maintain the health of the financial sector, especially
in view of the rapid growth of private banks’ credit. Directors also encouraged the
authorities to adopt the amended central bank law as soon as possible.

Directors concurred that the priority in the period ahead be given to public banks’ reform.
They welcomed the closer collaboration between the MoF and the CBS regarding
supervision of these banks. Directors noted that strengthening the CBS’s supervisory and
regulatory independence with respect to these banks would ensure their compliance with
prudential regulations and help address deficiencies identified in the supervisory process.

Directors agreed that the Syrian pound’s de jure peg to a band around the SDR can
provide a strong monetary anchor, while allowing some flexibility in the pound’s rate vis-a-
vis major currencies. They noted that in practice, the pound appears to be de facto
pegged to a basket in which the dollar has a larger weight than its weight in the

SDR basket. Directors concurred that adjusting the de facto basket in line with the de jure
regime would be more consistent with Syria’s direction of trade. They noted that the dollar
has the largest share in the SDR basket, which is also consistent with the key role it has
in foreign exchange markets and international trade pricing and payments. Directors
considered that a gradual move toward greater flexibility over the medium-term as the
monetary policy framework develops would further increase monetary policy
independence and maintain external stability. Directors agreed that preliminary
econometric estimates suggest that the pound may be moderately overvalued in real
effective terms, although they are still subject to uncertainties given the serious data
shortcomings. Directors, however, did not recommend a change in the current nominal
exchange rate level in the present context.

Directors welcomed the progress made in transition to a market economy, but noted that
the remaining structural reform agenda is substantial. They supported the emphasis on
further reducing the number of goods subject to administrative pricing, and modernizing of
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the legal and regulatory framework in order to encourage private investment and enhance
competitiveness. Directors recommended that the authorities reverse the recent
introduction of customs duties that vary by country of origin, and address suspected unfair
trade practices by other measures such as enhancing customs’ capacity to examine
invoices through computerization and cross border cooperation.

Directors welcomed the authorities’ intention to accept the obligations of Article VIII of the
IMF’s Articles of Agreement. They recommended that the authorities remove any
remaining restrictions in preparation for the acceptance of the obligations of Article VIII.
Directors noted the staff readiness to conduct a comprehensive review of the exchange
system upon the authorities’ request.

Directors urged the authorities to improve data quality and provision to facilitate better
analysis of developments and guide policy formulation.

Public Information Notices (PINs) form part of the IMF's efforts to promote transparency of the IMF's
views and analysis of economic developments and policies. With the consent of the country

(or countries) concerned, PINs are issued after Executive Board discussions of Article IV consultations
with member countries, of its surveillance of developments at the regional level, of post-program
monitoring, and of ex post assessments of member countries with longer-term program engagements.
PINs are also issued after Executive Board discussions of general policy matters, unless otherwise
decided by the Executive Board in a particular case.
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Syrian Arab Republic: Selected Economic Indicators, 2005-09

National income and prices
Real GDP
QOil
Non-oil
Nominal GDP (LS billions)
Of which: Non-oil
Nominal GDP ($ billions)
Crude oil production (‘000 barrels/day)
GDP deflator
Syrian oil export price ($ per barrel)
CPI period average
Total population (millions)

Government finances
Revenue
Qil revenue
Non-oil revenue
Expenditure
Current expenditure
Development expenditure
Overall balance

Broad money
Net foreign assets
Net domestic assets
Credit to government
Credit to public enterprises
Credit to private sector

Credit to private sector (change in percent)

Balance of payments

Current account balance
(in percent of GDP)

Overall oil balance 1/
(in percent of GDP)

Non-oil exports of goods and services
(change in percent)

Non-oil imports of goods and services
(change in percent)

Overall balance

Official net foreign assets
(in months of imports of GNFS)

Nominal exchange rate LS/$ 2/

Real effective exchange rate (in percent, + appreciation) 2/

Est. Prel.

Proj.

2005 2006 2007 2008

2009

(Change in percent, unless otherwise indicated)

4.5 5.1 4.3 5.2 4.0
-8.6 -71 -4.8 0.0 0.2
7.5 6.9 5.8 6.0 4.5
1,491 1,709 2,025 2,535 2,437
1,134 1,305 1,558 1,896 2,037
28.6 33.5 40.6 54.5 52.5
431 400 381 381 382
12.9 9.1 13.7 19.0 -7.5
481 57.6 65.3 84.2 52.4
7.2 10.4 4.7 15.2 25
19.3 20.4 20.8 21.3 21.8
(In percent of GDP, unless otherwise indicated)
24.0 25.5 22.7 19.4 21.9
71 7.3 4.9 5.2 4.6
16.9 18.2 17.8 14.2 17.3
28.5 26.6 26.6 221 27.3
18.1 16.3 17.0 15.3 16.5
10.4 10.3 9.6 6.8 10.3
-4.5 -1.1 -4.0 -2.8 -5.5
(Changes in percent of initial stock of money)
11.8 9.2 124 12.5 10.2
0.1 -2.1 -3.4 -7.9 2.6
11.8 10.5 14.2 20.4 7.5
5.3 1.3 -2.9 -4.1 3.0
1.6 3.1 6.9 10.3 43
7.0 2.7 3.8 5.7 5.9
50.6 14.5 19.7 27.7 25.0

(In billions of U.S. dollars, unless otherwise indicated)

-0.7 -0.6 -0.9 -1.9
-2.3 -1.8 2.2 -3.6
0.7 0.0 -1.0 -1.7
25 0.0 -2.4 -3.0
7.6 9.1 1.2 13.7
19.8 18.8 23.5 23.0
-10.5 -11.7 -13.4 -16.2
13.6 11.0 151 20.5
-0.5 -1.2 0.6 0.1
17.4 16.5 17.0 171
16.0 13.6 11.5 9.4
52.2 51.0 49.9 46.5
-1.6 8.5 -2.9 13.9

-2.4
-4.5
-1.0
-1.8
13.2
-4.1
-15.8
2.2
0.0
171
10.7
46.7
-7.0

Sources: Syrian authorities; and Fund staff estimates and projections.

1/ Oil trade balance less profit of foreign oil companies.

2/ Trade-weighted average of official and parallel market rates before 2007. The REER for 2009 is for January-November.



