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Assumptions and Conventions

A number of assumptions have been adopted for the projections presented in the Regional Economic
Outlook: Middle East and Central Asia. 1t has been assumed that established policies of national authorities
will be maintained, that the price of oil® will average US$50.28 a barrel in 2017 and US$50.17 a barrel

in 2018, and that the six-month London interbank offered rate (LIBOR) on U.S.-dollar deposits will
average 1.4 percent in 2017 and 1.9 percent in 2018. These are, of course, working hypotheses rather
than forecasts, and the uncertainties surrounding them add to the margin of error that would in any
event be involved in the projections. The 2017 and 2018 data in the figures and tables are projections.
These projections are based on statistical information available through early September 2017.

The following conventions are used in this publication:

* In tables, ellipsis points (. . .) indicate “not available,” and 0 or 0.0 indicates “zero” or
“negligible.”

*  Minor discrepancies between sums of constituent figures and totals are due to rounding.

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

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

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

As used in this publication, the term “country” does not in all cases refer to a territorial entity that
is a state as understood by international law and practice. As used here, the term also covers

some territorial entities that are not states but for which statistical data are maintained on a
separate and independent basis.

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

ISimple average of prices of UK Brent, Dubai Fateh, and West Texas Intermediate crude oil.
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Country Groupings

The October 2017 Regional Economic Outlook (REQ): Middle East and Central Asia, covering countries

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

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

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

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

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

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

The Non-GCC oil-exporting countries are Algeria, Iran, Iraq, Libya, and Yemen.
The ACTs (Arab Countries in Transition) are Egypt, Jordan, Libya, Morocco, Tunisia, and Yemen.

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

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

CCA oil exporters comprise Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan.
CCA oil importers comprise Armenia, Georgia, the Kyrgyz Republic, and Tajikistan.
Conflict countries include Iraq, Libya, Syria, and Yemen.

What’s New: Somalia data are included in MENAP group aggregates.

ISomalia is included in all regional aggregates starting with publication of the Regional Economic Outlook in October 2017. For Sudan, data for
2012 onward exclude South Sudan. Syria is excluded from most aggregates due to limited data availability.







World Developments and Outlook: A
Strengthening Global Economy

The global developments shaping the world economic outlook are reflected in the projections for the
Middle East and Central Asia region through their impact on commodity prices, export demand,
remittances, exchange rates, and financial conditions.

The global upswing in economic activity remains on track, confirming the findings in the April 2017
World Economic Outlook. Global growth has been marginally revised up to 3.6 percent for 2017 and
3.7 percent for 2018. Overall, this forecast reflects a steady improvement over the 2016 growth rate of
3.2 percent (see table). At the country level, although the forecast for the Unired States has been revised
downward relative to the April 2017 World

Economic Outlook, the outlook for key trading Real GDP Growth, 2016-22

partners continues to improve. Projected 2016 2017 2018 2019-22
growth in the euro area has been revised Wg;':) Area ?g g? ?; ?é
upward by 0.4 percentage point in 2017 and United States 15 22 23 18
0.3 percentage point in 2018 on the back of China 6r 68 65 61
strong private consumption and investment, Mzﬁis;a _gg ;g ;g ;?
while growth in China has been revised MENAP oil exporters 5.6 1.7 3.0 2.8
upward by 0.2 percentage point in 2017, ME?\{Avlgh(I;[i:lTrr?ggr;zirlsGDP growth ;; 4212 i:i gg
reflecting stronger growth in the first half of CCA 25 36 37 43
the year, and 0.3 percentage point in 2018, CCA oil and gas exporters 2.4 35 37 43
reflecting an expectation that the authorities CC:gi’riggg:g’;?i}ﬂlégfef;sgroWth ;; gg gg jg
will maintain an expansionary policy mix. Sources: National authorities; and IMF staff calculations.

The growth outlook for Russia has also been

revised upward relative to April, by 0.4 and

0.2 percentage point in 2017 and 2018,

respectively, helped by stabilizing oil prices,

easing financial conditions, and improved confidence. Nevertheless, over the medium term, the global
growth momentum is expected to soften as output gaps close and demographic factors restrain potential
growth.

Global trade growth moderated in the second quarter after expanding vigorously in the first quarter,
but the momentum remains positive reflecting the expected recovery in global demand and especially
capital spending. Consequently, global trade growth is projected to rebound to about 4 percent in 2017
and remain about 1 percentage point higher than GDP growth into the medium term. Oil is currently
trading between $50-$60 a barrel and is expected to hover around these levels into the medium term.
Non—fuel commodities are projected to strengthen in 2017 and 2018 relative to their 2016 averages.
Looking ahead, commodity prices are expected to rise slightly, by approximately 1 percent a year
between 2019 and 2022. While the improved global growth and trade outlook represents an important
window of opportunity, and some countries will benefit from higher non—fuel commodity prices, the
sustained low oil price environment will continue to weigh on prospects for the MENAP and CCA
regions.

xi
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Xii

Market sentiment has continued to be strong and volatility low, even as expectations of US fiscal easing
have dimmed. Capital flows to emerging market economies have remained resilient in recent months,
continuing their recovery after the sharp decline in late 2015 and early 2016 as investor optimism about
the global economic outlook improved and financial conditions eased. With expectations of a more
gradual pace of monetary policy normalization, US long-term interest rates have declined by around

20 basis points and the dollar has depreciated, which should ease some fiscal vulnerabilities for countries
across the MENAP and CCA regions.

Short-term risks to the global outlook are broadly balanced between, on the positive side, a stronger-
than-expected recovery and, on the negative side, the risk of policy missteps given an environment of
high policy uncertainty and geopolitical tensions. Medium-term risks remain tilted to the downside,
including a possible shift toward inward-looking policies in advanced economies, a more rapid
tightening of global financial conditions (including due to faster-than-anticipated normalization of
monetary policy in the United States, which would also be associated with a US dollar appreciation),
and noneconomic factors, including geopolitical tensions, domestic political discord, risks from weak
governance and corruption, extreme weather events, and terrorism and security concerns. These risks
are interconnected and can be mutually reinforcing. Countries in the MENAP and CCA regions

are particularly exposed to risks to the outlook for key trading partners, prospects for global trade,
tightening of global financial conditions and a stronger US dollar, and any increase in regional security
and political tensions.



Middle East, North Africa,
Afghanistan, and Pakistan

Middle East, North Africa, Afghanistan, and Pakistan

Population, millions (2016)
GDP per capita, US dollars (2016)

[ 0il exporters Lebanon Kuwait
Qil importers 4.5 ] 42
u P 11,295  Syria 26,245

Morocco
34.5
3,004

Bahrain

4.0
16,535 26
59,514
Yemen
Djibouti 29.1 United Arab Emirates
1.0 938 9.9
1,903 35,384

Somalia

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

Despite the strengthening global recovery,
MENAP’s economic outlook remains relatively
subdued owing to the adjustment to low oil
prices and regional conflicts. For MENAP oil-
exporting countries, spillovers from the low oil
price environment and fiscal adjustment continue
to weigh on non-oil growth, while overall

growth is also held down by the Organization

of the Petroleum Exporting Countries (OPEC)-
led agreement to reduce oil production. For

oil importers, growth is projected to increase,
supported by the strengthening domestic demand
and a cyclical recovery of the global economy.
However, at 2.6 percent in 2017—unchanged
relative to the May 2017 Regional Economic Outlook:
Middle East and Central Asia Update—MENAP
growth will be about half of the 2016 outturn,
largely because of developments among oil
exporters. Growth is anticipated to accelerate
gradually over the medium term in most MENAP
economies, but in many cases, it will remain
below what is needed to effectively tackle the
unemployment challenges facing the region.
Structural reforms need to be accelerated to take
advantage of the window of opportunity provided
by the strengthening global economy and to
secure higher, more inclusive, and resilient growth.

Oil Exporters: Need to Push
ahead with Fiscal Consolidation
and Diversification

Oil prices have remained soft, despite the
extension of the production cuts led by OPEC.
Oil exporters are continuing to adjust to these
low oil prices, which have dampened growth and
contributed to large fiscal and external deficits.
Overall growth in the Gulf Cooperation Council
(GCC) region is expected to bottom out in 2017
at 0.5 percent, as the OPEC-led deal reduces oil
output. In contrast, non-oil growth is expected to

recover to about 2.6 percent in 2017 and

2.4 percent in 2018 as fiscal consolidation
generally slows. Both oil and non-oil growth for
GCC countries have been revised down since the
May 2017 Regional Economic Outlook: Middle East and
Central Asia Update. Algeria’s growth is expected to
slow to 1.5 percent in 2017 and bottom out at

0.8 percent in 2018, as a consequence of
envisaged spending cuts, before recovering over
the medium term. In Iran, growth is projected

to drop to about 3.5 percent this year, as the
post-sanctions boost to oil output wears off. The
outlook for Iraq, Libya, and Yemen continues to
be dominated by security conditions and oil-
producing capacity.

The reality of lower oil prices has made it more
urgent for oil exporters to move away from a
focus on redistributing oil receipts through public
sector spending and energy subsidies. To this end,
MENAP oil exporters have outlined ambitious
diversification strategies, but medium-term growth
prospects remain below historical averages amid
ongoing fiscal consolidation. These subdued
growth prospects further highlight the need to
speed up implementation of structural reforms.

Oil exporters should continue pursuing deficit-
reduction plans to maintain fiscal sustainability
and, where relevant, to support exchange rate
pegs. Lower oil prices have contributed to large
fiscal deficits across MENAP oil exporters.
Deficits jumped from 1.1 percent of GDP in
2014 to 10.6 percent of GDP in 2016, but are
expected to ease to 5.2 percent of GDP this year
on the back of a modest recovery in oil prices and
significant deficit reduction efforts. Nevertheless
progress is uneven across countries. Some
countries will need to identify additional fiscal
consolidation measures, while protecting social
and growth-oriented expenditures. All countries
would benefit from further improving their fiscal
institutions and frameworks.

International Monetary Fund | October 2017 3



REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

Growth risks for MENAP oil exporters remain
tilted to the downside. Considerable uncertainty
surrounds the oil price outlook, but, on balance,
risks from oil price volatility appear tilted more
to the downside. Downside risks from regional
conflicts and geopolitical developments also
remain. Other, more global, risks could also
affect the region including faster-than-expected
normalization of monetary policy in the United
States, and the pursuit of inward-looking policies

by advanced economies. In contrast, global upside

risks—including a stronger and more durable
global recovery—could contribute to higher
growth in the region.

Oil Importers: Securing
Resilience and Inclusive Growth

Economic activity in MENAP oil importers is
projected to expand by 4.3 percent in 2017, well
above the 3.6 percent outturn for 2016. This
projected expansion—which is mildly stronger
than the 4 percent growth forecast in the May
2017 Regional Economic Ontlook: Middle East and
Central Asia Update—is expected to be broad-
based, with growth forecast to accelerate in most

oil importers, supported by domestic demand and

exports. In the medium term, growth in MENAP
oil importers is projected to continue improving
gradually, with growth reaching 4.4 percent in
2018 and averaging 5.3 percent during 2019-22.
However, this pace of growth will be insufficient
to generate enough jobs to absorb those who are
currently unemployed, as well as the millions of
job seekers who will enter the labor market over
the period.

The average fiscal deficit in MENAP oil-importing

countries is expected to narrow slightly from
6.8 percent of GDP in 2016 to 6.6 percent
in 2017, and further to 5.6 percent in 2018.

4 International Monetary Fund | October 2017

Nevertheless, significant vulnerabilities persist
given the legacies of weak domestic revenue
mobilization and high current expenditures
(subsidies and wages) that, for most countries,
have pushed public debt to more than 50 percent
of GDP. This trend has been exacerbated by the
impact of valuation changes owing to currency
depreciation, rising interest payments, and
lackluster growth. Sustained fiscal consolidation
and reforms are required to address debt
vulnerabilities. Debt levels are expected to fall
by 2022 in most countries given anticipated
consolidation, which should include carefully
targeting current expenditures to protect social
spending and improving the efficiency of public
investment to mitigate the contractionary effect
on growth.

Despite the anticipated pickup in growth, bold
structural reforms should be accelerated to
enhance private sector activity and foster a more
dynamic, competitive, and inclusive economy.
Improving the business environment, including
by improving the quality of infrastructure, will
be critical. The recently established Compact
with Africa presents an opportunity to address
these impediments. Labor market and education
reforms, improving productivity, and enhancing
access to finance will also help.

The balance of risks remains tilted to the
downside. These risks include regional conflicts
and security risks, the risk of social tension and
reform fatigue, and the ongoing vulnerability
of agricultural activity to weather and price
developments. Risks to the global environment
that are also relevant include the risk of more
rapid tightening of global financial conditions
and the pursuit of inward-looking policies by
advanced economies. On the upside, a stronger-
than-expected pickup in activity in the euro area
and other trading partners would lift regional
growth.



MENAP REGION HIGHLIGHTS

MENAP Region: Selected Economic Indicators, 2000-18
(Percent of GDP, unless otherwise indicated)

Projections
Average
2000-13 2014 2015 2016 2017 2018
MENAPT
Real GDP (annual growth) 4.9 2.8 2.7 5.0 2.6 35
Current Account Balance 8.9 5.5 -3.7 —4.1 -1.9 -1.6
Overall Fiscal Balance 2.4 -3.1 -8.6 -9.3 =57 -4.6
Inflation (year average; percent) 6.9 7.0 5.8 57 7.9 6.9
CMENAPOil Exporters
Real GDP (annual growth) 5.1 2.6 21 5.6 1.7 3.0
of which non-oil growth 6.9 3.9 0.6 1.1 2.6 25
Current Account Balance 12.9 8.8 -3.5 -3.6 -0.4 -0.2
Overall Fiscal Balance 6.2 -1.1 -9.3 -10.6 -5.2 —4.1
Inflation (year average; percent) 7.5 5.8 5.4 4.7 4.4 6.1
 Of which: Gulf Cooperation Council 6CC)
Real GDP (annual growth) 5.0 3.3 3.8 2.2 0.5 2.2
of which non-oil growth 7.0 5.4 38 1.8 2.6 2.4
Current Account Balance 16.6 14.4 24 -34 0.2 0.0
Overall Fiscal Balance 10.0 241 -9.2 -11.9 -6.3 -5.0
Inflation (year average; percent) 2.8 2.6 2.5 2.9 0.8 4.2
Ofwhich: Non-GCC oil exporters
Real GDP (annual growth) 5.2 1.7 0.1 9.5 3.1 3.8
of which non-oil growth 6.7 2.0 -3.4 0.3 2.6 2.6
Current Account Balance 7.5 -1.0 -5.3 -39 -1.6 -0.6
Overall Fiscal Balance 2.3 —4.8 -9.3 -91 —4.1 -3.2
Inflation (year average; percent) 13.5 9.6 8.8 6.7 8.3 8.3
CMENAP Oillmporters’
Real GDP (annual growth) 45 3.2 3.9 3.6 4.3 44
Current Account Balance 2.4 —4.2 —4.4 -5.3 -5.3 -4.8
Overall Fiscal Balance -5.5 -7.3 -7.3 -6.8 —6.6 -5.6
Inflation (year average; percent) 6.0 9.4 6.7 7.7 15.0 8.3
MENAT
Real GDP (annual growth) 49 2.6 2.6 51 2.2 3.2
Current Account Balance 9.6 6.0 -4.0 —4.4 -1.7 -1.3
Overall Fiscal Balance 3.2 -2.9 -9.1 -10.0 =57 -4.5
Inflation (year average; percent) 6.8 6.8 6.0 6.0 8.4 7.1
CAmbWord
Real GDP (annual growth) 53 2.5 34 3.3 2.0 3.1
Current Account Balance 10.6 6.4 -5.0 -5.9 -2.8 -2.3
Overall Fiscal Balance 3.6 -3.3 -10.7 -11.8 —6.6 5.1
Inflation (year average; percent) 4.1 4.8 4.7 53 7.8 6.4

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

12011-18 data exclude Syrian Arab Republic.

Note: Data refer to the fiscal year for the following countries: Afghanistan (March 21/March 20) until 2011, and December 21/December 20
thereafter, Iran (March 21/March 20), and Egypt and Pakistan (July/June). MENAP oil exporters: Algeria, Bahrain, Iran, Iraq, Kuwait, Libya, Oman,
Qatar, Saudi Arabia, the United Arab Emirates, and Yemen. GCC countries: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.
Non-GCC oil exporters: Algeria, Iran, Iraq, Libya, and Yemen. MENAP oil importers: Afghanistan, Djibouti, Egypt, Jordan, Lebanon, Mauritania, Morocco,
Pakistan, Somalia, Sudan, Syria, and Tunisia. Arab World: Algeria, Bahrain, Djibouti, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco,
Oman, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, United Arab Emirates, and Yemen.
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Moyen-Orient, Afrique du Nord,
Afghanistan et Pakistan

Moyen-Orient, Afrique du Nord, Afghanistan et Pakistan

Population, millions d'habitants (2016)
PIB par habitant, dollars (2016)

[ Exportateurs de pétrole Liban Koweit
Importateurs de pétrole 49 ) 42
& mp P 11.295  Syrie 26.245

Tunisie  jordanie
11,2
3.749

Maroc
34,5
3.004

Bahrein

Qatar
26
59.514
Djibouti Emirats arabes unis
1,0 938 99
1.903 35.384

Somalie

Sources : FMI, base de données des Perspectives économiques régionales; Microsoft Map Land.
Note : Les noms des pays et les frontiéres ne traduisent pas nécessairement la position officielle du FMI.
L'appartenance du territoire indiqué en gris fait I'objet d'un différend.
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Région MOANAP : Principaux points

Malgré le renforcement de la reprise mondiale, les
perspectives économiques de la région MOANAP
restent relativement timides en raison de I'adaptation
au faible niveau des prix du pétrole et des conflits
régionaux. Dans les pays exportateurs de pétrole,

la faiblesse des cours et I'ajustement budgétaire
continuent de peser sur la croissance non pétrolicre,
tandis que la croissance globale subit aussi les

effets de I'accord de réduction de la production

de brut impulsé par FOPEP. S’agissant des pays
importateurs de pétrole, la croissance devrait
s’accélérer grace au renforcement de la demande
intérieure et a un redressement conjoncturel de
I’économie mondiale. Cependant, a 2,6 % en 2017
— niveau inchangé par rapport a la Mise d jour des
Perspectives économiques régionales du Moyen-Orient

et de [’Aste centrale de mai 2017 —, la croissance

de la région MOANAP sera inférieure de moitié
environ a celle enregistrée en 2016, principalement
en raison du comportement des pays exportateurs
de pétrole. Elle devrait progressivement gagner en
vigueur 2 moyen terme dans la plupart des pays

de la région, mais dans bien des cas elle restera
inférieure au niveau nécessaire pour faire reculer
efficacement le chomage. Les réformes structurelles
doivent s’intensifier pour profiter de la conjoncture
favorable offerte par le renforcement de la reprise
mondiale et pour assurer une croissance plus forte,
plus inclusive et durable.

Exportateurs de pétrole :
poursuivre le rééquilibrage
budgétaire et la diversification
de I'économie

Les cours du pétrole restent faibles malgré la
généralisation des baisses de production décidées
sous 'impulsion de I'Organisation des pays
exportateurs de pétrole (OPEP). Les exportateurs
continuent de s’adapter a la faiblesse des cours,
laquelle a freiné la croissance et contribué au
creusement des déficits budgétaires et extérieurs.
La croissance globale au sein des pays du Conseil
de Coopération du Golfe (CCG) devrait descendre

20,5 % en 2017, du fait de la réduction de la
production de brut résultant de 'accord impulsé
par TOPEP. En revanche, la croissance hors pétrole
devrait remonter a environ 2,6 % en 2017 et 2,4 %
en 2018 en raison d’un ralentissement général de
Iassainissement budgétaire. La croissance pétroliere
et non pétroliere des pays du CCG a été revue a la
baisse depuis la Mise a jour des Perspectives économiques
régionales du Moyen-Orient et de [’Asie centrale de mai
2017. En Algérie, la croissance devrait ralentir a

1,5 % en 2017, puis descendre a 0,8 % en 2018,
sous Peffet de la compression projetée des dépenses
publiques, avant de se redresser 4 moyen terme. En
Iran, la croissance devrait marquer un repli a 3,5 %
cette année, car 'impulsion donnée a la production
pétroliere apres la levée des sanctions perd de son
intensité. La situation sécuritaire et les contraintes
de capacité de production de pétrole continuent de
peser sur les perspectives de croissance de I'Iraq, de
la Libye et du Yémen.

Face a la réalité du repli des cours du brut, il est
d’autant plus urgent que les pays exportateurs
cessent de privilégier la redistribution des recettes
pétrolieres par le biais de la dépense publique et des
subventions énergétiques. Les pays exportateurs de
pétrole de la région MOANAP ont ainsi défini des
stratégies ambitieuses de diversification, encore que
les perspectives 2 moyen terme restent inférieures
aux moyennes historiques sur fond de rééquilibrage
budgétaire. Ces perspectives timides montrent
combien il est nécessaire d’accélérer I'exécution des
réformes structurelles.

Les pays exportateurs de pétrole doivent poursuivre
la mise en ceuvre de leurs plans de réduction

du déficit budgétaire pour pouvoir préserver la
viabilité des finances publiques et, dans certains

cas, soutenir le régime de change. Le tassement

des cours du pétrole a provoqué un important
creusement des déficits budgétaires dans I'ensemble
des pays exportateurs de la région MOANAP, de
1,1 % du PIB en 2014 4 10,6 % du PIB en 2016. Ce
chiffre devrait toutefois descendre a 5,2 % du PIB
cette année grace a un modeste redressement des
cours et a un travail considérable de réduction des
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déficits. Cela étant, les progres sont inégaux entre
pays. Certains devront engager d’autres mesures

de rééquilibrage budgétaire tout en protégeant

les dépenses sociales et les crédits propices a la
croissance. En tout état de cause, tous gagneraient a
renforcer davantage leurs institutions et dispositifs
budgétaires.

Les risques qui pesent sur la croissance des pays
exportateurs de pétrole de la région MOANAP
restent de nature baissiere. I’évolution des cours
est certes sujette a de grandes incertitudes, mais,
globalement, les risques relatifs a sa volatilité
semblent plutot étre baissiers. A cela s’ajoute la
persistance des risques liés aux conflits régionaux
et aux phénomenes géopolitiques. Des facteurs

de dimension mondiale pourraient également agir
sur la région, dont une normalisation plus rapide
que prévu de la politique monétaire américaine
ainsi que les politiques de repli sur soi d’économies
avancées. En revanche, des risques mondiaux de
nature haussiere — dont la probabilité d’une reprise
mondiale plus forte et plus durable — pourraient
contribuer a impulser la croissance dans la région.

Importateurs de pétrole :
assurer la résilience et une
croissance inclusive

Les pays importateurs de pétrole de la région
MOANAP devraient afficher un taux de croissance
de 4,3 % en 2017, soit un niveau nettement supétieur
aux 3,6 % enregistrés en 2016. Cette expansion
projetée — légerement plus forte que la prévision

de 4 % de la Mise a jour des Perspectives économiques
régionales du Moyen-Orient et de I’Asie centrale de mai
2017 —devrait étre généralisée et la plupart de ces
pays devraient connaitre une accélération alimentée
par la demande intérieure et par les exportations. A
moyen terme, la croissance des pays importateurs de
pétrole de la région MOANAP devrait continuer de
s’améliorer progressivement pour atteindre 4,4 % en
2018, puis une moyenne de 5,3 % en 2019-22. Ces
taux ne suffiront cependant pas a créer des emplois a
une échelle capable de combattre le chomage actuel
ou d’absorber les millions de jeunes qui arriveront
sur le marché du travail dans les prochaines années.

Le déficit budgétaire moyen des pays importateurs
de pétrole de la région MOANAP devrait diminuer

16 Fonds monétaire international | Octobre 2017

légerement de 6,8 % du PIB en 2016 2 6,6 % en
2017, puis a 5,6 % en 2018. Des vulnérabilités
subsistent toutefois en raison des effets persistants
d’une faible mobilisation de recettes et d’un niveau
élevé de dépenses courantes (subventions et salaires)
qui, dans la plupart des pays, ont poussé la dette
publique au-dela de 50 % du PIB. Cette tendance
est d’ailleurs exacerbée par Peffet des variations

des valorisations consécutives a la dépréciation des
monnaies, de la montée des paiements d’intérét

et du caractere atone de la croissance. Un travail
soutenu de rééquilibrage budgétaire et de réforme
s'impose pour corriger les vulnérabilités liées a la
dette. Les niveaux d’endettement devraient diminuer
d’ici 2022 dans la plupart des pays compte tenu des
rééquilibrages projetés, lesquels devraient passer

par un ciblage précis des dépenses courantes pour
protéger les dépenses sociales et accroitre efficience
de Pinvestissement public afin d’atténuer les effets de
contraction sur la croissance.

Malgré le rebond prévu de croissance, il convient
d’accélérer de maniére résolue exécution de
réformes structurelles ambitieuses de maniére

a renforcer Pactivité du secteur privé et de
promouvoir une économie plus dynamique, plus
compétitive et plus inclusive. 1l sera essentiel
d’améliorer le climat des affaires, notamment en
rehaussant la qualité des infrastructures. Le Pacte
pour PAfrique récemment mis en place offre

la possibilité de s’attaquer a ces obstacles. Les
réformes du marché du travail et de ’éducation,
I'amélioration de la productivité, et un meilleur
acces a la finance auront également un role a jouer.

Les risques qui pésent sur la croissance restent de
nature baissiere. Ces risques concernent notamment
les conflits régionaux et la situation sécuritaire, les
tensions sociales et le sentiment de saturation face
aux réformes, ainsi que la vulnérabilité de I'activité
agricole aux aléas climatiques et a ’évolution des
prix. Parmi les facteurs liés a environnement
mondial pouvant intervenir dans la région figurent
I'éventualité d’un durcissement plus rapide des
conditions financieres mondiales et les politiques
de repli sur soi d’économies avancées. En revanche,
la probabilité d’une reprise plus forte de Pactivité
dans la zone euro et dans d’autres pays partenaires
commerciaux contribuerait a impulser la croissance
dans la région.



REGION MOANAP : PRINCIPAUX POINTS

Région MOANAP : principaux indicateurs économiques, 2000-18
(pourcentage du PIB, sauf indication contraire)

Projections
Moyenne
2000-13 2014 2015 2016 2017 2018
MOANAPT
PIB réel (croissance annuelle) 49 2,8 2,7 5,0 2,6 35
Solde des transactions courantes 8,9 55 -3,7 -4.1 -1,9 -1,6
Solde budgétaire global 2,4 -3,1 -8,6 -9,3 -5,7 -4,6
Inflation (progression annuelle, %) 6,9 7,0 58 57 79 6,9
Exportateurs de pétrole de la région MOANAP
PIB réel (croissance annuelle) 5,1 2,6 2,1 5,6 1,7 3,0
dont croissance hors pétrole 6,9 3,9 0,6 11 2,6 2,5
Solde des transactions courantes 12,9 8,8 -3,5 -3,6 -0,4 -0,2
Solde budgétaire global 6,2 -1.1 -9,3 -10,6 -5,2 -4.1
Inflation (moyenne annuelle, %) 7,5 5,8 5,4 4,7 4.4 6,1
 Dont:Conseil de coopération du Golle CCG)
PIB réel (croissance annuelle) 5,0 3,3 3,8 2,2 0,5 2,2
dont croissance hors pétrole 7,0 5,4 3,8 1,8 2,6 2,4
Solde des transactions courantes 16,6 14,4 -2,4 -3,4 0,2 0,0
Solde budgétaire global 10,0 2,1 -9,2 -11,9 -6,3 -5,0
Inflation (moyenne annuelle, %) 2,8 2,6 2,5 2,9 0,8 4,2
 Dont :exportateurs de pétrole non membresduccG
PIB réel (croissance annuelle) 52 1,7 0,1 9,5 3,1 38
dont croissance hors pétrole 6,7 2,0 -3,4 0,3 2,6 2,6
Solde des transactions courantes 75 -1,0 -5,3 -3,9 -1,6 -0,6
Solde budgétaire global 2,3 -4,8 -9,3 -91 -41 -3,2
Inflation (moyenne annuelle, %) 13,5 9,6 8,8 6,7 8,3 8,3
Importateurs de pétrole de la région MOANAP
PIB réel (croissance annuelle) 45 3,2 3,9 3,6 43 44
Solde des transactions courantes -2,4 -4,2 -4.4 -5,3 -5,3 -4,8
Solde budgétaire global -5,5 -7,3 -7,3 -6,8 -6,6 -5,6
Inflation (moyenne annuelle, %) 6,0 9,4 6,7 7,7 15,0 8,3
MoaNt
PIB réel (croissance annuelle) 49 2,6 2,6 51 2,2 3,2
Solde des transactions courantes 9,6 6,0 -4,0 -4.4 -1,7 -1,3
Solde budgétaire global 3,2 -2,9 -9.1 -10,0 -5,7 -4.5
Inflation (moyenne annuelle, %) 6,8 6,8 6,0 6,0 8,4 7,1
Mondearabe
PIB réel (croissance annuelle) 53 2,5 34 3,3 2,0 3,1
Solde des transactions courantes 10,6 6,4 -5,0 -5,9 -2,8 -2,3
Solde budgétaire global 3,6 -3,3 -10,7 -11,8 -6,6 -5,1
Inflation (moyenne annuelle, %) 4.1 4,8 4,7 53 7,8 6,4

Sources : autorités nationales; calculs et projections des services du FMI.
TLes données relatives a la période 2011—18 excluent la République arabe syrienne.

Notes : Les données se rapportent aux exercices pour les pays suivants : Afghanistan (21 mars/20 mars jusqu’en 2011, et 21 décembre/20 décembre par la
suite), Iran (21 mars/20 mars) et Egypte et Pakistan (juillet/juin). Pays exportateurs de pétrole de la région MOANAP : Algérie, Arabie saoudite, Bahrein, Emi-
rats arabes unis, Iran, Iraq, Koweit, Libye, Oman, Qatar et Yémen. Pays du CCG : Arabie saoudite, Bahrein, Emirats arabes unis, Koweit, Oman et Qatar. Pays
exportateurs de pétrole non membres du CCG : Algérie, Iran, Irag, Libye et Yémen. Pays importateurs de pétrole de la région MOANAP : Afghanistan, Djibouti,
Egypte, Jordanie, Liban, Maroc, Mauritanie, Pakistan, Somalie, Soudan, Syrie et Tunisie. Monde arabe : Algérie, Arabie saoudite, Bahrein, Djibouti, Egypte,
Emirats arabes unis, Iraq, Jordanie, Koweit, Liban, Libye, Maroc, Mauritanie, Oman, Qatar, Somalie, Soudan, Syrie, Tunisie et Yémen.
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1. MENAP Oil Exporters: Need to Push ahead
with Fiscal Consolidation and Diversification

Oil exporters in the Middle East and North Africa,
Afghanistan, and Pakistan region (MENAP) are
continuing to adjust to lower oil prices, which have
dampened growth and contributed to large fiscal and
external deficits. Oil prices have softened recently,
despite the extension of the production curs led by the
Organization of the Petroleum Exporting Countries
(OPEC) and the strengthening global recovery.
Non-oil growth is generally recovering, bur the muted
medium-term growth prospects highlight the need
Jfor countries to push ahead with diversification
and private sector development. Most countries
have outlined ambitious diversification strategies
and are developing detailed reform plans, but
implementation should be accelerated, particularly
to exploit the stronger global growth momentum. Oil
exporters should continue pursuing deficit-reduction
plans to maintain fiscal sustainability and, where
relevant, to support exchange rate pegs. Some
countries will need to identify additional fiscal
consolidation measures, while protecting social and
growth-oriented expenditures. Financial stability
risks appear low, although pockets of vulnerabilities
remain. The outlook for countries in conflict remains
highly uncertain, with growth dependent on
security conditions.

Oil Prices Projected to Remain
around Current Levels

Oil prices are trading between $50-$60 a barrel,
an increase from last year’s average of $43 a barrel
(Figure 1.1). In May 2017, OPEC and several
non-OPEC producers extended their agreement
to reduce oil production until the first quarter of
2018. However, despite the extended agreement,
the oil price outlook has been revised downward
since the May 2017 Regional Economic Outlook:

Prepared by Bruno Versailles (lead author), Olumuyiwa
Adedeji, Botir Baltabaev, Magali Pinat, and Ling Zhu. Sebastidn
Herrador, Brian Hiland, and Jorge de Leén Miranda provided
research assistance.

Figure 1.1. Oil Prices and Production
(APSP', US dollars a barrel and production index)
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Sources: U.S. Energy Information Administration; and International Energy
Agency.
Note: RHS = right scale.

TAPSP = average petroleum spot price—average of UK Brent, Dubai Fateh, and
West Texas Intermediate crude oil prices.

Middle East and Central Asia Update (Figure 1.2;
see also the Special Feature on Commodity
Markets in the October 2017 World Economic
Outlook), with the IMF’s medium-term oil

price assumption, based on the futures market,
remaining broadly around current levels.

Growth Prospects Are Muted

Fiscal consolidation, oil production, and regional
conflicts have been the key determinants of
growth in MENAP oil-exporting countries.
Spillovers from the low oil price environment
continue to weigh on non-oil growth, which

is expected to remain below historical averages
(Figure 1.3). Among Gulf Cooperation Council
(GCC) members, overall growth is projected to
bottom out at about 0.5 percent in 2017 as the
OPEC-led deal reduces oil output. In contrast,
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Figure 1.2. Qil Price Assumptions
(APSP', US dollars a barrel)
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Source: IMF staff calculations.

Note: REO = Regional Economic Outlook: Middle East and Central Asia.

TAPSP = average petroleum spot price—average of UK Brent, Dubai Fateh, and
West Texas Intermediate crude oil prices.

non-oil growth is expected to recover to about
2.6 percent in 2017-18 as fiscal consolidation,
which has weighed significantly on growth over
the past couple of years (Figure 1.4), generally
slows.! Nevertheless, the projections for both oil
and non-oil growth are slightly weaker than the
projections in the May 2017 Regional Economic
Outlook: Middle East and Central Asia Update.

Low oil prices are also expected to dampen
medium-term growth—GCC non-oil growth is
projected to be modest at 3.4 percent in 2022,
about half of the 6.7 percent of 2000-15. GCC
countries with larger buffers, such as Kuwait and
the United Arab Emirates, are adjusting their fiscal
positions gradually. This is allowing them to keep
non-oil growth broadly steady. The diplomatic

rift between Qatar and several other countries

is expected to have a limited impact on growth

in the region at this stage (Box 1.1), although a
protracted rift could weaken medium-term growth

Non-oil primary balances improved by 11.5 percent between
2014 and 2016, but are expected to improve only by 5.3 percent
between 2016 and 2018.
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Figure 1.3. Real GDP Growth
(Percent, weighted by GDP PPP)
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Sources: National authorities; and IMF staff calculations.
Note: GCC = Gulf Cooperation Council; PPP = purchasing power parity.
'Conflict countries include Iraq, Libya, and Yemen.

prospects, not only for Qatar but also for other
GCC countries.

Among non-GCC oil exporters, Algeria’s growth
is expected to bottom out at 0.8 percent next

year as a consequence of envisaged spending cuts,
and to recover to 2.4 percent by 2022. Iran has
revised its 2016 GDP growth from 6.5 percent to
12.5 percent as a result of methodological changes
in its measurement and an upward revision

of non-oil growth. This year, however, Iran’s
growth is projected to drop to 3.5 percent, as the
post-sanctions boost to oil output wears off.

The outlook for MENAP oil exporters in conflict
continues to be dominated by security conditions
and oil production capacity. Libya’s oil output
increased to 1 million barrels a day (mbd) in the
middle of 2017, significantly up from some 0.4
mbd last year. In Iraq, oil production increased
considerably in 2016, and has stayed flat this year
to date. Progress in the fight against ISIS will help
the non-oil economy resume its growth, although
a tighter 2017 budget to compensate for previous



Figure

Change in non-oil GDP growth
(percentage points of non-oil GDP,
projected average 2016—17 minus 2013-14)

1. MENAP OIL EXPORTERS: NEED TO PUSH AHEAD WITH FISCAL CONSOLIDATION AND DIVERSIFICATION

1.4. Fiscal Consolidation Has Dampened Growth
4- _
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Change in non-oil primary balance
(percentage points of non-oil GDP,
projected average 2016—17 minus average 2013-14)

Source: IMF staff calculations.

Note: The removal of subsidies may not be fully captured in the non-oil primary
balance for Bahrain. Country abbreviations are International Organization for
Standardization (ISO) country codes.

fiscal slippages has led to a downward revision

to Irag’s projected 2017 non-oil growth relative
to the May 2017 Regional Economic Outlook:
Middle East and Central Asia Update. Yemen’s
economy is expected to contract again this year.
Over the medium term, growth among MENAP
oil exporters in conflict is projected to slow, as
the considerable recent increase in oil production
limits the scope for further gains.

Gradual Fiscal Consolidation
Should Continue

Lower oil prices have contributed to large fiscal
deficits across MENAP oil exporters. Deficits
jumped from 1.1 percent of GDP in 2014 to
10.6 percent of GDP in 2016, but are expected to
ease to 5.2 percent of GDP this year on the back
of a modest recovery in oil prices and significant
deficit-reduction efforts. Five-year cumulative
budget deficits are projected to be $320 billion
over 2018-22.

Nevertheless, progress is uneven across MENAP
oil exporters (Figure 1.4) and, three years after the
initial oil price drop, fiscal positions and prospects
have diverged. About half of MENAP oil exporters
(Iran, Kuwait, Qatar, United Arab Emirates) had
fiscal deficits of less than 5 percent of GDP in
2016, while the other half had deficits well above
10 percent of GDP (Figure 1.5). The countries
with low deficits typically have substantial buffers
(Kuwait, Qatar, United Arab Emirates), or are

less dependent on oil revenues (Iran), and are
planning a gradual fiscal adjustment to the lower
oil price environment. Algeria and Saudi Arabia
have announced ambitious consolidation plans,
although they could adjust more gradually in

the short term so as to limit the adverse impact
on growth. Other countries, however, should

do more to put debt on a downward path
(Bahrain, Oman). Iraq’s ambitious fiscal plans,
underpinned by an IMF Stand-By Arrangement,
target a balanced budget and debt reduction

over the medium-term. None of the MENAP

oil exporters—even countries with projected
medium-term surpluses—are accumulating
sufficient resources to protect the economic
well-being of future generations once hydrocarbon
resources are exhausted.

Fiscal consolidation plans in the GCC region
include measures ranging from further reductions
in non-wage recurrent spending, reductions in
public wage bills as a share of GDD, additional
cuts to capital expenditures, and higher non-oil
revenues, particularly the introduction of
value-added taxes (projected to start being
introduced in January 2018) and excise taxes
(Figure 1.6).? Policymakers also need to take
advantage of low oil prices to finalize energy price
reforms.? In non-GCC countries, Iraq’s planned

’In general, growth-friendly fiscal consolidation should include
higher non-oil revenues, which at present remain very low across
the region (IMF 2016a), targeted cuts to current expenditures,
continued reform of energy subsidies while protecting vulnerable
segments of the population, and greater public investment efficiency.
Country circumstances will in general determine the optimal mix of
such measures. See Sommer and others 2016 for more detail.

SMENAP oil exporters have significantly reduced energy subsidies
in recent years, reflecting both lower global oil prices and new
local fuel price frameworks. In the GCC region, pre-tax energy
subsidies are estimated to have declined from $116 billion in 2014
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Figure 1.5. Diverging Fiscal Positions
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consolidation is primarily based on further cuts to
public investment and wage restraint. In Algeria,
most of the adjustment also focuses on spending,
particularly public investment. In Iran, fiscal
efforts include broadening of the revenue base to
reduce dependence on oil receipts. This would
also create fiscal space for rising spending pressures
related to aging, potential bank recapitalization
costs, and interest payments arising from the
securitization of arrears.

Fiscal consolidation is supported by continued
improvements in fiscal frameworks and
institutions. In this regard, substantial progress
has been made in establishing medium-term
budgetary frameworks in Algeria, Kuwait, Qatar,
and Saudi Arabia, as well as in the United Arab
Emirates at both the federal and emirate levels.
Macro-fiscal units are now operational in Kuwait,
Oman, Qatar, Saudi Arabia, and the United Arab
Emirates. Iraq has made progress in identifying
and addressing arrears and state guarantees.
Technical assistance from the IMF is helping

to $47 billion in 2016 (IMF 2017). Compensation mechanisms are
being introduced in Oman (for regular fuel) and Saudi Arabia (for
energy) along with further changes to pricing frameworks.
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Figure 1.6. Change in Expenditure and Non-oil Revenue
(Percent of non-oil GDP, change from prior year, simple average across

countries)
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countries in these areas. A new model for public
wage bill management—emphasizing good
diagnostics, complementarities with other reforms,
and supportive institutions—is needed to boost
inclusive growth and fiscal sustainability across

the region (Tamirisa and others, forthcoming).
More broadly, strengthening public financial
management, including improving transparency
and accountability, would support the fiscal
consolidation efforts and could generate additional
fiscal space. Saudi Arabia has started publishing
quarterly fiscal reports, significantly increasing
fiscal transparency.

Debt Issuance Remains the Main
Source of Deficit Financing

MENAP oil-exporting countries continue to
issue debt to meet their budget financing needs.
Countries with market access have tapped
significant amounts from international markets—
in the first half of 2017, GCC countries issued
some $30 billion, as conditions in international
financial markets remain favorable (Figure 1.7).
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Figure 1.7. Projected Financing Needs in the GCC,! 2017
(Percent of GDP)
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"Borrowing beyond the amount of the fiscal deficit implies maturing medium-
and long-term debt that needs to be refinanced; the refinancing of Treasury bills
is excluded. Negative values imply authorities are building buffers.

While issuing internationally avoids crowding out
credit to the private sector, especially given limited
capacity of domestic financial markets, issuing
domestically can help support gradual financial
market development (for example, Saudi Arabia).
Greater reliance on domestic financing would

also reduce the consequences of a deterioration

in international market conditions. In some
instances, countries have tapped international
markets to rebuild buffers.

In general, borrowing and investment decisions
should be made as part of a comprehensive
asset-liability management strategy that takes into
account macro-financial developments and risks.*
To help support that approach, debt management
offices have been established in Kuwait, Oman,
and Saudi Arabia and strengthened in Abu Dhabi
and Dubai. Risks can be reduced by issuing
longer maturity debt (for example, Oman issued
a 30-year bond in March 2017), although there
are trade-offs with respect to cost. Outside of the
GCC region, domestic debt issuance (including

4See Chapter 5 of the October 2016 Regional Economic Outlook:
Middle East and Central Asia.

some monetization of the deficit) has been the
preferred financing strategy because external
financing options are more limited (Iran, Iraq,
Libya, Yemen).

Private Capital Could Help
Close External Gaps

Reflecting lower oil prices, the current account
balance for MENAP oil exporters swung from

a surplus of $228 billion in 2014 (8.8 percent

of GDP) to a deficit of $77 billion in 2016

(3.6 percent of GDP) (Figure 1.8). The aggregate
current account balance is projected to return

to a small surplus in 2019. However, countries
with persistent deficits, low financial buffers,

and limited exchange rate flexibility face external
financing challenges. These developments
underscore the importance of continued fiscal
consolidation to help support fixed exchange rate
regimes and structural reforms to attract foreign
private capital. In this context, improvements
have been made with respect to easing access

for foreign investors to capital markets (such

as in Saudi Arabia). However, adoption of new
foreign investment laws has been delayed in
some countries (Oman, United Arab Emirates).
Other reforms to increase competitiveness and
boost diversification would also contribute to
narrowing the external deficits (see section below
on structural reforms). Depending on cyclical
conditions, tighter monetary policy can also
support external adjustment in countries without
exchange rate pegs by attracting additional
portfolio flows.

Continued Financial
Sector Resilience

Financial sectors have so far remained broadly
resilient in the face of lower hydrocarbon prices.
Banks in the GCC region and Algeria remain
well capitalized, with capital adequacy ratios
generally well above the regulatory minimums,
and profitable. However, there are some pressures,
with bank profitability continuing to weaken
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Figure 1.8. Current Account Financing
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in some countries, including because of higher
impairment costs (United Arab Emirates) and
compressed interest rate margins amid intensified
competition for deposits (Oman). While the share
of nonperforming loans has barely changed in
most GCC countries, it has edged up in Algeria,
and the risk of deteriorating asset quality remains,
with some increase in special mention loans
(Oman) and rescheduled loans (United Arab
Emirates). Banking systems remain weak in Iraq
and Iran. Iraq is focusing on developing a strategy
to address challenges faced by state-owned banks;
in Iran, bank reform is underway and will require
recapitalization and restructuring.

Most GCC central banks have hiked domestic
policy rates in tandem with the US Federal
Reserve, leading to an increase in interbank and
lending rates. However, the modest increase in oil
prices and associated easing of government cash
constraints, have helped lessen liquidity pressures
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Figure 1.9. Interbank and Lending Rates versus US Federal
Funds Rate
(Annualized rates, spreads vis-a-vis the US federal funds rate)
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Sources: Haver Analytics; and IMF, International Financial Statistics.

Note: RHS = right scale. Country abbreviations are International Organization for
Standardization (ISO) country codes.

'The interbank series correspond to three-month rates, excluding Oman, where
the overnight rate was used.

in some countries—notably Saudi Arabia and

the United Arab Emirates—and interbank (and
lending) rate spreads have narrowed, limiting

the full pass-through of higher policy rates

(Figure 1.9). The modest improvement in liquidity
can also be seen in improving deposit growth
(Figure 1.10). Nevertheless, non-resident deposits
and wholesale funding remain an important
funding source for banks—especially in the United
Arab Emirates and Qatar (Box 1.1), exposing
them to changes in global liquidity conditions.
Following last year’s broad-based deceleration,
private sector credit growth has stabilized in the
GCC region and Algeria (Figure 1.10). However,
it remains substantially slower compared with the

pre-oil shock period.

Policymakers continue to make progress in
enhancing their liquidity and prudential policy
frameworks. Examples include reintroducing
refinancing instruments (Algeria), imposing
liquidity requirements (Bahrain), introducing an
interbank benchmark rate (Oman), deepening
domestic capital markets (Saudi Arabia),
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Figure 1.10. Credit and Deposit Growth in GCC and Algeria
(Percent change, year over year, simple averages)
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enhancing macroprudential frameworks (Bahrain,
Qatar, Saudi Arabia), introducing a new corporate
governance framework for Islamic banks (Kuwait),
working to develop liquidity provision tools

for Islamic banks (Oman), and drafting new
central bank and banking laws (Iran, United

Arab Emirates).

Low oil prices, combined with the ongoing

cycle of US interest rate increases, will continue

to put pressure on bank asset quality, affecting
banks’ ability to supply credit to the private

sector and contributing to weaker growth. As
such, deepening domestic capital markets should
be a priority reform area to ensure adequate
funding for development of the non-oil sector.
Policymakers should consider how best to leverage
the opportunities presented by rapid technological
innovations in the financial sector, including to
enhance access to finance, while managing the
associated risks (Chapter 5).

Pushing ahead with
Structural Reforms

The reality of lower oil prices has made it more
urgent for oil exporters to move away from a
focus on redistributing oil receipts through public
sector spending and energy subsidies. To this end,
MENAP oil exporters have outlined ambitious
diversification strategies, but medium-term
growth prospects remain below historical averages
amid ongoing fiscal consolidation. This further
highlights the need to speed up implementation
of structural reforms, including to leverage the
window of opportunity represented by the cyclical
upturn in global growth.’

Apart from concerns about fiscal sustainability and
growth performance, the existing development
model has provided disappointing productivity
gains—the key long-term driver of living
standards.® A recent IMF (2016b) study finds
that, relative to other countries, productivity

in the GCC region tends to contribute little to
growth, while labor contributes significantly

more (Figure 1.11). This finding reflects policies
that favor the employment of low-wage foreign
workers in the private sector, accompanied by
high wages for nationals working in the public
sector. The study also finds that, globally, there

is a positive association between capital and
productivity contributions to growth during
high-growth periods, suggesting productivity gains
increase business profitability and promote private
investment, and vice versa. Interestingly, while

the composition of growth in Algeria and Iran
conforms closely to the typical global pattern, the
productivity-investment link is largely absent in

the GCC region.

These findings underscore the importance of
labor market and education reforms in fostering
diversification and private sector development.
For instance, Saudi Arabia is reforming training
and education systems, better targeting wage
subsidies, increasing labor fees on expatriate

>Chapter 4 discusses in more detail the growth implications of
successful diversification strategies that boost trade.
6See Adler and others 2017, and Mitra and others 2016.

International Monetary Fund | October 2017 25



REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

Figure 1.11. Growth Accounting
(Average contributions to growth)
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workers (to reduce the wage gap between Saudis
and expatriates), and refining the employment
quota system (Nitagat) by introducing programs
that require all employees in certain sectors

to be nationals. Nevertheless, across the GCC
region, attracting skilled expatriate workers will
remain key to maintaining competitiveness, and
labor market reforms should aim to increase
productivity and incentives for nationals to

work in the private sector. To this end, Bahrain,
Qatar, and the United Arab Emirates have made
welcome reforms to their visa systems, allowing
greater internal mobility of expatriate workers.

A new draft law in Qatar would grant some
expatriate workers permanent residency. Countries
where the visa system still limits the mobility of
expatriates would benefit from similar reforms.
Iran and Oman are taking steps to better align
their education and training system with the
needs of employers, including the introduction of

entrepreneurship courses in school curricula (Iran).

However, the anticipated modernization of labor
laws in Oman is still pending. Increasing formality
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and labor market participation, especially among
women, would benefit productivity and growth
across the region. Overall, improvements to
labor market functioning and education systems
will likely entail fiscal costs, which enhances the
case for growth-friendly fiscal consolidation as
described in the fiscal section (footnote 2).

Policymakers are also taking steps to improve the
business environment more generally to encourage
private investment and job creation. Such
growth-enhancing reforms have taken on more
urgency given the needed fiscal consolidation.

In Algeria, the government started fleshing out a
broad strategy to reshape the country’s economic
model toward private sector-led growth. In

Iran, the Sixth National Development Plan

aims to develop the private sector and reduce oil
dependency. The GCC countries have already
launched ambitious national development
strategies, and authorities are now proceeding to
the implementation phase. One of the key tasks
in this respect will be to embed these strategies
into sound medium-term macroeconomic
frameworks. In Saudi Arabia, policymakers are
formulating specific policies to implement Vision
2030, with a monitoring system built around key
performance indicators. Oman and the United
Arab Emirates have similarly introduced key
performance indicators, while Qatar’s second
national development strategy also emphasizes
robust monitoring and evaluation. The role of the
private sector is being further expanded through
privatization programs (in 16 sectors in Saudi
Arabia, including the potential sale of parts of
ARAMCO, and in Oman), and the development
of public-private partnerships (Algeria, Oman,
Qatar, Saudi Arabia, United Arab Emirates). Saudi
Arabia recently launched the “Removing Obstacles
to the Private Sector Program” to improve the
business environment. A number of important
reforms have been implemented under this
program, including measures to develop capital
markets, expedite customs clearance, update
competition law, and institute a commercial
mortgage law. Other measures close to completion
include insolvency and competition laws. In other
countries, progress includes setting up one-stop
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windows for business registration and licensing
(Kuwait, Oman, Qatar), expediting customs
processes (Bahrain, Oman), protecting minority
investors (Saudi Arabia, United Arab Emirates),
undertaking initiatives to foster the development
of small and medium enterprises (Algeria, Oman),
and enhancing access to finance (Bahrain, Oman,
United Arab Emirates).

Going forward, further efforts to improve
governance and transparency, strengthen
accountability, and increase government efficiency
would also help bolster private sector confidence
(World Bank 2017). Improving governance and
addressing corruption risks remain important
challenges especially in the countries affected

by conflicts (see Box 2.1 of the October 2016
Regional Economic Outlook: Middle East and
Central Asia).

Downside Risks Cloud Prospects

Growth risks for MENAP oil exporters remain
tilted to the downside. Considerable uncertainty

surrounds the oil price outlook, but, on balance,
risks from oil price volatility appear more on the
downside given the substantial fiscal and current
account deficits. Downside risks from regional
conflicts and geopolitical developments, including
the diplomatic rift between Qatar and other
countries, also remain. There are also other, more
global, risks that could affect the region, such as

a possible shift toward inward-looking policies

in advanced economies. This shift could affect
global growth, impacting MENAP oil exporters,
especially if these policies drive oil prices lower. A
faster-than-anticipated normalization of monetary
policy in the United States could lead to a more
rapid tightening of global financial conditions
and a sharp US dollar appreciation, increasing the
cost and reducing the availability of international
financing, especially for lower-rated countries, and
strengthening the case for fiscal consolidation. In
contrast, global upside risks—including a stronger
and more durable global recovery—would
contribute to higher growth in the region.
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Box 1.1. Economic Implications of the Diplomatic Rift with Qatar

After the initial shock of the June 5 measures, the Qatari economy and financial markets are adjusting to the impact
of the diplomatic rift.

A number of countries, including Bahrain, Egypt, Saudi Arabia, and the United Arab Emirates, severed
diplomatic and economic ties with Qatar on June 5, 2017. These four countries also closed their airspace to
Qatar Airways flights, and Qatar’s land border with Saudi Arabia has been closed. Some banks in the region
also curtailed transactions with clients linked to Qatar.

The economic impact of the standoff has been felt in Qatar through disruptions in trade and financial

flows. About one-sixth of the country’s imports are produced in countries imposing trade restrictions, and a
significant portion of other imports transit through Saudi Arabia and the United Arab Emirates (Figure 1.1.1).
Some trade has been re-routed through Kuwait and Oman, and alternative food supply sources have been
established, allaying fears of potential shortages. The initial concern that trade disruptions could affect

the implementation of key infrastructure projects has been mitigated by the availability of an inventory

of construction materials and of alternative, and competitive, sources of imports. In addition, Qatar is
accelerating efforts to further diversify sources of imports and external financing, and to enhance domestic
food processing.

Figure 1.1.1. Exports and Reexports to Figure 1.1.2. GCC Banks’ Reliance on
Qatar, 2016 Foreign Funding
(Billions of US dollars) (Foreign liabilities to total liabilities, percent)
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Sources: UN Comtrade; and IMF staff calculations. Source: National authorities.
Note: UAE = United Arab Emirates. Note: GCC = Gulf Cooperation Council; RHS = right scale;

TKuwait and Saudi Arabia data are for 2015. UAE = United Arab Emirates.

This box was prepared by Olumuyiwa Adedeji, Mohammed El Qorchi, Stéphane Roudet, and Sohaib Shahid. Research assistance was
provided by Brian Hiland.
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Box 1.1 (continued)

Some financial pressures have emerged. The downgrade of Qatar’s sovereign credit rating and outlook has
raised interbank interest rates, and private sector deposits (both resident and non-resident) have declined.
Liabilities to foreign banks have also fallen (Figure 1.1.2). The impact on banks’ balance sheets has thus far
been mitigated by liquidity injections by the Qatar Central Bank and increased public sector deposits. Banks
are proactively focusing on securing additional long-term funding for their operations.

The economic impact in the rest of the region, including in the Gulf Cooperation Council (GCC) countries,
appears to have been muted thus far. Qatar’s exports to these countries have been broadly maintained,
including large volumes of gas supplied to Oman and the United Arab Emirates. Reactions in GCC financial
markets have also been benign, with initial spillovers rapidly dissipating. Over the longer term, a protracted
rift could slow progress toward greater GCC integration and cause a broader erosion of confidence, reducing
investment and growth and increasing funding costs in Qatar and possibly the rest of the GCC.
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MENAP 0il Exporters: Selected Economic Indicators

Projections
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33 3.2 -1.6 12.5 3.5 3.8
. 0.7 4.8 11.0 0.4 2.9
5.1 0.6 2.1 25 -2.1 4.1
4.3 -53.0 -10.3 -3.0 55.1 31.2
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1.7 2.7 1.8 2.8 0.9 35
18.2 15.6 11.9 9.0 10.5 10.1
153 2.2 1.4 0.4 2.0 2.0
3.2 3.1 3.7 35 2.5 2.7
5.1 24 9.8 271 32.8 32.1
2.7 1.0 0.1 1.1 3.2 3.2
44 3.4 1.8 2.7 0.9 4.8
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7.7 1.9 -3.4 -4.1 -3.7 -2.2
-3.0 —4.1 -10.6 -13.5 -9.9 —6.6
12.5 -4.4 -16.5 -16.5 -13.0 -10.8
6.4 4.6 24 -4.7 -4.6 —4.2
5.0 3.2 2.4 41 5.1 59
A 2.6 —6.5 -8.7 —6.3 —6.7
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8.7 5.8 -15.5 -18.6 -14.3 -13.2
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Sources: National authorities; and IMF staff estimates and projections.

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

12018 projection is based on hypothetical assumption that conflict ends in early 2018.

2Central government.

3Central government and National Development Fund excluding Targeted Subsidy Organization.

4Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah.
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2. MENAP Oil Importers: Securing
Resilience and Inclusive Growth

Growth in oil importers in the Middle East, North
Africa, Afghanistan, and Pakistan region (MENAP)
is projected to increase to 4.3 percent in 2017,
supported by strengthening domestic demand and a
cyclical recovery of the global economy. This positive
momentum is expected to persist into the medium
term, lifting growth further to 4.4 percent in

2018 and 5.3 percent during 2019-22. However,
even at this pace, growth will remain below what

is needed ro effectively tackle the unemployment
challenge facing the region. The balance of risks ro
the regional outlook remains tilted to the downside.
10 leverage the global upswing and secure resilience,
policy priorities continue to include growth-friendly
fiscal consolidation and stronger monetary policy
[frameworks in countries transitioning to more flexible
exchange rates. Structural reforms need to accelerate
to improve the business environment, create jobs, fully
take advantage of the global growth momentum, and
boost inclusive growth.

Gradual Recovery Underway

Economic activity in MENAP oil importers is
projected to expand by 4.3 percent in 2017,

well above the 3.6 percent outturn for 2016

and stronger than anticipated in the May 2017
Regional Economic Outlook: Middle East and
Central Asia Update. This expansion is expected to
be broad-based, with growth forecast to accelerate
in most oil importers (Figure 2.1), supported by
domestic demand and exports (Figure 2.2).!

Economic activity in key trading partners
strengthened during the first half of this year
leading to higher remittances; an uptick in exports
(Morocco, Pakistan); an increase in foreign direct
investment (Egypt, Morocco); and, while still

Prepared by Boaz Nandwa. Research assistance was provided by
Gohar Abajyan and Sebastian Herrador.

!Growth is reported on a fiscal year basis for Afghanistan
(December 21 to December 20), and Egypt and Pakistan (July to
June). Syria is excluded from the analysis for lack of sufficient data.

Figure 2.1. Real GDP Growth Recovers but Remains below
Historical Average

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

Somalia’s data begin in 2013.

significantly below the 2010 highs, a pickup in
tourist arrivals (Egypt, Jordan, Morocco, Tunisia;
Figure 2.3). Egypt’s investment and exports rose
due to resolution of foreign exchange shortages
and currency depreciation following the floating of
the pound. In parallel, international fuel and food
prices continue to remain subdued, bolstering
domestic private consumption.

Growth is also being supported by a number of
idiosyncratic factors. Stronger mining and an
increase in exports are projected to nudge Jordan’s
growth up to 2.3 percent this year. In Morocco,
favorable weather conditions for agriculture, a
rebound in services and manufacturing, expanded
mining capacity, and higher prices of phosphates
will help accelerate growth to 4.8 percent.

Large mining and infrastructure investments

in Mauritania are expected to push growth to

3.8 percent, while increased port infrastructure
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Figure 2.2. Projected Growth Supported by Domestic
Demand and Higher Exports

(Percent change and percentage point contribution to growth,
2014-22)
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Sources: National authorities; and IMF staff calculations and projections.

"MENAP aggregate excludes Sudan. Private investment includes inventories and
statistical discrepancy.

projects and transshipment activity in Djibouti
are expected to lift growth to 7.0 percent. Growth
in Tunisia will pick up gradually to 2.3 percent
amid stronger growth in Europe, its key export
market, supportive structural reforms, and an
uptick in tourism following an improvement in
security. After restrained activity in 2016, Sudan’s
growth will edge up to 3.7 percent this year
reflecting a gradual increase in private and public
consumption. The recent lifting of economic
sanctions by US is envisaged to boost private
investment and trade. In Pakistan, the increase

in growth to 5.3 percent is underpinned by
rising investment related to the China-Pakistan
Economic Corridor infrastructure project

(Box 2.1) and strengthening credit growth.

In Egypt, growth remained broadly unchanged at
4.3 percent in FY2017, but significantly stronger
than projected in the May 2017 Regional Economic
Outlook: Middle East and Central Asia Update,
reflecting policies to address macroeconomic
imbalances in the context of the authorities’
program supported by an IMF arrangement.
High-frequency indicators suggest a pickup in
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Figure 2.3. A Rebound in the External Sector
(Percent change, year over year)
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momentum. Afghanistan’s near-term growth
prospects have weakened relative to May and are
expected to remain lethargic, undermined by
heightened security challenges. Similarly, Lebanon
will post a sluggish pace of growth this year, also
weaker than anticipated in May, reflecting the
impact of the protracted conflict in Syria on the
traditional drivers of tourism, real estate, and
construction. Growth in Somalia will weaken to
2.4 percent this year, down from 3.2 percent in

2016, as severe drought weighs on the agricultural
sector (Box 2.2).

In the medium term, growth in MENAP oil
importers is projected to continue improving
gradually, reaching 4.4 percent in 2018 and
averaging 5.3 percent during 2019-22. Favorable
country-specific factors are expected to boost
growth in Djibouti, Egypt, Morocco, Pakistan,
and Tunisia. However, growth is envisaged to
remain largely subdued in Jordan, Lebanon,
Mauritania, Somalia, and Sudan. Overall, this
pace of growth will be insufficient to generate
enough jobs to absorb those who are currently
unemployed, as well as the millions of job seekers
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who will enter the labor market over the period.?
Continued high unemployment could hinder
efforts to build the consensus required to advance
fundamental reforms needed to boost growth and
increase its inclusiveness.

Receding External Sector
Vulnerabilities

External sector performance was weak in 2016,
with the current account deficit of MENAP

oil importers widening by about 1 percentage
point of GDP to 5.3 percent. At the country
level, Djibouti and Mauritania continued to

post elevated current account deficits of above

10 percent of GDP (Figure 2.4). This reflected the
impact of large infrastructure projects on imports
in Djibouti and Mauritania, as well as spillovers
from ongoing security pressures from Syria on
trade in Lebanon (Rother and others 2016).

External balances are gradually improving.
Although the current account deficit is
projected to remain stable at 5.3 percent of
GDP this year—reflecting somewhat higher

oil prices and continued imports of capital
goods (Djibouti, Mauritania, Pakistan), it is
expected to narrow to 4.8 percent of GDP in
2018, supported by positive spillovers from

the stronger global economy, including tourist
arrivals and remittances. A pickup in commodity
prices—iron ore (Mauritania), gold (Mauritania,
Sudan), phosphates (Jordan, Morocco), and
cotton (Pakistan)—will also improve the terms
of trade for these countries. Foreign reserves
have been reinforced in some countries by, in
part, international bond issuance in the first
half of 2017 (Egypt), capital inflows (Djiboudi,
Egypt, Morocco, Tunisia), an uptick in exports
and remittances, and disbursements from IMF
program arrangements.® This trend is also

Historically, a substantial decrease in unemployment has been
associated with growth of at least 5.5 percent (for example, October
2013 Regional Economic Outlook: Middle East and Central Asia).

3The IMF’s total financial commitment to MENAP oil-importing
countries (Afghanistan, Egypt, Jordan, Morocco, Tunisia) at the
end of August 2017 was SDR 13.7 billion; SDR 3.4 billion has

Figure 2.4. External Positions Vary across the Region
(2016, Percent of GDP)!
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contributing to the stabilization of currencies in
some countries.

Other country-specific factors are also supportive
of an improved external sector outlook. In Egypt,
the floating of the exchange rate, lifting of foreign
currency restrictions, and implementation of

the industrial licensing and investment laws are
expected to attract more foreign direct investment
and promote exports. Jordan’s exports will benefit
from higher mining output coupled with the
improved price of phosphates and re-opening of
the border with Iraq, while Afghanistan’s exports
are receiving a boost from the start of direct flights
to India and completion of the railway line to
Chabahar Port. However, the appreciation of real
effective exchange rates could pose challenges

in some countries, pointing to the need for a
well-calibrated policy mix to avoid a buildup of
external vulnerabilities (Figure 2.5).

been drawn, including SDR 1.2 billion over the first half of 2017.

Morocco has not drawn on its Precautionary and Liquidity Line.
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Figure 2.5. Diverse Trends in Real Effective Exchange Rate
(Index, 2010 average = 100)
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Rebuilding Fiscal Space

The average fiscal deficit in MENAP oil-importing
countries is expected to edge down from

6.8 percent of GDP in 2016 to 6.6 percent in
2017, and dip further to 5.6 percent in 2018. This
projected fiscal consolidation will help narrow

the current account deficit, mitigate exchange

rate pressures, and help build buffers. This
improvement reflects further measures to contain
costly energy subsidies that are planned or in
progress (Egypt, Tunisia), and to limit nonpriority
current expenditures (Morocco, Tunisia). It also
reflects efforts to strengthen public financial
management at the local level as part of fiscal
decentralization, reduce special tax regimes in

free zones (Djibouti), remove exemptions from
the general sales tax and customs duties, pursue
initiatives to tackle tax evasion and broaden the
tax base (Egypt, Jordan, Sudan, Tunisia), and wage
restraint (Djibouti, Egypt).

Nevertheless, significant vulnerabilities persist
given the legacies of weak domestic revenue
mobilization and high current expenditures
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Figure 2.6. Elevated Public Debt Highlights the Need for
Further Fiscal Consolidation
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Note: Averages over 2015—17. Sample of 153 emerging market and developing
economies (EMDEs). Country abbreviations are International Organization for
Standardization (ISO) country codes. Orange dots denote MENAP oil importer
countries. Blue dots denote other EMDEs.

(subsidies and wages) that, for most countries,
have pushed public debt to more than 50 percent
of GDP (Figure 2.6). This trend has been
exacerbated by the impact of valuation changes
owing to currency depreciation, rising interest
payments, and lackluster growth. Other factors
that could heighten debt vulnerabilities include
the buildup of arrears (Somalia, Sudan), state
guarantees (Pakistan), and large infrastructure
projects funded by external borrowing (Djibouti,
Mauritania, Pakistan; Box 2.1). At the end of
2016, average gross public debt stood at about
80 percent of GDP, with Lebanon’s debt close to
149 percent of GDDP, despite a modest primary
surplus in 2016.

Sustained fiscal consolidation and reforms are
required to address debt vulnerabilities. Debt levels
are expected to fall by 2022 in most countries
given anticipated consolidation, which should
include carefully targeting current expenditures

to protect social spending and improving the
efficiency of public investment to mitigate the
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Figure 2.7. Fiscal Consolidation Composition Supportive of
Medium-Term Growth

(Percent of GDP, change from prior year, simple average across
countries)
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contractionary effect on growth (Figure 2.7). To
reduce borrowing pressures, boosting domestic
revenue mobilization is imperative. Strengthening
public financial management, including to
improve transparency and accountability, would
support this effort and could generate additional
fiscal space. The anticipated increase in public
investment (Mauritania, Morocco, Pakistan,
Tunisia), in part facilitated by continued reduction
in current expenditures, will help support the
envisaged firming of medium-term growth. To
strengthen the safety net and support structural
reforms, countries are also recalibrating and
improving the targeting of their social assistance
(Egypt, Jordan, Morocco), while curbing
nonpriority current spending (Morocco, Tunisia).
A new model for public wage bill management

is needed that emphasizes good diagnostics,
complementarities with other reforms to boost
inclusive growth and fiscal sustainability, and
supportive institutions (Tamirisa and others,
forthcoming).

Figure 2.8. Inflation Reflecting One-off Factors
(Consumer prices; period average, annual percentage change)
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Note: CPI = consumer price inflation. Overall CPI excludes Djibouti, Mauritania,
and Syria due to lack of recent data. EGY = Egypt; SDN = Sudan.

Strengthening Monetary Policy
Framework to Support More
Flexible Exchange Rates

Opverall, inflation in MENAP oil importers is
expected to increase from 7.7 percent in 2016 to
a peak of 15.0 percent in 2017, before receding
to 8.3 percent in 2018 (Figure 2.8). This year’s
inflationary spike is largely driven by one-off
factors in Egypt and Sudan. Pass-through of a
large exchange rate depreciation in Egypt coupled
with reducing fuel subsidies, introduction of

a value-added tax (VAT), and an increase in

the price of utilities has pushed Egypt’s overall
inflation close to 30 percent. In Sudan, steep
depreciation of the parallel exchange rate and
monetization of the fiscal deficit are expected to
push up overall inflation to above 25 percent.

Inflation has also increased in Afghanistan and
Somalia reflecting higher imported food prices and
drought, respectively. In Tunisia, the reapplication
of the fuel price adjustment mechanism and a
slight depreciation of the dinar are expected to
nudge up prices. In contrast, inflation remains
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broadly benign in some countries as a result of the
lagged effects of some nominal effective exchange
rate appreciation (Lebanon), easing international
food prices (Morocco, Pakistan), and receding
one-off effects of price liberalization (Jordan).
Inflation is forecast to return to moderate

levels during 2018-22, reflecting anticipated
monetary policy responses in some countries,
dissipating effects from previous currency
depreciations, and easing of domestic supply-side
constraints on account of structural reforms and
infrastructure investment.

MENAP oil importers will need to strengthen
and modernize their monetary policy frameworks
to bolster transmission mechanisms, improve

the communication and transparency of policy
intentions, and enhance analytical tools. For
countries that have recently made the transition to
a floating exchange rate regime (Egypt, Tunisia),
the adoption of a full-fledged inflation-targeting
regime over time would be desirable (Cabral,
Carneiro, and Mollick 2016). In this context,
strengthening of central bank independence

will be critical to establish credibility and help
anchor inflation expectations. Policymakers in
some countries will also need to pay attention to
challenges posed by financial dollarization.

Steady Financial Sector amid
Recovery in Credit Growth

The financial sector remains broadly sound. As

of the end of 2016, banks were generally well
capitalized, liquid, and relatively profitable.
However, although nonperforming loans continue
to decline from high levels in Pakistan and Sudan,
they are trending up in Morocco (Figure 2.9).
Banking sector regulatory reforms are progressing,
with several countries strengthening their
resolution frameworks, including by introducing
deposit insurance (Pakistan). More constrained
correspondent banking relationships continue to
weigh on remittances, affecting deposits and credit
expansion (Djibouti, Somalia, Sudan).
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Figure 2.9. Stable Financial Sector Indicators
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Note: Country abbreviations are International Organization for Standardization
(ISO) country codes. CAR = capital adequacy ratio; NPLs = nonperforming loans;
RHS = riaht scale.

Since the beginning of 2017, private sector

credit growth rates in Morocco and Pakistan
have risen because of accommodative monetary
policy, but have edged lower in Jordan following
monetary policy tightening (Figure 2.10).

This continued credit expansion should be
accompanied by continued monitoring of
financial system soundness, robust supervision of
individual institutions, and the implementation of
appropriately targeted macroprudential policies.
Across the region, policymakers need to be
mindful of both the opportunities and challenges
related to the rapid expansion of technological
innovations in the financial sector (Chapter 5).

Sustained Structural Reforms
to Support Job Creation and
Foster Inclusive Growth

MENAP oil importers need to seize the
anticipated pickup in growth to accelerate bold
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Figure 2.10. Private Credit Growth Expansion Supportive of

Figure 2.11. Stepped-Up Effort Needed to Enhance Business
Growth
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structural reforms to enhance private sector enacting industrial and investment laws

that streamlined business registration and
operations.

activity and foster a more dynamic, competitive,
and inclusive economy. Implementing a

critical mass of reforms is imperative to signal
governments commitment to reform and help
further boost confidence and economic resilience
(Dabla-Norris, Ho, and Kyobe 2016; Mitra and
others 2016):

* In most MENAP oil importers, insufficient
and low-quality infrastructure (especially
in the energy and transportation sectors)
remains a binding constraint to private
sector—led growth (Sethi 2015; Estache
and others 2013). The recently established
Compact with Africa presents an opportunity
to identify and address these impediments
by promoting private investment in
Africa with a specific focus on increasing
infrastructure development (Box 2.3).
Reducing infrastructure gaps would allow

* Improving the business environment will
be critical to boost private sector—led
investment and growth, while enabling the
MENARP region to benefit further from
the ongoing global recovery (Figure 2.11).
Enhanced governance and transparency,
strengthened accountability, and improved

government efficiency would bolster private
sector confidence (World Bank 2017).
Some countries are making progress in
resolving constraints to the expansion of
the private sector. Egypt made strides in
improving its business climate in 2017 by

new productive sectors to develop, generate
jobs, and foster integration into global value

chains (Chapter 4; Cheng and others 2015).

Improved global and intraregional integration

would encourage further development of
these supply chains and broaden export
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opportunities, allowing countries to

leverage their comparative advantages in
labor-intensive manufacturing sectors (IME
forthcoming). Innovative public-private
partnerships could be pursued to fund
infrastructure projects, although policymakers
should remain cognizant of the attendant
fiscal risks.

Persistently high unemployment, notably
youth unemployment, and low labor force
participation—especially by women—call
for more labor market flexibility, less reliance
on government jobs, and improvements in
educational systems to reduce skill mismatches
in the private sector (OECD 2016). Efforts
targeted at removing the persistent gender
gaps in education could simultaneously
generate more equitable growth and make
available a new source of higher-skilled
labor. Overall, improving productivity and
unleashing the region’s labor potential will
reinforce the resilience and inclusiveness of

growth (Mitra and others 2016).

Agriculture absorbs more than 80 percent

of the labor force in Afghanistan and more
than 40 percent in Morocco and Pakistan.
Reforms to raise agricultural productivity, and
therefore rural incomes, could play a major
role in alleviating poverty and inequality
(Bustos, Garber, and Ponticelli 2016; Farole
and Pathikonda 2016). Increased access

to irrigation, training on better farming
methods, use of high-yield crop varieties,

and improved market access would boost
productivity. Encouraging diversification
through labor-intensive agribusiness activities
(such as food processing) and by fostering
greater value-added agricultural production
could create job opportunities and enhance
inclusive growth.

Continued focus on expanding access to
finance—especially for small and medium
enterprises—would help broaden financial
inclusion and lower the cost of borrowing
(Demirgiig-Kunt and Singer 2017; Naceur
and others 2017; Figure 2.12; Chapter 5).
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Figure 2.12. The Region Lags in Financial Inclusion and
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More broadly, developing domestic capital
markets in the region would improve access to
finance and catalyze entrepreneurship. Regular
issuance of government debt to establish a
yield curve would help diversify financing
channels for businesses and facilitate bank
liquidity management.

Risks Tilted to the Downside

The balance of risks to the outlook remains
tilted to the downside, largely owing to risks and
vulnerabilities stemming from the region itself:

Regional conflicts and security risks could
become more protracted or escalate, leading
to further human loss, destruction of
infrastructure, outward migration, disruption
of regional trade routes and cross-border
investments, and shrinking tourism, including
in neighboring countries.

1.0
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The risk of social tensions and reform fatigue
may increase if growth remains subdued

and unemployment high, undermining

the impetus for much-needed fiscal and
structural reforms.

Agricultural activity remains vulnerable to
weather and price developments (Morocco,
Pakistan, Somalia). Furthermore, a decline in
commodity prices would lower government
revenues and export receipts and widen
current account deficits in Mauritania (iron
ore, gold, copper), Morocco (phosphates,
wheat, vegetables), Pakistan (cotton), and

Sudan (oil, gold).

As for the risks from the global environment,
a more rapid tightening of global

financial conditions (including due to
faster-than-anticipated normalization of
monetary policy in the United States), could
push up financing costs (including domestic
financing costs), increase fiscal pressures, and
reduce private investment. Furthermore, such
US monetary policy normalization could
lead to a stronger US dollar, which would
amplify debt vulnerabilities in countries

with a significant share of debt in foreign
currency (Pakistan, Tunisia). There is also the
risk that advanced economies could pursue
inward-looking policies, hurting export
prospects for the broader MENAP region. On
the upside, a stronger-than-expected pickup
in activity in the euro area and other trading
partners would help lift regional growth.
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Box 2.1. The Belt and Road Initiative and Central and Southwest Asia and the Middle East

China’s huge Belt and Road Initiative (BRI) offers Central and Southwest Asia and the Middle East new
opportunities to address infrastructure needs, strengthen economic and financial connectivity, and support
diversification and job growth. 1o capitalize on these opportunities, projects should be well designed and managed
and future costs should be fully recognized. Open and competitive business climates will help countries maximize
gains and spread benefits.

China launched the BRI in 2013, with the aim of strengthening its connections with Europe and Africa

by way of Central and Southwest Asia and the Middle East (Figure 2.1.1). The number of countries

now engaged in the BRI stands at nearly 70 and may reach 100 or more. Focus areas are infrastructure
development and trade facilitation, financial connectivity and integration, policy coordination, joint
research, and people-to-people exchange. There are six BRI corridors—the New Eurasian Land Bridge, the
China-Mongolia-Russia Corridor, the China-Central Asia-West Asia Corridor, the China-Pakistan Corridor,
the China-Indochina Peninsula Corridor, and the Bangladesh-China-India-Myanmar Corridor—plus the
Twenty-First Century Maritime Silk Road Economic Belt. Cumulative investment in the corridors could
reach $1 trillion over 10 years. Financing will be provided—Ilargely on market terms—through the Asian
Infrastructure Investment Bank, China Development Bank, Export-Import Bank of China, and Silk Road
Fund. Complementary investments from other official and private sources, in China as well as other countries,
may also emerge.

Figure 2.1.1. The Belt and Road Initiative: Six Economic Corridors Spanning Asia, Europe, and Africa
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Source: Hong Kong Trade Development Council.

This box was prepared by Mark Horton.
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Box 2.1 (continued)

For Central and Southwest Asia and the Middle East, infrastructure, industrial, and utility projects under
the BRI, together with financial connectivity efforts and people-to-people exchanges, could help close
infrastructure gaps, increase regional economic and financial integration, and support diversification and
employment. Countries involved from the Caucasus and Central Asia (CCA) and the Middle East, North
Africa, Afghanistan, and Pakistan (MENAP) include Afghanistan, Armenia, Azerbaijan, Djibouti, Georgia,
Iran, Kazakhstan, the Kyrgyz Republic, Pakistan, Tajikistan, Turkmenistan, and Uzbekistan.

Major BRI projects include the following:

e Investments in Pakistan in the energy sector and rail, road, and port infrastructure totaling $55 billion
over the next decade.

e  Railway, highway, and port projects across Kazakhstan to Europe via Russia, and to Iran and Turkey via
Kazakhstan and Turkmenistan.

e A railway to Uzbekistan via the Kyrgyz Republic, a railway to Afghanistan via Uzbekistan, and a railway
from an upgraded port in Djibouti to Ethiopia and South Sudan.

e QOil and gas pipelines connecting China with Central Asia and Azerbaijan, and with Europe via the Black
Sea and Turkey.

*  Power, natural resources and mining, manufacturing, and agriculture and agro-processing projects
across the region.

Positive effects are likely from construction, increased energy supply, improved connectivity, technology
transfer, and greater trade. BRI projects should help diversify and boost exports and employment, while utility
projects should reduce or eliminate energy shortages. Financial connectivity, trade integration, and research
and exchange programs promise potential benefits through inclusion in global supply chains, catalyzing
greater private investment, and growth of production, exports, value added, and employment (see Chapter 4).
This is particularly encouraging given high transportation costs, relatively low openness, and sizable
infrastructure gaps across the region.

Notwithstanding these potential benefits, the BRI comes with challenges, including project implementation
and management across multiple jurisdictions and in some cases in complex geographic, political economy,

or ecological settings. BRI projects are likely to exert pressure on fiscal, debt, and external positions across

the region, especially in those MENAP and CCA economies with limited room for larger budget deficits or
higher public debt. The projects may also crowd out spending in other development areas. Financial flows may
also put pressure on exchange rates. In addition, while potentially supporting future tax revenues and export
receipts, BRI projects will create future budgetary claims for operational and maintenance costs, as well as
balance of payments obligations for loan repayments, interest payments, profit repatriation, and fuel imports.
Where BRI projects benefit from tax exemptions, gains to national budgets will be lower.

Accordingly, stronger medium-term fiscal and budgetary frameworks, together with enhanced capacity to
assess and manage project costs, financial terms, and risks (including from tax incentives), will be critical.

BRI projects should be well designed and commerecially viable, with execution that is effective and closely
monitored. Transactions should be as concessional as possible in low-income countries, transparent, and target
spillovers to local employment and inputs (equipment, materials, machinery). Joint projects with international
financial institutions would be welcome because they would take advantage of established project assessment
and monitoring mechanisms and may benefit from additional concessional financing.
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Box 2.1 (continued)

Finally, to facilitate spillovers to local economies, business climates across the region need to be open and
competitive. Such an environment will enable entrepreneurs in noncommodity sectors (services, logistics,
manufacturing) to benefit from better physical and financial infrastructure, lower costs, and easier access

to global and key bilateral markets. Local transport and utility enterprises and banks should be sufficiently
strong to participate, and utility and transport tariffs should enable cost recovery. It will be important for the
economies of BRI countries and their trading partners to be open to support integration and exports under
the initiative.

The IMF’s mandate to support multilateral cooperation, strengthen global and economic stability, and
promote sustainable, inclusive growth fits well with BRI priorities. The IMF engages its member countries
through provision of policy advice, technical assistance, and training in areas that will help countries better
assess and manage investment projects, including those under the BRI. The Infrastructure Policy Support
Initiative, a new IMF endeavor, aims to support member countries through such tools as public investment
management assessments, public-private partnership fiscal risk assessments, debt-investment-growth
assessments, debt-sustainability assessments, and guidance on medium-term debt-management strategies.
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Box 2.2. Somalia: Rebuilding after Decades-Long Civil War

The end of the civil war in Somalia provides an important opportunity to rebuild the country’s economy.
International partners, including the IME are providing technical assistance that is yielding tangible results. The
staff-monitored program (SMP) with the IMF will facilitate future financial support by establishing a track record
of policy and reform implementation, supported by IMF policy advice.

Somalia’s decades-long civil war caused extensive damage to the country’s economic and social infrastructure,
resulting in very weak institutions and widespread poverty. The country’s per capita GDP during 2014-16
was only $426, far below regional peers (Table 2.2.1). However, the end of the civil war in the late 2000s, and
national elections in February 2017—only the second since 1991—present an opportunity for Somalia to
turn the corner.

Table 2.2.1. Selected Economic and Social Indicators, 2014-16

(Average)
Somalia LIC!
2014-16 (average)

Population, Total (million) 13.9 642.0
GDP per Capita (current US$) 426.0 632.3
Net ODA Received (% of GNI) 22.2 8.7
Life Expectancy at Birth, Total (years) 5515 61.5
Labor Force Participation Rate, Rotal (% of total population ages 15+)2 54.3 76.2
Labor Force Participation Rate, Female (% of female population ages 15+)? 33.2 70.0
Labor Force Participation Rate, Male (% of male population ages 15+)? 75.9 82.6
Time Required to Register Property (days) 188.0 78.8

Sources: World Bank, World Development Indicators: and IMF staff calculations.
Note: GNI = gross national income; ODA = official development assistance.
TLow-income countries.

2International Labour Organization modeled estimate.

Somalia has already achieved some important milestones in rebuilding its economy, which is currently
sustained by donor grants, remittances, and foreign direct investment (mostly from the Somali diaspora).
Somalia’s partners have been providing significant peacekeeping, institution building, and humanitarian
support. Since the recognition of the Federal Government of Somalia by the international community in
2012, Somalia has received intensive technical assistance. Somalia is one of the largest beneficiaries of IMF
technical assistance, which is delivered through a multi donor trust fund and closely coordinated with other
partners. This technical assistance has yielded tangible results in the areas of economic management and
macroeconomic and financial data reporting. Significant progress has also been achieved in rebuilding the
institutional capacity to prepare and monitor an annual budget and implement national currency reform, and
in strengthening central bank governance.

The IMF is also providing policy advice to the government as it designs its economic policies and reforms.
Since resuming its engagement in Somalia in 2013, the IMF has concluded two Article IV consultations.

To help support economic reconstruction efforts and establish a track record of policy and reform
implementation, the Somali government entered into a 12-month SMP with the IMF in May 2016 that has
now been completed. A new SMP covering May 2017-April 2018 has been approved by IMF management.
Although arrears mean Somalia cannot currently benefit from IMF financial support, continued successful
completion of this SMP and subsequent ones will help strengthen institutions and economic policies, paving
the way for eventual future debrt relief.

This box was prepared by Lukas Pender Kohler, Sebastien Walker, and Issouf Samake. In this Regional Economic Outlook, the IMF is

publishing Somalia’s macroeconomic data for the first time since the early 1990s.
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Box 2.2 (continued)

Despite these advances, Somalia still faces significant challenges. The security situation remains fragile,
aggravated by high youth unemployment and a drought that is severely affecting economic activity and
endangering humanitarian conditions. The government’s fiscal position is weak, partly because of still-poor
fiscal management, a weak tax collection system, and a heavy external debt burden, with no capacity to repay.
Both the central bank and the financial sector are nascent, and widespread counterfeiting has diminished
confidence in the national currency. Going forward, further sustained and broad-based reform efforts to
reconstitute Somalia’s institutions—and economic, financial, and social data to help guide policymaking—will
be critical.
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Box 2.3. The G20 Compact with Africa Initiative: Boosting Private Investment

The Group of 20 (G20) Compact with Africa aims to help countries seize their potential for sustained and inclusive
growth by promoting investment and improving infrastructure in Africa. The IMF is supporting the initiative by
increasing support for capacity development, providing policy advice, and incorporating related reforms in the design
of IMF-supported programs with participating countries.

The G20 Compact with Africa aims to promote private investment in Africa through compacts (or
agreements) between interested African governments, international organizations, and development partners,
with a specific focus on increasing infrastructure development.! The initiative was launched under the German
presidency by G20 finance ministers and central bank governors in March 2017. Compacts for each country
identify the actions that participants in the initiative will undertake to boost private investment flows, namely,
the following:

e Participating African countries will identify reforms to create a more enabling environment for private
investment, improve domestic revenue and finance mobilization, and create space to scale up critically
needed public investment in infrastructure while ensuring debt sustainability.

e The G20 and other partner countries will promote the initiative and encourage their business sectors to
invest in participating African countries, including through regular investor roundtables and high-level
events (such as the recent Investing in a Common Future conference in Berlin), and will support the
provision of related technical assistance.

* International organizations will provide technical assistance, policy advice, and financial support to help
ensure sound macroeconomic, business, and financing frameworks for the initiative.

e 'The G20, other partner countries, and international organizations will coordinate more closely, including
on technical assistance; provide greater support for early-stage project preparation for infrastructure; and
increase investment by the private arms of multilateral and bilateral development institutions.

The African countries that are participating—Cdte d’Ivoire, Ethiopia, Ghana, Morocco, Rwanda, Senegal, and
Tunisia—are in the process of completing their compacts. Others that have expressed interest or may consider
joining include Algeria and Egypt. This initiative could make an important contribution to addressing the
challenge of boosting growth and creating high-quality jobs for the young populations of these African
countries, in particular by helping to maintain macroeconomic stability, improve the business climate, and
strengthen financial markets.

The IMF has supported the launch and implementation of the initiative, including in the context of active
programs with several participating countries. The IMF’s policy dialog and program content will incorporate
the reforms that underpin the compacts while protecting macroeconomic resilience and public debt
sustainability. The IMF is also stepping up capacity-development efforts in its areas of expertise to support
implementation of the compact, including through the Africa Regional Technical Assistance Centers and the
Middle East Technical Assistance Center.

To ensure the sustainability and success of the initiative, a G20 investment finance group will help carry
forward and oversee the Compact with Africa work program over the medium term. The program will be
monitored through in-country dialogue and biannual reports to the G20.

This box was prepared by Gaélle Pierre.

ISee the initiative’s website at https://www.compactwithafrica.org/.
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MENAP 0il Importers: Selected Economic Indicators

Average

2000-13 2014

2015

2016

Projections

2017

2018

(Annual change, percent)

Afghanistan
Djibouti
Egypt
Jordan
Lebanon
Mauritania
Morocco
Pakistan
Somalia
Sudan’
Syria2
Tunisia
West Bank and Gaza3

(Year average, percent)
Afghanistan
Djibouti
Egypt
Jordan
Lebanon
Mauritania
Morocco
Pakistan
Somalia
Sudan’
Syria2
Tunisia
West Bank and Gaza3

(Percent of GDP)
Afghanistan*
Djibouti
Egypt
Jordan®
Lebanon*
Mauritania*6
Morocco*
Pakistan’
Somalia
Sudan’

Syria?
Tunisia®
West Bank and Gaza3

3.8
4.4
5.4
4.5
4.7
4.6
4.3
2.0
4.7
4.3
3.8
41

3.6
3.8
4.0
3.2
6.0
1.7
8.8
13.6
4.9
3.3
3.6

-2.1
-7.8
-5.2
-11.6
-2.4
—4.1
-4.7

-1.3
-3.2
—22.8

2.7
6.0
2.9
3.1
2.0
5.6
2.7
4.1
3.6
1.6
2.3
-0.2

4.7
2.9
10.1
2.9
1.9
3.8
0.4
8.6

36.9
4.9
1.7

-1.7
-9.6
-11.8
-10.3
-6.3
4.5
4.8
-4.9

-1.4
-37
-125

1.3
6.5
4.4
2.4
0.8
0.9
4.5
41
3.6
4.9
1.1
3.4

-0.7
2.1
10.4
-0.9
-3.7
0.5
15
4.5

16.9
49
1.4

-1.4
-21.7
-11.4

-5.3

—7.6

-3.4

4.2

-5.3

-1.9
-5.3
-11.4

24
6.5
4.3
2.0
1.0
1.7
1.2
45
3.2
3.0
1.0
41

4.4
2.7
13.8
-0.8
-0.8
1.5
1.6
2.9

17.8
3.7
-0.2

0.1
-18.2
-10.9

-3.2
-9.3
-0.3
—4.1
-4.4

-1.8
-5.9
-8.0

2.5
7.0
41
2.3
15
3.8
4.8
5.3
2.4
3.7
2.3
3.1

6.0
3.0
29.9
33
3.1
2.1
0.9
41

26.9
4.5
0.5

0.4
-1.6
=L13
-2.5
=9
-0.6
=35
-5.7

-2.4
-5.9
-8.4

3.0
7.0
4.5
25
2.0
3.0
3.0
5.6
3.5
3.6
3.0
3.0

6.0
3.0
13.0
1.5
2.5
3.7
1.6
4.8

19.0
4.4
1.6

0.2
-0.7
L)
-0.4

-10.3
-1.8
-3.0
-5.4

2.6
-53
-7.8

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

Note: Variables reported on a fiscal year basis for Afghanistan (March 21—March 20) until 2011, and December 21-December 20 thereafter,

and Egypt and Pakistan (July—June), except inflation.
Data for 2011 exclude South Sudan after July 9. Data for 2012 and onward pertain to the current Sudan.

22011-17 data exclude Syria.

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

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

5Qverall fiscal balance includes transfers to the electricity company NEPCO until the end of 2014. In 2015 transfers were stopped.

6Includes oil revenue transferred to the oil fund.

“Includes grants.

8Includes bank recapitalization costs and arrears payments.

(continues)
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MENAP 0il Importers: Selected Economic Indicators (continued)

Projections
Average
2000-13 2014 2015 2016 2017 2018
(Percent of GDP)
Afghanistan s 5.7 3.0 7.1 4.7 1.6
Djibouti -8.0 —25.1 -31.8 -30.4 -21.0 -18.2
Egypt -0.5 —0.8 -3.6 —6.0 5.9 -3.8
Jordan —6.1 -7.3 9.1 -9.3 -8.4 -8.3
Lebanon -15.6 —26.4 -18.7 -18.6 -18.0 -16.8
Mauritania -13.4 -27.3 -19.7 -14.9 -14.2 -9.6
Morocco =33 =5.9 =21 —4.4 -4.0 =29
Pakistan -1.3 -1.3 -1.0 -1.7 -4.0 -4.9
Somalia -4.8 —6.3 7.2 -10.1 =111 -10.7
Sudan’ -5.5 7.1 -8.0 5.6 -1.9 -2.0
Syria2 -0.4
Tunisia —4.1 -9.1 -8.9 -9.0 -8.7 -84
West Bank and Gaza3 -17.4 -16.9 —16.3 —9.9 =13.1 —13.2

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

Note: Variables reported on a fiscal year basis for Afghanistan (March 21—March 20) until 2011, and December 21—-December 20 thereafter,

and Egypt and Pakistan (July—June), except inflation.

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

22011-17 data exclude Syria.

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

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

5Qverall fiscal balance includes transfers to the electricity company NEPCO until the end of 2014. In 2015 transfers were stopped.

6Includes oil revenue transferred to the oil fund.
’Includes grants.
8Includes bank recapitalization costs and arrears payments.
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Caucasus and Central Asia

Caucasus and Central Asia
Population, millions (2016)
GDP per capita, US dollars (2016)

[ 0il exporters Russia
[ 0il importers

Azerbaijan

Kyrgyz Republic
6.1

1,073

Armenia China

3,533 Tajikistan
_ _ 8.7
Turkmenistan Uzbekistan 300
55 31.3
6,622 2133

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

Improved Yet Subdued
Economic Outlook

Growth in the Caucasus and Central Asia (CCA)
started to pick up during the second half of 2016,
and is projected to accelerate from 2.5 percent
last year to 3.6 percent in 2017 and 3.7 percent
in 2018. A stronger outlook for oil production in
Kazakhstan in 2017, the largest economy in the
region, means these projections are

0.4 percentage point stronger in 2017, and
similarly weaker in 2018, relative to the May 2017
Regional Economic Outlook: Middle East and Central
Asia Update. Strengthening economic conditions
in the region’s main trading partners and some
firming of commodity prices, combined with
continued implementation of structural reforms,
are anticipated to support the recovery.

However, medium-term growth is forecast to
remain below historical norms—CCA growth

is projected to average 4.3 percent in 2019-22,
less than half the rate during 2000—10. Reforms
promoting diversification away from remittances
and commodities should therefore be accelerated

to secure strong, sustainable, and inclusive growth.

To capitalize on opportunities for integration into
the strengthening global economy—including
through China’s Belt and Road Initiative—
institutional frameworks should be enhanced to
facilitate productive investment and foster private
sector development.

While short-term risks to the outlook are
balanced, medium-term risks remain tilted to the
downside. These largely reflect global risks such
as the possibility of inward-looking policies in
advanced economies that could affect trade and
commodity prices and a more rapid tightening of
global financial conditions.

Comprehensive Set of Policies
Needed for Stability and Growth

The legacy of adverse external shocks since
mid-2014 has left the region more vulnerable and
with fewer buffers to manage future unexpected
developments. While important steps have been
taken, efforts that promote financial sector
resilience should continue, as in some countries
vulnerabilities have raised concerns about the
capacity of banking systems to support economic
activity. Actions should focus on enabling an
accurate assessment of banks’ health, developing
effective bank resolution frameworks, enhancing
prudential regulation and supervision, and
resolving governance issues.

Fiscal balances in many CCA countries
deteriorated in recent years as policymakers
accommodated lower budget revenues in

the context of falling commodity prices and
remittances—the average fiscal deficit is

forecast at 3.4 percent of GDP this year. Fiscal
consolidation efforts should continue to ensure
that buffers are rebuilt, public expenditures
channeled efficiently, and tax collections
improved. Social safety nets need to be protected.

Since the exchange rate no longer serves as

an anchor for domestic prices in most CCA
countries and exchange rate depreciation pushed
inflation into double digits in some economies,
policymakers should redouble efforts toward
developing strong and credible monetary policy
frameworks. Priorities include establishing clear
monetary policy objectives, enhancing central
bank independence and communication, and
improving the transmission mechanism for
monetary policy and the analytical toolkit of
central banks.

As noted above, there remains a strong need
to implement structural reforms to promote
strong, sustainable, and inclusive growth

International Monetary Fund | October 2017 53



REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

through economic diversification and private including measures to enhance the business

sector development. Some previously announced environment, restructure and privatize state-owned
reforms have started to be implemented. However, — enterprises, and improve governance, is critical.
accelerating the pace of reform implementation,

CCA Region: Selected Economic Indicators, 2000-18
(Percent of GDP, unless otherwise indicated)

Projections

Average
200013 2014 2015 2016 2017 2018

Real GDP (annual growth) 8.3 53 3.1 2.5 3.6 3.7
Current Account Balance 0.8 2.3 -3.6 6.4 -4.9 —4.2
Overall Fiscal Balance 34 2.3 -35 2.2 -3.4 -1.0
Inflation (year average, percent) 9.2 5.9 6.4 10.5 8.9 7.8
Real GDP (annual growth) 8.6 5.3 3.1 2.4 3.5 3.7

of which non-oil growth 8.7 6.7 3.1 1.7 2.4 3.0
Current Account Balance 2.1 3.6 -3.0 —6.2 —4.4 -3.6
Overall Fiscal Balance 4.0 2.7 -3.5 -1.7 -3.3 -0.7
Inflation (year average, percent) 9.5 6.1 6.6 11.6 9.3 8.2
Real GDP (annual growth) 6.4 47 3.8 3.3 39 3.8
Current Account Balance 1.7 -9.2 -8.9 -7.9 -8.6 -8.2
Overall Fiscal Balance -3.3 -1.3 -3.1 6.1 —4.2 -3.7
Inflation (year average, percent) 7.4 4.6 4.8 1.9 5.3 4.7

Sources: National authorities; and IMF staff calculations and projections.
Note: CCA oil and gas exporters: Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan. CCA oil and gas importers: Armenia, Georgia, the Kyrgyz
Republic, and Tajikistan.
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KaBka3 u LleHTpanbHasa A3us

KaBka3 n LeHTpansHas A3us
Hacenexue, mnH (2016)
BBI Ha pywy HaceneHusi, gonn. CLLA (2016)

[ 3kcnoprepsl HedTh Poccus
[ Vimnoptepsl HedpTi

AsepbaitmkaH

Kbiprbickas Pecnybnuka

ApmeHus
3,0

3533 TamxukucTaH
8,7
TypkmeHucTan Y36ekucraH 800
5,5 31,3
6622 2133

VicTounnkm: 6a3a paHHbIX «MlepcnekTrBbl pasBUTUS peroHanbHoi skoHomukuy MB® n Microsoft Map Land.
Mpumeyarme. Ha3saHus v rpaHnLibl CTPaH Ha 3TON kapTe He 06s3aTenbHO oTpaXaroT oduLmanbHyto nosuuyo MBO.
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OcHoBHble nonoxeHua no peruoHy KLIA

Ynyywmsuimeca, Ho NoKa elye
MOHMXKeHHble NepCneKTUBbI

OxuBIeHNE 9KOHOMUYIECKOTO POCTa B PErHOHe
Kagkasa u Lentpanproit Asun (KLIA) Hagamoch

BO BTOPOI1 ITojIoBHHE 2016 rona; mporHosupyercs,
YTO TEMIIbI POCTA YCKOPATCA € 2,5 MIPOLEHTa B IIPOILI-
JIoM rofy 1o 3,6 mpouenra B 2017 rony u 3,7 mpo-
neHTa B 2018 rony. Yiny4musinnecs 3KOHOMUYecKHe
YCIOBUSA B CTPAHAX, SB/IAIOLINXCSA OCHOBHBIMU TOP-
TOBBIMHU IIAPTHEPAMH PETHOHA, K HEKOTOPOE YKpe-
IUICHHE IIeH Ha OHpIKeBbIe TOBAPHI B COYCTAHUU

C IIPOOJDKAIOIIENICA PeaIi3aliell CTPYKTYPHBIX
pedopm, Kak OKHmaeTcst, 6ymyT OKasbIBaTh IIOMI-
Iep>KKy BOCCTAaHOBJIEHHIO. TeM He MeHee, TeMIIbI
POCTa B CPEIHECPOYHO MEPCIIEKTUBE, KaK IIPEMIIO-
JIaraeTcst, Oy T OCTaBaThCS HIDKE HCTOPHIECKUX
HOpM — Tem1bl pocTta KIJA B 2019-2022 ropax
IIPOTHO3UPYIOTCS Ha YPOBHE 4,3 IIPOLIEHTA, YTO
6oJIbIlIe YeM B [IBa pasa HIDKE TEMITOB POCTA

B 2000-2010 ropax. Takxum o6pasom, HeOOXOTUMO
YCKOPHTb TIpoBezieHre pehopM, HalpaB/IeHHbIX

Ha JUBePCH(PHUKALINIO0 SKOHOMUKH CO CHIDKEHHEM
3aBHCHMOCTH OT JICHOKHBIX TIEPEBOJIOB U OUPIKEBBIX
TOBAPOB, 151 00eCIIeYeHNs YBEPEHHOTO, YCTOIYUBOTO
U BCeoObeMITIONIEro pocta. it Toro, IT00bI HCIOIb-
30BaTh BO3MOXKHOCTH JI/IsI UHTETPAIIUA B MUPOBYIO
9KOHOMHKY (B TOM YHC/Ie C TOMOIIBIO HHUITHATHBBI
Kuras «Onus 1osic — OouH myTh»), HeOOXOMHMO
YKpeluTb NHCTUTYLIMOHA/IbHBIE OCHOBBI B IIEJISIX
CONEVCTBUS TIPOU3BOIUTE/TBHBIM HHBECTUIIHSAM

U CTUMY/IMPOBAHMSI Pa3BUTHUS YACTHOTO CEKTOPA.

B TO BpeMsA Kak KpaTKOCpOYHbIE PUCKH IS TIep-
CITeKTHB Pa3BUTHS SIBJIAIOTCS COATAHCUPOBAH-
HBIMU, B CPEAHECPOYHOM IUIAHE MTO-TIPEKHEMY
IIpe06/IaaloT PUCKHU 3aMeIeHHs TEMIIOB POCTa.

B 0cHOBHOM OHM CBSI3aHBI ¢ TAKUMH IJI00IBHBIMU
PpHCKaMU, KaK BEPOATHOCTD IPOBENEHNUS TTOTUTHKI
3aMKHYTOCTU B CTPaHaX C pasBUTON 9KOHOMUKOI,

YTO MO>KET OKa3aTb B/IMSAHHUE Ha TOPTOBJIIO U LIE€HbI
Ha OMp>KeBbIe TOBAPBI, A TAKXKe OBICTPOE Y>KeCcTode-
HHe MUPOBBIX (DHHAHCOBBIX YCIOBHIA.

Lna crabunbHOCTH U pocTa
Heo0X0oAMM KOMMIEKCHDbIN Habop
mMep SKOHOMUYECKON NONUTUKK

ITocencTBHs HEraTUBHBIX BHEIIHUX IIIOKOB, IIPOU-
301IeqIINX ¢ cepenuHbl 2014 rona, cieman pernoxn
6oriee yA3BUMBIM € MEHBIINM 00beMoM Oydep-
HBIX Pe3ePBOB /IS IPEOIOJICHUS HelIPeIBUICH-
HBIX cuTYyanuit B 6ymyiem. HecMoTps Ha To, 4TO
OBUIH IIPEAIPHHATHI BaYKHbIE IIaTH, CICAYeT IIPO-
IIO/DKATh yCHINSI, HAIIPAB/ICHHbIE HA TIOBBIIIICHIE
YCTOMYMBOCTH (PUHAHCOBOTO CEKTOPA, IIOCKOIBKY
B HEKOTOPBIX CTPaHaX (PaKTOPBI ySISBUMOCTH
BBI3BIBAIOT 00ECIIOKOCHHOCTD B OTHOILIEHUH CIIO-
COOGHOCTH 6aHKOBCKHX CHCTEM OKa3bIBATh IOJI-
IEPXKKY 9KOHOMHYCCKOI [esITe/IbHOCTH. YCHINS
C/IelyeT COCPETOTOYUTD Ha 00eCIIedeHHN TOIHOI
OIIEHKH COCTOSIHUSA 30POBbs 6aHKOB, pa3paboTKe
IEeHCTBEHHBIX MEXaHH3MOB OKOHYATe/IbHOTO Ypery-
JIMPOBaHNs GAHKOB, YKPEIUICHUH IIPYIeHIINaIbHOTO
perympoBaHusA U HajI30pa, a TAKXKe PeIlleHUH MPo-
671eM B 00/IaCTH YIIPaB/ICHYSL.

3a nocnenaue rogel Bo MHOrHX crpanax KIJA mpo-
M30IIUIO0 YXYIIIeHHEe OI0IKeTHOTO CajIbI0 BBUIY
COKpAILIeHUS OFOJIKETHBIX JOXO/IOB, HMEIOIIHXCSI

B PaCHOPSKEHNH [TOTUTHYECKOTO PYKOBOJCTBA

Ha LIe/TH PACXOIOBAHUS, B Pe3y/IbTaTe CHIDKEHHS
IIeH Ha GUpP)KeBbIe TOBAPHI U IEHEKHBIX [IEPEBO-
IIOB: B 3TOM TOMy CpenHuii neduiut 61omKeTa mpo-
THO3UpyeTcs Ha ypoBHe 3,4 mpoueHTa BBII. Baxxno
[IPOIO/DKUTD YCHIUS TT0 KOHCOTU/IALINH OI0/KeTa
wist obecriedeHusi BOCCTaHOB/IeHUsT GydepHbIX
pe3epBOB, MOBbIIIeHNS (P HEKTUBHOCTH TOCYAap-
CTBEHHBIX PaCXOMIOB U YIYUIIIeHNs] COOMPaeMOCTH
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Hastoros. Heo6XonuMo 3alUTUTh CUCTEMBI COIIU-
AJIbHOM TIOMOIIIH.

TTockobKy 0OMEeHHBIN Kypc 60oJIblile He CITy-
JKUT SIKOPeM IS BHY TPEHHHUX 1IeH B OOJIBIIIMH-
crBe crpa KIA, a cHmkeHre 0OMeHHOTO Kypca
[IPUBEJIO K MOBBIIIEHUIO TeMITOB HHMIAIINN

110 IBY3HAYHbIX 3HAYE€HUI B HEKOTOPBIX CTPAHAX,
IVPEKTUBHBIM OpraHaM CJIefyeT YABOUTb YCUINSA
110 pa3paboTKe MPOYHBIX U 3aCTy>KUBAIOIIHX
IOBEpHs OCHOB JICHEKHO-KPEAUTHON OJIUTUKHU.
B 4mc0 mpUOpPUTETOB BXOIAT YCTAaHOB/ICHUE
YEeTKUX I1e/IeH TeHEXKHO-KPEOTUTHOM IOIUTHUKY,
YKpeIUleHre He3aBUCUMOCTH U CBS3U C 00111e-
CTBEHHOCTBIO IIEHTPAIbHBIX GAHKOB, COBEPILICH-

CTBOBaHHE M€XaHM3Ma Ilepefladi BO3JEeHCTBHUA
TEHEXHO-KPEIUTHON IMOJIMTUKYU U aHATUTUIECKOTO
HMHCTPYMEHTApHs LIEHTPA/IbHBIX OAaHKOB.

Kax 6bUT0 yKa3aHO BBIILIE, COXPAHAETCS OCTPast
HeOOXOMMOCTb B IPOBEIEHUH CTPYKTYPHBIX
pedOpM I CONeNCTBUSA IPOYHOMY, YCTOIUBOMY
1 BCEOOBEMITIOIEMY POCTY IOCPEICTBOM JHBEp-
cuduKaUY 9KOHOMUKH U Pa3BUTHSI YaCTHOTO CeK-
Topa. Haganocek mposeneHne HeKOTOPBIX paHee
06'bsiB/ICHHBIX pedopM. OfHAKO KPUTHYECKU BaYKHO
YCKOPHUTB TEMIIbI PeaTU3aliuu peopM, B TOM UHCTIC
Mep IJIsL YTy qIlIeHUsI I/IOBOTO KJIMMATa, PECTPYKTY-
pHU3alMK U IPUBATU3ALUN TOCYJAPCTBEHHDIX TIPET-
MPUATUI M COBEPILIEHCTBOBAHMS YIIPAB/IEHHUSI.

PernoH KLIA: oTaenbHbIe aKoHOMUYeckue nokasatenu, 2000-2018 roabi

(B npouermax BB, ecnu He yka3aHo uHoe)

PeanbHbiii BBIT (rogosoit pocr)

Canbjo cyeTa TekyLyux onepauui

Obuwee canbao biopxeTta

VIHdnsuns (B cpegHeM 3a rog, B NpoLEHTax)

PeanbHblit BBI (rogoBoii pocT)
8 m.y. pocm 6e3 yyema HeghmsHo20 cekmopa
Canbfo cyeTa TekyLux onepaLui
O6Lwee canbpo blomkeTa
VHdbnsims (B cpesHem 3a rog, B NpoLeHTax)

PeanbHblii BBI (rogosoii pocr)

Canbjo cyeTa TekyLyux onepawui

O6Luee canbao blompkeTa

VHcpnsums (B cpegHeM 3a rof, B NpoLieHTax)

MporHo3bl

CpepHee
2000-2013 2014 2015 2016 2017 2018

8,3 53 31 25 3,6 37
0,8 2,3 -3,6 6,4 4,9 4,2
3,1 2,3 -3,5 2,2 -34 -1,0
9,2 59 6,4 10,5 8,9 78
8,6 53 31 2/4 35 3,7
8,7 6,7 3,1 17 2/4 3,0
2,1 3,6 -3,0 6,2 4.4 -3,6
4,0 2,7 -35 17 -33 -0,7
9,5 6,1 6,6 11,6 9,3 8,2
6,4 47 38 33 39 3,8
-1,7 -92 -8,9 -79 -8,6 -8,2
-3,3 -13 -3,1 -6,1 4,2 -3,7
74 4,6 48 19 53 47

/cTouHVKI: odnLmManbHble opraHbl CTpaH; pacyeThl 1 MPOrHo3bl nepcoHana MBO.
CrpaHbl — akcnopTepsl HethTy 1 rasa KLIA: AsepbaiimxaH, KazaxcraH, TypkmeHucTaH 1 Y3bekucTaH.
CrpaHbl — umnopTepsl HedpTn 1 raza KLIA: Apmenus, [pysus, Kbiprbiackas Pecny6nvka n TampkukucTaH.
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3. Caucasus and Central Asia: No Room for Complacency

Growth in the Caucasus and Central Asia (CCA)
started to pick up during the second half of 2016,
and is projected to accelerate further in 2017 and
beyond. Improved economic conditions in the

region’s main trading partners and some firming

of commodity prices, combined with continued
implementation of structural reforms, are anticipated
to support the recovery. However, medium-term
growth is forecast to remain below historical norms.
Reforms promoting diversification away from
remittances and commodities should therefore be
accelerated ro secure strong, sustainable, and inclusive
growth. 1o capitalize on opportunities for integration
into the global economy—including through China’s
Belt and Road Initiative—institutional frameworks
should be strengthened to facilitate productive
investment and foster private sector development.
Fiscal consolidation should continue to ensure thar
buffers are rebuilt, public expenditure channeled
efficiently, tax collection improved, and social safety
nets protected. Monetary policy frameworks should be
strengthened further, including by establishing clear
objectives, safeguarding central bank independence,
and enhancing communication. Deep-rooted
weaknesses in highly dollarized banking sectors—
which are not in a position to support growth in some

countries—should be addressed promptly.

Outlook Supported by Improving
External Conditions

Economic activity in the CCA region bottomed
out in 2016, as countries grappled with spillovers
from the adverse external environment that
emerged in mid-2014 (Figure 3.1). Regional
growth declined to 2.5 percent last year, almost

3 percentage points below growth in 2014 when
oil prices started to drop. Given some firming in
the prices of key commodities—which nonetheless

Prepared by Sangyup Choi and Juan Trevifio (lead author).
Research assistance was provided by James Aylward, Jorge de Ledn,
and Sebastidn Herrador.

Figure 3.1. Growth Expected to Recover Gradually
(Real GDP growth, percent, and US dollars a barrel)
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6- Y
4 -
2 -
0
- -20
Projections
_4 1 1 1 1 1 1 1 1 1 1 1 0

2012 13 14 15 16 17 18 19 20 21 22

Sources: National authorities; and IMF staff calculations.

Note: APSP = average petroleum spot price—average of UK Brent, Dubai Fateh,
and West Texas Intermediate crude oil prices; CCA = Caucasus and Central Asia;
RHS = right scale.

remain well below levels before 2014—and
improved economic conditions in the region’s
main trading partners (Russia, China, and the
euro area), growth in the CCA is projected to
increase to 3.6 percent this year, and pick up

to 3.7 percent in 2018. This baseline outlook is
predicated on countries continuing to implement
structural reforms, and, in some cases, promptly
resolving financial sector weaknesses. Relative

to the May 2017 Regional Economic Outlook:
Middle East and Central Asia Update, the outlook
is 0.4 percentage point stronger in 2017 and
similarly weaker in 2018, largely reflecting
developments in Kazakhstan, the largest economy
in the region. Because external conditions are
expected to remain relatively subdued in 2019
and beyond, and structural reforms are likely

to proceed gradually, growth in the CCA is
anticipated to average 4.3 percent in 2019-22,
well below the 8.1 percent average in 2000—14.
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In oil-exporting countries, growth is projected

to pick up from a post-1998 low of 2.4 percent
last year to 3.5 percent in 2017 and 3.7 percent
in 2018. Oil exporters have shown signs of
improvement since the second half of 2016,
supported by some increase in oil prices and a
gradual strengthening of external demand. In
Kazakhstan, the construction, transportation,
and agriculture sectors strengthened during the
latter part of 2016, and growth is expected to
further improve with advances in the operation
of the Kashagan oil field and the continuation

of structural reforms. In Azerbaijan, last year’s
economic contraction extended into the first
quarter of 2017, albeit at a slower pace, due in
part to lower oil production in the context of

the agreement led by the Organization of the
Petroleum Exporting Countries, exacerbated

by ongoing financial vulnerabilities. Although
the economy is projected to resume growing in
2018, this will be a gradual recovery, with activity
limited by the implementation of much-needed
fiscal consolidation. In Turkmenistan, growth
was supported by strong agriculture and services
activities last year, and is projected to remain
stable in the short term, owing to rising exports
of natural gas to China, expansionary credit
policies, and industrial policies to promote exports
and substitute imports. Growth among CCA oil
exporters is anticipated to pick up slowly over the
medium term given the relatively subdued external
conditions, underscoring the need to reduce
dependence on hydrocarbons.

In oil importers, last year’s growth was 3.3 percent,
some 0.5 percentage point below the 2015
outturn. This largely reflected the persistence of
earlier adverse external shocks resulting in reduced
remittances and commodity exports, but also
weak domestic demand, especially in Armenia
and Georgia. The slowdown in those countries
was partially offset by strong growth in Tajikistan
due to fiscal expansion that supported industrial
and construction activities, and in the Kyrgyz
Republic as a result of higher gold production

and stronger industrial and services activities,
especially during the second half of the year. As
remittances pick up with the recovery in Russia
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and external demand improves, growth in oil
importers is projected to strengthen to almost

4 percent this year and next. In Georgia, the
projected acceleration in growth this year and next
is expected to be stronger than anticipated in the
May 2017 Regional Economic Outlook: Middle
East and Central Asia Update, supported by solid
domestic and external demand. In Armenia,
economic activity is anticipated to pick up in
2017, reflecting higher projected copper prices
and stronger remittances. Conversely, growth

is expected to moderate in the Kyrgyz Republic

as gold production stabilizes, and in Tajikistan,
where the financial sector remains in significant
distress and the outlook has deteriorated relative
to May. Over the medium term, economic activity
in oil importers is expected to remain on a path

to recovery, assuming growth dividends from
structural reforms gradually materialize.

Financial Sector Weaknesses
Restrain Growth

Financial sector vulnerabilities remain high in
several CCA countries. In Azerbaijan, the largest
state-owned bank is in the process of a voluntary
debt restructuring worth some 9 percent of GDD,
while several small banks are attempting to raise
fresh capital. In Kazakhstan, the two largest banks
have merged, and the authorities have provided
support to the financial sector equivalent to
about 4 percent of GDP this year. In Tajikistan,
the authorities intervened in two major banks,
providing support totaling some 6 percent of
GDP In these countries, the deterioration in asset
quality and bank profitability, and the large share
of underperforming loans, have adversely affected
lending (Figure 3.2, panel 1).!

The financial systems of other CCA countries have
proved somewhat more resilient, and credit growth
has gained momentum (Figure 3.2, panel 2). In
Armenia, for example, after the merger of three

"Underperforming loans comprise officially reported
nonperforming loans (NPLs), adjustments made to make the NPL
data more consistent with international definitions, plus estimates of
restructured and exchanged loans.
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Figure 3.2. Credit Growth Has Shown Diverging Trends across the Region

(Credit growth, percent, year over year)
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banks in 2016 and injections of capital to meet
new regulations, financial soundness indicators
have improved, with better profitability and lower
levels of nonperforming loans (NPLs). In Georgia,
where the two largest banks acquired some smaller
banks, NPLs have increased only marginally, and
banks continue to report adequate capital and
liquidity. In the Kyrgyz Republic, dollarization has
declined, and capitalization of banks is adequate,
although NPLs remain high. In Turkmenistan,
credit growth has remained strong in support of
the authorities” development efforts, although this
rapid credit growth creates the risk of lower credit
quality in the future.

While important steps have been taken, efforts
that promote financial sector resilience should
continue as, in some cases, vulnerabilities have
raised concerns about the capacity of banking
systems to support economic activity. Actions
should focus on enabling an accurate assessment of
banks’ health, developing effective bank resolution
frameworks, enhancing prudential regulation

and supervision, and resolving governance issues
(Box 3.1). Oil prices, which are anticipated to
remain subdued, have historically been closely
tied to the region’s credit cycle (Figure 3.3) and

2. Credit Growth Picking Up
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could therefore prove to be a persistent drag

on economic activity in coming years. This
underscores the need for resilient financial sectors
that can effectively channel savings to productive
investments, promoting much-needed economic
diversification.

Fiscal Consolidation
Efforts Should Continue

Fiscal balances in many CCA countries
deteriorated in recent years as policymakers
accommodated lower budget revenues in

the context of falling commodity prices and
remittances. With the notable exceptions of
Azerbaijan and Kazakhstan, overall fiscal balances
worsened in 2016 relative to 2015. However,
overall balances are projected to improve in
many countries this year and next, reflecting a
combination of higher revenues in some, and
lower public expenditures in others, helped by
the continued unwinding of previous public
investment booms (Figure 3.4).2 With few
exceptions, fiscal balances are anticipated to
continue this trend gradually over the medium
term. This partly reflects the expectation that
previous fiscal stimulus will dissipate and
revenues will improve with economic activity,
but it is also predicated on the assumption that
countries proactively identify and address—or
at least contain—fiscal risks in the context

of a new growth paradigm less reliant on
commodity revenues.

Among oil exporters, overall fiscal deficits are
anticipated to widen by some 1.6 percentage
points of GDP on average this year relative to
2016, but this reflects, for the most part,
one-time fiscal transfers to the financial sectors
in Azerbaijan and Kazakhstan. Over the medium
term, oil exporters’ fiscal deficits are projected

to decline further to 0.4 percent of GDP on

?These booms resulted in substantial increases in the share
of public investment to GDP in some CCA countries. Fiscal
accounts do not necessarily reflect them since many projects were
implemented through state-owned enterprises.
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Figure 3.4. Projected Fiscal Consolidation from Reduced

Public Investment
(Weighted average, percent of GDP for oil importers, percent of non-oil
GDP for oil exporters)
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average.? This reflects a gradual pickup in both
oil and non-oil revenues, and large cuts in public
investment. Deficit financing has relied on a
combination of asset drawdowns (Kazakhstan,
Turkmenistan) and foreign debt issuance
(Azerbaijan, Kazakhstan).

For oil importers, higher deficits arising from fiscal
accommodation—and financial sector support in
Tajikistan—were mostly financed through foreign
debt issuance and other foreign financing (except
for Tajikistan, which issued debt domestically).
Overall deficits for this group are projected to
decline to 4.2 percent in 2017 and 3.7 percent

in 2018, backed by revenue mobilization and
strengthened expenditure management in
Armenia, and implementation of wage bill
reform in the Kyrgyz Republic. Fiscal deficits

for these countries are projected to gradually
decline to 1.9 percent of GDP on average by
2022, supported by revenue mobilization efforts

*Non-oil fiscal deficits are projected to increase to 17.6 percent
of non-oil GDP this year from 13.9 percent in 2016, but decline to
10.9 percent of non-oil GDP in 2022.
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in Armenia (the 2016 tax code is expected to
raise revenues by about 2 percentage points of
GDP over the medium term) and improved
tax administration and expenditure restraint
in Tajikistan.

Fiscal consolidation efforts continue, but more
might be needed to reduce debt and bring buffers
back to preshock levels. Moreover, the pace

and composition of fiscal consolidation should
be carefully calibrated so as to not undermine
medium-term growth. This calls for strengthening
the efficiency of public spending by carefully
selecting projects with the highest impact on
productivity and potential growth, as well as by
streamlining public sector wage bills—including
in some countries by limiting staff numbers and
bonusesand implementing civil service reforms
(Tamirisa and others, forthcoming)—while
ensuring preservation of critical social expenditure
that protects the poor and vulnerable. These
actions should be coupled with additional

efforts to mobilize revenues, including through
reducing tax exemptions and strengthening
collections (Box 3.2). As countries adjust to the
new reality of low commodity prices and move
toward more flexible exchange rate regimes (see
below), anchoring fiscal consolidation in strong
and credible multiyear frameworks will become
instrumental for maintaining macroeconomic
stability and, ultimately, achieving strong,
sustainable, and inclusive growth. To this end,

it is essential that CCA countries promote
transparency and accountability in the use of

public funds.

External Balances Projected
to Improve Gradually

The current account deficit in the region reached
6.4 percent of GDP in 2016, some 2.8 percentage
points more than in 2015. Within this overall
trend, current account balances deteriorated in
almost all oil exporters, reflecting lower oil prices.
In contrast, the current account balance improved
in most oil importers. In Armenia, the current
account deficit marginally improved to 2.3 percent

of GDP, partly due to a new copper mine and

a rebound in exports to Russia. In the Kyrgyz
Republic, the current account deficit narrowed
by about 6 percentage points of GDP, benefiting
from strong exports of gold, low fuel import
prices, and a pickup in remittances. In Tajikistan,
where the current account deficit narrowed

by some 2 percentage points of GDP, exports
somewhat recovered, while imports contracted
only moderately despite a substantial decline in
remittances.

Exchange rate movements have facilitated
adjustment to the adverse external environment in
many CCA countries (Figure 3.5), as discussed in
Chapter 3 of the October 2016 Regional Economic
Outlook: Middle East and Central Asia. Among

oil exporters, Azerbaijan and Kazakhstan have
allowed their currencies to move more freely, while
Uzbekistan recently announced the unification

of the official and parallel exchange rates—with
the som losing about half of its value against

the US dollar at the official exchange rate—and
liberalized some transactions in foreign currency
to allow for fuller use of market mechanisms to
determine the exchange rate. All three currencies
have depreciated in real effective terms relative to
the period before the oil price drop. In contrast,
the Turkmen manat has significantly appreciated
in real effective terms over the past several years,
despite a step devaluation in 2015. Among oil
importers, currency adjustment has also played

a role as shock absorber. In real effective terms,
exchange rates have, on average, moved laterally
since 2015 in Armenia, following a clear trend
toward appreciation in 2013-15, and in Georgia,
where the real effective exchange rate has remained
below preshock levels. Similarly, the significant
depreciation of Tajikistan’s somoni over the past
few years has brought the real effective exchange
rate below historical averages. Conversely, the
depreciation in the Kyrgyz Republic in 2015-16
has been largely reversed.

The current account balances of most CCA
countries are projected to improve gradually
in 2017 and beyond. These projections reflect
a gradual improvement in external conditions,
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Figure 3.5. Real Effective Exchange Rates Show Diverging Trends
(Six-month moving average, 2010 = 100)
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but also several country-specific factors. In
Kazakhstan, oil exports are projected to increase as
the Kashagan oil field becomes fully operational,
although a return to current account surplus is
not expected in the near future. In Turkmenistan,
external deficits are projected to remain sizable
over the medium term—amid significant

public investment projects, low hydrocarbon
prices, and a large import content of domestic
spending—despite growing hydrocarbon exports
and export-promotion and import-substitution
policies. In oil importers, current account deficits
will increase in 2017 and decline gradually
throughout 2022. This gradual improvement
reflects a pickup in imports that partially offsets
the continued recovery in remittances observed
since mid-2016. The high reliance on commodity
exports and remittances again underscores the
need for continued diversification across the
region (Figure 3.6).

Monetary Policy Frameworks
Should Be Enhanced Further

After peaking at double digits during 2016,

CCA regional inflation is projected to moderate
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to 8.9 percent in 2017 (Figure 3.7), driven by
Kazakhstan, where price pressures are easing,
including from some exchange rate appreciation.
In most other countries, inflation is anticipated to
pick up this year, but remain subdued, especially
among oil importers. In Georgia, for example,
inflation is projected to accelerate from excise
tax increases, the lagged effects of exchange rate
depreciation, and higher commodity prices,
before converging in 2018 to the central bank’s
target of 3 percent. In Armenia, where inflation
has been persistently low, higher food prices are
projected to exert some upward pressures, but
inflation will remain in line with the official
medium-term target range of 4+1.5 percent.
Among oil exporters, higher import prices,
combined with rapid growth in public sector
wages and expansionary credit policies, have put
upward pressure on inflation in Turkmenistan.
In Uzbekistan, inflation is projected to accelerate
into double digits given recent high money growth
and rapid depreciation of the som. Regional
inflation is projected to decline gradually to

5.9 percent by 2022.

With inflation prospects generally subdued as
exchange rates stabilize, and with the expected

Jan-17
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Figure 3.6. High External Dependence
(Percent of GDP, 2014—16 average)
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end of the spectrum, rapid policy rate cuts have

6- - taken place in Kazakhstan among oil exporters,
and in Armenia and the Kyrgyz Republic among
4- - oil importers. These actions, however, have in
some cases had a limited impact on bank lending
2- - and deposit rates, indicating weaknesses in the
Pl monetary transmission mechanism.
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policy frameworks. Priorities include establishing
clear monetary policy objectives, enhancing
central bank communication, and improving the

pickup in economic activity being slow relative transmission mechanism for monetary policy and
to historical standards, restrictive monetary the analytical toolkit for central banks. Moreover,
policies have started to unwind in many countries the exchange rate should continue to act as a shock
(Figure 3.8). Exceptions include Azerbaijan, absorber. Given the exposure to external shocks
Georgia, and Tajikistan, where central banks have and widespread dollarization, foreign exchange
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Figure 3.8. Diverging Monetary Policy Actions
(Monetary policy rates)
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reserve buffers should be maintained, with direct
market interventions limited to dealing with
disorderly conditions. The pace of monetary easing
should be consistent with inflation developments,
not only to avoid undermining the price

stability mandate, but also to support financial
development and contribute to dedollarization
efforts. Policies toward improving liquidity
management and developing a local currency yield
curve should continue. For example, the Central
Bank of Armenia continues to improve liquidity
forecasting and management and to enhance its
instruments and analytical toolkit. The National
Bank of Georgia now publishes its forecast for

the policy rate path in its monetary policy report.
In the Kyrgyz Republic, efforts to gradually
narrow the corridor around the policy rate and
make it more symmetric are ongoing, with the
goal of gradually making the transition to an
inflation-targeting framework.
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Structural Reforms Needed
for Strong, Sustainable,
and Inclusive Growth

Despite the nascent recovery, implementation of
structural reforms to promote strong, sustainable,
and inclusive growth through economic
diversification and private sector job creation is
urgently needed. Although the region had been
catching up quickly to the living standards in
other emerging markets (see Chapter 3 of the
October 2016 Regional Economic Outlook: Middle
East and Central Asia), the growth slowdown
over the past couple of years, combined with the
subdued outlook, suggests that further significant
income and employment gains could be elusive.
For example, the decline in youth unemployment
in oil exporters since 2002 has stalled recently—
with youth unemployment even picking up in
some countries—while the reductions secured

by oil importers following the global financial
crisis have also come to a halt (Figure 3.9). These
developments highlight the urgency of following
through on structural reforms, not least because
external conditions are projected to remain
relatively subdued in coming years.
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Figure 3.9. Persistent Labor Market Deficiencies
(Average, percent of youth unemployment rate)
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Some previously announced reforms have started
to be implemented. In Kazakhstan, the authorities
have launched the 100 Concrete Steps and 3rd
Modernization Initiative. These comprehensive
initiatives, which aim to address gaps in public
administration, the business environment,
competitiveness, and commodity dependence,
require strong commitment from stakeholders,
as they need consensus for their implementation.
A key element is the planned reduction of the
role of the state through privatizations, the first
wave of which is expected in 2018. In Armenia,
a new entity, the Center for Strategic Initiatives,
was established in January 2017 to foster
public-private partnerships and attract foreign
direct investment. Reforms in the energy sector
and the tax system have proceeded successfully
in that country, and others are underway, seeking
to tackle corruption, improve competition and
the business climate, and attract foreign direct
investment. Given the limited fiscal space across
the region and the projected reduction in public
investment, it is also crucial for the CCA to
proceed with the reform and privatization of
state-owned enterprises. For example, Georgia is

planning to introduce a public-private partnership
law, and strengthen monitoring of contingent
liabilities arising from these partnerships and from
state-owned enterprises. In Tajikistan, structural
fiscal reforms should aim to improve service
delivery, enhance the business climate, and reduce
fiscal risks. In Turkmenistan, the new seven-year
development plan is creating an opportunity to
broaden and deepen market-oriented reforms.
Uzbekistan has announced a comprehensive
economic and social reform package, including

a reform of the foreign exchange system. These
reforms, if implemented appropriately, hold the
promise of significantly improving the business
climate, with positive implications for the Uzbek
economy and the rest of the CCA region.

Accelerating the implementation of structural
reforms in support of private sector development
is critical to achieving the greater diversification
needed to boost growth by attracting productive
investments and creating jobs. Reforms that
further strengthen governance, transparency

and accountability, and property rights are also
necessary for CCA countries to benefit fully from
the opportunities created by China’s Belt and
Road Initiative (Box 2.1, Chapter 2), and from
the strengthening global economy more broadly

(Chapter 4).

Risks Balanced in the Short
Term, but Tilted to the Downside
over the Medium Term

Continued strengthening of the global economy,
trade, and some commodity prices, as well

as several upside risks at the regional level,

imply a balanced risk outlook for the CCA
region. For example, in Georgia, growth could
surprise on the upside given the possibility

of stronger-than-expected returns from trade
integration—including through deeper economic
ties with China. In the Kyrgyz Republic, upside
risks include deeper economic ties with China,
whose Belt and Road Initiative provides the
region with a gateway into the global economy;
projects financed by the Russian-Kyrgyz
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Development Fund; and a greater-than-expected
impact from the country’s membership in the
Eurasian Economic Union. Among oil exporters,
despite vulnerability to lower commodity prices,
Kazakhstan’s upside risks include benefits from
structural reforms, enhanced regional cooperation,
deeper economic relations with Uzbekistan, and a
stronger recovery in Russia.

The downside risks are salient mostly over the
medium term, stemming from the possibility of
inward-looking policies in advanced economies
that would adversely affect global trade and
commodity prices. Also, monetary policy
normalization in advanced economies, notably in
the United States, could trigger a rapid tightening
in global financial conditions. This tightening
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would lead to exchange rate volatility and
depreciation, which could further increase public
debt across the CCA and exacerbate the region’s
financial sector vulnerabilities. Internally, the fact
that economic activity in the region is expected

to pick up could delay the implementation

of structural reforms, increasing the risk that

the window of opportunity provided by the
strengthening global economy and the various
integration initiatives will be missed. This could
be exacerbated by not committing to resolve
financial sector vulnerabilities promptly, especially
where banks are not in a position to support
growth, much less the needed diversification.
Ultimately mediocre economic performance could
result, which would harm the living standards of
the population.
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Box 3.1. Addressing Financial Sector Vulnerabilities in the Caucasus and Central Asia to
Support Growth

Recent external shocks have exposed continued financial vulnerabilities in Caucasus and Central Asia (CCA)
countries. Despite some progress, fully addressing these vulnerabilities will require a stronger commitment to enhance
regulation and supervision, improve bank resolution frameworks, and strengthen governance. This will limit
short-term fiscal risks and enhance long-term growth.

Sound financial sectors provide many benefits—channeling savings to productive investments, reducing
economic volatility and uncertainty, and cushioning the impact of adverse external shocks. But effective
regulation and supervision are needed to mitigate the risk that banking sector vulnerabilities amplify the depth
of downturns (Figure 3.1.1, panel 1), and generate strong fiscal pressures (Figure 3.1.1, panel 2). In extreme
cases, these vulnerabilities can trigger crises with severe and long-lasting consequences and a loss of confidence
in financial intermediaries.

Figure 3.1.1. Implications of Banking Recessions in Emerging Markets

1. Real GDP 2. Primary Balance
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Source: IMF 2015.
Note: A “banking recession” is defined as a recession preceded by rapid banking sector expansion. T (years) corresponds
to the onset of a recession episode.

Recent external shocks have exposed ongoing shortcomings in regulation and supervision, loan loss
recognition, and governance across the CCA. Some countries, notably Armenia, Georgia, and the Kyrgyz
Republic, have already acted to strengthen regulation and supervision, significantly increasing the resilience
of their financial sectors. However, progress has been slower in Azerbaijan, Kazakhstan, and Tajikistan, where
policy responses have focused on helping financial sectors remain operational, and comprehensive programs
for enhancing financial stability have only recently been announced.

This box was prepared by Juan Trevifio. Research assistance was provided by Jorge de Le6n Miranda.
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Box 3.1 (continued)

While financial stability risks vary across the CCA, they could trigger potentially disruptive macroeconomic
and social effects in some countries. Policymakers should focus immediate attention on those policies that are
most critical or can be achieved quickly. Key priorities include the following:

o Assessing banking sector health: Although not a pressing issue in all CCA countries, uncertainty about the
magnitude of problems on banks’ balance sheets emerging from imperfect assessment of the health of
banks is hindering an appropriate policy response. Reporting of nonperforming loans (NPLs), including
off-balance-sheet items, should be brought in line with international best practice, and independent
asset quality reviews should be undertaken to more accurately assess the viability of banks. This need
is especially acute in Azerbaijan and Kazakhstan, where NPL measurements do not include assets
transferred to special purpose vehicles, and where asset quality reviews have not yet been implemented.
Performing these reviews would enable formulation of a strategy to proactively address NPLs, and assess
provisioning and capitalization needs. This would, in turn, facilitate the timely intervention of banks
if shareholders and managers fail to achieve a turn-around (for example, if they are unable to raise
capital), limiting potential fiscal costs and supporting a speedier recovery in financial intermediation and,
consequently, growth.

*  Improving bank resolution frameworks: Although Armenia, Georgia, and Tajikistan have been working
on improving their resolution frameworks following the lessons from the global financial crisis, all CCA
countries need to do more to develop effective resolution frameworks. These frameworks should ensure
that state support is provided only for viable banks and under strict conditions—such as time-bound
recapitalizations with close oversight and corrective actions that avoid forbearance, and with clear
restructuring plans where management is replaced and shareholder participation reduced or eliminated
if necessary. Effective frameworks are especially urgent in Azerbaijan, Kazakhstan, and Tajikistan where
fiscal pressures arising from discretionary support to financial institutions have increased significantly.
For insolvent institutions, liquidation options should provide for orderly closure while protecting retail
customers through deposit insurance programs. The resolution authority should have political and
operational independence, sound governance structures and adequate resources, and should follow
transparent processes. It should be subject to rigorous evaluation and accountability and be protected
against liability for actions and omissions taken in good faith.

o Enbancing prudential regulation and supervision: CCA countries should continue strengthening regulatory
and supervisory frameworks so that financial institutions remain resilient during periods of stress.
Strengthening consolidated supervision and macroprudential frameworks is essential, and steps toward
reducing dollarization risks must continue. For instance, the experience of countries such as Georgia and
Armenia shows that the risk of large exchange rate depreciations can be mitigated by stricter rules on
banks’ open positions in foreign currency, more restrictive liquidity requirements on foreign currency, and
higher risk weights and stricter limits on foreign-currency-denominated loans.

o Strengthening corporate governance: In many CCA countries, weak governance and opaque bank
ownership—exacerbated by weak management, political interference, and corruption—have facilitated
related-party lending, excessive risk taking, and discretionary support from regulators. Failure to address
governance problems can lead to credit misallocation, which threatens economic diversification and,
ultimately, growth. A strong governance structure should emphasize transparency and include clear
responsibility at the executive and board levels, limit public sector influence in the administration and
operation of the bank, and establish independent risk management, compliance, and internal control
units. These actions would facilitate the development of a well-functioning financial system and promote
confidence in the economy.
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Box 3.2. Setting the Course for Growth-Friendly Fiscal Policy in the Caucasus and
Central Asia

Growth-friendly fiscal consolidation is needed in the Caucasus and Central Asia (CCA). Options include enhancing
tax revenue and improving the fairness of the tax system, curtailing public sector wage bills, reforming subsidies,
improving the targeting of social safety nets, and supporting more efficient public investment. Well-designed fiscal
rules and other steps to strengthen public financial management would also help.

Faced with large and persistent external shocks in 201415, most CCA countries allowed fiscal deficits to
increase. This helped contain the impact of the shocks on output and job creation, but led in some instances
to a rapid increase in public debt. At the same time, sizable risks built up in the banking sector, and support
provided to the financial sector added significantly to deficits and debt in some countries (see Box 3.1).

Fiscal policymakers now face the challenge of restoring sound public finances and rebuilding buffers over the
medium term in a growth-friendly way, including by maintaining scope for productive public investment.
Meeting this challenge requires not only setting and achieving appropriately ambitious medium-term deficit
targets, but also proactively identifying and addressing fiscal risks. With commodity prices unlikely to revert to
preshock levels, thereby limiting future remittance flows, fiscal consolidation needs to be framed in the context
of a transition to a new inclusive growth model based on greater diversification and job creation. Therefore, it
is imperative that structural reforms be pursued in parallel.

Key considerations for fiscal policymakers include the following:

o Enbancing revenue: Tax revenue could provide a key lever for designing a growth-friendly consolidation
package and improving its fairness. Broadening both the direct and indirect tax bases, and reducing
widespread tax exemptions, would provide additional revenues and improve the distribution of the tax
burden—an important concern affecting the investment climate in some countries. Although many CCA
countries (including Armenia, Georgia, Kazakhstan, the Kyrgyz Republic, and Tajikistan) are already
pursuing policies to increase tax revenues, more ambitious fiscal targets and corresponding fiscal reforms
are needed. Finally, improving revenue administration to ensure better enforcement of tax collection,
including by taxing higher-net-worth individuals more effectively, would improve the fairness of
the tax system.

o Strengthening expenditure policy: Consolidation efforts should focus on creating space for
growth-enhancing investment, and on implementing fairer and more targeted social safety nets by
curtailing government wage bills, inefficient and regressive subsidies, and poorly targeted social benefits.
Most countries (except Tajikistan and Uzbekistan) are already planning some curtailment of current
expenditures, with Georgia and the Kyrgyz Republic planning sizable cuts in the public sector wage bill.
Although several CCA countries have already undertaken subsidy reform, energy subsidies remain large,
especially in the Kyrgyz Republic, Turkmenistan, and Uzbekistan. Further reform would create additional
space for better-targeted social spending. Finally, before any large increases are considered, reforms to
boost the efficiency and productivity of public investment should be implemented.

*  Anchoring fiscal consolidation: Experiences in other regions suggest that well-designed fiscal rules can play
a valuable role in supporting fiscal consolidation. However, fiscal rules need to be tailored to countries’
political economy settings to ensure they are not circumvented, for example by shifting spending
to public sector units outside the government perimeter. Further improvements in public financial
management, including medium-term budgeting, would also help anchor fiscal consolidation plans.

Prepared by Edward Gemayel, Matteo Ghilardi, and Lorraine Ocampos. Research assistance was provided by James Aylward.
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CGCA: Selected Economic Indicators

3. CAUCASUS AND CENTRAL ASIA: NO ROOM FOR COMPLACENCY

Projections
2016 2017 2018

Average 2014 2015
2000-13
~RealGDPGrowth 83 53 31 25 36 37
(Annual change, percent)
Armenia 7.6 3.6 3%8) 0.2 855) 2.9
Azerbaijan 11.3 2.7 0.6 -3.1 -1.0 1.3
Georgia 5.9 4.6 29 2.7 4.0 42
Kazakhstan 8.0 4.3 1.2 1.1 3.3 2.8
Kyrgyz Republic 4.5 4.0 315 3.8 815 3.8
Tajikistan 7.9 6.7 6.0 6.9 4.5 4.0
Turkmenistan 11.3 10.3 6.5 6.2 6.5 6.3
Uzbekistan 7.0 8.1 8.0 7.8 6.0 6.0
 Consumer Price Inflaton 92 59 64 105 89 78
(Year average, percent)
Armenia 4.2 3.0 &7 -1.4 1.9 85
Azerbaijan 6.4 1.4 4.0 12.4 12.0 8.0
Georgia 55 3.1 4.0 2.1 6.0 3.0
Kazakhstan 8.5 6.7 6.7 14.6 7.3 6.5
Kyrgyz Republic 8.7 7.5 6.5 0.4 3.8 5.1
Tajikistan 13.9 6.1 5.8 5.9 8.9 8.0
Turkmenistan 015 6.0 7.4 3.6 6.0 6.2
Uzbekistan 14.9 9.1 8.5 8.0 13.0 12.7
 General Gov. Overall Fiscal Balance 31 23  -35 22  -34 -0
(Percent of GDP)
Armenia’ -3.2 -1.9 -4.8 -5.6 -3.3 2.7
Azerbaijan’ 7.5 2.7 -4.8 -1.1 -0.3 0.7
Georgia -2.9 -2.9 -3.8 —4.1 -3.8 -3.8
Kazakhstan 3.2 24 -6.3 -4.1 -6.6 -2.0
Kyrgyz Republic —4.5 1.0 -1.2 —4.5 -3.0 2.4
Tajikistan 2.7 0.0 -1.9 -10.6 -6.5 5.4
Turkmenistan?2 4.3 0.9 -0.7 -1.3 -1.1 0.1
Uzbekistan 3.4 43 2.8 2.7 0.3 0.7
 Current AccountBalance 08 23  -36 64 49 42
(Percent of GDP)
Armenia -8.9 7.6 —2.6 2.3 -3.6 -3.2
Azerbaijan 8.8 13.3 -0.4 -3.6 1.9 2.5
Georgia -11.0 -10.7 -12.0 -13.3 -11.9 -10.7
Kazakhstan -0.9 2.8 -2.8 -6.4 -5.3 -3.8
Kyrgyz Republic -1.3 -16.0 -16.0 -97 -11.6 -12.0
Tajikistan -4.5 2.8 -6.0 -3.8 -6.3 -6.2
Turkmenistan 1.7 —6.4 -14.0 -21.0 -15.4 -14.3
Uzbekistan 4.9 1.7 0.7 0.7 0.9 0.3

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

1Central government.
2State government.
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4. Leveraging Trade to Boost Growth in
the MENAP and CCA Regions

For economies in the Middle East, North Africa,
Afghanistan, and Pakistan (MENAP) and the
Caucasus and Central Asia (CCA) regions, the
strengthening global recovery provides an important
opportunity to boost exports and growth. Illustrative
calculations suggest that achieving greater trade
openness, coupled with increased global value chain
(GVC) participation, export diversification, or
product quality could raise the level of income by
some 5—10 percent within the following five to ten
years. Oil importers are better placed than other
countries in the region to take advantage of the
improved outlook for global trade, given their better
integration into GVCs and more diversified export
bases. However, oil importers could still improve
the quality of their exports. In contrast, oil exporters
should focus on economic diversification to produce
and export a broader range of goods and services.
Most countries would benefit from deepening access
to export markets through trade agreements and

by leveraging new integration opportunities, such

as China’s Belt and Road Initiative (see Box 2.1

in Chapter 2) and the Compact with Africa (see
Box 2.3 in Chapter 2). Structural reforms to foster
investment and job creation, as well as targeted fiscal
policies to mitigate adjustment costs, may be needed
to relieve any negative consequences of increased
openness and to ensure the resulting boost to growth is
as inclusive as possible.

Trade Helps Boost Growth

A large body of evidence has confirmed the
substantial and robust positive effect of trade on
growth and income. Following a seminal paper
by Frankel and Romer (1999), many studies have
focused on the channels through which trade
affects economic growth.! Findings indicate that

Prepared by Alexei Kireyev (lead author), Maxym Kryshko,
Boaz Nandwa, and Magali Pinat, with research assistance by James
Aylward and Samira Kalla.

1See Singh 2010 for a literature review.

countries tend to grow faster when they have

a more diversified export structure (Lederman
and Maloney 2003), upgrade the quality of their
exports (Henn, Papageorgiou, and Spatafora
2015), and are well integrated into GVCs (Didier
and Pinat 2017).

Further empirical work tailored to key MENAP
and CCA policy issues confirms these findings
(Annex 4.1). This analysis, which covered 131
countries, 20 of which were from the MENAP

or CCA regions, shows that investment in
infrastructure, foreign direct investment (FDI),
and overall openness to trade (as measured by
the sum of exports and imports relative to GDP)
all help increase growth in real per capita terms.
These results are intuitive given that access

to good-quality infrastructure helps reduce
production costs and improve access to markets.
Similarly, FDI can help expand the production
capacity of the economy through technology

and knowledge transfer, while trade openness
boosts potential demand for a country’s own
production and tends to increase productivity
through competitive pressures. In addition, the
analysis suggests that export diversification, the
quality of exports, and participation in GVCs, in
particular the share of domestic value added in
exports, all appear to be important for growth.
This is as expected given that a broader range of
products of higher quality and value added should
translate into greater demand for exports, higher
prices, and larger profits for exporters. There is an
interesting negative relationship between growth
and the initial level of per capita GDP, suggesting
that countries’ level of per capita GDP should
converge over time. The positive impact of labor
force education on growth found in advanced
and emerging market economies (Chang, Kaltani,
and Loayza 2009) becomes ambiguous once

the sample of countries is expanded to include
low-income countries with very low levels of
completed postsecondary education.
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The impact of trade openness on inclusiveness is
less clear. For instance, some empirical analysis
suggests that increasing trade openness has no
significant impact on inequality (Box 4.1).
However, by increasing growth, trade has been
shown to lead to higher incomes, which help
reduce poverty (IME World Bank, and WTO
2017) and narrow wage gaps within the country
(Council of Economic Advisers 2015). In the
same vein, trade has expanded access to capital
and technology, and by raising productivity and
growth, trade has led to rising living standards,
including in emerging market and developing
economies (Chapter 3 of the April 2017

World Economic Outlook). Trade can also help
reduce inequality by lowering prices for food
and beverages consumed mainly by the poor
(Faijgelbaum and Khandelwal 2016). At the same
time, more openness to trade may be associated
with adjustment costs that hurt some communities
or groups of workers. Overall, Helpman (2016)
finds that, although trade has adversely affected
certain workers, it has had a modest impact

on wage inequality. This finding points to an
important role for domestic policies, both to
mitigate adjustment costs and to ensure that the
benefits are fully realized and equitably shared.

Trade Openness Has
Declined in Recent Years

In recent years, trade openness has declined
significantly across the MENAP and CCA
regions. This decline has been consistent with
international trends, including the overall
weakness in international economic activity,
particularly in investment; the waning pace of
trade liberalization; the decline in commodity
prices including for oil; and slower growth of
GVCs (Chapter 2 of the October 2016 World
Economic Outlook). The decline in oil importers
has been relatively faster in the MENAP than
in the CCA region, reflecting regional conflicts
and geopolitical tensions (Figure 4.1). For both
MENAP and CCA oil exporters, this relative
weakness in trade openness can largely be
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explained by stagnant or declining oil and gas
exports and lower prices in recent years. Excluding
oil, trade openness has increased slightly in
MENAP oil exporters, whereas trade openness

in CCA oil exporters has been broadly stable in
recent years—a sign that export diversification has
made some progress. For MENAP oil importers,
slower export growth than in the average emerging
market and developing economy explains the
trend. In CCA oil importers, export growth has
been relatively fast, but import compression,
driven by a decline in remittances, has driven the
overall decline in openness in recent years.

Exports of services have increased in the region in
the past decade, but remain too low, particularly
in oil-exporting countries (Figure 4.2). Services
represented, on average, 44 percent of total
exports in MENAP and CCA oil importers in
2015 but less than 15 percent in oil exporters.

In the region, exports of services are currently
dominated by tourism, especially in MENAP oil
importers, where it represents 51 percent of the
total services exported. A number of countries
around the world, including many in the MENAP
and the CCA regions, have restrictive policies in
services (Borchert, Gootiiz, and Mattoo 2014).
Across sectors, professional and transportation
services are among the most protected. In trade

in services, numerous restrictions still apply to
entry, ownership, and operations, and market
access is often unpredictable because the allocation
of new licenses remains opaque and highly
discretionary. Technological innovations in

trade, such as e-commerce, could help businesses
reach international markets by increasing their
connections with buyers and sellers at a minimum
cost. Taking advantage of these innovations would
facilitate the insertion of countries into GVCs in
both goods and services, and would contribute to
the emergence of regional value networks.

The MENAP and CCA regions appear to be
relatively weakly integrated into the global trade
network, both in export flows and the number

of trading partners. MENAP oil exporters, by
controlling a significant share of the global oil
market, are substantially more important in global
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Figure 4.1. Trade Openness and Real Exports

1. Trade Openness
(Sum of exports and imports as a percent of GDP, in nominal terms)
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Sources: IMF, October 2017 World Economic Outlook; and IMF staff calculations.

2. Export Volumes
(Index, 2000 = 100)
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Note: Afghanistan uses 2002 as its base year due to data issues. CCA = Caucasus and Central Asia; EMDE = emerging market and developing economies;

MENAP = Middle East, North Africa, Afghanistan, and Pakistan.

Figure 4.2. Share of Goods and Services in Total Exports
(Percent of GDP)
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Sources: IMF, World Economic Outlook, and IMF staff calculations.

Note: CCA = Caucasus and Central Asia; EMDEs = emerging market and
developing economies; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan.

trade relative to other subregions (Figure 4.3).
Their trade flows are dominated by oil exports,
mainly to Asian countries and the United States.
CCA oil exporters export mainly to major
European countries. Whereas MENAP oil
importers direct their exports primarily to large
European markets and the United States, CCA

oil importers export mainly to Russia and nearby
European countries, such as Bulgaria, as an entry
point to European Union markets. By implication,
export links between MENAP and CCA countries
are fairly weak. In addition, China has emerged

as a major trading partner in recent years, with
virtually every MENAP and CCA country
exporting to China.

In number of export partners and value per
export partner, the MENAP region seems more
integrated into global trade than the CCA

region. On average, MENAP countries export

to about 70 percent of potential trading partners
(that is, countries that import products that are
exported by MENAP countries), lagging only
North America and Europe, while CCA countries
export only to 50 percent of potential markets,
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Figure 4.3. MENAP and GCA Main Trade Partners, 2015

® BGR

Sources: IMF, Direction of Trade Statistics; and IMF staff estimates.

Note: The nodes are proportional to the country total nominal exports, and the
arrows are scaled by nominal export flows between countries. Only the main

export partners of the MENAP and CCA regions are presented.
CCAOE = Caucasus and Central Asia oil exporters; CCAOI = Caucasus and

Central Asia oil importers; EMDE = emerging market and developing economies;
MENAPOQE = Middle East, North Africa, Afghanistan, and Pakistan oil exporters;
MENAPOI = Middle East, North Africa, Afghanistan, and Pakistan oil importers.
Country abbreviations are International Organization for Standardization (ISO)

country codes.

suggesting there is room to expand the number

of export markets. With a few exceptions, trade
penetration, measured as export value per trading
partner, is relatively weak in both MENAP and
CCA countries (Figure 4.4). This finding indicates
there is scope to enhance the quality and improve
the domestic value-added component of exports,
which should be reflected in a higher value of
exports and broadened opportunities for trade and
engagement in GVCs.

Export Diversification
and Product Quality
Remain Generally Low

Export diversification in both MENAP and CCA
countries underperforms relative to emerging
market and developing economies (Figure 4.5,
panel 1 and 2). Oil exporters are the least
diversified in the region, and therefore likely to be
subject to higher output volatility relative to more
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Figure 4.4. MENAP and CCA Export Penetration Index, 2015
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Sources: WITS database; and IMF staff calculations.

Note: This indicator measures the extent to which a country’s exports reach
already proven markets. Shown are 2015 data or the latest available. Iran is
omitted for lack of data. CCA = Caucasus and Central Asia; EMDE = emerging

market and developing economies; MENAP = Middle East, North Africa,
Afghanistan, and Pakistan; UAE = United Arab Emirates.

diversified economies. Levels of diversification
among oil importers approach the emerging
market and developing economy average, with
MENAP countries faring better. This outcome
likely reflects better geographical access to
European markets and more robust inflows of FDI
from the euro area and Gulf Cooperation Council
countries. In CCA oil importers, although the rate
of diversification was relatively high in 1995-98
following the move to more market-based
economies, progress stalled in recent years, in part

because FDI slowed (Tajikistan).

In line with region-level findings on export
penetration, with a few exceptions, most MENAP
and CCA countries are producing lower-quality
exports than other emerging market and
developing economies (Figure 4.5, panel 3 and
4).2 Only in Jordan and Tunisia does the quality

ZExport quality is estimated based on the unit value of exports
adjusted for distance, production cost, and common trade

determinants.
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Figure 4.5. Export Diversification and Quality

1. Export Diversity Index, 2014!
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Sources: IMF Diversification database; and IMF staff calculations.

Note: CCA = Caucasus and Central Asia; EMDE = emerging market and
developing economies; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan. Other oil importers (Ols) include Bangladesh, Cambodia, and Vietnam.
Other oil exporters (OEs) include Malaysia, Mexico, and Indonesia. Country
abbreviations are International Organization for Standardization (ISO) country
codes. Diversity index was rebased to be from 0 to 1 and is equal to a Theil index
of export concentration.

2014 is latest available year for the diversity index.

3. Export Quality Index, 2014’
(0 to 1.2; higher is better)
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Sources: Henn, Papageorgiou, and Spatafora 2015; and IMF staff calculations.
Note: CCA = Caucasus and Central Asia; EMDE = emerging market and
developing economies; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan. Other oil importers include Bangladesh, Cambodia, and Vietnam. Other
oil exporters include Malaysia, Mexico, and Indonesia. Country abbreviations are
International Organization for Standardization (ISO) country codes.

12014 is latest available year for the quality index.

2. Export Diversification and Output Volatility
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4. MCD Regions: Export Quality Ladders, 2014
(0 to 1.2; higher is better)
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of exports exceed the emerging market and
developing economy average. Some oil importers
have improved their export quality in recent years,
mostly in apparel production (Egypt, Jordan,
Pakistan) and manufacturing (Armenia, Georgia,
Jordan, Morocco, Tunisia). Meanwhile, the quality
of oil exports from both regions (captured in

the minerals fuels category) remains relatively

low, with quality deteriorating in Algeria and
Azerbaijan. An alternative measurement of export
diversity and the sophistication of exports is the
so-called economic complexity index, which
identifies the total number of goods exported by a
country depending on the capabilities used in their
production (Hausmann and others 2011).> Export
complexity among oil exporters in the region is
low compared with that of oil importers. Although
still below the emerging market and developing
economy average, complexity among oil importers
is higher for MENAP than for CCA oil importers,
given MENAP oil importers” supply chain links
with manufacturing firms in the euro area.

The Potential of Global Value
Chains Could Be Better Exploited

Both regions’ level of integration in GVCs*

does not currently allow their full potential

to be exploited. Oil importers are generally
better integrated into GVCs than oil exporters.
For example, the share of foreign value added
imported and used in the production of exports
(backward integration) is relatively high in
Jordan, Lebanon, and Tunisia (in MENAP) and
in the Kyrgyz Republic (in CCA) compared with
emerging market and developing economies
(Figure 4.6). The share of value added to be used
in a destination country’s production (forward
integration) in Egypt, Mauritania, and Morocco
(in MENAP) and in Armenia (in CCA) is above

3The economic complexity index provides an alternative
measurement of the sophistication and diversity of an export basket
of a country by assigning a higher weight to products requiring
higher underlying production capabilities, for instance, machinery,
electrical components, and chemicals, among others.

4Measures of GVC are based on the Koopman, Wang, and Wei
2014 definition. More details on the calculation are available in
Aslam, Novta, and Rodrigues-Bastos 2017.
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the emerging market and developing economy
average. This reflects levels of export diversification
and quality that are comparable to those of other
emerging market and developing economies. In
oil exporters in both regions, backward integration
is particularly low, suggesting that those countries
import mainly finished products for consumption
and investment. In contrast, these countries’
forward integration is relatively high, but only as

a result of their high exports of mainly crude oil,
which is then processed into refined products by
their trading partners.

The participation of individual MENAP and
CCA countries in GVCs has shifted substantially
over time. Most MENAP oil importers

managed to improve both their backward and
forward GVC participation, in part because

of diversification efforts (for instance, light
manufacturing in Jordan, Morocco, and Tunisia).
CCA oil importers have made progress mainly

in backward integration, partly because of their
strengthening position as a hub for the transport
of Chinese products to Russia and the rest of

the CCA. In parallel, their forward integration
has fallen, consistent with the slowing in export
diversification. Additional progress in GVC
integration, particularly for oil importers in both
regions, may be possible in the context of the
Belt and Road Initiative, aimed at connecting
China to Europe and Africa (see Box 2.1 in
Chapter 2). The Belt and Road Initiative is likely
to increase backward integration further, while
foreign investment triggered by the Compact
with Africa (see Box 2.3 in Chapter 2) may
support further progress in forward integration
for MENAP oil importers. Most oil exporters in
both the MENAP and CCA regions reduced their
backward integration in GVCs but improved their
forward integration, reflecting ongoing efforts to
increase oil processing and refining activities and,
consequently, increase their value added.
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Figure 4.6. Participation in Global Value Chains'
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"Due to concerns about the quality of Eora MRIO data, countries are displayed only after being validated with intermediate product exports data from UN Comtrade.

The Trade Environment
Needs Upgrading

The trade environment has been negatively
affected by geopolitical tensions and conflicts
(October 2016 World Economic Outlook).
Conflicts and tensions have weighed on trade
through the disruption of economic activity and
infrastructure and the death or displacement of
people active in the labor force in Afghanistan,
Iraq, Libya, Somalia, Syria, and Yemen. Similarly,
neighboring countries have suffered from conflict
spillovers to cross-border trade, a decline in
tourism, and inflows of refugees (Jordan, Lebanon,
Pakistan; Rother and others 2016). For instance,
conflict in Syria disrupted Iraq’s main trading
link to the Mediterranean, while the conflict in
Iraq affected Jordan’s export route to Iran. In
addition, elevated uncertainty in some countries
caused by rising insecurity has weakened FDI
inflows, sapping export diversification and GVC

Share of gross exports to be used in
destination country’s exports (percent)
8
1

2. Forward Integration

(Average, 2009-13)

60-
@ 1996-2000

50 -

EMDE

average,
40-

2009-13

@ (“]

N
o
1

_
o

OESEEgggsgsgsﬂﬁgg%%
582385~ S8E£ESs58882%
sS5PF538 I°SE3£8%¢

& 5>

<

L . J L . J L . JH_J
MENAP oil importers MENAP oil CCA il CCAail
exporters  importers exporters

opportunities. The recent diplomatic rift between
Qatar and other countries in the MENAP region
is also affecting trade and financial flows (see

Box 1.1 in Chapter 1).

The low levels of trade integration in the
MENAP and CCA regions also reflect more
general problems related to the business climate.
Although procedures for trading across borders in
all subregions have been comparable to or even
better than the average for emerging market and
developing economies, the trading environment®
appears to have deteriorated in MENAP countries
in the past few years, even while it continued

to improve in CCA countries (Figure 4.7). This
situation points to the need for structural reforms
to improve efficiency and reduce costs associated

SMeasured by the distance to the best performer in the World
Bank’s Doing Business records of the time and cost associated with
the logistical process of exporting and importing goods.
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Figure 4.7. Trade Environment

1. Overall Trading across Borders
(Distance from frontier; the higher the better)
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Source: Doing Business 2017, World Bank.

Note: CCA = Caucasus and Central Asia; EMDE = emerging market and
developing economies; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan.

with compliance procedures and domestic
transportation.

Foreign exchange restrictions in some MENAP
and CCA countries further hinder expansion

of trade (Figure 4.7). Empirical evidence (Wei
and Zhang 2007) suggests that the collateral
damage to trade from the imposition of exchange
controls may be significant. A one standard
deviation increase in controls on trade payments
or foreign exchange transactions reduces trade

by the same amount as tariff increases of 11 to

14 percentage points.

Historical experience in both advanced and
emerging market and developing economies
suggests that exchange rate movements have
sizable effects on export and import volumes.
Some studies have found that a 10 percent real
effective depreciation of an economy’s currency
is associated with a rise in real net exports of, on
average, 1.5 percent of GDP, with substantial
cross-country variation. However, increased
participation in GVCs has reduced the relevance
of exchange rate movements for trade flows,
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2. MENAP and CCA Foreign Exchange Restrictions
(Share of countries in a region that have restrictions and/or multiple
currencies)
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Note: CCA = Caucasus and Central Asia; EMDE = emerging market and
developing economies; MENAP = Middle East, North Africa, Afghanistan, and
Pakistan.

pointing to the need to improve the overall trade
environment to boost trade (October 2015 World
Economic Outlook).

MENAP and CCA countries could better leverage
trade agreements to gain broader access to export
markets. Only MENAP oil importers stand out
for their active use of bilateral and regional trade
agreements; the number of trade agreements
signed by most other countries in both regions

is substantially lower than the emerging market
and developing economy average (Figure 4.8).
Trade liberalization agreements that are broad in
scope and deep in substance can bring substantial
benefits for growth (Box 4.2). For example, based
on World Trade Organization (WTO) rules,
MENAP’s least-developed countries (Afghanistan,
Djibouti, Mauritania, Yemen) already enjoy
duty-free and quota-free access for all or almost
all of their export markets, which is important for
their growth. Also, MENAP and CCA countries
should consider moving aggressively to implement
the Trade Facilitation Agreement that came into
force in early 2017. The WTO estimates that

implementation of the agreement would cut



4. LEVERAGING TRADE TO BOOST GROWTH IN THE MENAP AND CCA REGIONS

Figure 4.8. Trade Agreements by Country, 2015
(Sum of each country's bilateral agreements)

70 -
60 - -
50 - -
40- -
EMDE
average
30- / -
20- -
N | | | ‘ ‘ | |-
OJ 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 III 1 III 1 1 1 1 L
Sl .S SES4EGEGES38ESSERERE2SS
SE=:8ESEOEBES88aE858RBOSE B
oo Sdsce s SULSS=pn SO0 cXE o NX
<m < — > =] F8TEX300 S0 ==
ES] a= n_g-}‘,SEﬁ< E’S
3 <8E5 2
@ —
¢ Y ) L Y J L J L )
MENAP MENAP CCAoil  CCA il
oil exporters oil importers exporters importers

Sources: de Sousa 2015; and IMF staff calculations.

Note: Iran is omitted for lack of data. CCA = Caucasus and Central Asia;
EMDE = emerging market and developing economies; MENAP = Middle East,
North Africa, Afghanistan, and Pakistan; UAE = United Arab Emirates.

customs-related costs of merchandise trade by
14 percent, particularly for developing economies,
and could lead to a $1 trillion annual increase in

global trade.

Many MENAP and CCA countries have taken
steps in this direction. For example, at the
multilateral level, eight MENAP countries
(Algeria, Iran, Iraq, Libya, Lebanon, Somalia,
Sudan, Syria) and two CCA countries (Azerbaijan,
Uzbekistan) have been negotiating accession

to the WTO, most since the 1990s, although
progress has been slow. Bilaterally, several MENAP
countries (Algeria, Egypt, Jordan, Lebanon,
Morocco, Syria, Tunisia) and Georgia (in CCA)
have concluded association agreements with the
European Union, and Georgia signed a free trade
agreement with China, which reduced or removed
tariffs in bilateral trade. Some CCA countries
(Armenia, Azerbaijan) and Iraq (in MENAP) have
signed cooperation and partnership agreements

Figure 4.9. Estimated Contributions of Trade Measures to

Growth
(Percent)
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Source: IMF staff calculations.

Note: CCA = Caucasus and Central Asia; GVC = global value chain; MENAP =
Middle East, North Africa, Afghanistan, and Pakistan. The growth increase is
conditional on an increase in the given trade measure equal to the best historical
period-over-period improvement observed in the region in the last 20 years.

For trade openness: 7.7 percentage points (pps); for global value chain: 4 pps; for
diversification: 2.4 pps; for quality: 1.5 pps.

1201822 expected annual growth is used as a proxy for long-term growth.

with the European Union. Finally, Morocco and
Tunisia have joined the Compact with Africa,

the recent Group of Twenty initiative aimed

at increasing private investment, improving
infrastructure, and tackling unemployment in
Africa, which could further enhance market access
(see Box 2.3 in Chapter 2).

Conclusion and Policy Options

Improvements in trade openness, diversification,
export quality, and participation in GVCs could
all help increase growth in the MENAP and
CCA regions. A simple simulation based on

the econometric analysis in Annex 4.1 suggests
that a sustained increase in trade openness,

equal to the best historical period-over-period
improvement observed in the region, could add
1 percentage point to the average growth rate
over the following five-year period (Figure 4.9). If
greater trade openness is supported by enhanced
diversification, improved export quality, or more
active participation in GVCs, the impact would
be even higher. This indicates that implementing
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reforms that boost trade could raise the level of
income by 5-10 percent within the following five
to ten years.

The rebound in the world economy presents an
important opportunity for MENAP and CCA
countries to exploit trade as an engine of growth.
To take full advantage of this opportunity,
countries need to increase their trade openness,
participation in global value chains, export
diversification, and product quality. In that
context, oil importers seem generally better placed
to take advantage of improved global growth
momentum, but scope remains to improve export

quality, including by reversing the CCA oil

importers’ decline in forward integration in GVCs.

In contrast, oil exporters need to work on both
increasing export diversification and improving
export quality.
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Further trade liberalization and structural reforms
could support an increase in trade openness

and further integration into GVCs. Basing this
integration on diversifying into sectors with
substantial job-creating potential and upgrading
export quality by improving access to finance,
education, and technologies would help make the
process more inclusive. In parallel, fiscal policies
aimed at mitigating the transitional costs of more
openness to trade could also play an important
supportive role. The associated increase in overall
growth would help create the necessary fiscal space
to absorb the potential loss of budget revenue
due to lower trade taxes and any needed increase
in public investment in infrastructure. Broader
structural reforms to improve the business and
investment environment would support these
efforts to increase exports and growth.
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Box 4.1. The Trade and Inclusiveness Nexus

Empirical analysis based on data for 106 countries, including 11 from the Middle East, North Africa,
Afghanistan, and Pakistan and the Caucasus and Central Asia regions, over 1980-2013 suggests that
inclusiveness, as measured by the Gini inequality index, does not seem to be directly affected by trade
openness. In line with the results of other studies (Beaton, Cebotari, and Komaromi 2017; Dabla-Norris and
others 2015; Jaumotte, Lall, and Papageorgiou 2013), other variables, such as financial deepening, education,
and employment shares, seem more important (Table 4.1.1).

Public policies play a significant role in managing potential adverse side effects of trade for certain groups of
workers and some communities. For them, greater openness may be associated with substantial transitional
costs. The empirical results offer some insight into the potential effectiveness of fiscal redistribution policies in
offsetting the impact of these costs, suggesting they can be especially effective in addressing job losses in the
industrial sector (that is, the impact of industrial employment on the net Gini is insignificant).

More generally, domestic policies to mitigate these trade-related adjustments may include (1) active labor
market policies—such as job search assistance, training programs, and carefully designed wage insurance—
enabling worker mobility across firms, industries, and regions; (2) unemployment insurance, employment
protection, and other “passive” labor policies helping workers adjust on their own; and (3) complementary
policies in the areas of education, housing, credit, and infrastructure, facilitating mobility and “place-based”
measures aimed at supporting harder-hit regions and communities (IMF, World Bank, and World Trade
Organization 2017). Other reforms to the business environment that support the broader development of the
private sector are also likely to be important.

Table 4.1.1. Trade Openness and Inequality
Dependent variable: market Gini and net Gini

(1) @
Explanatory Variables Market Gini Net Gini
Trade Openness (t—1) —0.00140 0.00605
(0.00869) (0.00884)
Financial Openness (f —1) 0.000441 0.000274
(0.000288) (0.000261)
Financial Deepening (f —1) 0.0276*** 0.00851
(0.0102) (0.00618)
Education (t —1) —0.736* —0.725**
(0.398) (0.349)
Government Spending (£ —1) 0.112 0.0921
(0.222) (0.166)
Agriculture Employment Share (t —1) —0.124** —0.0830**
(0.0388) (0.0353)
Industry Employment Share (¢t —1) —0.199*** —0.0841
(0.0712) (0.0602)
Constant 55.82*** 43.88**
(3.592) (3.019)
Observations 435 435
R-squared 0.237 0.161
Number of countries 106 106

Source: IMF staff calculations.

Note: The sample set of variables consists of nonoverlapping five-year period averages
for 106 countries covering 1980 to 2013.

TPanel fixed effects regressions with time and country fixed effects and robust standard
errors (in parentheses) clustered at the country level.

2Market Gini stands for Gini index of income distribution before taxes and transfers. Net
Gini is measured by the Gini index of income distribution after taxes and transfers.

*p < 0.1;*p < 0.05 ** p < 0.01.

This box was prepared by Alexei Kireyev, Maxym Kryshko, Boaz Nandwa, and Magali Pinat, with research assistance by James
Aylward and Samira Kalla.
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Box 4.2. Leveraging Trade Agreements for Growth

Participation in trade agreements—multilateral, regional, and bilateral—can play an important role in fostering
more open trade in the Middle East, North Africa, Afghanistan, and Pakistan (MENAP) and Caucasus and

Central Asia (CCA) regions.

At the multilateral level, use of the institutional and legal strengths of the system led by the World Trade
Organization (WTO) remains critical. Many MENAP countries (Algeria, Iran, Iraq, Libya, Lebanon, Somalia,
Sudan, Syria) and some CCA countries (Azerbaijan, Turkmenistan, Uzbekistan) are not yet WTO members.
Several other countries in both regions have joined the WTO just recently (Afghanistan, Kazakhstan,
Tajikistan, Yemen). While Kazakhstan and Tajikistan have already started to benefit from their membership,
Afghanistan and Yemen have had less chance to do so. A recent study finds that the countries that recently
joined the WTO and implemented the required trade reforms outperformed the original WTO members
that did not have to undergo the reform process (Kireyev 2016). In a group of WTO members that recently
acceded, of which 10 are from the MENAP and CCA regions, the impact of joining the WTO was, on
average, neutral in 63 percent of cases, positive in 24 percent, and negative in 13 percent, with the caveat
that it may be too early to judge the overall impact in some countries (Figure 4.2.1). New WTO members
achieved substantial positive results in attaining greater openness, diversification, and economic growth;
controlling inflation; containing fiscal deficits; and attracting foreign direct investment.

Figure 4.2.1. The Impact of World Trade Organization Accession

1. By Economic Area
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This box was prepared by Alexei Kireyev, Maxym Kryshko, Boaz Nandwa, and Magali Pinat, with research assistance by James

Aylward and Samira Kalla.
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Box 4.2 (continued)

At the regional level, the number of preferential trade agreements (PTAs) involving MENAP and CCA
countries has grown in the past several years. Overall, the number of agreements notified to the WTO has
risen from about 50 in 1990 to about 300 in 2017, with many involving MENAP and CCA countries. In
parallel, the scope of PTAs has expanded well beyond traditional tariff reductions to include such areas as
customs regulations, export taxes, countervailing measures, and technical barriers to trade (Hofmann, Osnago,
and Ruta 2017). Yet the PTAs in which MENAP and CCA countries are involved remain relatively shallow,
covering the basic trade areas. Except for the recently established Eurasian Economic Union, which includes
among other members three CCA countries (Armenia, Kazakhstan, the Kyrgyz Republic), most other regional
RTAs fall short of the “deep” agreements that are considered an effective tool for integrating countries into
global value chains and attracting foreign direct investment. For example, a Deep and Comprehensive Free
Trade Area has been under negotiation between Morocco, Tunisia, and the European Union for several years.
Potential long-term GDP gains could be as high as 1.6 percent for Morocco and 7.4 percent for Tunisia,
associated with an expansion of exports and an improvement of trade balances for the MENAP oil-importing
countries, and with small but negative effects on the other countries in the region, attributable to redirection
of trade to the European Union (EC 2013).
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Annex 4.1. Trade
Openness and Growth

The following baseline regression is used to
examine the influence of trade characteristics on

growth of GDP per capita:

Ay, = 0y, + &, Controls; , + oy TC, , + 8, +
Vit €ir

in which Ay, , is growth of real GDP per capita at
time # for country 4, y,, | is the log of real GDP
per capita, Controls;, contains a set of control
variables, TCZ.’ . is a set of trade characteristics,
d,and v, are time and country fixed effects, and
the error term is €, . The set of control variables
includes measures standard in the literature such
as logs of terms of trade, the level of education,

a proxy for public infrastructure development,
and the ratio of foreign direct investment (FDI)
to GDP. Trade characteristics 1C; , are included
sequentially. All regressions include period
dummies that indicate a declining trend in global
growth since 1960.!

The estimated coefficients of the control variables
are comparable to those reported in the existing
empirical literature (Table 4.1). The level of initial
GDP per capita is associated with a negative and
statistically significant coefficient, which suggests
GDP per capita converges across countries over

"The team acknowledges Kim Beaton for sharing the databases
used in Beaton, Cebotari, and Komaromi 2017. The computer codes
used in this chapter were built on Beaton, Cebotari, and Komaromi
2017 and Didier and Pinat 2017.
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time. The coefhicient associated with labor force
education is not statistically significant, which is a
common finding when a wide sample of countries
is used.? Coeflicients associated with infrastructure
and inflows of FDI are positive and statistically
significant, as expected. Finally, the coeflicient
associated with the volatility of the terms of

trade is not statistically significant, which can be
explained by the impact of using five-year period
averages, which reduces the volatility of GDP per
capita growth.

The relationship is estimated using the system
generalized method of moments procedure.

This procedure estimates a system of equations
that combines a regression specification in

levels and the same specification in differences.

It deals with both unobserved country-specific
effects and the endogeneity of explanatory
variables.? As is standard in the literature, three
approaches were used to test the consistency of
the results—the Hansen test of over-identifying
restrictions, the incremental Hansen test of
overidentifying restrictions, and the test for serial
correlation of the error terms. All three tests
validate the estimated regression specification.
For specifications in which the actual number of
instruments is close to or larger than the number
of countries in the sample, a restricted sample of
control variables is used to reduce the number of
explanatory variables.

Note that this coefficient is positive and statistically significant
when a smaller sample, more restricted to advanced and emerging
market economies, of 82 countries is used.

3Limitations of using the lag of the variables as an instrument in
a trade-growth context has been acknowledged in the literature, and
the results should be interpreted with caution (Rodriguez and Rodrik
2000; Feyrer 2009).
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Table 4.1. Trade Openness and Economic Growth

(1) (2) @3) (4) (5) (6)
Initial GDP per Capita —5.014*** —4.618** —5.061** —5.664*** —5.741%* —5.730%*
(0.892) (0.827) (0.697) (0.909) (1.344) (1.516)
Labor Force Education 0.357 0.104 0.429 —0.358 —0.580 —0.436
(0.468) (0.594) (0.474) (0.486) (0.498) (0.346)
Infrastructure 2.241*** 2.087*** 2.458*** 2.574*** 3.285*** 2.908**
(0.640) (0.540) (0.411) (0.697) (1.086) (1.414)
Inflows of FDI/GDP 0.667** 0.761* 1.313* 1.102*
(0.297) (0.434) (0.635) (0.593)
Terms of Trade —7.435 —0.0830 3.335
(6.520) (10.75) (10.17)
Trade Openness 2.446™** 1.919* 1.996*** 2.796*** 2.240 2.122
(0.781) (0.633) (0.620) (0.924) (1.549) (1.471)
Export Diversification 4.249**
(1.839)
Export Quality 5.034*
(2.892)
Participation in GVC 9.170**
(4.075)
Backward Integration 6.642 9.771
(7.586) (6.924)
Forward Integration 11.72%
(5.356)
Domestic Value Added 48.01*
(24.90)
Constant 30.66*** 20.39*** 15.01 68.21** 35.92 19.05
(6.340) (7.321) (10.13) (30.83) (53.80) (49.75)
Number of Observations 1,030 1,021 1,037 641 641 641
Number of Countries 131 123 129 131 131 131
Number of Instruments 118 123 123 83 52 52
Period Dummies yes yes yes yes yes yes
Validation Tests
Full Hansen Test 0.293 0.240 0.246 0.197 0.112 0.153
Incremental Hansen Test 0.805 0.632 0.398 0.365 0.105 0.108
p-value of AR(2) Statistic 0.236 0.470 0.392 0.511 0.495 0.557

Source: IMF staff calculations.

Note: The dependent variable for the regressions is growth in GDP per capita. The sample set of variables consists of nonoverlapping five-year period
averages for 131 countries covering 1960 to 2013. Robust standard errors are shown in parentheses. FDI = foreign direct investment; GVC = global

value chain.
*p < 01;*p < 0.05 * p< 001.
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5. Fintech: Unlocking the Potential for
the MENAP and CCA Regions

After a late start, fintech' is gaining momentum in
some countries of the Middle East, North Africa,
Afghanistan, and Pakistan (MENAP) region,* and
there are green shoots in the Caucasus and Central
Asia (CCA) region. For both regions, fintech has the
ability to address the critical challenges of enbhancing
financial inclusion, inclusive growth, and economic
diversification through innovations that help extend
Jfinancial services to the large unbanked populations,
and facilitate alternative funding sources for small
and medium-sized enterprises (SMEs). Fintech could
also make an important contribution to financial
stability by harnessing technology for regulatory
compliance and risk management, and can facilitate
trade and remittances by providing efficient and
cost-effective mechanisms for cross-border payments,
while the use of electronic payments can improve the
efficiency of government operations. 1o unlock this
potential, further reforms are needed to close gaps in
the regulatory, consumer protection, and cybersecurity
Sframeworks as well as improve the business
environment, information communication technology
(ICT) infrastructure, and financial literacy.

The Fintech Revolution

Global investments in fintech registered rapid
growth over the past five years, and projections
are for continued strong growth. The value of
investments in fintech increased more than
tenfold between 2012 and 2015 (Figure 5.1).
Although consolidation in the US fintech sector
led to a decline in global investments in 2016,
other regions, including the Middle East and
North Africa (MENA), continued to grow, and

Prepared by Inutu Lukonga with research support from Sebastian
Herrador. For a more detailed discussion, see Lukonga, forthcoming.

!Fintech, short for financial technology, is defined by the Financial
Stability Board (FSB) as technologically enabled financial innovation
that could result in new business models, applications, processes or
products—with an associated material effect on financial markets
and institutions, and the provision of financial services.

2The presence of fintech in Afghanistan is insignificant.

investments in the first half of 2017 showed a
strong rebound (KPMG 2017).

The fintech ecosystem is still in the developing
stage in the MENAP and CCA regions, but there
is strong momentum toward adoption of fintech
by both incumbent banks and other companies.

Figure 5.1. Global Trends in Fintech

1. Global Investment in Fintech Companies
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Source: ITA Fintech Market Report, 2016.
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The MENAP region has made comparatively
greater strides than the CCA region in developing
its fintech ecosystem, although investments remain
concentrated in a few countries. In the MENAP
region, governments are playing a leading role

in fostering fintech innovation, with the entry

of international fintech companies providing
further impetus.® A recent survey covering 12
MENAP countries (WAMDA 2016) shows

a sevenfold increase in fintech start-ups since
2009, with investments concentrated in Egypt,
Jordan, Lebanon, and the United Arab Emirates
(Figure 5.2). These start-ups have emerged
alongside and in competition with banks, which
are also harnessing digital technologies to move
toward more customer-focused business models.
In some countries (Djibouti, Egypt, Iraq, Pakistan,
Somalia, Sudan), Internet penetration is more
limited, but telecommunication companies have
entered the marketplace and are providing mobile
payment services. In the CCA region, investments
in digital financial services have, thus far, been

mainly undertaken by banks (ADB 2014), and

Armenia and Kazakhstan seem to dominate.4

The payments and lending segments account for
the bulk of fintech investments in the MENAP
and CCA regions, in line with global trends.’

In the MENAP region, payments and lending
account for 50 percent and 30 percent of the
startups, respectively (Figure 5.2). However, cash
transactions still dominate, and fintech remains

a relatively small channel for providing access to
finance by SMEs. In the CCA region, investments
in financial technology are still modest but have
also focused on payment solutions (mobile wallets,
cryptocurrencies).

3Government support has included development funds, incubators
and accelerators, and regulatory sandboxes. In addition, more than
20 start-ups from Australia, Europe, the United States, and elsewhere
have established a presence in the MENAP region.

“Data on the number and value of Fintech start-ups were not
available for the CCA region.

SPayment solutions include mobile and online payments, digital
wallets, international money transfers, and blockchain-based services
such as cryptocurrencies. Lending and capital-raising solutions
account for 30 percent of the start-ups, including loan comparison
platforms, crowdfunding, and peer-to-peer (P2P) lending.
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Figure 5.2. Trends and Characteristics of Fintech
Investments in MENA
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Impediments to Fintech’s
Growth Potential

Domestic conditions in the MENAP and CCA
regions are favorable for greater adoption of
innovative financial solutions. The high share of
millennials® provides a large pool of potential
consumers, and growing e-commerce creates

®More than 60 percent of the population in the MENA region
is younger than 25, and the share of youths in the CCA region
is also large.
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demand for digital financial products, while the
high mobile phone penetration in many countries
facilitates customer reach. There is also high
latent demand for alternative funding sources

and cross-border payments because of the large
unbanked populations, underserved SMEs,
migrant workers, and refugees.”

However, significant structural, institutional, and
policy impediments to fintech growth remain:

»  The overall business environment is weak. At the
end of 2016, only four countries (Armenia,
Georgia, Kazakhstan, United Arab Emirates)
were in the top quartile of the World Bank’s
Doing Business Index. Continued restrictions
on foreign entry limit the scope for already
established global fintech companies to
enter the market.

*  Private equity and venture capital, which have
underpinned growth of fintech in advanced
economies, remain scarce. For instance, the
value of all private equity and venture
capital investments in the MENA region
has stagnated at about $1 billion and
declined further in the face of low oil prices
(Figure 5.3). The investments also remain
concentrated in the United Arab Emirates,
and several factors constrain growth, including
restrictive regulations (BVCA 2013).

*  Regulatory gaps create legal uncertainties
that hamper growth of the sector. Although
regulatory frameworks for digital financial
services are being developed® and most
countries now have laws governing issuance

7For instance, SME lending accounts for 8 percent of total
bank lending in the MENA region, compared with 18 percent in
middle-income countries globally, despite the crucial role played by
SME:s in the region in providing employment and driving growth
(Lukonga and others 2014). The Gulf Cooperation Council (GCC)
is a major source of remittances, while Armenia, Egypt, Georgia,
the Kyrgyz Republic, Jordan, Lebanon, and Tajikistan are major
recipients of remittances (Lukonga and others 2016).

8Azerbaijan, the Kyrgyz Republic, and Tajikistan have programs
with the World Bank to develop regulations related to electronic and
digital payment services, enhance public awareness of the benefits of
such services, and advise private firms on rolling out mobile financial
services products, with a view to promoting financial inclusion of the
unbanked population as well as bringing remittance flows into the
formal financial system.

Figure 5.3. Private Equity and Venture Capital Investments
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of electronic money (e-money), less progress
has been made in other regulations relevant
for fintech.’ For instance, only a few countries
(Egypt, Morocco, Tunisia) have mobile money
regulations. Consumer protection frameworks
for financial services and data privacy laws
have also not been developed in many
countries (World Bank 2014). Prudential
regulations have not been adapted to fintech
specifics, and large capital requirements for
banks represent a significant barrier to entry
for fintech start-ups.

o [CT penetration ratios have increased
significantly in recent years, but the quality
and cost of Internet and mobile phone services
continue to be impediments to the adoption
of fintech. The Internet has reached every
country, but for several countries the
penetration rate is still low, and high-speed
Internet is limited and costly. Azerbaijan, the
Gulf Cooperation Council countries, and
Lebanon have made the most advances, with
high penetration ratios for both Internet and
mobile phones. Some countries (Djibouti,
Pakistan, Sudan, Tajikistan, Yemen) have low
penetration rates for both Internet and mobile
phones (Figure 5.4). Lack of interoperability
of mobile payment systems also fragments the
markets, while in some countries (Armenia,
Georgia, Kyrgyz Republic) mobile costs are
prohibitive.'?

*  Broader institutional support is still limited.
Very few countries have established incubators
and accelerators (Egypt, Lebanon, United
Arab Emirates) to help scale up start-ups, or
regulatory sandboxes (Abu Dhabi, Bahrain,
Saudi Arabia) to allow fintech companies
and traditional financial institutions to test
innovations in a live environment.

9The United Arab Emirates is among the few countries proactively
introducing fintech-related regulations, including for crowdfunding
and digital currencies.

19More than 80 percent of the population in Armenia, Georgia,
and the Kyrgyz Republic need to spend at least 10 percent of
household income to afford a basic mobile phone plan (World
Bank 2017a).
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Figure 5.4. Internet Penetration and Mobile Infrastructure
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*  On the demand side, the “trust gap” and
financial literacy constitute major constraints
to fintech start-ups. The use of fintech as a
payment channel requires trust to reduce
uncertainty and contain transaction costs (He
and others 2017). The recent MENA survey
of fintech start-ups identifies trust as one of
the main obstacles, along with visibility and
customer education (WAMDA 2016). The
“trust gap” is also cited as a key driver for the
more prevalent collaboration between fintech
start-ups and banks.

Cyberattacks can lead to operational disruptions,
financial loss, reputational damage, and systemic
risk, and could become a binding constraint
unless cybersecurity frameworks are strengthened.
Although cyber risks are not unique to fintech,
greater connectivity from digital solutions expands
the number of entry points for cyber hackers.

In addition, while there have only been a few
incidents of successful cyberattacks on financial
institutions in the MENAP and CCA, the number
of attacks on banks in the region is reported to
have increased (Symantec 2017), and the nature
of cybercrime is evolving rapidly and becoming
more sophisticated. Meanwhile, overall cyber risk
preparedness remains weak in many countries.

At the end of 2016, only seven countries in the
MENAP region (Algeria, Egypt, Oman, Morocco,
Qatar, Tunisia, United Arab Emirates) and four
countries in the CCA region (Azerbaijan, Georgia,
Kazakhstan, Uzbekistan) were reported to have
cybercriminal and cybersecurity legislation in
place (ITU 2017).

Fintech: A Value Proposition
for MENAP and CCA

Fintech presents important benefits (Box 5.1)

and could ease some of the critical challenges
facing the two regions. Beyond efficiencies in

the delivery of financial services and improved
customer experience, fintech can contribute to the
broader objectives of inclusive growth, economic

diversification and financial stability through
several channels:

*  Inclusive growth and economic diversification
through financial inclusion:'! With mobile
phone penetration exceeding the number
of bank accounts in many countries in the
MENAP and CCA regions (Figures 5.4 and
5.5), mobile payments can, with appropriate
regulations, help reduce the share of unbanked
populations (Box 5.2). Fintech could also
provide alternative sources of funding to
households and SMEs through marketplace
lending platforms such as peer-to-peer
(P2P) lending and online trade finance,
as demonstrated by China and the United
Kingdom (Box 5.2). In addition, fintech
can help increase bank lending to SMEs
through the application of technologies that
reduce information asymmetries (such as big
data analytics), as well as provide superior
record keeping for collateral registries
through distributed ledger technology
(DLT). Moreover, digital payments create a
data trail that enables lenders to assess the
creditworthiness of even microenterprises.
By improving access to finance, one of the
binding constraints facing SMEs in the
MENAP and CCA regions (Lukonga and
others 2014), fintech could spur economic
diversification and job-creating growth.

»  Cross-border trade and remittances: Fintech and
related innovative financial solutions—such as
virtual currencies, blockchain-based DLT, and
P2P platforms—may provide more efficient,
transparent, and cost-effective mechanisms for
cross-border payments than traditional banks
or money transfer operators that depend on
correspondent banking relationships. This
could ease the challenges posed by the loss of
correspondent banking relationships in some
countries in the MENAP and CCA regions
(Erbenova and others 2016, IMF 2017).

!Tn April 2016, the Council of Arab Central Bank Governors
adopted an Arab Day of Financial Inclusion demonstrating the
commitment to accelerate financial inclusion in the region.
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*  Financial stability and integrity: Fintech can
contribute to financial stability by reducing
banks” operating costs and facilitating the
analysis of large amounts of data for risk
management and for fraud detection. In
addition, with ongoing geopolitical tensions
increasing the criticality of anti-money
laundering/combating the financing of
terrorism (AML/CFT) issues, data-driven
technologies could play an important role in
facilitating regulatory compliance as countries
shift from improving regulations for AML/
CFT to the implementation stage.

*  Fiscal and monetary operations: Digitization
can facilitate efficiencies in government
revenue collection and payments, while
greater use of e-payments can reduce
fraud and contribute to effective monetary
policy transmission. Indeed, Oman is
already promoting government e-payments
and Kazakhstan has plans to issue
government bonds using DLT and mobile
phone technology.

Unlocking the Potential of Fintech
for the MENAP and CCA Regions

Policymakers in the MENAP and CCA regions
recognize the potential fintech presents, and

some countries are proactively creating an
enabling environment; however, more is needed.
Priorities include reforms to close gaps in the
regulatory, consumer protection, and cybersecurity
frameworks, improve the business environment,
and tackle ICT infrastructure gaps along with
measures to address the trust gap.

To support development of fintech and ensure
risks are managed, changes are needed to legal
frameworks and regulatory practices. Reviews
of legal, regulatory, supervisory, and licensing
frameworks could help ensure that existing laws
provide clarity with respect to digital financial
products and that evolving risks from innovative
products and business models are adequately
addressed. Greater use of regulatory sandboxes
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Figure 5.5. Access to Finance in the MENAP and CCA
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would facilitate better understanding of fintech
risks and ensure that regulations are appropriately

designed. Regulations also need to shift from being

entity based to being activity based (He and others
2017), while the framework for collaboration
needs to include telecommunication regulators.

Reforms to achieve compliance with international
regulatory standards should be sustained
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and coupled with enhanced surveillance.
Although existing regulatory standards address
risks associated with fintech innovation, the
evolutionary nature of fintech requires constant
monitoring to identify and address emerging
financial stability risks. As fintech scales up,
regulators and central banks should give priority
to monitoring macro-financial risks and ensuring
that new technologies do not become tools for
fraud, money laundering, and terrorism financing;
to identifying and managing operational risks
from third-party service providers; and to
maintaining the soundness of financial institutions
and the safe and efficient functioning of payments
systems given the increasing role of nonfinancial
companies. Supervisory capacity should be
strengthened to remain relevant and effective.

Cyberattacks pose systemic risk and preventing
them should be a top priority for regulators.
Greater connectivity from digital solutions
expands the number of entry points for cyber
hackers, increasing the risk of successful
cyberattacks. Cybersecurity frameworks are
needed to comprehensively address prevention,
detection, information sharing, monitoring, and
recovery plans.

Improvements in ICT infrastructure are needed
to enable businesses to capitalize on innovative
fintech applications. In many countries, there is a
need to increase the penetration of Internet and
mobile telecommunication facilities, improve
speed, reduce costs, and ensure interoperability of
the mobile payment systems.

Broader reforms of the business environment will
help support fintech. Easing restrictions on foreign
investment could increase the availability of capital
and facilitate a more rapid scaling up through
entry of established fintech companies. A review
of factors constraining private equity and venture
capital and broader capital market reforms are

also needed.

Finally, promoting financial literacy can facilitate
the greater uptake and usage of digital financial
services. Financial literacy programs should be
underpinned by consumer protection frameworks
and may require the development of new legal
rules to clarify rights and obligations within

the new global financial landscape (He and
others 2017).
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Box 5.1. Fintech: A Primer

Financial technology (fintech) is transforming the financial services landscape. Fintech is not new, but rather
has gone through a continuous process of innovation and evolution spanning centuries. However, rapid
technological advances and consumer preferences for digital channels have facilitated new business models and
the entry of more agile nonfinancial companies (telecommunication, technology) to offer “banking-related
services” to clients in core banking areas, including retail and wholesale payments, customer relations, credit
provision, and equity capital raising, as well as financial market infrastructures, wealth management, and
insurance (Figure 5.1.1).

Fintech presents tremendous opportunities. Customers enjoy reduced cost, real-time payments, increased
choice, and greater convenience. Fintech can facilitate greater access to finance for underserved individuals
and small- and medium-sized enterprises, and thereby promote higher and inclusive growth. Governments
can use digital platforms to enhance efficiencies in revenue collections and government payments. Banks can
leverage the technologies to achieve greater efliciencies, strengthen risk management, and enhance regulatory
compliance (see Lukonga, forthcoming; FSB 2017).

Figure 5.1.1. Fintech Innovations and Financial Stability

This box was prepared by Inutu Lukonga.
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Box 5.1 (continued)

Fintech also has financial stability implications. Credit, liquidity, concentration, and operational risks as well
as macro-financial and other risks to financial stability, such as procyclicality, shadow banking, and financial
integrity, also apply. Although these risks are not new, they may be accentuated given the speed of growth
of Fintech, new forms of interconnectedness, and increased dependency on, and possible concentration in,
third-party service providers (cloud computing, data services) that are outside the regulatory perimeter. The
emergence of systemically important fintech companies, disruptions from big technology companies (like
Amazon, Apple, Facebook, and Google) and increased cyber risks (see FSB 2017) are also potential risks.
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100

Box 5.2. Fintech: International Experience

Selected country experiences with financial technology (fintech) point to the importance of balancing
regulatory oversight with the flexibility to innovate and the need to manage cyber risks. Growth drivers have
included enabling regulations and policies, dedicated incubators and accelerators, close engagement with
industry participants (both incumbents and fintech companies), clarity of directives, availability of seed and
growth capital (including openness to foreign investment), quality of Internet and mobile infrastructure,
availability of local talent, market structure, and degree of financial development.

In the United States, fintech companies cover all financial segments, and their growth is underpinned by
high-quality infrastructure and abundant talent and capital. Government support has been limited, and the
regulatory uncertainty caused by the mixture of multiple federal and state regulators is cited by the industry
as a dampening factor. Governance, weak internal controls, and asset quality problems plagued some of

the marketplace lending firms (for example, the Lending Club). State-of-the-art technical measures for
cybersecurity have been developed. Nevertheless, some successful cyberattacks have resulted in customer
data breaches.

‘The United Kingdom has experienced high growth in peer-to-peer platforms, online payments, data and
analytic products, capital market trading, and insurance. This growth has been underpinned by favorable
government and regulatory support. In 2014, the United Kingdom’s Financial Conduct Authority launched
the Project Innovate program, which includes an innovation hub and regulatory sandbox. Banks are also
required to direct small businesses to alternative finance providers if they are unable to fulfill their financing
needs themselves. Though credit by fintechs is still small, the market share of digital first, mobile-only banks
(“challenger” banks), and alternative finance providers jumped from 4 percent in 2012 to 12 percent in 2014
(Ernst and Young 2016b). Prudential oversight of peer-to-peer lending has enabled significant credit growth
through lending platforms while concurrently containing credit risks. The United Kingdom has also invested
significantly in cybersecurity, but the recent Wannacry cyberattack exposed vulnerabilities in several financial
and nonfinancial companies, indicating that continuous defense efforts are needed.

In China, fintech growth is driven by fast e-commerce growth, rapid increases in online and mobile
penetration, and a large number of consumers underserved by incumbent financial institutions, combined
with regulatory support and easy access to capital. Underbanked (or unbanked) individuals and small and
medium-sized enterprises have significantly benefited from peer-to-peer lending platforms and e-commerce
companies leveraging users’ merchant data. Prudential regulations and a data privacy framework have been
introduced in response to recent challenges in the peer-to-peer sector, as well as data breaches, but regulations
remain comparatively lax. China introduced more rigorous cybersecurity laws in the aftermath of the global
Wannacry ransomware attack, which affected some bank operations (Ernst and Young 2016a).

Successful models of digital financial inclusion have emerged in sub-Saharan Africa, along with new regulatory
and supervisory approaches. Some examples include the M-Pesa model in Kenya, which deployed mobile
technology to reach 80 percent of households within four years (World Bank 2016). The Central Bank of
Kenya also adopted a functional (rather than an institutional) approach to regulation in which banks and
nonfinancial corporations (including mobile network operators) are permitted to provide mobile money
services. West African countries have also successfully deployed technology for cross-border financial services,
including remittances.

This box was prepared by Inutu Lukonga.
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Statistical Appendix

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

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

A number of assumptions have been adopted for the projections presented in the Regional
Economic Ontlook: Middle East and Central Asia. It has been assumed that established policies of
national authorities will be maintained, that the price of oil' will average US$50.28 a barrel in
2017 and US$50.17 a barrel in 2018, and that the six-month London interbank offered rate
(LIBOR) on US-dollar deposits will average 1.4 percent in 2017 and 1.9 percent in 2018. These
are, of course, working hypotheses rather than forecasts, and the uncertainties surrounding
them add to the margin of error that would in any event be involved in the projections. The
2017 and 2018 data in the figures and tables are projections. These projections are based on
statistical information available through early September 2017.

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

All data for Syria are excluded for 2011 onward.

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

What’s new: Somalia data are included in MENAP group aggregates.

Data in Tables 7 and 8 relate to the calendar year for all aggregates and countries, except for
Iran, for which the Iranian calendar year (beginning on March 21) is used.

Data for the West Bank and Gaza are included in all tables except in 3-6, 8, 10, 13, and 14.
In Tables 3, 6, 13, and 14, “oil” includes gas, which is also an important resource in several countries.
REO aggregates are constructed using a variety of weights as appropriate to the series:

e Aggregates for data relating to the domestic economy (Tables 1, 3, 7-8, and 10-17), whether
growth rates or ratios, are weighted by GDP valued at purchasing power parities (PPPs) as a share
of total MCD or group GDP. Country group aggregates for the growth rates of broad money
(Table 9) are weighted by GDP converted to US dollars at market exchange rates (both GDP and
exchange rates are averaged over the preceding three years) as a share of MCD or group GDP.

e Aggregates relating to the external economy in nominal terms (Tables 18-20 and 22)
are sums of individual country data. Aggregates relating to the external economy as a
percentage of GDP (Tables 21 and 23) are weighted by GDP in US dollars as a share of
MCD or group GDP in US dollars.

e Some aggregates in Tables 2 and 6 are sums of the individual country data.
The following conventions are used in this publication:

e In tables, ellipsis points (. . .) indicate “not available,” and 0 or 0.0 indicates “zero” or
“negligible.” Minor discrepancies between sums of constituent figures and totals are due
to rounding,

!Simple average prices of UK Brent, Dubai, and West Texas Intermediate crude oil.
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REGIONAL ECONOMIC OUTLOOK: MIDDLE EAST AND CENTRAL ASIA

Table 1. Real GDP Growth and Nominal GDP

Real GDP Growth Nominal Gross Domestic Product
(Annual change; percent) (Billions of U.S. dollars)
Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP 3.5 2.7 5.0 2.6 3.5 3,0044 3,117.3 3,112.7 2,699.8 2,818.4
Oil exporters 3.5 21 5.6 1.7 3.0 2,299.8 2,169.1 2,143.0 2,302.4 2,381.1
Algeria 3.0 3.7 3.3 1.5 0.8 188.5 165.9 159.0 175.5 179.9
Bahrain 3.7 2.9 3.0 25 1.7 29.0 31.1 31.9 33.9 35.4
Iran, I.R. of 0.8 -1.6 125 35 3.8 440.9 3754 404 .4 427.7 398.4
Iraq 6.6 4.8 11.0 -0.4 2.9 187.2 179.8 171.7 192.7 202.9
Kuwait 1.7 2.1 25 -2.1 4.1 147.7 114.6 110.9 118.3 125.9
Libya -5.3 -10.3 -3.0 55.1 31.2 51.3 17.8 20.5 33.3 47.5
Oman 4.3 4.2 3.0 0.0 3.7 68.6 69.8 66.3 71.9 75.3
Qatar’ 9.4 3.6 2.2 25 3.1 163.7 164.6 155.8 166.3 180.9
Saudi Arabia 41 41 1.7 0.1 1.1 644.4 654.3 646.4 678.5 708.5
United Arab Emirates 2.8 3.8 3.0 1.3 34 343.8 357.9 348.7 378.7 400.9
Yemen 1.0 -28.1 -9.8 -2.0 8.5 34.6 37.7 27.3 25.7 25.6
Oil importers 3.3 3.9 3.6 4.3 4.4 794.6 948.2 969.8 397.4 437.3
Afghanistan, Rep. of 9.6 1.3 24 25 3.0 17.7 20.1 19.5 211 22.5
Djibouti 4.8 6.5 6.5 7.0 7.0 1.3 1.7 1.9 2.1 2.3
Egypt 3.3 4.4 43 41 4.5 258.1 332.1 332.3
Jordan 3.2 2.4 2.0 23 25 29.9 37.6 38.7 40.5 42.6
Lebanon 4.4 0.8 1.0 1.5 2.0 41.9 49.5 50.5 52.7 55.0
Mauritania 4.3 0.9 1.7 3.8 3.0 49 4.8 47 5.0 5.1
Morocco 3.9 4.5 1.2 4.8 3.0 100.4 101.2 103.6 110.7 118.6
Pakistan 3.0 4.1 45 5.3 5.6 209.8 270.6 278.9 . ..
Somalia . 3.6 3.2 24 35 . 6.1 6.3 6.5 6.8
Sudan 1.6 4.9 3.0 3.7 3.6 64.2 81.4 91.2 119.0 145.2
Syrian Arab Republic
Tunisia 2.1 1.1 1.0 2.3 3.0 454 43.2 421 39.9 39.3
CCA 5.7 31 25 3.6 3.7 367.9 375.7 312.6 345.1 370.3
Oil and gas exporters 6.0 3.1 2.4 3.5 3.7 330.1 336.7 274.2 304.6 327.6
Azerbaijan 3.9 0.6 -3.1 -1.0 1.3 63.2 50.8 37.6 39.2 42.8
Kazakhstan 5.2 1.2 1.1 3.3 2.8 187.0 184.4 133.7 156.2 170.3
Turkmenistan 6.5 6.2 6.5 6.3 31.7 36.0 36.2 41.7 46.5
Uzbekistan 8.2 8.0 7.8 6.0 6.0 48.2 65.4 66.8 67.5 68.0
Oil and gas importers 3.8 3.8 3.3 3.9 3.8 37.7 39.1 38.4 40.6 42.7
Armenia 1.1 3.3 0.2 3.5 2.9 10.2 10.6 10.6 11.0 11.5
Georgia 4.0 29 2.7 4.0 4.2 14.2 14.0 14.3 15.2 16.7
Kyrgyz Republic 3.9 3.5 3.8 3.5 3.8 6.2 6.7 6.6 71 7.3
Tajikistan 6.6 6.0 6.9 4.5 4.0 71 7.9 6.9 7.2 71
Memorandum
MENA 3.5 2.6 5.1 2.2 3.2 2,866.9 2,826.6 2,814.4 2,678.8 2,795.9
MENA oil importers 3.2 3.9 3.2 3.9 3.9 567.1 657.6 671.4 376.3 414.8
Arab Countries in Transition? 3.3 4.0 3.4 4.0 4.0 433.8 514.0 516.7 191.1 200.4
GCC 4.1 3.8 2.2 0.5 22 1,397.2 1,392.4 1,360.0 1,447.6 1,526.8
Non-GCC oil exporters 29 0.1 9.5 3.1 3.8 902.5 776.6 783.0 854.8 854.3
Arab World 41 3.4 3.3 2.0 3.1 2,426.0 2,451.2 2,409.9 2,251.1 2,397.5
West Bank and Gaza® 6.2 3.4 4.1 3.1 3.0 10.5 12.7 13.6 14.3 15.0

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

1 Qatar’s data since 2010 reflect the recently-published national accounts based on 2013 constant prices; data prior to 2010 are from Haver Analytics.
2Due to data volatility aggregate excludes Libya and Yemen.

3West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 2. Qil Exporters: Oil and Non-Oil Real GDP Growth; and Crude Oil and Natural Gas Production

Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
Oil GDP Non-Oil GDP
(annual percent change) (annual percent change)

MENAP oil exporters -0.2 5.1 19.4 1.0 6.5 5.3 0.6 1.1 2.6 2.5
Algeria -39 0.2 7.7 1.3 2.8 7.0 5.0 2.3 1.5 0.3
Bahrain 2.2 -0.1 -0.1 -0.3 0.0 4.2 3.6 3.7 3.1 2.1
Iran, L.R. of -6.5 7.2 61.6 25 3.9 2.9 -3.1 3.3 3.7 3.7
Iraq 515) 18.4 24.6 -1.5 34 8.0 -9.6 -8.1 1.5 2.0
Kuwait 1.0 1.1 2.0 -6.0 4.6 3.1 3.5 3.2 3.5 35
Libya
Oman 3.0 4.2 2.6 -2.8 4.0 5.7 4.2 34 25 3.5
Qatar? 8.5 -0.5 -1.0 0.4 14 109 8.2 5.6 4.6 4.7
Saudi Arabia 1.3 5.3 3.8 -1.9 0.9 6.7 3.2 0.2 1.7 1.3
United Arab Emirates 22 54 3.8 -2.9 &2 &l 3.2 27 &8 34
Yemen 4.1 -61.0 -87.0 143.3 334.2 0.8 -25.0 -6.0 -3.0 3.0

CCA Oil Exporters 3.0 -1.6 -1.6 4.7 813 7.0 &l 1.7 24 3.0
Azerbaijan 0.5 0.3 -0.8 -3.4 -1.0 7.7 1.1 —4.4 0.6 2.8
Kazakhstan 2.3 -2.6 -1.2 7.6 3.8 6.4 25 1.8 2.0 25
Turkmenistan 0.1 —4.8 4.3 7.5 9.8 11.5 7.4 5.8
Uzbekistan

Memorandum
GCC 253 4.2 3.0 -23 1.9 5.9 3.8 1.8 2.6 24
Non-GCC oil exporters -3.1 6.2 38.2 4.6 11.6 4.7 -3.4 0.3 2.6 2.6

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

MENAP Oil Exporters 24.5 25.8 28.1 27.5 28.6 12.2 13.7 14.0 14.7 15.3
Algeria 1.1 1.0 1.0 1.0 1.0 1.5 1.5 1.7 1.7 1.8
Bahrain 0.2 0.2 0.2 0.2 0.2 0.3 0.4 0.4 0.4 0.4
Iran, I.R. of?2 &2 29 &1/ 3.8 3.9 8.3 3.9 4.0 4.2 4.6
Iraq 27 3.7 4.6 4.6 4.7 0.0 0.0 0.0 0.0 0.0
Kuwait 2.7 29 3.0 2.7 2.8 0.2 0.3 0.3 0.2 0.3
Libya 1.1 0.4 0.4 0.8 1.0 0.1 0.0 0.0 0.1 0.1
Oman 0.9 1.0 1.0 1.0 1.0 0.6 0.7 0.7 0.7 0.7
Qatar 0.7 0.6 0.6 0.6 0.6 3.3 3.9 3.9 4.1 4.1
Saudi Arabia 9.1 10.2 10.5 10.0 10.1 1.8 2.0 21 22 22
United Arab Emirates 2.6 29 3.0 2.9 3.0 0.9 1.0 1.0 1.0 1.1
Yemen 0.2 0.1 0.0 0.0 0.1 0.1 0.1 0.0 0.0 0.1

CCA Oil Exporters 2.8 2.7 2.7 2.8 29 1.3 1.5 1.5 1.6 1.8
Azerbaijan 0.9 0.8 0.8 0.8 0.8 0.3 0.3 0.3 0.3 0.4
Kazakhstan 1.7 1.6 1.6 1.7 1.8 0.0 0.0 0.0 0.0 0.0
Turkmenistan 0.2 0.3 0.2 0.2 0.3 1.1 1.2 1.2 1.3 1.4
Uzbekistan

Memorandum
GCC 16.2 17.7 18.3 17.4 17.8 7.2 8.3 8.4 8.7 8.8
Non-GCC oil exporters 8.3 8.1 9.8 10.1 10.8 5.0 5.5 5.7 6.0 6.5

Sources: National authorities; and IMF staff estimates and projections.
1 Qatar’s data since 2010 reflect the recently published national accounts based on 2013 constant prices; data prior to 2010 are from Haver Analytics.

2Including condensates.
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Table 3. General Government Fiscal Balance and Total Government Gross Debt

General Government Fiscal Balance,

Including Grants

Total Government Gross Debt

(Percent of GDP) (Percent of GDP)
Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP -0.5 -8.6 -9.3 -5.7 -4.6 32.0 41.8 47.2 48.2 47.6
Oil exporters 2.7 -9.3 -10.6 -5.2 -41 15.0 25.6 31.5 321 33.4
Algeria -3.8 -15.7 -13.7 -35 -1.2 9.0 8.8 20.6 17.7 17.7
Bahrain' -5.0 -18.4 -17.8 -13.2 -11.9 347 66.0 82.3 90.6 98.6
Iran, I.R. of12 -0.7 -1.8 -2.6 -2.2 -22 109 42.3 34.5 32.1 30.8
Iraq -3.2 -12.3 -14.1 -5.1 -47 46.6 55.1 66.9 63.8 65.3
Kuwait' 29.1 5.8 0.3 1.5 1.5 8.6 11.0 18.5 271 33.0
Libya -10.7 -126.6 -102.7 -43.0 -233 182 164.8 193.7 140.8 110.4
Oman' 3.8 -15.7 -21.6 -13.0 -11.4 54 15.3 33.6 44.5 50.8
Qatar 13.0 5.6 -39 -1.0 05 36.1 34.9 56.5 54.4 54.4
Saudi Arabia’ 3.9 -15.8 -17.2 -8.6 -7.2 5.8 5.8 13.1 17.0 20.7
United Arab Emirate3 3.2 -3.4 —4.1 -3.7 -22 186 18.7 20.7 20.7 20.8
Yemen -6.0 -10.6 -13.5 -9.9 -6.6 47.0 66.7 85.4 83.5 71.0
Oil importers -7.2 -7.3 -6.8 -6.6 -5.6 67.7 75.3 80.2 81.2 76.4
Afghanistan, Rep. of -0.6 -1.4 0.1 0.4 0.2 106 9.1 8.0 7.6 6.8
Djibouti -4.5 -21.7 -18.2 -1.6 -0.7 46.9 33.7 31.9 29.0 26.9
Egypt -9.8 -11.4 -10.9 -9.5 -7.3 758 88.5 96.9 101.2 88.8
Jordan'# -8.4 -5.3 -3.2 -2.5 -04 765 93.4 95.1 95.6 93.5
Lebanon' -7.5 -7.6 -9.3 -9.9 -10.3 137.3 142.2 148.7 152.3 156.1
Mauritania'-® -1.1 -3.4 -0.3 -0.6 -1.8 777 98.4 99.3 77.3 79.9
Morocco! -5.0 —4.2 —4.1 -3.5 -3.0 549 63.7 64.7 62.8 62.4
Pakistan® -6.6 -5.3 —4.4 -5.7 -54 614 63.3 67.6 68.0 68.7
Somalia
Sudan -1.8 -1.9 -1.8 -2.4 -26 796 72.6 66.5 53.5 47.9
Syrian Arab Republic -5.5 ... 306
Tunisia -4.2 -5.3 -5.9 -5.9 -53 4438 57.2 62.9 69.2 72.2
CCA 3.5 -3.5 -2.2 -3.4 -1.0 145 24.5 27.4 25.6 25.5
Oil and gas exporters 4.3 -3.5 -1.7 -3.3 -0.7 11.6 21.9 24.9 22.6 22.2
Azerbaijan’ 6.5 -4.8 =11 -0.3 0.7 129 35.0 51.1 46.4 411
Kazakhstan 2.9 -6.3 —4.1 -6.6 -20 M7 21.9 21.0 17.4 17.7
Turkmenistan” 3.8 -0.7 -1.3 -1.1 -0.1 124 19.4 23.9 25.9 30.2
Uzbekistan 5.7 2.8 2.7 0.3 0.7 9.2 11.5 12.8 14.1 14.4
Oil and gas importers -3.5 -3.1 -6.1 —4.2 -3.7 39.2 45.6 48.6 50.4 52.5
Armenia’ -3.4 -4.8 -5.6 -3.3 -2.7 36.6 46.8 53.5 55.8 58.3
Georgia® -4.6 -3.8 —4.1 -3.8 -38 375 41.4 44.6 41.3 42.7
Kyrgyz Republic -3.4 -1.2 —4.5 -3.0 24 524 64.9 58.1 56.9 58.0
Tajikistan -1.8 -1.9 -10.6 -6.5 -54 331 34.3 41.8 52.4 56.2
Memorandum
MENA 0.2 -9.1 -10.0 -5.7 -4.5 28.7 39.5 45.0 46.1 45.3
MENA oil importers -7.7 -8.5 -8.2 -7.4 -58 727 83.8 89.2 90.6 82.9
Arab Countries in Transition® -8.4 -9.3 -8.9 -7.8 -6.0 69.6 81.8 88.5 91.7 83.2
GCC 6.9 -9.2 -11.9 -6.3 -5.0 121 13.5 22.0 25.5 28.6
Non-GCC oil exporters -1.9 -9.3 -9.1 -4.1 -3.2 1841 40.3 42.2 39.4 38.6
Arab World 0.4 -10.7 -11.8 -6.6 -51 3341 38.9 47.5 49.4 48.8
West Bank and Gaza'%!! -16.8 -11.4 -8.0 -8.4 -78 315 39.2 35.2 37.5 39.5

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

1 Central government.

2 Includes National Development Fund but excludes Targeted Subsidy Organization.
3 Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah. Total goverment gross debts includes banking

system claims only. Excludes debt raised by federal and Emirati governments in the international markets.
4 Central government. Includes transfers to electric company (4.3 and 2.7 percent of GDP in 2013 and 2014).

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

bank debts.
6 Debt figures include IMF obligations.
7 State government.

8 Fiscal balance reported according to GFSM1986.

9 Due to data volatility aggregate excludes Libya and Yemen.

10 Excluding grants.

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

General Government Total Revenue,

General Government Total Expenditure and

excluding grants Net Lending
(Percent of GDP) (Percent of GDP)
Average __Projections _ Average __Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP 30.3 24.6 22.8 245 25.2 30.9 33.1 31.8 30.0 29.6
Oil exporters 35.6 27.6 24.8 27.3 28.0 32.7 36.3 34.4 31.9 31.5
Algeria’ 37.0 30.6 29.0 32.3 30.9 40.9 46.3 42.7 35.8 321
Bahrain? 23.7 17.3 15.6 17.9 18.9 22.0 12.6 13.1 17.3 17.5
Iran, |.R. of 23 17.3 16.1 17.3 18.8 18.8 16.3 16.1 17.0 18.8 18.8
Iraq 42.8 30.3 27.4 35.9 36.4 47.7 42.6 415 41.0 411
Kuwait? 70.3 60.2 53.2 52.1 51.2 41.2 54.4 52.9 50.6 49.8
Libya 67.5 495 28.8 42.4 41.6 78.2 176.1 131.4 85.4 64.9
Oman? 45.0 33.6 291 321 32.5 42.7 50.8 51.1 46.3 45.8
Qatar 43.8 471 33.3 325 31.9 30.8 41.5 37.2 33.5 31.4
Saudi Arabia? 39.5 25.0 214 25.0 277 35.5 40.7 38.6 33.6 35.0
United Arab Emirates* 35.0 29.0 28.5 26.8 27.3 31.8 324 32.6 30.4 29.5
Yemen 23.6 12.4 10.8 10.7 16.2 31.7 235 244 20.6 24.0
Oil importers 19.1 18.4 18.6 19.0 19.5 27.2 26.7 26.2 26.3 25.8
Afghanistan, Rep. of 9.8 10.0 10.7 10.7 11.1 23.2 25.9 26.0 254 26.3
Djibouti 28.2 30.3 29.2 27.2 26.9 341 37.2 33.6 30.9 29.9
Egypt 21.9 21.0 21.0 215 222 32.8 33.4 32.1 31.1 29.5
Jordan? 223 217 22.5 25.0 25.0 34.1 29.1 29.0 30.4 30.7
Lebanon? 222 19.4 19.8 19.9 21.8 29.8 26.9 29.1 29.8 32.0
Mauritania®5 23.0 27.5 26.0 244 246 25.2 32.7 28.3 26.8 28.2
Morocco?® 27.3 26.0 25.1 25.0 252 32.7 30.7 30.2 29.4 28.9
Pakistan 13.5 14.3 15.3 15.5 16.1 20.4 19.8 19.9 213 217
Somalia 1.9 1.8 21 24
Sudan 14.2 10.7 9.7 9.5 8.9 16.4 12.9 11.8 12.2 11.8
Syrian Arab Republic 22.3 22.2
Tunisia 241 23.2 22.6 24.0 24.5 28.7 28.8 28.7 30.2 30.0
CCA 29.5 23.9 23.8 24.4 245 26.5 27.7 26.4 28.3 25.9
Oil and gas exporters 30.0 23.5 23.5 24.2 24.3 26.0 27.2 25.4 27.6 251
Azerbaijan?” 40.8 33.0 335 36.9 SEN 35.4 38.7 35.6 38.1 35.4
Kazakhstan 24.7 16.6 18.0 19.3 19.7 21.7 229 221 25.9 21.7
Turkmenistan® 18.8 16.5 12.8 12.2 13.0 15.1 17.2 141 13.3 13.1
Uzbekistan 37.5 34.4 32.5 30.5 31.1 32.0 31.6 29.7 30.1 30.4
Oil and gas importers 25.3 26.8 26.5 26.2 26.2 31.2 321 35.0 33.3 324
Armenia27? 20.9 20.9 20.8 21.8 21.9 26.4 27.5 28.5 26.4 26.3
Georgia 27.0 271 27.5 275 26.6 33.0 31.9 325 8228 314
Kyrgyz Republic 30.5 33.5 325 32.3 31.6 38.6 38.7 417 42.7 38.9
Tajikistan 23.1 27.0 25.8 23.8 254 271 31.8 394 33.9 345
Memorandum
MENA 324 26.0 23.8 25.8 26.4 32.2 34.8 33.3 31.2 30.6
MENA oil importers 221 20.8 20.6 21.0 21.5 30.6 30.3 29.4 28.9 28.0
Arab Countries in Transition® 23.0 221 22.0 22,5 23.0 325 32.3 31.3 30.7 29.5
GCC 41.9 31.5 27.3 28.8 30.3 35.0 40.4 38.7 34.9 35.1
Non-GCC oil exporters 28.7 22.8 22.0 25.6 25.5 30.1 ilE) 29.6 28.5 27.6
Arab World 36.0 28.1 25.3 27.4 28.3 36.0 38.9 371 34.1 33.5
West Bank and Gaza”* 20.3 21.7 255 23.7 23.7 371 33.1 33.5 321 31.5
Sources: National authorities; and IMF staff estimates and projections.
T Including special accounts.
2 Central government.
3Includes National Development Fund but excludes Targeted Subsidy Organization.
4 Consolidated accounts of the federal government and the emirates Abu Dhabi, Dubai, and Sharjah.
5Includes oil revenue transferred to the oil fund.
6 State government.
7 Expenditures do not include statistical discrepancy.
8 Due to data volatility aggregate excluding Libya and Yemen.
9 West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 5. Qil Exporters: Non-Qil Fiscal Balance and Revenue; Fiscal and External Breakeven Oil Prices

Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
Non-Oil Fiscal Balance Non-Oil Revenue
(Percent of non-oil GDP) (Percent of non-oil GDP)

MENAP oil exporters -43.0 -35.4 -30.1 —-28.0 -25.5 11.9 12.8 14.7 14.4 15.9
Algeria -41.2 -36.8 -29.0 -20.4 -17.7 19.2 20.1 22.7 235 21.8
Bahrain’ -33.8 -37.1 -33.7 -30.6 -28.5 3.7 4.1 4.0 4.9 6.4
Iran, I.R. of 12 -11.9 -8.6 -9.6 -11.3 -10.6 9.8 11.1 13.1 13.0 13.7
Iraq -69.6 —46.1 —45.6 —49.9 —45.1 6.4 4.1 6.2 6.4 7.3
Kuwait' -78.7 —67.6 -58.3 -55.5 -54.4 32.5 324 30.6 294 28.0
Libya
Oman'’ —65.3 -59.1 -50.0 —44.5 -41.7 13.5 9.9 12.0 11.6 12.9
Qatar -51.9 -52.5 -324 —26.6 -22.6 15.0 15.1 19.7 21.5 22.2
Saudi Arabia’ -58.9 —47.1 —40.6 -35.9 -32.6 7.5 9.4 11.4 10.9 15.4
United Arab Emirates® -33.2 -22.6 -17.8 -18.3 -16.1 15.5 18.8 21.2 18.6 19.5
Yemen* -26.0 -14.5 -15.9 -13.6 -15.9 11.8 10.2 8.6 7.6 9.7

CCA Oil Exporters -18.2 -18.3 -13.9 -17.6 -12.9 16.3 12.6 15.8 15.1 15.3
Azerbaijan’ -36.7 -30.3 -29.3 -29.5 -25.7 .. . ... . e
Kazakhstan -12.2 -15.6 -10.1 -16.0 -10.3 16.8 12.2 16.7 16.1 16.3
Turkmenistan® -9.3 -8.4 -5.3 -5.6 -4.7 13.0 14.4 11.4 104 11.0
Uzbekistan

Memorandum

GCC -54.8 —45.1 -37.2 -33.5 -30.6 12.5 13.9 15.9 15.1 17.8

Non-GCC oil exporters -29.7 -23.5 -22.0 -21.8 -19.8 11.2 11.6 13.4 13.6 13.9

Fiscal Breakeven Oil Price® External Breakeven Oil Prices’”
(US dollars per barrel) (US dollars per barrel)

MENAP Oil Exporters
Algeria 106.4 106.8 100.3 63.8 54.9 73.6 84.5 73.3 72.0 67.2
Bahrain 113.5 118.7 105.7 99.0 95.2 66.0 60.8 64.6 70.7 69.5
Iran, L.R. of 89.4 441 58.4 54.7 57.2 57.9 229 27.6 26.2 25.6
Iraq 101.6 58.5 46.7 541 56.2 86.1 55.0 46.3 53.8 54.6
Kuwait 45.1 47.2 43.1 46.5 471 33.8 45.0 46.8 49.9 50.8
Libya 110.7 199.9 244.5 102.0 78.1 91.7 98.1 742 46.8 36.0
Oman 78.9 101.9 88.9 83.6 76.3 69.7 85.7 65.2 747 75.1
Qatar 61.7 50.9 50.0 46.8 47.2 52.3 39.3 48.6 44.2 46.0
Saudi Arabia 82.3 94.0 96.6 731 70.0 57.7 69.7 49.8 48.2 49.4
United Arab Emirates 82.2 64.7 60.7 68.0 61.7 58.3 38.2 36.8 44.2 44.0
Yemen* 179.1 305.0 364.0 125.0 145.0

CCA Oil Exporters
Azerbaijan 722 67.5 49.8 55.1 52.2 50.0 51.0 421 451 36.4
Kazakhstan . 63.9 61.6 60.6 60.6 86.7 84.5 86.7 82.7 81.5
Turkmenistan 83.6 53.6 57.1 58.5 53.0 93.2 65.7 71.4 74.5 72.3
Uzbekistan

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

1 Central government.

2Includes National Development Fund but excludes Targeted Subsidy Organization.

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

5 State government.

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

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

(Billions of US Dollars) (Percent of GDP)
Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP 258.9 -116.5 -128.2 -34.0 -29.0 8.0 -3.7 -4.1 -1.9 -1.6
Oil exporters 293.2 -75.2 -76.5 -9.9 -5.5 12.2 -3.5 -3.6 -0.4 -0.2
Algeria 6.0 -27.3 —26.3 -22.9 -19.4 3.3 -16.5 -16.5 -13.0 -10.8
Bahrain 1.7 -0.8 -1.5 -1.6 -1.5 5.8 -2.4 -4.7 -4.6 -4.2
Iran, |.R. of 25.5 9.0 16.4 21.6 23.4 55 2.4 4.1 5.1 5.9
Iraq 4.9 -11.6 -14.9 -12.2 -13.6 1.6 -6.5 -8.7 -6.3 -6.7
Kuwait &85.7/ 4.0 -5.0 -0.7 -1.7 36.7 3.5 -4.5 —0.6 -1.4
Libya 5.3 -9.3 —4.6 0.6 4.7 0.2 -52.6 —22.4 1.8 9.8
Oman 5.1 -10.8 -12.3 -10.3 -9.9 71 -15.5 -18.6 -14.3 -13.2
Qatar 42.4 13.8 -7.7 3.9 1.8 241 8.4 -4.9 2.3 1.0
Saudi Arabia 103.4 -56.7 -27.5 43 2.8 15.2 -8.7 -4.3 0.6 0.4
United Arab Emirates 44.3 16.7 8.4 7.9 8.5 12.0 4.7 24 2.1 2.1
Yemen -1.2 -2.1 -1.5 -0.6 -0.6 -3.8 -55 -5.6 -2.3 24
Oil importers -34.3 -41.3 -51.7 -24.0 -23.5 -4.3 -4.4 -5.3 -5.3 -4.8
Afghanistan, Rep. of 3.0 0.6 1.4 1.0 0.4 19.1 3.0 71 4.7 1.6
Djibouti -0.2 -0.5 -0.6 -0.4 -04 -14.0 -31.8 -30.4 -21.0 -18.2
Egypt 6.1 -12.0 -19.8 -2.5 -3.6 -6.0 -5.9 -3.8
Jordan -2.8 -34 -3.6 -34 -35 -9.3 -9.1 -9.3 -8.4 -8.3
Lebanon -8.9 -9.3 -94 -9.5 -9.2 -20.8 -18.7 -18.6 -18.0 -16.8
Mauritania -0.9 -1.0 -0.7 -0.7 -05 -16.7 -19.7 -14.9 -14.2 -9.6
Morocco —-6.8 -2.2 —4.5 -4.4 -3.4 -6.7 -2.1 -4.4 —4.0 -2.9
Pakistan -3.9 -2.7 -4.9 -2.0 -1.0 -1.7 -4.0 -4.9
Somalia e -0.4 -0.6 -0.7 -0.7 e -7.2 -10.1 -11.1 -10.7
Sudan -3.9 -6.5 -5.1 -2.3 -2.9 -6.2 -8.0 -5.6 -1.9 -2.0
Syrian Arab Republic -1.6 -2.9
Tunisia -3.1 -3.8 -3.8 -35 -3.3 -6.8 -8.9 -9.0 -8.7 -8.4
CCA 11.9 -13.4 -20.0 -16.8 -15.4 3.2 -3.6 -6.4 -4.9 -4.2
Oil and gas exporters 15.3 -9.9 -17.0 -13.3 -11.9 4.6 -3.0 -6.2 -4.4 -3.6
Azerbaijan 13.2 -0.2 -1.4 0.7 1.1 214 -0.4 -3.6 1.9 25
Kazakhstan 2.6 -5.1 -8.5 -8.3 -6.5 1.1 -2.8 -6.4 -5.3 -3.8
Turkmenistan -2.1 -5.1 -7.6 —-6.4 -6.7 -7.5 -14.0 -21.0 -15.4 -14.3
Uzbekistan 1.6 0.5 0.5 0.6 0.2 35 0.7 0.7 0.9 0.3
Oil and gas importers -34 -3.5 -3.0 -3.5 -3.5 -9.0 -8.9 -7.9 -8.6 -8.2
Armenia -1.1 -0.3 -0.2 -0.4 -04 -10.9 -2.6 -2.3 -3.6 -3.2
Georgia -1.5 -1.7 -1.9 -1.8 -1.8 -10.3 -12.0 -13.3 -11.9 -10.7
Kyrgyz Republic -0.4 -1.1 -0.6 -0.8 -0.9 -5.0 -16.0 -9.7 -11.6 -12.0
Tajikistan -0.5 -0.5 -0.3 -0.5 -0.4 -6.7 -6.0 -3.8 -6.3 -6.2
Memorandum
MENA 259.9 -114.4 -124.7 -35.0 -29.4 8.7 -4.0 -4.4 -1.7 -1.3
MENA oil importers -33.4 -39.2 —48.2 -25.0 -23.9 -5.9 -6.0 -7.2 -6.4 -5.0
Arab Countries in Transition’ -18.8 -21.5 -31.8 -11.3 -10.2 -4.3 -4.2 -6.1 -5.9 -4.3
GCC 252.7 -33.9 —45.6 3.5 0.0 17.2 -2.4 -3.4 0.2 0.0
Non-GCC oil exporters 40.5 -41.3 -30.9 -13.5 -5.5 4.3 -5.3 -3.9 -1.6 -0.6
Arab World 234.4 -123.4 -141.1 -56.6 -52.8 9.2 -5.0 -5.9 -2.8 -2.3
West Bank and Gaza? -1.7 -2.1 -1.3 -1.9 -2.0 -15.9 -16.3 -9.9 -13.1 -13.2

Sources: National authorities; and IMF staff estimates and projections.
1 Due to data volatility aggregate excludes Libya and Yemen.
2 West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 7. Gross Official Reserves and Total Gross External Debt

Gross Official Reserves

Total Gross External Debt

(Months of imports) (Percent of GDP)1
Average Projections Average Projections

2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP 12.0 12.8 1.1 10.2 9.7 28.8 34.2 38.8 40.5 41.5
Oil exporters 14.0 14.8 12.6 1.4 10.9 26.1 33.2 39.0 38.8 40.7
Algeria 341 28.4 223 19.3 16.3 24 1.8 25 24 25
Bahrain 25 1.9 1.2 1.1 1.3 1571 174.4 184.6 193.2 203.5
Iran, |.R. of 12.8 17.5 14.5 16.8 191 3.1 2.7 22 2.0 23
Iraq 10.1 9.2 6.7 6.2 6.0 39.1 36.8 39.3 38.3 40.9
Kuwait 71 6.4 6.8 6.8 6.8 26.2 36.5 42.7 50.5 55.8

Libya
Oman 5.1 6.7 7.5 7.0 6.6 38.2 51.7 70.4 75.5 80.7
Qatar 7.2 6.9 6.2 5.3 5.3 83.3 110.6 147.8 136.6 130.9
Saudi Arabia? 31.2 36.8 33.8 29.8 27.8 15.0 13.8 19.8 221 24.3
United Arab Emirates 21 3.6 3.2 2.8 2.6 445 62.9 66.2 61.6 58.9
Yemen 54 2.7 1.2 0.7 0.8 18.2 155 20.3 19.8 18.7
Oil importers 5.3 5.8 5.9 6.2 5.7 36.5 36.4 38.4 44.5 43.3
Afghanistan, Rep. of 8.7 10.9 11.0 10.5 9.8 8.6 6.1 6.4 6.4 6.1
Djibouti 3.7 3.2 3.6 3.8 3.6 53.5 69.3 85.3 87.4 87.8
Egypt 3.9 3.3 2.9 5.1 4.7 14.5 14.5 16.8 322 29.4
Jordan3 6.9 9.2 8.4 8.3 8.6 60.9 65.8 66.9 68.4 70.3
Lebanon* 12.2 14.0 15.6 14.8 134 165.6 175.8 183.9 185.6 184.0
Mauritania 21 3.9 3.7 3.6 3.4 81.9 104.0 109.2 85.4 86.0
Morocco 8.7/ 6.1 6.3 6.0 6.1 27.3 33.4 33.6 341 32.7
Pakistan 27 3.2 3.8 3.1 2.0 29.9 241 26.2 27.2 28.7

Somalia
Sudan 1.7 1.2 1.6 1.7 1.8 65.2 61.1 57.4 46.5 40.5

Syrian Arab Republic 15.2
Tunisia 4.1 41 3.4 41 43 51.9 62.7 64.3 75.2 80.9
7.0 8.5 8.2 8.8 9.2 48.0 57 75.2 71.8 69.9
Oil and gas exporters 8.0 9.9 9.6 10.5 1.1 46.1 54.7 74.0 70.6 68.6
Azerbaijan®5 7.3 3.6 2.9 3.8 4.4 6.4 23.6 45.4 44.0 39.0
Kazakhstan 6.2 8.6 8.1 8.9 9.5 73.9 83.2 122.5 110.1 104.1
Turkmenistan3® . e e . e 12.4 19.4 239 259 30.2
Uzbekistan3 14.9 21.0 21.2 21.4 21.5 14.0 18.1 20.2 22.2 243
Oil and gas importers 3.6 3.6 3.8 3.8 3.8 65.4 78.0 83.8 80.9 80.5
Armenia 4.5 4.7 5.2 5.2 5.3 69.0 84.4 92.8 92.3 90.2
Georgia &7/ 3.6 B15) 3.6 3.6 64.3 86.2 89.5 86.3 83.8
Kyrgyz Republic? 4.4 3.7 4.0 3.9 3.8 80.4 85.2 84.4 731 74.7
Tajikistan 1.3 2.0 23 2.3 22 50.2 48.6 57.8 59.5 63.2

Memorandum

MENA 124 13.2 1.5 10.6 10.1 28.8 35.4 40.3 42.2 43.1
MENA oil importers 5.7 6.2 6.3 6.9 6.6 39.9 42.5 44.4 54.5 51.8
Arab Countries in Transition® 4.8 5.0 4.7 5.7 5.6 24.6 26.0 27.8 40.1 38.7
GCC 12.9 14.0 12.3 10.8 10.1 35.6 45.2 54.6 54.6 55.5
Non-GCC oil exporters 17.2 17.4 13.5 13.2 13.3 10.8 11.2 1.3 1.1 12.6
Arab World 124 12.9 1.2 10.1 9.3 33.7 40.4 46.8 49.2 49.4
West Bank and Gaza’ 1.4 0.9 10.8 8.4 7.7 7.3 7.0

Sources: National authorities; and IMF staff estimates and projections.
1 Nominal GDP is converted to US dollars using period average exchange rate.
2 Saudi Arabia Monetary Agency gross foreign assets.

3 Excludes deposits of nonresidents held in the banking system.

4 Excludes gold and encumbered assets.

5Public and publicly guaranteed debt, as private debt data are not reliable.
6 Due to data volatility aggregate excludes Libya and Yemen.
7West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 8. Consumer Price Inflation and Depository Corporations (Banking System) Credit to Private Sector

Consumer Price Inflation® Credit to Private Sector
(Year average; percent) (Annual change; percent)
Average Projections Average Projections
2009-14 2015 2016 2017 2018 2009-14 2015 2016 2017 2018
MENAP 8.3 5.8 5.7 7.9 6.9 1.2 10.5 8.5 10.9 7.9
Oil exporters 7.7 5.4 4.7 4.4 6.1 12.2 10.7 7.7 6.8 6.8
Algeria 4.9 4.8 6.4 5I5) 4.4 14.4 14.8 10.4 3:3 3.4
Bahrain 22 1.8 2.8 0.9 3.5 4.6 7.6 1.5 1.7 1.6
Iran, I.R. of 20.9 11.9 9.0 10.5 10.1 19.4 16.7 247 17.5 16.9
Iraq 2.7 1.4 0.4 2.0 2.0 29.5 6.2 3.1 6.0 6.0
Kuwait 3.8 3.7 BY5) 25 2.7 43 7.6 2.9 8.1 7.8
Libya 5.3 9.8 271 32.8 321 11.1 25 -8.0 -10.7 -5.7
Oman 2.7 0.1 1.1 3.2 3.2 10.7 13.9 10.1 8.0 7.2
Qatar 0.5 1.8 2.7 0.9 4.8 14.2 19.7 6.5 6.4 9.5
Saudi Arabia 815 22 815) -0.2 5.0 9.5 9.2 24 1.0 1.0
United Arab Emirates 1.2 4.1 1.8 21 2.9 3.5 8.4 5.8 8.3 7.2
Yemen 10.6 39.4 5.0 20.0 29.5 4.6 -22.3 1.3 15.0 15.0
Oil importers 9.7 6.7 7.7 15.0 8.3 8.3 10.0 10.8 20.9 10.4
Afghanistan, Rep. of 4.3 -0.7 44 6.0 6.0 5.1 5.8 -23 4.0 4.2
Djibouti 3.3 2.1 2.7 3.0 3.0 12.8 7.0 -2.3 0.2 17.2
Egypt 10.0 10.4 13.8 29.9 13.0 6.4 16.7 14.2 37.9 8.0
Jordan 3.4 -0.9 -0.8 3.3 1.5 6.0 4.8 10.1 9.1 7.8
Lebanon 3.9 =37 -0.8 3.1 25 13.7 5.9 2.0 4.4 4.4
Mauritania 4.5 0.5 1.5 2.1 3.7 10.9 9.7 8.0 6.5 7.4
Morocco 1.1 1.5 1.6 0.9 1.6 6.5 2.0 4.3 5.9 4.7
Pakistan 1.7 4.5 2.9 4.1 4.8 4.7 5.9 11.1 16.8 16.5
Somalia2 1.4 2.8 2.9 2.7
Sudan 252 16.9 17.8 26.9 19.0 19.9 171 15.3 13.9 13.3
Syrian Arab Republic
Tunisia® 4.4 4.9 3.7 4.5 4.4 1.4 6.2 9.7 71 7.3
CCA 6.7 6.4 10.5 8.9 7.8 16.4 10.9 3.5 1.5 14.0
Oil and gas exporters 6.9 6.6 11.6 9.3 8.2 16.0 10.7 2.8 11.8 14.1
Azerbaijan 3.3 4.0 12.4 12.0 8.0 18.6 141 —24.1 74 12.7
Kazakhstan 6.7 6.7 14.6 7.3 6.5 9.0 4.5 1.2 2.8 7.0
Turkmenistan 7.4 3.6 6.0 6.2 21.0 16.5 21.0 20.0
Uzbekistan 11.6 8.5 8.0 13.0 12.7 343 23.3 28.3 34.9 28.2
Oil and gas importers 5.4 4.8 1.9 5.3 4.7 20.2 12.8 9.8 8.5 13.6
Armenia 5.0 3.7 -1.4 1.9 3.5 22.7 -3.6 14.4 16.2 19.8
Georgia 3.2 4.0 2.1 6.0 3.0 14.2 221 19.6 11.3 14.3
Kyrgyz Republic 8.1 6.5 0.4 3.8 5.1 21.7 17.4 -1.0 13.5 13.9
Tajikistan 7.0 5.8 5.9 8.9 8.0 26.0 12.7 —4.9 -11.2 3.0
Memorandum
MENA 8.0 6.0 6.0 8.4 71 1.8 10.9 8.4 10.4 71
MENA oil importers 8.9 8.0 10.3 21.0 10.3 9.8 1.7 1.1 23.0 7.9
Arab Countries in Transition* 7.6 7.8 10.1 21.5 9.8 71 11.6 11.4 26.5 7.2
GCC 2.7 25 29 0.8 4.2 7.8 10.3 4.2 4.5 4.5
Non-GCC oil exporters 13.1 8.8 6.7 8.3 8.3 18.5 1.2 14.0 10.9 10.9
Arab World 4.9 4.7 5.3 7.8 6.4 10.2 10.0 6.0 9.3 5.5
West Bank and Gaza® 2.6 1.4 -0.2 0.5 1.6

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

" Data on a calendar year basis for all countries, except Iran.

2 Consumer Price Inflation in Somalia is calculated using end of period observations.

3 Credit to private sector includes credit to public enterprises.

4 Due to data volatility aggregate excludes Libya and Yemen.

5West Bank and Gaza is not a member of the IMF and is not included in any of the aggregates.
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Table 9. Financial Sector Indicators

Capital Adequacy Ratios Return on Assets Nonperforming Loans
(Percent of risk-weighted assets) (Pre-tax, percent)
Dec-14 Dec-15 Dec-16 Dec-14 Dec-15 Dec-16 Dec-14 Dec-15 Dec-16
MENAP
Oil exporters
Algeria 16.0 17.0 2.0 9.2
Bahrain’ 18.3 18.6 1.5 14 3.7 3.9
Iran, |.R. of2
Iraq
Kuwait 16.9 17.5 18.6 11 1.1 1.1 2.9 24 2.2
Libya
Oman 15.4 16.2 16.8 1.7 1.6 1.4 1.9 1.8 1.8
Qatar 16.3 15.6 16.1 21 2.0 1.7 1.7 1.6 1.3
Saudi Arabia 17.9 18.1 19.5 2.0 2.0 1.8 1.1 1.2 14
United Arab Emirates?® 18.1 18.3 18.9 1.7 1.5 5.6 5.2
Yemen*
Oil importers

Afghanistan, Rep. of 26.5 19.9 28.2 0.9 0.2 1.7 7.8 121 111
Djibouti 10.7 12.5 0.7 0.6 18.0 221
Egypt®6 13.9 13.7 14.1 1.3 1.3 1.5 8.5 6.8 5.8
Jordan 18.4 19.1 19.0 1.4 1.3 1.1 5.6 5.0 4.4
Lebanon®7” 11.2 12.2 13.2 11 1.2 1.2 4.0 4.2 4.9
Mauritania® 281 231 23.7 1.2 0.7 23.0 30.0 215
Morocco 13.8 13.7 14.2 0.9 0.8 0.8 6.8 7 7B
Pakistan 171 17.3 16.2 2.2 25 21 12.3 1.4 10.1
Somalia
Sudan 0.2 0.2 4.0 4.7 71 5.1 5.2
Syrian Arab Republic
Tunisia 9.4 0.9 15.7

CCA
Armenia 14.5 16.2 1.0 -0.5 6.8 7.8
Azerbaijan 19.2 1.7 4.4
Georgia® 25.5 26.0 23.2 2.6 2.3 2.8 3.1 2.7 3.5
Kazakhstan 16.8 15.9 16.4 1.5 1.0 235 8.0 6.7
Kyrgyz Republic 21.8 22.4 24.7 2.6 1.5 0.5 4.5 71 8.8
Tajikistan0 12.0 8.3 26.4 -4.4 -0.6 -3.2 251 29.9 54.0
Turkmenistan 15.6 14.9 20.5 0.1 0.2 0.3
Uzbekistan 23.8 23.6 235 2.0 2.0 2.0 0.4 0.4 0.4

Memorandum:
West Bank and Gaza''! 18.0 16.1 16.0 1.7 1.5 1.5 25 2.3 2.2

Source: National authorities; and IMF staff estimates.

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

3 National banks only.

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

5 After tax.

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

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

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

9 Cumulative and annualized.

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

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