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The 2007 Article IV discussions were held in Damascus during April 29-May 16, 2007.
The staff team met with Minister of Finance Al-Hussein, Deputy Prime Minister Dardari,
Central Bank Governor Mayaleh, Minister of Tourism Al-Kalaa and representatives of
financial institutions and the donor community. The mission comprised Mrs. Moalla-Fetini
(head), Messrs. Dridi and Hasan (all MCD), Mr. Saker (MCM), Mr. Beddies (PDR), and

Ms. Winkler (research assistant). Mr. Shaalan, Executive Director for Syria, joined the policy
discussions.

Significant progress toward exchange rate unification was made on January 1, 2007
with the abolition of the official “budget” rate; a substantial liberalization of import
financing has also been achieved. The authorities have announced their intention to tightly
manage the value of the Syrian pound (SP), and to switch the reference currency from the
U.S. dollar to the SDR in the coming months. Syria continues to avail itself of the
transitional provisions of Article XIV, and maintains exchange restrictions that are subject to
Fund approval under Article VIII.

The authorities have requested an FSAP, with missions tentatively scheduled for late 2007
and early 2008.

Significant data weaknesses continue to hamper the staff’s ability to conduct effective
surveillance and monitor the economy’s response to ongoing reforms. The weak
statistical infrastructure has been unable to cope with the acceleration of structural reforms,
and the inherent difficulties in recording the flows of people, goods, and money from and
into Iraq have added to this challenge.

The authorities released the mission’s concluding statement.
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EXECUTIVE SUMMARY

Focus of the report

Discussions focused on the macroeconomic and structural policy adjustments that would be needed to
continue to deal with the decline in oil revenues, rebalance the sources of growth toward investment
and durable gains in external markets, expand and diversify the production base of the economy, and
boost job creation to absorb a growing number of entrants to the labor market.

Background

Over the past three years, Syria has rebounded from a half decade of weak growth, despite an
unsettled regional environment and a sharp drop in oil production. The economic recovery underway
since 2004 has gained momentum, benefiting from inflows from Iraqi refugees and abundant
liquidity in the Gulf region. Private investment has strengthened, reflecting an improved business
climate, and exports have made strong gains, particularly in some Arab markets, reflecting higher
demand and improved access under the Great Arab Free Trade Area. Despite a 10 percentage points
of GDP drop in oil proceeds over the past three years, and the large demand shock from the Iraqi
refugees, inflationary pressures have been contained owing to the economy’s supply responsiveness
and a sustained, timely and sizeable fiscal adjustment. Public debt is relatively moderate, and the
international reserves cover is comfortable. Barring policy missteps or a deterioration in the regional
environment, the near-term outlook for growth and inflation looks favorable.

Views of the authorities

The authorities were pleased with the economy’s performance, but were also well aware of the
challenges ahead. They underscored the need to solidify growth which would require persevering
with quality fiscal adjustment and accelerating market reforms. In particular, the authorities indicated
that they were determined to start the reform of the costly petroleum price subsidies (PPS) before the
end of the year, and to put back on track the agenda for an early adoption of the VAT. They also
highlighted recent progress in establishing the regulatory framework for the financial sector and
strengthening the monetary policy framework, and committed to moving ahead with financial sector
reform with input from the upcoming FSAP.

Staff recommendations

To consolidate the gains achieved in recent years, the staff underscored the need for a steadfast
implementation of the reform agenda embedded in the ambitious tenth five-year development plan.
As further reliance on cuts in capital spending would start to hamper growth, staff re-iterated the call
the call to move swiftly to phase in the PPS reform and launch the VAT, which are the two key
pillars of the fiscal reform strategy discussed during last year’s Article IV consultation. The staff also
encouraged the authorities to focus on gaining credibility in operating the new managed float
exchange rate system, within a tight trading range. The authorities were also encouraged to develop
new monetary instruments in order to enhance monetary management, allow further interest rate
liberalization, alleviate the costs on banks of managing Syrian pound liquidity, and pave the way
toward greater exchange rate flexibility over the medium term. Supervisory-capacity building and
state banks’ restructuring are paramount to address emerging vulnerabilities and enhance financial
sector development. Utmost priority should be given to strengthening the statistical base to enhance
economic surveillance and reduce the risk of policy mistakes.



I. INTRODUCTION

1. Over the past three years, Syria has rebounded from a half decade of weak
growth, despite an unsettled regional environment and a sharp drop in oil production. The
economic recovery underway since 2004 has gained momentum, benefiting from inflows from
Iraqi refugees and abundant liquidity in the Gulf region. Private investment has strengthened,
reflecting an improved business climate, and exports have made strong gains. Despite a large
drop in oil proceeds (10 percentage points of GDP) and the large demand shock from the Iraqi
refugees, inflationary pressures have been contained owing to a sustained, timely and sizeable
fiscal effort. Public debt is at a relatively moderate level, and the international reserves cover
remains comfortable. Barring policy missteps or a deterioration in the regional environment, the
near-term outlook for growth and inflation is favorable.

2. The 2007 Article IV consultation discussions were held prior to the presidential
elections.
3. The authorities have been responsive to Fund advice. They have continued to make

progress in furthering the comprehensive reform agenda embedded in the 10™ five-year
development plan (FYDP, 2006—-10)—which is broadly in line with Fund policy
recommendations'—and in building institutional and regulatory frameworks for key markets.
Appendix I reviews key measures implemented since the last Board meeting.

II. RECENT ECONOMIC DEVELOPMENTS

4. Staff estimates growth of non-oil GDP to have picked up to some 6-7 percent in
2006.” Given a 6% percent drop in oil production, this would be consistent with overall growth
of 425 percent (Table 1). Growth was driven in part by the impulse from the influx of Iraqi
refugees, which is likely to have had a significant first round impact on aggregate demand,
which was amplified by a wealth effect associated with the boom in real estate and rental prices.
The Iraqi refugees, whose number grew by 60 percent in 2006, to about 1’2 million (8 percent of
the Syrian population), are still believed to be living mainly off their savings. A good harvest
added to employment gains in boosting the consumption of Syrian households, and the surge in
non-oil exports to Iraq and other Arab countries contributed to the strong growth performance.
Growth is also likely to have been supported by a pick-up of private investment, given the
impressive increase in investment approvals (Box 1).’

! See IMF Country Report No. 06/294, Annex 1.

? The central bureau of statistics’ preliminary estimate of non-oil GDP growth in 2006 is 10 percent, but the
reliability of this estimate is compromised by methodological problems and weak data sources.

? Data on actual investment are scant, but there are some indications that the boom in investment approvals has not
translated yet into a commensurate increase in actual investment. Given the data weaknesses, it is difficult to
ascribe relative weights to the various factors that have contributed to growth.



Box 1. The Surge in Investment Approvals

The past two years have witnessed an impressive growth in the volume of investment
approvals across sectors:

. Under the most important investment law, Law No 10 of 1991, investment approvals
reached US$9.2 billion (26 percent of GDP) in 2006, more than 2Y% times the level of
2004. Almost three-fourths of investment is in increasingly diversified industrial
projects (including cement, steel, food processing, pharmaceuticals, textiles, and power
generation), and another 20 percent is in the transport sector. Investment in the much
publicized real estate projects (consisting of commercial, recreational, and other
services associated with government housing projects) represented only about
15 percent of the total approved projects in 2005 (SP 60 billion) and their social
returns—which are feared to be low in some circles—may actually be quite high if
they are part of a well diversified investment strategy. The share of foreign direct
investment (FDI) approvals in total approvals is estimated to have remained fairly
stable at about 20 percent.

. Investment approvals in other sectors were equally strong. Approvals in tourism
reached US$2 billion in 2006, 25 times higher than in 2004, and the ministry of
tourism is now preparing to launch mega projects following the success achieved in
attracting investors to smaller projects. Investment in the financial sector grew by
200 percent in 2006 (both banking and insurance), and the trend is expected to remain
strong in the coming years.

Syrian Arab Republic: Investment Approvals under Law #10 and in Tourism, 2004—-06 1/

2006: SP 569 billion

2005: SP 401 billion

2004: SP 181 billion

EReal Estate
O Industry
Transportation

E Other sectors

O Tourism

Source: Syrian authorities.

1/ No real estate investment projects were approved in 2004 and 06.




5. The build-up of inflationary pressures since mid-2005 seems to have abated in
recent months. While average inflation increased to 10 percent in 2006, end-of-period
inflation has been on a downward trend, reaching 4% percent in March 2007. Half of the
increase in inflation in 2006 is attributed to food prices, owing to weather-related shortages
and the impact of stronger domestic demand. The increase in the U.S. dollar price of
imported non-fuel commodities, together with some pass-through of the exchange rate
depreciation at end-2005, may also have played a role.

Syrian Arab Republic: End-of-Period and Period Average CPI Inflation, 2004-07 Syrian Arab Republic: Exchange Rates, 2004-07
(Percent change) (Based on the free market exchange rate; December 2004=100)
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2/ The change in the average price level during 12-months compared to the average price level in the
preceding 12-months. Sources: Svrian authorities: and Fund staff calculations.
. . . . . . .
6. A timely and significant fiscal adjustment largely offset a sharp decline in oil

revenues. Over the last three years, fiscal policy had to contend with a cumulative loss of oil
revenues in excess of 10 percentage

1 1 Syrian Arab Republic: Main Budgetary Aggregates, 2003—-06
points of GDP, owing both to a sharp v R pide
contraction in oil production and rapid ~ |* 2
growth in the consumption of 17,3 OO Budget Defcit
. g0 16 16
subsidized petroleum products 17

(reflecting, in part, increased smuggling
and the impact of the Iraqi refugees). A

Oil Revenues
10.2

cumulative improvement of 6l g
7 percentage points of GDP over 2004— s

06 narrowed the non-oil budget deficit at e _——mm—— = AT
to about 10 percent of GDP in 2006. - Overal Budget Defel

The bulk of the adjustment was 0 - ‘ oon ‘ s ‘ o 0

achieved through rationalization and
efficiency gains in investment spending, and higher dividends from buoyant profits of some
public enterprises (PEs) mainly in the telecommunications sector.* Profit tax rates have been

* Most PEs are loss making, with budgetary transfers to shore up their finances rising by % percent of GDP over
the past three years, to about 2 percent of GDP in 2006.




lowered drastically—with the top marginal rate coming down from 65 percent in 2003 to

28 percent in the latest amendment—and import tariffs have been reduced significantly. Tax
administration improvements and the strong economic activity fully compensated for the cuts
in taxes, providing a small boost to the tax intake (Tables 2 and 3).

Syrian Arab Republic: Summary of Fiscal Operations, 2003—-06
(In percent of GDP)
Prel. Est. Cumulative change
2003 2004 2005 2006 during 2004-06
Revenue 28.8 27.2 24.0 21.9 -6.9
Oil revenues 14.7 11.2 71 45 -10.2
Non-oil revenue 14.0 16.0 16.9 174 3.3
Non-oil tax revenue 10.5 11.5 10.7 11.2 0.7
Non-oil non-tax revenue 34 44 6.0 6.2 2.7
Of which: Surplus of PEs 3.0 3.8 5.1 55 2.5
Expenditure 314 314 28.4 27.6 -3.7
Current expenditure 17.7 19.0 18.1 18.7 1.0
Development expenditure 13.7 12.4 10.3 8.9 -4.8
Overall balance -2.6 -4.2 -4.4 -5.7 -3.1
Non-oil balance -17.3 -15.4 -11.6 -10.2 71
Sources: Syrian authorities; and Fund staff calculations.

7. Credit policy played a useful role in controlling domestic demand. State

banks slowed their lending, which helped cool the credit boom experienced in 200405
(Tables 4 and 5). Private sector credit growth in 2006 (18'2 percent), while still fast, reflects
a process of financial re-intermediation with a strong contribution by the nascent private
banking sector (Box 2). Net lending to the public sector was the main contributor to money
growth. Administered deposit interest rates, which turned negative in real terms during most
of 2006, are now positive.



Syrian Arab Republic: Interest Rates and Inflation,
2003-07
(In percent)

Syrian Arab Republic: Credit to the Private Sector,
2003-06

(In percent of GDP)
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Syrian Arab Republic: Sources of Money Creation
2003 2004 2005 2006

Net foreign assets

Domestic assets (net)
Domestic credit
Net claims on the public sector
Net claims on central government
Net claims on public enterprises
Claims on private sector
Other items (net) 1/

Money (M2) 2/

Memorandum items:
Credit to the private sector (percent change)
Public banks
Private banks

(Change in percent of initial stock of money)

4.2

3.5
4.7
0.6
0.7
-0.1
4.1
-1.2

7.6

30.3
30.3

71

6.4
8.8
3.1
3.7
-0.6
5.7
-2.5

13.5

35.0
31.0

23

9.7
16.1
7.2
7.9
-0.7
8.9
-6.4

12.0

459
38.7
281.7

-1.7

16.3
13.1
8.4
0.7
7.7
4.6
3.3

14.6

18.4
10.9
106.9

account of the CBoS to finance the budget deficit.
2/ Net of public enterprise deposits.

Sources: Syrian authorities; and Fund staff estimates.

1/ In 2006, the increase in other items net reflects, in large part, the use of part of the valuation adjustment




Box 2. The Rapid Growth of Private Banks

Private banks have made considerable progress in gaining market share and appear well
capitalized and managed. Following the opening of the first three private banks in 2004, four
more banks entered the market in the last two years, and several more banks are expected to start
operations in 2007, including some Islamic financial institutions. These banks are mainly
subsidiaries of regional banks (typically Lebanese or Jordanian based), although majority
ownership is held by Syrian investors, who have shown strong interest in the sector, as reflected
in large oversubscription of the banks’ IPOs. In 2006, private banks captured 70 percent of the
increase in private sector deposits and contributed 45 percent of the growth in loans to the private
sector. As a result, their share in private sector deposits and loans reached 25 percent and

14 percent, respectively, by end-2006. The private banks have introduced new products
contributing to an overall improvement in the quality of financial services by putting competitive
pressure on state banks. Although the pace of increase in their loan portfolios slowed down in
2006, it was still above 100 percent. This development start bodes well for the ability of Syria’s
restructured financial sector to meet the demands of a growing economy.

Syrian Arab Republic: Credit to the Private Sector, 2005-06

Flow Stock
2005-06 2006

Private
Banks
14%
Private
Banks

45% Public
Banks
55%

Public
Banks
86%

Syrian Arab Republic: Private Sector Deposits in the Banking System, 2005-06

Flow Stock

2005-06 2006
SP deposits in private
banks, 11%

FX deposits in public
FX deposits in banks, 6%
:\\ private banks,
11 38%

FX deposits in
private banks, 13%

SP deposits in private
banks, 32%

FX deposits in
public banks,
6%

SP deposits in public
banks, 24%

Source: Central Bank of Syria.

SP deposits in public
banks, 70%
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8. The assessment of external sector developments is complicated by several data
weaknesses, and the factors behind the relatively small weakening of the overall BOP
during the last three years, despite the sharp decline in net oil exports, are not entirely
clear.’ Fiscal adjustment, the inflows associated with the Iraqi refugees, and some pickup in

FDI seem to have been the main contributing factors that offset, in part, the impact of the
decline in net oil exports. The contribution of the oil sector to foreign exchange earnings
became almost nil in 2006—down from close to 11 percent of GDP in 2003—and is

expected to turn negative in 2007. The non-oil goods and services account is estimated to

have narrowed by about 4 percentage points of GDP on the back of strong growth in non-oil
exports, particularly to some Arab countries, owing to stronger demand and improved access

under the Great Arab Free Trade Area.

Syrian Arab Republic: External Sector Developments
(In percent of GDP; unless otherwise indicated)
2003 2004 2005 2006
Current account balance 0.8 -3.2 -4.1 -6.1
Oil balance 10.8 5.2 2.0 0.4
Non-oil goods and services balance -12.7 -12.0 -9.5 -8.8
Factor income and transfers 27 3.5 3.4 23
Identified capital inflows 0.7 -0.6 1.7 -1.6
Of which: FDI 0.7 1.1 1.7 1.7
Inflows related to the Iraqis 1/ 0.0 1.8 2.8 3.7
Errors and omissions 1.1 2.8 3.1 1.8
Overall balance 2.6 0.8 0.1 -2.2
NFA of the central bank and the CBoS
(In millions of U.S. dollars) 17,362 17,567 17,585 16,833
(In months of imports of GNFS) 25.4 20.0 16.4 13.4
(In percent of GDP) 76.5 70.2 61.4 48.2
Sources: Central Bank of Syria; and Fund staff estimates.
1/ Includes inflows to purchase goods and services, assets (such as real estate), and for
investment.

> The overall balance of payments swung from a surplus of about 2 percent of GDP in 2003 to a deficit of
some 2 percent of GDP in 2006. At the same time, the parallel market rate has depreciated modestly by

6 percent in nominal effective terms.
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0. Amid the shocks that have buffeted the external accounts (including an episode
of politically-driven pressures on the currency), steady progress toward exchange rate
unification and current account convertibility has been made. Substantial liberalization
of import financing was achieved in September 2006, and with the elimination of the official
budget rate in January 2007, the economically significant exchange rates were unified.” Since
then, the central bank has been managing the value of the currency vis-a-vis the U.S. dollar

within a tight trading

. Syrian Arab Republic: Daily Exchange Rate Developments, 2002—-07
range. Given the

(Syrian Pound per U.S. Dollar)

strong performance 62 : 62
of non-oil exports, the | 4 | E 5 1 e
Central Bank of Syria Parallel market rate | g

(CBS) has intervened | | i > 1%
occasionally to 56 |

lean against upward sa |
pressures on the
exchange rate, waiting

52 |

Official private sector rate 1/

to develop a better 50 |

1 50

1
|
understanding of the s | o T P
. udget rate |
factors behind the 1
. 46 ‘ ‘ ‘ : : : : : : ‘ 46
Strengthenlng Of the Jan-2002 Jul-2002 Jan-2003 Jul-2003 Jan-2004 Jul-2004 Jan-2005 Jul-2005 Jan-2006 Jul-2006 Jan-2007

BOP. The pick-up of

inflation in 2006 led to some real appreciation (7.3 percent for the parallel market rate and
2.2 percent for the weighted average rate). Syria’s price competitiveness, as measured by real
bilateral exchange rates, has remained comparable or better than that of neighboring
countries such as Lebanon, Jordan, Morocco, and Turkey, but it has deteriorated vis-a-vis
Egypt and Tunisia (Figure 1).*

® Remaining restrictions include access to foreign exchange to finance car imports and payments and transfers
on the invisibles account. Their removal is likely to have only a minor impact on the foreign exchange market.

7 Staff are still seeking clarification on multiple currency practices, including those identified in Annex II.

¥ There is some anecdotal evidence of improvements in non-price competitiveness, such as in tourism, where
there was a marked improvement in quality with the recent opening of five-star hotels. Also, according to some
investors, Syrian products have shed the “bad-quality” label that used to be attached to them when they were
mainly used as means to repay the debt to former Soviet Union countries. Their quality, variety, and reliability
is responding rapidly to the demanding standards of the new markets in which they are entering.
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Figure 1. Syrian Arab Republic and Selected Countries: Exchange Rates, 1996-2007

Syria: Exchange Rates
(Syrian pounds per U.S. dollar)

60 60
55 Parallel market rate 1 55
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Sources: Syrian authorities; and Fund staff estimates.
1/ Trade weighted average of official and parallel market rates.
2/ Based on the parallel market rate.
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10. Broad-based reforms over the past two years have led to significant changes in
the economic and financial landscape, but the reform agenda remains substantial.
Progress toward exchange rate unification and current account convertibility, investment
facilitation under a more liberal investment regime, tax reform, trade and financial
liberalization, and the on-going development of appropriate regulatory frameworks in key
sectors’ have all contributed to improving the investment climate. Notwithstanding these
achievements, a number of structural rigidities that continue to hamper investment and
productivity growth still need to be addressed. Among middle-income countries, Syria’s
relatively low GDP per capita (% of the group average) reflects both low productivity and
low labor force participation (45 percent) (Figure 2). The latter is likely to mirror poor
employment opportunities in a still largely constrained business environment.'

’ Most notably in banking, insurance and capital markets, and in housing and real estate.

' Syria ranks poorly in The World Bank’s survey on indicators for the cost of Doing Business (130 out of
175 countries). Doing Business shows Syria’s worst performance to be in enforcing contracts (153 ranking),
trading across borders (147 ranking), and starting a business (142 ranking).
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III. REPORT ON THE DISCUSSIONS

11. Overall, the authorities were pleased with the strengthening of the economy, but
were also well aware of the challenges ahead. They drew comfort from the boom in
investment approvals, the resilience of the economy to the troubled regional environment and
its ability to mitigate the impact of the decline in oil revenues, and the strength of the Syrian
pound, which they view as a vote of confidence in their policies. The authorities agreed with
the staff that the economic recovery of the past three years was likely to have been to some
extent driven by the impulse originating from the influx of Iraqi refugees. They also
recognized that for growth to be sustained, it was important to rebalance aggregate demand
toward investment, which would require further fiscal consolidation and deeper market
reforms. Against this background, discussions focused on the near-term outlook, policies to
preserve fiscal solvency, a more explicit monetary policy framework, financial sector
development, and key structural reforms.

12. An overarching prerequisite for the success of reforms in all areas is to
strengthen domestic capacity by hiring people with the required competencies and
offering them competitive salaries. In particular, the authorities acknowledged that data
weaknesses were indeed hampering macroeconomic management and their ability to monitor
the economy’s response to ongoing reforms. They noted that a first step toward addressing
this problem, budget allocations to statistical institutions had been increased substantially,
and efforts were being made to revamp accounting standards in public enterprises.
Nevertheless, the authorities were afraid it will take time to overcome the skill-deficit

in this area.

A. Near- and Medium-Term Outlook

13. The authorities and staff agreed that the growth outlook for 2007 was
favorable. The reforms implemented in recent months, continued stimulus to aggregate
demand from the Iraqi presence, and favorable growth prospects globally and in the region
are expected to support consumption and non-oil exports, and to encourage higher private
investment. These factors would help sustain growth at about the same pace as in 2006,
although a deterioration in weather conditions, which recently hit the cereal and cotton crops,
may dampen growth somewhat. Given a projected 7 percent decline in oil GDP, this would
be consistent with overall growth of about 4 percent in 2007. Downside risks include adverse
political developments in the region, and uncertainties that could affect adversely private
investment.

14. To keep inflation in check, macroeconomic policies should remain appropriately
tight. Regarding fiscal policy, the authorities are aiming to reduce the budget deficit to

5 percent of GDP, despite an expected further fall of oil revenues of about %: percentage
points of GDP. This would require an improvement in the non-oil budget deficit of some

12 percent of GDP in 2007, which they plan to achieve through a further rationalization of
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capital spending. The authorities and staff concurred that the current level of benchmark
interest rates was appropriate, and that state banks’ lending should remain in line with the
monetary objectives.

15. The staff has prepared a central medium-term scenario that occupies a middle
ground in the range of possible policy outcomes. The central scenario assumes a moderate
further fiscal adjustment but not enough to offset the decline in oil revenues, leading to a
steady rise in public debt."" The drying up of inflows from the Iraqi refugees and the rise in
the oil import bill as oil reserves continue to dwindle will put pressure on the external
position, making it harder to reconcile the competing goals of maintaining both a stable
exchange rate—to underpin price stability—and a comfortable international reserves cushion
(Table 7). Stress tests on public debt point to added pressures on the debt dynamics from
various possible shocks (Tables 8 and 9, and Figures 3 and 4). Additional pressures could
also arise from higher health and education spending on the Iraqi refugees.

16. If the reform momentum is strengthened relative to the staff’s central scenario to
underpin fiscal and external sustainability, positive synergies between fiscal adjustment and
growth could put the
: 110 110
economy on a higher
. . . | Syrian Arab Republic: Public debt under various fiscal adjustment scenarios, 2006-16 |
growth path, capitalizing 100 (In percent of GDP) 100
on its privileged location, 9 19
it’s well established 80 | No adjustment 1/ 180
entrepreneurial base, and 70 L {70
its cheap labor force. For
. 60 - Staff's central scenario 1 60
instance a strong fiscal
. . 50 1 50
adjustment scenario
. 40 | - 1 4
(9 percent Of GDP untll 0 Strong adjustment 2/ 0
2012) shows higher 30 ' ' ' ' ' ' ' ' ' ' 30

. 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
medium-term growth,

1/ This scenario assumes no new measures. The non-oil budget deficit widens over time reflecting higher

together with a steady debt servicing costs. N , o
. . 2/ This scenario assumes that the VAT is introduced at the rate of 5 percent in 2009, and raised in steps to
reductlon 1n the extemal 15 percent from 2014 on. With regard to PPS, diesel prices are assumed to be raised in 2008 to close
. 50 percent of the gap with respect to international prices. The remaining adjustment is spread over the
current account deﬁClt following three years. The amount of the cash compensation is set equal to 42 percent of gross yield.

(Table 10). If, however,

adjustment fatigue blocks
further reform, financial pressures would increase, growth would falter, and unemployment
would rise, particularly if the labor market has to absorb the Iraqi refugees.

"' In this scenario, the budget deficit is kept at 5 percent of GDP, which would lead to an increase in the debt to
GDP ratio to 50 percent in 2012, from 36 percent in 2006.
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B. Preserving Fiscal Sustainability

17. The authorities acknowledged that fiscal adjustment so far had been facilitated
by the flexibility of capital outlays and that further fiscal consolidation would require
difficult measures. The flexibility in the budget was the result of a conservative approach in
which past increases in oil revenues were not used to create permanent entitlements, but
rather to finance public infrastructure. As oil receipts started to decline, rationalization and
re-prioritization of development spending made it possible to adjust to the lower revenues.
However, at 8 percent of GDP in 2007, development expenditures are approaching a level
where further cuts may start to hurt growth.

18. At the same time, the authorities agreed that a strong further fiscal effort was
needed to address the secular decline in oil revenues and preserve fiscal and external
sustainability. To this end, they concurred with the need to move swiftly to phase in the
petroleum price subsidy (PPS) reform and launch the VAT, which are two key pillars of the
proposed fiscal reform discussed during the 2006 Article IV consultation:"

o Regarding PPS, the authorities recognized that such reform was a must, as its cost
was untenable, exceeding 10 percent of GDP in 2006. Preparations have moved into a
higher gear, and the authorities are hoping to start the reform before the end of the
summer. The speed of price adjustment and the amount of compensation to be
provided to households" involve two main trade-offs: (i) the risk of destabilizing
inflation expectations associated with a sharp increase in prices versus adjustment
fatigue from a drawn-out process, and (ii) less fiscal savings versus more political
palatability. The table below quantifies some of these tradeoffs and provides
estimates of the annual yield of this measure under various options.

12 See IMF Country Report No. 06/295 for a background study on the reform agenda for fiscal consolidation.

" Initially, and in the absence of means-testing mechanisms, the reform envisages a return to all households of a
certain share of the gross fiscal gains in the form of a flat per person cash compensation, which would already
imply a more equitable targeting. This system could be implemented easily by piggy-backing on the existing
coupon system for rice and sugar.



18

Syrian Arab Republic: Impact of the Petroleum Price Subsidy Reform

Increase in the Price of Diesel (In percent)

100 1/ 150 2/ 200 3/

Impact on the CPI (in percent)

Total effect 4.2 6.2 8.3
of which: direct effect 2.7 4.0 5.3

Impact on government revenues in
2008 (in percent of GDP) 4/

Net impact 5/ 1.9 27 3.6
Gross fiscal savings 3.2 4.7 6.1
minus compensation 1.3 2.0 25

Net impact 6/ 2.2 3.2 4.1
Gross fiscal savings 3.2 4.7 6.1
minus compensation 1.0 1.5 2.0

1/ Closes 35 percent of the gap vis-a-vis international prices.

2/ Closes 53 percent of the gap vis-a-vis international prices.

3/ Closes 70 percent of the gap vis-a-vis international prices.

4/ Assuming the reform starts on January 1, 2008.

5/ Returning 42 percent of gross fiscal savings to households would make 50 percent of
the population better off.

6/ Returning 33 percent of gross fiscal savings to households would make the three
poorest population deciles better off.

o Regarding the VAT, major delays have been experienced in implementing key
prerequisite tax administration measures, including the adoption of a tax procedures
code and an integrated IT system. Moreover, a decision has yet to be made regarding
the design of the VAT, as the authorities are still examining various options to
mitigate its regressivity. The authorities committed to accelerating preparatory work
and hope to be able to introduce the VAT by early 2009.

J Deepening PE reform and undertaking a review of public expenditures could
contribute to further fiscal savings and improve the effectiveness of government
spending. The authorities noted that they were working on developing an agenda for
PE reform, which favors public private partnerships. Liquidations or outright sales
not currently under consideration.

19. The authorities did not exclude the possibility of raising civil servants wages,
particularly in light of the start of the PPS reform. Increasing wages to mitigate the
impact of PPS reform would not be advisable as it would introduce a rigidity in the budget,
put pressure on private sector wages, and would not alleviate the burden on other deserving
segments of society.
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C. Strengthening the Monetary/Exchange Rate Policy Framework

20. In the context of the current transition in Syria’s exchange rate arrangement, a
key policy decision is whether the central bank should adopt a fixed exchange rate or
allow some upfront flexibility. The authorities and staff recognized that some limited
flexibility was already built into the system prior to unification; such limited flexibility had
served Syria well, as it allowed the exchange rate to respond to market forces, while
providing a fairly solid nominal anchor. Volatility of the parallel market rate, at which the
bulk of private sector transactions used to take place, and the associated transaction costs,
had no obvious negative impact on trade expansion.

21. The authorities were of the view that the exchange rate should remain the main
nominal anchor of the monetary policy framework. With only rudimentary monetary
instruments, the exchange rate was the only variable the central bank could target effectively
for the moment. Moreover, Syria’s ample international reserves provided a comfortable
cushion to deal with temporary shocks. At the same time, however, the authorities thought
that pegging the unified exchange rate (either de jure or de facto) would not be advisable. In
this regard, the authorities emphasized prevailing uncertainties about the equilibrium rate.
These uncertainties, even if BOP data were to improve, are likely to persist far into the future
as the economy’s fundamentals continue to be impacted by the ongoing depletion of oil
reserves, further trade liberalization, and the transition to a market economy. Also,
fear-of-floating effects, which are small for the moment, could develop rapidly under a

peg, given the high level of deposit dollarization of the nascent private banking sector

(see below and Box 2).

22. In this context, the authorities noted that the challenge for the CBS in the next
12 months was to establish credibility in operating a managed float within a tight
trading range. This would require: (i) speeding the process of licensing the foreign
exchange bureaus; " (ii) creating a unified interbank foreign exchange market in which the
CBS could establish itself as a credible market maker; (iii) gaining sole control over
exchange rate management by transferring the remaining international reserves owned by the
Commercial Bank of Syria (CBoS) (60 percent of total reserves) to the CBS in exchange for
market-based remunerated government securities;" (iv) working with the ministry of finance
to establish the long-delayed government securities market and improving public debt
management; (v) establishing mechanisms to control liquidity, including by promoting an
interbank market; and (vi) addressing the weaknesses in the BOP statistics to develop reliable

' Only five foreign exchange bureaus have been licensed so far; 117 pending requests for licensing are being
processed.

"> With the CBoS’s open exchange position equal to 7 times its capital, the risk is high of uncompetitive
behavior in the FX market; in addition, day-to-day transactions of the CBoS could hinder the objectives of the
CBS and lead to incoherent policies.
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indicators on exchange rate misalignment. Moreover, the credibility of the regime in
maintaining price stability and avoiding an erosion of external competitiveness will hinge
critically on supportive fiscal and incomes policies.

23. The authorities have announced that they plan to switch the referencing of the
SP from the U.S. dollar to the SDR under the managed float regime. Once the CBS gains
credibility in operating the new regime and a better understanding of BOP developments,
such a move would be appropriate. Referencing to a basket ensures greater stability of the
nominal effective exchange rate, and therefore minimizes the macroeconomic disturbances
induced by fluctuations in the cross-rates between the major currencies. It would also be a
useful intermediate step in moving toward greater flexibility. These benefits are likely to
outweigh any costs of moving away from targeting a single currency, including some
weakening of the role of the exchange rate as a nominal anchor. This is due to Syria’s limited
reliance on the U.S. dollar in wage negotiations and other contracts.

24. The staff estimates suggest that Syria’s external current account deficit has
increased significantly in recent years owing to the sharp drop in oil exports. Looking
forward, however, the authorities’ intentions to implement a further strong fiscal adjustment
and deepen structural reforms are consistent with promoting external stability and achieving
a sustainable current account deficit. The authorities were of the view that the level of the
exchange rate was broadly appropriate, given the strong performance of non-oil exports and
the absence of protracted losses of reserves. In light of the lack of adequate BOP data, it was
not possible for staff to compute CGER indicators.

25. The authorities expressed their intention to move quickly toward removing all
the remaining foreign exchange restrictions and multiple currency practices and hoped
to be a in a position to accept the obligations under Article VIII before the end of the
year.'® The staff encouraged the authorities to provide a legal basis to the ongoing current
account liberalization by adopting a new foreign exchange law. The staff noted that the Fund
stands ready to assist them on the preparatory steps for Article VIII acceptance.

D. Financial Sector Development

26.  Notwithstanding the commendable efforts made to develop the financial sector,

there are still numerous impediments and several sources of vulnerabilities:

J The development of a competitive banking sector is constrained by the slow progress
in state banks’ restructuring. The unreformed public banks, characterized by high

'® The mission left a note with the authorities detailing its preliminary assessment of the remaining restrictions
that would need to be removed. Ahead of the formal acceptance of Article VIII obligations, further joint work
by LEG/MCM would be necessary to verify that all appropriate steps have been taken.
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non-performing loans, low profitability and undercapitalization will likely hinder
further reforms, for fear of a loss of market share and a decline in profitability.

o Banks incur heavy costs in managing SP liquidity owing to administered deposit
interest rates and slow progress in developing market-based instruments to manage
liquidity. These costs might increase further with the CBS policy of raising the
minimum capital requirement in an environment of limited lending opportunities and
increased competition, which may lead to excessive risk taking or encourage further
dollarization (currently, 55 percent of private banks deposits are denominated in
U.S. dollars)."” Although lending in U.S. dollars is not generally allowed, except for
trade financing, banks are likely to be blurring the distinction between lending for
trade and project financing, which increases their exposure to credit risk of poorly
hedged borrowers.

o Progress in building up regulatory and supervisory capacity has not kept pace with
financial liberalization, which is particularly worrisome in light of private banks’
fast-paced credit expansion (Box 2). The ability of bank supervision to assess the
adequacy of banks’ internal controls and their risk management practices is limited,
and the CBS compiles only a restricted set of financial soundness indicators to
monitor the health of the banking system (Table 11). Regulatory forbearance, the
existence of other regulatory agencies, and weak operational independence undermine
the supervisory process. Under these circumstances, systemic risks could go
undetected, and excessive risk taking by some banks, including country risk
associated with their placement abroad, could threaten their solvency.

o Lastly, slow progress in developing the payments system imposes large costs on
banks. Additional costs arise from difficulties in registering and enforcing collaterals.

27. The authorities agreed on giving priority to building supervisory capacity and
restructuring the state banks. They indicated that their request for an FSAP was motivated
by the need to make a thorough assessment of the progress achieved so far and lay a road
map for reforms in the next 2-3 years. They also noted that with technical assistance from
the Fund and other donors the CBS is progressively addressing existing capacity constraints,
most notably in the areas of bank supervision (staff of the supervision department has been
tripled to about 70 in the past few years), research, accounting, and reserve management.

The authorities are also seeking to build broad support for the adoption of a draft central bank
law that would give the CBS greater autonomy and strengthen its supervisory authority.

"7 For the moment, this largely reflects a transfer to the new private banks of Syrian deposits that were held
aboard.
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E. Trade Liberalization and other Structural Reforms

28. Further efforts on trade liberalization and improving the business climate are
key elements of the authorities’ reform agenda. The authorities noted the progress made in
the past year in forging ahead with the ambitious agenda under the FYDP. Major highlights
include the new investment law, which put foreign and domestic investors at par; the new
amendments to the income tax law, which lowered tax rates and unified tax incentives; the
adoption of a new Basic Finance law, which unified the current and investment budget and
severed the links between PEs and the budget; and the completion of the round of tariff
reduction started three years ago, which resulted in lowering the average tariff rate from

20 percent in 2003 to 14 percent in 2006. The authorities were also optimistic about the
benefits of the free trade agreement with Turkey and regarded the integration in the Great
Arab Free Trade Area as having been generally successful. In addition, they indicated that
passage of the draft laws on the central bank and public debt management was a top priority
for the coming months, and committed to accelerating the process of adopting the
competition and company laws.

IV. STAFF APPRAISAL

29. Syria’s overall economic performance continued to be strong in 2006, and the
outlook for 2007 is positive. Notwithstanding an unsettled regional environment and the
impact of a sharp decline in oil proceeds, the economic recovery that started in 2004 remains
on track. Non-oil GDP grew at a brisk pace in 2006, benefiting from sizeable inflows from
the Iraqi refugees and abundant liquidity in the Gulf region. Strong gains in non-oil exports
and a pick up of private investment contributed to growth. The economy’s supply
responsiveness, a tighter credit policy, and fiscal discipline helped contain inflationary
pressures, despite the large demand shock from the Iraqi influx. Also, the boom in
investment approvals bodes well for the country’s medium-term growth prospects.

30. Looking forward, steadfast implementation of the ambitious 10™ FYDP is
essential to consolidate these gains. Rebalancing growth toward investment and achieving
durable gains in external markets require maintaining financial stability and deepening
structural reforms. More competition in product markets, a friendlier and more transparent
business environment, greater exposure to international competition, and further financial
liberalization are necessary to close the reform-gap with other countries in the region and
position Syria to take advantage of regional and global integration.

31. The size and quality of the fiscal adjustment achieved in the past three

years is commendable and has contributed to a significant strengthening of Syria’s
medium-term fiscal prospects. However, given the prospective further decline in oil
revenue, and the possible need to accommodate significant costs of bank restructuring, an
additional strong fiscal effort is needed over the medium term. As further cuts in capital
spending would start to hamper growth, the authorities are encouraged to move ahead with
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the two key pillars of a credible fiscal consolidation strategy, namely the PPS reform and the
introduction of a VAT with a single rate and few exemptions. Concerns about social equity
would be best addressed by excises on luxury goods and well targeted spending programs, or
by enhancing the progressivity of income taxes. A restrained wage policy is also essential to
support the needed fiscal adjustment and protect competitiveness. In addition, the pace of tax
administration reforms need to be accelerated to support the introduction of the VAT.

32. Deepening PE reform could go a long way in improving efficiency and stopping
the drain on the public finances. The provision in the new public finance law to sever the
links between PEs and the budget is a step in the right direction. However, for this reform to
bear fruit, it is essential that PEs be subjected to the discipline of the market to avoid shifting
their losses from the budget to the state banks and that all quasi-fiscal activities be reflected
transparently in the budget. The authorities are also encouraged to restructure the public
enterprises that are deemed viable, select those to be privatized, and develop case-by-case
solutions, including liquidation, to deal with the rest. Allowing restructured PEs further
flexibility in employment decisions, and in wage and pricing policies, will be essential for
their future viability.

33. Progress toward exchange rate unification and current account convertibility
are important and welcome steps. The enactment of a new foreign exchange law would
send a strong signal about the irreversibility of these reforms and the authorities’
commitment to re-entry into the global economy. The new legislation should abrogate the
existing complex set of foreign exchange laws and regulations and enshrine full current
account convertibility, a unified exchange rate, and repatriation of profits from FDI.

34. In the current context, the central bank is encouraged to ensure a consistent
implementation of a managed float within a tight trading range. Such a regime strikes
the right balance between the need to continue to use the exchange rate as the main nominal
anchor while allowing some flexibility. In the future, greater flexibility will facilitate
adjustment to the likely changes in the equilibrium real exchange rate arising from the
ongoing depletion of oil reserves, trade liberalization, and the transition to a market
economy.

35. To maintain external stability over the medium term, Syria needs to continue
with strong fiscal adjustment, accelerate structural reforms, and allow greater
exchange rate flexibility. Although it is difficult to come to a definitive conclusion in the
absence of adequate BOP data, there are no indications that the exchange rate is significantly
misaligned. This seems to be confirmed by the strong performance of non-oil exports, and
the lack of protracted loss of international reserves or unsustainable official or quasi-official
borrowing. Nonetheless, the staff believes that the impact of the recent real appreciation on
external competitiveness should continue to be monitored carefully, particularly in light of
the depletion of oil reserves, and the large uncertainties about the level of the current account
deficit and the sources of its financing. Looking ahead, priority should be given to improving
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the BOP statistics to provide a basis for developing indicators to assess exchange rate
misalignment.

36. The new monetary/exchange rate policy framework needs to be supported by
the prompt introduction of market-based instruments of monetary control. This is
important to enhance monetary management, facilitate interest rate liberalization, alleviate
the costs on banks of managing Syrian pound liquidity, and pave the way toward greater
exchange rate flexibility in the medium term. The authorities are encouraged to move swiftly
on the much delayed agenda of launching a government securities market and improving
public debt management.

37. The rapid take-off of private banking, although promising, illustrates potential
pitfalls in the sequencing of reforms. In this regard, it is essential that the strengthening of
the regulatory and supervisory capacity keeps pace with financial liberalization. Vigorous
action is required to restructure the state banks to stem the accumulation of additional
nonperforming loans and encourage greater competition. Moreover, quick progress in
developing market-based instruments of monetary control is also needed to reduce excessive
risk taking and discourage dollarization. The central bank should also play a catalytic role in
setting up a credit registry.

38. A new central bank law is essential to strengthen the monetary policy
framework, improve bank supervision, and modernize the CBS. The law should enshrine
price stability as the main objective of monetary policy and grant the CBS operational
independence in monetary and exchange rate management. It should also give full
supervisory authority to the CBS over all banking institutions, and grant the CBS the
autonomy required to set its own budget within agreed guidelines with the government.
These improvements are necessary if the central bank is to manage successfully the more
complex monetary and financial system that is emerging.

39. A challenging task ahead is to implement the legislation adopted in recent years
in an effective manner. This will require an infusion of new technical expertise in the public
administration. The cost of paying competitive wages to attract skilled personnel pales in
comparison to its potential benefits. The authorities are encouraged to introduce a special
fast-track scheme to attract highly skilled managers and to provide intensive training to
newly hired young graduates, while continuing to work toward a far-reaching civil service
reform.

40. The progress made in furthering market reforms is welcome, but the remaining
structural reform agenda is substantial. The authorities are encouraged to further
streamline the list of prohibited imports, abolish the system of industrial quotas, reduce the
number of tariff bands, and eliminate nontariff barriers. Removing barriers to competition in
product markets and tackling the high costs of contract enforcement, starting a business, and
property registration can also have a large payoftf in increasing labor productivity and
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promoting Syria’s export potential. Moreover, the authorities are encouraged to speed up the
process of adopting the new competition and company laws.

41. The quality of Syria’s data is not fully adequate for surveillance purposes and
could lead to policy mistakes. Utmost priority should be given to mobilizing the needed
expertise to upgrade the statistical system, particularly in the areas of the BOP and the
national accounts and price statistics. It is also important to develop short-term indicators of
economic activity to monitor the state of the economy on a timely basis.

42. Syria continues to maintain exchange restrictions under Article XIV, Section 2
(Appendix I). It also maintains exchange measures subject to approval under Article VIII
(Appendix I). Absent specific measures to eliminate these exchange restrictions and multiple
currency practices in a timely manner, the staff does not recommend that the Executive
Board grant approval for their retention. The staff urges the authorities to eliminate
remaining restrictions and multiple currency practices without delay.

43.  Itis proposed that the next Article IV consultation take place on the standard
12-month cycle.
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Appendix I. Syrian Arab Republic: Reforms Since the Last Article IV Consultation
Fiscal

o A draft public debt management law has been submitted to the Cabinet and is
expected to be approved soon.

. A new Basic Finance Law was approved in October, 2006, replacing a 1967 law. The
law revamps public finance management rules and unifies the budget by bringing the
investment budget under the purview of the ministry of finance. It also sets new rules
for arms’ length relationship with PEs, allowing them to retain their after-tax profits
and to decide on their investment programs, provided they can secure financing from
the markets. The new law will take effect with the 2008 budget.

o The 2003 income tax law was amended a second time, lowering further the top
marginal corporate rate from 35 to 28 percent (and to 14 percent for shareholding
companies). (Decree No. 51 of October 1, 2006). Furthermore, the amendment
provides uniform tax incentives to projects under the new investment law in order to
encourage labor intensive activities and investment in rural areas (see below).

° The tax rate on real estate sales and rentals was reduced further, and the tax structure
simplified (Decrees No. 52 and 53 of October 2, 2006).

o The first large taxpayers unit was opened in September, 2006, a landmark in the
modernization of tax administration to prepare for the adoption of the VAT.

Monetary and financial

o In August 2006, the Money and Credit Council issued several decisions aimed at
liberalizing and reforming the interest rate structure. In particular, lending rates for
state banks were liberalized; interest rates on current account deposits were unified at
one percent, and banks’ deposits at the CBS in excess of the statutory reserve
requirement started to be remunerated at a rate of one percent.

o Seven foreign exchange bureaus and companies which used to operate in the parallel
market have been licensed, and over 100 applications are being processed.

o Four new private banks and, for the first time, eight private insurance companies
started operations in 2006." Three Islamic banks and one Islamic insurance company
were licensed in 2007.

'® The Law is not clear as to limits on foreign ownership in private insurance companies.
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The minimum capital requirement for private banks is expected to be raised soon
from US$30 million to US$100 million.

Decree No 55 issued on October 1, 2006, established the Damascus Securities
Exchange (DSE). The DSE is expected to start operations early in 2008, with
46 companies expected to trade initially.

Decree No 15 of February 19, 2007 allowed the licensing of financial institutions for
micro credit with a minimum capital of US$5 million.

Exchange rate, trade, and market regulation

Licensed banks have been authorized to finance all permitted imports
(Decree No. 5204, September 2006).

The official budget rate was abolished on January 1, 2007. One single market
reference rate is now quoted by the CBS.

The Free Trade Agreement with Turkey went into effect in January 2007.

A new customs law adopted in October 2006 allowed for further automation and
streamlining of customs procedures, including implementation of ASYCUDA.

In August 2006, the authorities published, for the first time, the list of prohibited
imports.

A new law (Decree No 8 of January 27, 2007) ended all tax exemptions that used to
be offered under investment law No. 10 of 1991 (mainly a tax holiday for the first
five years of operation of a project, plus two additional years if at least half of the
value added was destined for foreign markets)."” The exemption from customs duties
on all imported equipment was maintained. The new law also allows full annual
repatriation of profits—the previous law allowed repatriation of profits derived from
export activities only—and ownership of land. The new law covers all sectors with
the exception of tourism, financial services, and real estate.

' For investment in tourism, which is governed by another law, the previous exemptions included a tax holiday
for seven years, plus 50 percent discount on the profit tax thereafter. The discount has been phased out.
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. Decree No 9 of January 27, 2007 established a new Investment Authority in charge of
regulating investment, overseeing the improvement of the investment climate, and
promoting investment in Syria. The SIA will operate a one-stop-shop service to
facilitate business start ups.

o Consumer protection and food safety laws were passed in late 2006.

Reforms “in the pipeline”

o The draft company and competition laws have been approved by the Cabinet and
submitted to Parliament.

o Two laws on real estate development and mortgage lending have already been drafted
and are expected to be adopted soon.

. A draft Central Bank Law would be adopted in late 2007—early 2008.

o The 49 percent limit on foreign ownership in banks is expected to be raised in
2007/08, which will allow full branching by international banks.

o A credit registry is expected to become operational in late 2007/early 2008.

o A law is being drafted to pave the way toward incorporating the Syrian
Telecommunications Company and creating an independent regulatory body.

o A draft law has been submitted to the Cabinet, which will encourage family run
businesses to turn into private shareholding companies. It will also encourage greater
transparency in business’s books by eliminating punitive taxation and antiquated FX
accounting rules.
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Figure 3. Syrian Arab Republic: Public Debt Sustainability: Bound Tests 1/
(Public debt in percent of GDP)

Baseline and historical scenarios
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Sources: International Monetary Fund, country desk data, and staff estimates.
1/ Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks. Figures in the
boxes represent average projections for the respective variables in the baseline and scenario being presented. Ten-year

historical average for the variable is also shown.

2/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and primary balance.
3/ One-time real depreciation of 30 percent and 10 percent of GDP shock to contingent liabilities occur in 2008, with real
depreciation defined as nominal depreciation (measured by percentage fall in dollar value of local currency) minus domestic

inflation (based on GDP deflator).
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Figure 4. Syrian Arab Republic: External Debt Sustainability: Bound Tests 1/
(External debt in percent of GDP)
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Sources: International Monetary Fund, Country desk data, and staff estimates.
1/ Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks.
Figures in the boxes represent average projections for the respective variables in the baseline and scenario being

presented. Ten-year historical average for the variable is also shown.

2/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and current account balance.
3/ One-time real depreciation of 30 percent occurs in 2008.
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Table 1. Syrian Arab Republic: Selected Economic Indicators, 2003—-07

Prel. Proj.
2003 2004 2005 2006 2007
(Change in percent, unless otherwise indicated)

National income and prices

Nominal GDP (LS billions) 1,118.0 1,263.8 1,493.6 1,780.9 1,920.7
Oil GDP 228.8 264.3 362.2 421.0 379.5
Non-oil GDP 889.2 999.5 1,1314 1,359.9 1,541.3

Nominal GDP ($ billions) 227 25.0 28.6 34.9 36.9
Real GDP 1.1 238 33 4.4 3.9
Real non-oil GDP 25 5.0 6.0 6.5 58

GDP deflator -1.1 10.0 14.4 14.2 3.8

CPI period average 5.8 4.4 7.2 10.0 7.0

Total population (millions) 17.8 18.8 19.3 20.4 20.8
Syrian population (midyear estimate, millions) 17.6 18.0 18.4 18.9 19.3
Iragi Immigrants (millions) 0.3 0.8 0.9 1.5 1.5

Total population growth 24 55 29 54 23

Oil sector
Crude oil production ('000 barrels/day) 477 462 431 400 370
Net oil exports (crude and refined, '000 barrels/day) 282 187 130 70 56
Oil export price ($ per barrel) 26.9 33.4 48.3 57.9 57.4

(In percent of GDP, unless otherwise indicated)

Government finances 1/

Revenue 28.8 272 24.0 219 220
Oil-related revenue 14.7 11.2 71 4.5 3.8
Non-oil revenue 14.0 16.0 16.9 174 18.2

Expenditure 31.4 31.4 28.4 27.6 27.0

Current expenditure 17.7 19.0 18.1 18.7 18.4
Development expenditure 13.7 124 10.3 8.9 8.6

Overall balance -2.6 -4.2 -4.4 -5.7 -5.0
Non-oil budget balance -17.3 -15.4 -11.6 -10.2 -8.9
Gross debt 2/ 84.7 82.6 35.9 35.9 37.8

Domestic 7.5 9.4 125 16.5 20.6
External 2/ 77.3 73.2 233 194 17.2
(Changes in percent of initial stock of money excluding PE deposits)

Money and quasi-money 76 13.5 12.0 14.6 15.5

Net foreign assets 3/ 4.2 71 23 -1.7 4.0

Net domestic assets 3/ 3.5 6.4 9.7 16.3 11.5
Credit to government 0.7 3.7 7.9 0.7 10.5
Credit to public enterprises -0.1 -0.6 -0.7 7.7 0.5
Credit to private sector 4.1 5.7 8.9 4.6 5.0

Credit to private sector (change in percent) 30.3 35.0 45.9 18.4 19.2

Credit to private sector (in percent of GDP) 9.8 11.7 14.4 14.3 15.8

Reserve money (change in percent) 10.2 252 7.7 9.7 13.3

Money and quasi-money (in percent of GDP) 59.9 60.2 57.0 54.8 58.7

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

Balance of payments

Oil Balance 24 1.3 0.6 0.1 -0.1

(in percent of GDP) 10.8 5.2 2.0 0.4 -0.1
Non-oil exports of goods and services 4.6 6.4 7.7 8.4 10.1
(change in percent) 15.9 38.9 20.4 9.5 20.8
(in percent of GDP) 20.2 254 26.8 24.0 275
Non-oil imports of goods and services -7.5 9.4 -10.4 -12.2 -13.1
(change in percent) 21.2 25.6 10.8 17.2 7.6
(in percent of GDP) -32.8 -37.4 -36.2 -34.8 -35.5
Non-oil goods and services balance -2.9 -3.0 -2.7 -3.1 -2.9
(in percent of GDP) -12.7 -12.0 -9.5 -8.8 -8.0
Current account balance 0.2 -0.8 -1.2 -2.1 2.2
(in percent of GDP) 0.8 -3.2 -4.1 -6.1 -5.8
Foreign direct investment (in percent of GDP) 0.7 1.1 1.7 1.7 3.1
Overall balance 0.6 0.2 0.0 -0.8 -0.6
Official net foreign assets 17.4 17.6 17.6 16.8 16.2
(in months of imports of GNFS) 254 20.0 16.4 134 121

Debt
External debt (percent of GDP) 2/ 77.3 73.2 233 19.4 17.2
Debt service-to-exports ratio (payments basis) 10.8 5.9 4.7 5.4 7.3

Exchange rates
Weighted average nominal exchange rate LS/$ 4/ 49.3 50.5 52.2 51.0 52.1
Real effective exchange rate (1990=100) 58.9 58.8 59.8 66.0 67.9

(change in percent) 3.4 -0.2 1.7 10.3 3.0

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

1/ Including the Price Stabilization Fund and a broad coverage of public enterprises.
2/ The sharp decline in 2005 reflects the rescheduling of the Russian debt that took place in early 2005.

3/ In 2007 net of valuation adjustments.

4/ Trade-weighted average of official and parallel market rates.
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Table 2. Syrian Arab Republic: Summary of Fiscal Operations, 2003—-07 1/

(In percent of GDP)

Prel. Proj.
2003 2004 2005 2006 2007
Revenue 28.8 27.2 24.0 21.9 22.0
Oil-related proceeds 14.7 1.2 71 4.5 3.8
Profit tax on Syrian Petroleum Corp. 7.6 4.9 3.2 27 1.3
Royalties 2.8 2.0 22 25 1.2
Surplus from SPC 44 4.2 1.7 29 14
Adjustment to oil revenue 2/ -3.5
Non-oil tax revenue 10.5 11.5 10.7 11.2 11.8
Income and profits 3.5 4.7 4.0 3.8 4.0
International trade 2.6 2.5 2.1 1.7 1.9
Other 45 4.4 4.7 5.7 6.0
Non-oil non-tax revenue 3.4 4.4 6.0 6.2 6.3
PE surpluses 3.0 3.8 51 5.5 5.6
Others 0.5 0.6 0.9 0.7 0.7
PSF revenue 0.1 0.1 0.1 0.0 0.0
Expenditure 31.4 314 28.4 27.6 27.0
Current expenditure 17.7 19.0 18.1 18.7 18.4
Defense 5.3 5.9 5.3 5.1 3.9
Wages and salaries 53 55 5.2 5.4 5.6
Goods and services 1.7 1.5 14 1.8 1.9
Interest payments 0.7 0.9 1.2 1.0 0.9
Subsidies 2.6 2.4 2.3 2.3 2.6
PSF expenditure 2.5 2.1 2.0 2.0 2.1
Other subsidies 0.1 0.2 0.3 0.3 0.6
Transfers 2.1 2.8 2.7 3.2 34
Pensions and social assistance 1.0 1.1 1.1 1.6 1.9
Transfers to public enterprises 1.1 1.7 1.6 1.6 1.5
Development expenditure 13.7 12.4 10.3 8.9 8.6
Overall balance -2.6 -4.2 -4.4 -5.7 -5.0
Non-oil balance (percent of non-oil GDP) -21.8 -19.4 -15.3 -13.4 -11.0
Non-oil balance -17.3 -15.4 -11.6 -10.2 -8.9
Non-oil balance (in percent of non-oil GDP) -21.8 -19.4 -15.3 -13.4 -11.0
Non-oil revenue (in percent of non-oil GDP) 17.6 20.3 22.3 22.8 22.6
Expenditure (in percent of non-oil GDP) 39.4 39.7 375 36.2 33.7
Identified financing 0.1 29 4.8 5.3 5.0
External 0.0 0.1 0.2 0.3 -0.3
Domestic bank financing 0.4 2.0 4.0 54 5.3
Investment certificates -0.3 0.8 0.5 -0.4 0.0
Unidentified financing 2.5 1.3 -0.4 0.5 0.0
Government debt 3/ 84.7 82.6 35.9 35.9 37.8
Domestic 7.5 94 12.5 16.5 20.6
External 3/ 77.3 73.2 23.3 19.4 17.2
Implicit petroleum price subsidies 4/ 3.3 6.4 9.6 10.2 10.3

Sources: Ministry of Finance; and Fund staff estimates and projections.

1/ Central government budget and Price Stabilization Fund (PSF).
2/ Adjustment to account for the drawdown on the Syrian Petroleum Company's bank deposits in order to derive an

estimate of effective oil revenues.

3/ The sharp decline in 2005 reflects the rescheduling of the Russian debt that took place in early 2005.
4/ Energy price subsidies, which include in addition to petroleum price subsidies, subsidies on natural gas, are

estimated at 13.2 percent of GDP in 2007.
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Table 3. Syrian Arab Republic: Summary of Fiscal Operations, 2003-07 1/
(In billions of Syrian pounds)

Prel. Proj.
2003 2004 2005 2006 2007
Revenue 321.6 343.9 358.0 389.6 422.5

Oil-related proceeds 164.7 141.2 106.2 80.1 73.4
Profit tax on Syrian Petroleum Corp. 84.6 62.4 48.0 47.9 246
Royalties 31.3 254 329 44.3 22.8

Surplus from SPC 48.8 53.3 25.2 50.8 26.1
Adjustment to oil revenue 2/ -62.9

Non-oil tax revenue 117.6 1454 160.3 198.9 227.4
Income and profits 38.7 59.1 59.3 67.4 76.4
International trade 28.8 31.3 30.7 30.6 36.6

Other 50.1 55.0 70.3 100.9 114.4
Non-oil non-tax revenue 38.5 55.9 89.9 110.2 121.2
Public enterprise surpluses 33.2 48.0 75.9 97.9 107.3
Other non-tax revenue 54 7.9 14.0 12.2 13.9
PSF revenue 0.7 1.5 1.8 0.4 0.5
Expenditure 350.6 396.9 424.5 491.8 519.2

Current expenditure 197.7 240.3 2701 3334 354.1

Defense 59.0 74.7 78.7 90.5 74.3

Wages and salaries 59.2 69.5 78.3 95.5 108.3
Goods and services 19.0 19.3 21.5 32.3 36.6
Interest payments 7.5 11.0 17.4 17.9 18.1
Subsidies 29.6 29.8 33.6 401 50.7
PSF expenditure 27.9 27.0 29.6 35.3 40.0
Other subsidies 1.7 2.8 4.0 4.8 10.7
Transfers 23.4 36.0 40.5 571 66.3
Pensions and social assistance 11.2 14.4 16.3 28.2 37.3
Transfers to public enterprises 12.2 21.6 24.3 28.9 28.9
Development expenditure 1562.9 156.6 154.4 158.3 165.1
Overall balance -29.0 -53.0 -66.4 -102.2 -96.7
Of which: Non-oil balance -193.7 -194.1 -172.6 -182.3 -170.2
Identified financing 0.7 36.6 7.7 93.7 96.7

External 0.1 1.3 3.2 4.8 -5.5
Borrowing 11.0 11.6 11.6 17.4 17.9
Repayment 10.9 10.3 8.4 12.6 23.4

Domestic bank financing 4.3 24.9 60.5 96.8 102.2
Central bank -16.6 711 54.6 9.5 61.4
Commercial banks 20.9 -46.2 59 87.3 40.8

Non-bank financing

(investment certificates held by non-banks) 37 10.4 8.1 79 0.0
Unidentified financing 28.3 16.4 -5.3 8.5 0.0
Memorandum items:

Government debt 3/ 947.4 1,043.8 535.9 638.9 725.7
Domestic 83.5 118.9 187.3 293.2 3955
External 3/ 863.9 925.0 348.6 345.7 330.3

Implicit petroleum price subsidies 4/ 37.2 80.6 144.0 181.9 198.8

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

1/ Central government budget and Price Stabilization Fund (PSF).

2/ Adjustment to account for the drawdown on the Syrian Petroleum Company's bank deposits in order to derive an
estimate of effective oil revenues.

3/ The sharp decline in 2005 reflects the rescheduling of the Russian debt that took place in early 2005.

4/ Energy price subsidies, which include in addition to petroleum price subsidies, subsidies on natural gas, are
estimated at SP 254 billion in 2007.
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Table 4. Syrian Arab Republic: Monetary Survey, 2003—07

Prel. Proj.
2003 2004 2005 2006 2007
(In billions of Syrian pounds; end-of-period)
Foreign assets (net) 702 750 767 753 792
Central bank 124 136 154 169 162
(In millions of U.S. dollars) 4,926 5,391 6,130 6,721 6,417
Commercial banks 578 614 613 583 630
(In millions of U.S. dollars) 12,435 12,410 12,210 11,657 12,096
Public banks 12,435 12,176 11,455 10,162 9,858
Private banks 0 234 755 1,494 2,238
Domestic assets (net) 186 238 334 429 548
Domestic assets (net) netted from PE deposits -32 10 84 223 336
Domestic credit 342 410 555 623 785
Claims on public sector 233 263 340 368 481
Claims on public sector netted from PE deposits 14 35 90 162 269
Claims on central government (net) 55 80 141 147 249
Claims on public enterprises 178 182 199 221 232
Claims on public enterprises (net) -41 -45 -51 15 20
Claims on private sector 109 148 215 255 304
Other items (net) -156 -172 -221 -194 -237
Import and restricted deposits -73 -99 -102 -121 -121
Capital accounts -104 -132 -185 =311 -342
Valuation adjustment (net) -47 -57 41 260 247
Other 68 115 25 -21 -21
Money and quasi-money (M2) 889 988 1,101 1,182 1,339
Currency outside banks 285 333 385 399 452
Syrian pound deposits 407 462 500 536 608
Of which: PE deposits 196 193 217 162 167
Foreign exchange deposits 40 63 95 102 116
Of which: PE deposits 22 34 33 44 45
Money and quasi-money (M2) excluding PE deposits 670 761 851 976 1,127
(Change in percent of the initial stock of broad money excluding PE deposits)
Net foreign assets 4.2 71 23 -1.7 4.0
Domestic assets (net) 3.5 6.4 9.7 16.3 11.5
Domestic credit 4.7 8.8 16.1 131 16.0
Claims on central government (net) 0.7 3.7 7.9 0.7 10.5
Claims on public enterprises (net) -0.1 -0.6 -0.7 77 0.5
Claims on private sector 4.1 5.7 8.9 4.6 5.0
Other items (net) -1.2 -2.5 -6.4 3.3 -4.5
Money and quasi-money (M2) excluding PE deposits 7.6 13.5 12.0 14.6 15.5
(Annual change in percent)
Currency outside banks 10.3 16.8 15.6 3.7 13.3
Claims on private sector 30.3 35.0 459 184 19.2
Reserve money 10.2 25.2 7.7 9.7 13.3
(In percent of GDP)
Broad money (M2) 79.5 78.2 73.7 66.4 69.7
Credit to private sector 9.8 1.7 14.4 14.3 15.8
Credit to public enterprises 15.9 14.4 13.3 12.4 121
Change in net claims on central government (bil SP) 4.3 249 60.5 6.3 102.2
Change in net claims on central government 0.4 2.0 4.0 0.4 5.3
Change in net claims on PE (bil SP) -19.5 -4.0 -5.6 65.5 4.9
Memorandum items:

Currency to deposits ratio 47.2 50.8 53.7 51.0 51.0
Ratio of FX deposits to total deposits 6.6 9.7 13.3 13.1 13.1

Growth in public banks' credit to private sector 9.8 1.7 38.7 10.9

Growth in private banks' credit to private sector 0.0 0.0 281.7 106.9

Sources: Central Bank of Syria; and Fund staff estimates and projections.
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Table 5. Syrian Arab Republic: Central Bank Balance Sheet, 2003-07

Prel. Proj.
2003 2004 2005 2006 2007

(In billions of Syrian pounds)

Net foreign assets 124 1 135.8 154.5 169.4 161.7
[In millions of U.S. dollars] 4,926 5,391 6,130 6,721 6,417
Net domestic assets 253.5 336.9 354.8 389.2 471.4
Net domestic credit 88.7 1294 182.8 204.5 286.6
Net credit to government -86.2 -16.2 39.4 48.9 110.3
Credit to public enterprises 0.1 0.1 0.1 0.1 0.1
Credit to banks 174.8 144.5 143.3 155.5 176.2
Other items (net) 1/ 164.8 207.5 172.0 184.7 184.7
Reserve money 377.7 472.8 509.3 558.6 633.1
Currency issued 294 .4 344.3 407.4 4114 466.3
Currency outside banks 285.0 332.8 384.7 399.0 452.3
Currency with banks 9.4 11.5 22.7 12.4 14.0
Deposits of public enterprises 13.1 22.5 155 19.7 22.3
Deposits of banks 69.9 105.7 85.9 127.0 143.9
Other non-government, non-bank deposits 04 04 0.5 0.5 0.5

(Change in percent of initial stock of reserve money)

Net foreign assets 5.3 3.1 3.9 29 -14
Net domestic assets 4.9 221 3.8 6.8 14.7
Net domestic credit 2.8 10.8 11.3 4.3 14.7
Net credit to government -4.8 18.8 11.5 1.9 11.0
Credit to public enterprises 0.0 0.0 0.0 0.0 0.0
Credit to banks 7.6 -8.0 -0.2 24 3.7
Other items (net) 21 11.3 -7.5 25 0.0
Reserve money 10.2 25.2 7.7 9.7 13.3

Source: Central Bank of Syria.

1/ The decline in 2007 is due to lower valuation adjustment.
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Table 6. Syrian Arab Republic: Balance of Payments, 2003—-07
(In millions of U.S. dollars; unless otherwise indicated)

Est. Est. Proj.
2003 2004 2005 2006 2007
Current account balance 181 -811 -1,177 -2,133 -2,153
(In percent of GDP) 0.8 -3.2 -4.1 -6.1 -5.8
Of which: non-oil current account balance -2,875 -3,000 -2,716 -3,071 -2,950
(In percent of GDP) -12.7 -12.0 -9.5 -8.8 -8.0
Oil balance 2,450 1,308 563 143 -53
(In percent of GDP) 10.8 5.2 2.0 0.4 -0.1
Exports, f.0.b. 4,111 3,395 4,300 4,076 3,869
Imports, f.0.b. -737 -1,156 -2,473 -2,883 -3,046
Repatriation of profits of oil and gas companies -924 -931 -1,264 -1,050 -875
Non-oil goods and services balance -2,875 -3,000 -2,716 -3,071 -2,950
(In percent of GDP) -12.7 -12.0 -9.5 -8.8 -8.0
Trade balance -2,612 -3,220 -3,209 -3,042 -2,997
Exports, f.0.b. 3,037 3,748 4,749 6,162 6,913
Public 455 322 421 452 508
Private 2,582 3,426 4,328 5,710 6,406
Imports, f.o.b. -5,649 -6,968 -7,958 -9,204 -9,911
Public -871 -1,069 -971 -1,948 -2,016
Private -4,778 -5,899 -6,987 -7,256 -7,895
Balance of services -263 220 493 -29 48
Receipts 1,543 2,613 2,911 2,924 3,213
Of which: travel and tourism 986 1,800 1,944 2,025 2,268
Payments -1,806 -2,393 -2,418 -2,953 -3,165
Income (net) 67 202 225 230 236
Credit 282 385 395 428 463
Debit -215 -183 -170 -198 -228
Transfers (net) 539 679 751 565 614
Credit 554 694 765 610 659
Of which: workers' remittances 530 689 761 610 659
Identified capital and financial account balance 182 -131 -480 -535 320
(In percent of GDP) 0.8 -0.5 -1.7 -1.5 0.9
Capital account (migrants' transfers) 20 18 18 18 18
Direct investment 160 275 500 600 1,151
Of which: Gas project-related 90 150 151 125 125
Long-term government debt (net) 2 -187 -473 -414 -105
Receipts 224 215 138 86 429
Payments -222 -402 -611 -500 -534
Private banks 0 -237 -525 -739 -744
Inflows related to Iragi immigrants 0 457 803 1,309 1,225
Errors and omissions 223 686 872 606 0
(in percent of GDP) 1.0 2.7 3.0 1.7 0.0
Overall balance 585 202 18 -753 -608
(in percent of GDP) 2.6 0.8 0.1 -2.2 -1.6
Net change in reserves (increase = -) -585 -202 -18 753 608
Convertible -934 -181 -448 752 608
Central Bank -765 -443 -1,169 -541 304
Commercial Bank of Syria -169 263 721 1,293 304
Nonconvertible (Central Bank) 348 -21 430 1 0
Memorandum items:
NFA of the Central Bank and the CBoS 17,362 17,567 17,585 16,833 16,225
(In months of imports of G&S) 254 20.0 16.4 13.4 121
Government external debt (in millions of dollars) 1/ 17,537 18,318 6,682 6,778 6,340
(In percent of GDP) 77.3 73.2 23.3 19.4 17.2
Debt service (in percent of exports of G&S) 1/ 10.8 5.9 4.7 54 7.3
Weighted average nominal exchange rate (LS/$) 2/ 49.3 50.5 52.2 51.0 52.1
GDRP (in billions of dollars) 2/ 227 25.0 28.6 34.9 36.9
Real effective exchange rate (1990=100) 58.9 58.8 59.8 66.0 67.9
(change in percent) 3.4 -0.2 1.7 10.3 3.0

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

1/ Officially acknowledged debt; excludes military debt. The sharp decline in 2005 reflects the rescheduling of the Russian debt
that took place in early 2005.

2/ Trade-weighted average of the parallel market rate and official rates.

3/ Calculated using the weighted average exchange rate.
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Table 7. Syrian Arab Republic: Medium-Term Macroeconomic Framework, 2005—12

Prel. Proj.
2005 2006 2007 2008 2009 2010 2011 2012
(Change in percent, unless otherwise indicated)

National income and prices

Nominal GDP (LS billions) 1,493.6 1,780.9 1,920.7 2,106.6 2,311.5 2,512.4 2,704.1 2,924.7
Oil GbP 362.2 421.0 379.5 375.0 366.0 3471 316.9 292.8
Non-oil GDP 1,131.4 1,359.9 1,541.3 1,731.6 1,945.5 2,165.3 2,387.2 2,631.9

Nominal GDP ($ billions) 28.6 34.9 36.9 38.8 40.4 42.2 44.0 46.2
Real GDP 3.3 4.4 3.9 3.7 4.8 4.6 3.9 4.0
Real non-oil GDP 6.0 6.5 5.8 5.0 5.0 5.0 5.0 5.0

GDP deflator 14.4 14.2 3.8 5.7 4.7 3.9 3.6 4.0

CPI period average 7.2 10.0 7.0 7.0 7.0 6.0 5.0 5.0

Oil sector
Crude oil production (‘000 barrels/day) 431 400 370 352 359 363 345 330
Net oil exports (crude and refined, '000 barrels/day) 130 70 56 39 39 36 7 -19
Oil export price ($ per barrel) 48.3 57.9 57.4 61.9 61.7 60.1 59.4 59.0

(In percent of GDP, unless otherwise indicated)

Government finances 1/

Revenue 24.0 21.9 22.0 22.3 23.3 23.7 23.9 241
Oil-related revenue 71 4.5 3.8 3.0 3.5 3.5 2.6 1.8
Non-oil revenue 16.9 17.4 18.2 19.3 19.8 20.2 21.3 22.3

Expenditure 28.4 27.6 27.0 281 28.3 28.5 28.9 29.0

Current expenditure 18.1 18.7 18.4 19.5 19.7 19.9 20.3 20.4
Development expenditure 10.3 8.9 8.6 8.6 8.6 8.6 8.6 8.6

Overall balance -4.4 -5.7 -5.0 -5.9 -5.0 -4.7 -5.0 -5.0
Nonoil budget balance -11.6 -10.2 -8.9 -8.9 -8.5 -8.3 -7.6 -6.8
Gross debt 2/ 35.9 35.9 37.8 41.0 43.2 45.2 47.6 49.6

Domestic 125 16.5 20.6 23.2 24.8 26.4 28.3 29.9
External 2/ 233 19.4 17.2 17.8 18.3 18.8 19.3 19.7
(Changes in percent of initial stock of money)

Money and quasi-money 12.0 14.6 15.5 14.1 13.9 12.6 1.3 1.2

Net foreign assets 3/ 2.3 -1.7 4.0 1.0 0.4 -0.4 -1.1 -1.5

Net domestic assets 3/ 9.7 16.3 11.5 131 135 13.0 12.4 12.7
Credit to government 7.9 0.7 10.5 7.7 6.3 5.7 5.7 55
Credit to public enterprises -0.7 7.7 0.5 0.5 0.4 0.4 0.4 0.4
Credit to private sector 8.9 4.6 5.0 6.5 71 7.6 7.2 7.9

Credit to private sector (change in percent) 45.9 18.4 19.2 23.9 24.3 23.8 20.5 20.6

Credit to private sector (in percent of GDP) 14.4 14.3 15.8 17.9 20.3 23.1 25.8 28.8

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

Balance of payments

Oil balance 0.6 0.1 -0.1 -0.4 -0.2 -0.3 -0.8 -1.3

(in percent of GDP) 2.0 0.4 -0.1 -1.0 -0.6 -0.6 -1.8 -2.8
Non-oil exports of goods & services 7.7 8.4 101 10.6 11.0 11.5 12.1 12.8
(in percent of GDP) 26.8 24.0 275 27.2 27.2 27.2 27.5 27.8
Non-oil imports of goods & services -10.4 -12.2 -13.1 -13.7 -14.2 -14.7 -15.3 -16.0
(in percent of GDP) -36.2 -34.8 -35.5 -35.2 -35.0 -34.8 -34.7 -34.6
Non-oil goods and services balance 2.7 -3.1 -2.9 -3.1 -3.1 -3.2 -3.2 -3.1
(in percent of GDP) -9.5 -8.8 -8.0 -8.0 -7.8 -7.6 -7.2 -6.7
Current account balance -1.2 -2.1 2.2 -2.6 -2.3 -2.3 -2.7 -3.0
(in percent of GDP) -4.1 -6.1 -5.8 -6.6 -5.8 -5.6 -6.2 -6.5
Foreign direct investment (in percent of GDP) 1.7 1.7 3.1 3.9 4.0 4.1 4.2 4.3
Overall balance 0.0 -0.8 -0.6 -0.4 -0.4 -0.6 -0.7 -0.8
Official net foreign assets 17.6 16.8 16.2 15.8 15.4 14.8 14.1 13.4
(in months of imports of GNFS) 16.4 134 121 1.4 10.7 9.9 9.0 8.1

Debt
External debt (percent of GDP) 2/ 233 19.4 17.2 17.8 18.3 18.8 19.3 19.7
Debt service-to-exports ratio (payments basis) 4.7 5.4 7.3 7.5 8.0 7.6 7.7 7.7

Sources: Syrian authorities; and Fund staff estimates and projections.
1/ Including the Price Stabilization Fund and a broad coverage of public enterprises.
2/ The sharp decline in 2005 reflects the rescheduling of the Russian debt that took place in early 2005.

3/ Starting in 2008 net of valuation adjustments.



38

-Jeak uonoslfoud )se| ay) Jo [9A8] 8y} Je ulewsal (smojy Buneass-jgap pi

JUSPI JOYJ0 pue ‘alel }salaul [eal ‘Umolb 4ao |esu) sajqelien A9y jey) sawnssy /01

‘(Jojeyep daS uo paseq) uolnejul DI3SaWop snulw (Aouaiind [ed0] JO anjeA Jejjop ul e} abejuaoiad Aq painseaw) uoneloaldap |eulwou se pauyap si uoneloaldap |eay /6
“1X3) 9Y} Ul PASSNOSIP S| OLIBUSIS SIY) Jopun sa|gelieA As3 Jayjo ul abueyd paidwi ay] /8
'ddo Jo juaoiad ul eouejeq Asewid pue ajel }salaul [eal ‘Ymolb 4go |eal apnjoul sajqelea Aax ay] //

“00}s 1qop pouad snoinaid AQ PapIAIP SuNHPpUSdXe }S8ISJUI [eUILUOU SE PaALIS(J /9

‘pouad snoinald jo pua je 1gap wus)-Hoys snid ‘igap Jo3oas olignd wual-6uo| pue wnipaw jJo uonezipowe snid ‘yolep 10308s olgnd se pauyaq /S
*(4+)9E Sk /g 9]0Uj00} Ul JOJEJSWNU SY} WO} PAALISP S| UOHNQLIUOD ajes abueyoxa ay| /v
‘B- se uonnquuod Yymoub |eas sy pue (6+1) LL - 1 SB /Z 9]0U}00} Ul JOJeUILIOUSpP Y] WOl PAALISP S| UOIINQLIUOD )kl }Salajul [eal 8y ] /&

“(4ejiop "S°N 40 anjeA Aouauind |e20| Ul @sealdul Ag painseaw) uoleloaidap a)jes abueyoxa |eulwou = @ pue jgap pajeulwousp
Aouano-ublauoy Jo aleys = e ‘ajel ymolb 4go |eas = b liojeyap 4ao Jo 91es ymmoub = d iajel jsaisiul = 4 yum ‘onjed 3gap pouad snoineud sawn ((d6+d+6+1)/[(4+L)oe + B - (B6+1)d - 1)] se paaueq /z
‘pasn s| 1gap ss0.4b 40 }8auU Jaylaym os|y "1030as oljgnd |ejoueUUOU JO JuswulaA0b [eiauab 6 ‘J01oas olignd Jo abeianod sajealpul /L

S°L-
€e-
/0L @duejeq
Arewnd
Buizijiqeys-ygeq
v'e
z's
144
8'¢e-
00
144
44

obeiony
pajoafoid

v
/oL @duejeq
Arewnd
Buizijiqeys-ygeq

1'8S 6°9S L'vS 6°2¢S 0'LS 8°.€ 8002 Ul smoj} Bunesud-1qep Joyjo Ul asealoul 4go Jo Jusasad gL ‘9g
fAVA<] ¥'SS 2'€s v'LS €6v 8'.¢ /6 800z ul uoneroaidap [eal Juaolad Qg awl duQ 'Gg
2'9S 8¢S o6V 1'Sv fA44 8¢ S)00ys uoljeinap plepuels Jayuenb-auo Buisn €g-19g Jo uoneuiquo) ‘g
SvS 9'LS z8v fA 14 ozy 8°.€ uolneIASp pJepue)s Jjey-auo snuiw auli@seq je s| aouejeq Alewlld ‘€9
1’85 9'es o'6v €Sy 8Ly 8'LE uoneIAep pJepuels Jley-auo snuiw aul@seq je st ymoib 4ao |eey ‘zg
8 VS 9°LS L8y L'S¥ 6LV 8°.€ suoljeinap pJepuels auo snid auli@seq je S| 9)el }saidjul [eay “Lg
s)s9) punog ‘g
L'€S €05 (VA4 ovv 60V 8¢ 21—.00¢2 ul (eouejeq Atewud jueysuod) abueyos Aoljod oN "2V
L'vE €°6¢ 0'9¢ 1°9¢€ LL€ 8°.€ Z1—,002Z Ul sabeiaAe |eolo)sIy JIay) Je aie sa|qelleA Aoy "Ly
SOLIBUDDS dAIJBUWIBYY WV
oney 39eQ d1qnd 10} S3SOL SS8NS Il
ce €€ oe ce 4 4 Lec 9L L'y €€ €€ 6L vl yoyep Atewnd
8y 'S e} €5 6 6L 09 €2 6L 8/ ze I 8L (yusouad ul Jojeyep dao Aq pajelyep) buipuads Aiewnd |eas Jo ymoi
oy 9'¢c 6'¢c L'y 'S 8¢ 9'S VL [4 43 1443 ool Lb- a4 (yusouad ul ‘Jojeyep JaoO) el uonepu|
o€ o€ 0 0°G- 0 L'z 61 92 €z ze- v'z- €0- L'z (3usouad ur ‘Aousind [BO0] JO BNJEA JB|IOP "S™N Ul &seaioul) uoneroaidde [eulwuoN
L0~ S0 0 00 10~ o'L- 2's 1'G- 6°0L- 8ClL- 8'8- 6L 8'¢e- (yusoiad ul Jojelep 4ao ul dBueyD Snuiw sjel [eulwou) dles }saidjul [eal abelany
6'¢ (4 (a4 L'y [oX°} 8'C 60 A o> L' L 8'0 80 /9 (3usoiad ui) 3g8p 21gnd uo Bjel Jsalsjul [eulwou SbeIsAY
ov 6°'¢c 4 8V L€ 6'¢C 8¢ x4 vy €e 8¢ L' 6'S (yusouad ul) ymmolb 4ao lesy
uoneinaq obeiony suondwnsse |eosl) pue djwouodaoidew A3y
piepuels |esuolsiy
Z'8 9L 89 S9 29 2SS 1BSA-0L JeaA-0L €Y Lc Lec Sl vl SJ1e||0p "S"N 40 suol|iq u|
8'LL cLL 29l 09l L'9L cvl vzl 9'6 S'8 99 1’9 /G pa@au Buioueuyly ssoin
8'G0Cc €661 €061 1413 o'¥8L 8'LLL 0'v9ol L6l Gg'e0oe 9v6ec 0GLE /1 ohjel snuaAai-0}-1qap 10}08s dllqnd
1’0 1’0 00 00 00 6°0- [=30] sor- L1 SL- 6l (g-2) sebueyo jesse Buipnoul ‘lenpisey
00 00 00 00 00 00 00 00 00 00 00 (uonezijeydeoal sueq 62 ‘Ayoads) 18O
00 00 00 00 00 00 00 00 00 00 00 sanljiqel| Juabupuoo Jo yoldwi jo uonubooey
00 00 00 00 0o 00 00 00 00 [0)0] [00] (ennebou) sydieoss uonezieald
00 00 00 00 00 00 00 00 00 00 00 smoyy Bunesio-jgep paynuap! 18yio
90 90 0 60 0 v'0 S0 L'ec Ll €0 9L /¥ uoneoaidep el abueyoxe Woly UoKNQUILOD
8'L- 9'L- 8L 8L~ €l- €l- €= €z [ 6°0- 9~ ymolib 4go |eas wouy uoiNgLuod Yyoiym Jo
L0 10 L0 L0~ €0 v'0- g'e- [A 8'9- o'l Le- S}kl }S8JdjUl [BSJ WO} UoNQUIUOD “YIIYM JO
6L~ G- A 6°L- 9'L- L= 8V SLL- 6'8- 0 AVAS /€ lenusiayip ymmolb/ajel 1saajul Woly uonnguuoD
€= 6°0- o'L- o'L- 6°0- €= 26" S'6- rAVAS 60 1'9- /Z SOlweuAp 1gap diewoiny
glc L'.ec L'9¢ g'9¢ v'9C 1’92 992 €l2 S'0€ 1°0€ 6'.2 ainyipuadxa (3sassjuiuou) Atewnd
L've 6'€C L'€C €€T €ece oce 6'Lg o've c'le 8'82 g9z sjuelb pue snusnay
ce €€ o€ ce L'y L'y L'y €€ €€ 6L vl yoyep Atewld
6L €c (o4 €c e 8¢ S0 9 6°¢- 6'¢C LYy (ZL+2+¥) smoyy Bunesio-jgap payiusp|
(o4 v'e oc cc ce 6l 00 L9~ L'e vl 6'¢- 199p J03oss olignd u; 8bueyd
161 €6l 8’8l €8l 8°/L clL v'6lL €ee ceL €L 6°GL pajeulwousp Aouano-ublaioy yarym jo
96V A4 sy ey V%4 8°L¢ 6'GE 6'GE 928 L'v8 €'€8 /1 399p 10303s dl|qnd
suonoafoid auljaseg °|
cloc Lloc 0102 6002 8002 1002 900¢ S00c¢ 002 €00¢ 200c
suonoafoid |enjoy

(pajeoIpul 8SIMIBYJO SSa|uN ‘49 Jo Juaaiad u))
Z1—200z “Homawel Ayiqeurelsns 1geQ 10309s aliand :olignday qely uelAs g o|qel



39

“1eak uonosloid Jse| 8Y) JO S[oAS) JIay) Je Ulewal (dao Jo Juaotad ul SMOjjul }Gap-Uou pue ‘ymolB Joje|jap Jejjop ‘ajel 1saiajul [euliou ‘Ymoib 4ao [eal) sajqelien Aoy Jey) Buiwnsse onel Jqap ay) sazijigels Jey) 9dueleq JUBjsuod ‘uni-buo /9
"JX8} 8U) Ul passnosIp sI 0LIBUSDs siY) Jopun sajgelea Aoy Jayjo ul ebueyo pajdwi sy /g
*d@9 Jo Jusdiad ul SMOJUI }GOP-UOU PUe JUNODIE JUSLIND }S8IJUI-UOU U}0g puE ‘ymmolb Jojejyap Jejjop (ajel jsalajul [euiwou ‘ymoib 4go |eas apnjoul sajqelien Aoy au] /¢

‘powiad snoinaud Jo pus Je jqep wisl-Hoys snid ‘jgap wis)-Buo| pue -wnipaw uo uoneziuowe snid ‘Joyap JUNOOJE JUBLIND Se pauyaq /&
‘(1ojeep 4ao uo paseq) uonepul Buisu pue (0 < 8) Aoua.unod onsawop Buneroaidde ue yum sasealoul J “300j)s Jgap polsad snoinaid sawiy (J6+1+64+1)/[(4+1)es + (B+1)J-] se pausp sI sebueyd ajes abueyoxs pue aoud woiy uonguUIuod ay| /z
"Jgop [euJa)xa [E}0} Ul }Gap pajeulwousp AUaLINd-oiSaWop Jo aJeys = & pue ‘(Aouaiind o)sawop Jo anjeA Jejjop ul asealoul) uoneloaidde [euiwou = @ ‘ajel ymolb 4o [eal = 6
‘SWJa} Jejjop SN Ul Joje|jap 4a9 2Nsawop Ul 96UBYD = J )gap [BUIS)XS UO d)eJ }SaIa)ul 9AOS)JS [eUILUOU = J YIM %00}s 1gap poliad snoiraid saw (16+1+6+1)/[(4+1)ea + (6+1)1 - 6 - ] se paauaq /L

€9 €9l '8l €0C 0ce 1'€T A% 800z Ul uoneroaidap |eal Jusosad Qg dwi dUQ ‘G
Ly 1’92 Sve 9T 6°0C 1’6l L SY00YSs UOHEIASP PJEPUE)S §/| Buisn £g-1g Jo uoneuiquo) “vq
fa g L'Le 682 662 1€z z0z zl SUOIJEIASP PJEepUE)S Jley-auo SNUIW SUlaSeq Je SI JUNOJOE. JUSLIND }SaI8YUI-UON ‘€]
ey 002 L'6L L6l 98l 08l Tl SUONEIASD PJEpUE)S Jley-8uo SnulW auljeseq je S| ymoib 4ao [esy 'zg
(44 002 961 6'8lL '8l 6L1 fA% uoljelnap piepuels jley-suo snid suljaseq je si ajes }saidjul [BUILION “Lg
sJs9) punog 'g
8'0- vy 0 9'¢ V. 8Ll cLL 21—100Z ul sabesane [eol0sIY J1BY) Je ale sajqelen ey LY
/9 JUnodJe JUdLIND SOLIBUADS dAIJRUIBY 'V
jsaiajul-uou ojey 1ga( [eula)xJ Joj s}sa| SsalS ||
Buizijiqeys-jqaq
L'y 14 (44 24 (Va4 6'¢ 1€ S0 0l L' L'l [ L0 S0 smojyul [ended Buneaud jgap-uou JoN
€6 9'G- €6 L'y 0°G- 6'G- 4 Ly cc §'G- e L'e 9L 9'8 sjuswiAed jsausjul Buipnjoxs ‘@oueleq JUNodde JusLnd
L'y 6 8 6€ =% [0X3 z. 6cl €0l V2L zTe ¥'82 06l z8l (yusoued Ul ‘swis} Jejiop 'S'N) SHodwW JO YMOID
124 9T Sl ze vy 0 €9 L1 8'8 1oL 92e o4 L'z ¥'02 (yueouad ul ‘suua) Jejiop *S'N) SHOdXS JO YMOID
8y 1'g 1S 0's 6V L'y 144 v'e L0 L'l 14 'L 80 0l 6l (yusosad ui) sjed Js@IR)UI [2UIBIXS [BUILION
14 80 80 S0 20 90~ Sl 9l €8 L'y 891 80l €L G'L- €C (yusolad ur 8Bueyd) sJe|lop SN U Jolelep dao
8¢ oe- 0e- oe- (Ol 0'G- [l L' 6V 9¢c €cC e Ve €0 Le (usosad u aBueyd ‘AousLnd eo0] Jo anjeA Jejjop "S'N) uonerdaidde ojel abueyox3
474 (U4 (V4 6'¢ 9V 8 L't 6'¢ 8'¢C SC vy €e 8¢ [ 6'S (yusouad ur) yimoib 4ao [esy
uoneinaqg mmm‘_w><
ELEIERT uonezijiqels piepuels  [eoLOISIH suonjdwnsse sjwouodaoloew Aay
pajosfoid Jgap Jo4 JBaA-0L 1e9A-0L
*R4% ta4% g€l L'yl 8Vl ovl gel L'yl 8Vl 2oL 194 dao o jusosad u
19 €9 'S L'S 8'S 'S L'y (V4 L'e €C 0l /€ (s1e10p* SN Jo suol||Iq ul) pasu Buloueuly [EUIBIXD SSOID
8.8 foRele] €28 G005 1'6¥ [oR1 [oghe] 6'GS 8.8l 810z Z€0z (yueouad ur) ones spodxe-oj-jgap [eussix3
00 6°0- L0 €0 90- €l 6'¢- Ly [N ol 97 98 (g-2) s1esse ubialoy ssoib ul abueyod ‘[oul ‘[enpisay
0 20 L0~ 00 1’0 20 €0 e (WA €G- [ 6L- /z sebueyo ajel abueyoxe pue dolid Wody uoyNqUILOY
80~ A 10" 80" 80~ 90~ L0 80~ Le 6'L- 60~ vy UmouB Ao (el woly UoRNQLIUCD
[} 60 60 60 80 L0 90 90 80 90 80 vl 9jel }saIsjul [eulliou woly uolnqluod
00 00 10 10 10 10~ o 9'¢- V'8 9'9- 0l 6y /1 SolWeUAp 1gap onewoiny
00 00 00 00 00 00 00 00 00 00 00 Aynba‘jusuisanur ojojiod JoN
544 (47 Ly /R4 6'€ Le L' L' [ L0 S0 Aynba ‘Juswisaaul Joau1p ublaio) JoN
€y e vy Ly 0y 6¢- Le- L L1 [ 10~ S0 (annebau) smojut [eyided Buneaio jgap-uou JoN
LTy 12y 9cy L2y 8cy L'ty Ley 67y ocy 1'9¢ 20¢e spodw|
(% 6'v¢ 6'G¢ €9¢ 29¢ 08¢ yAVAS 8Ly 0'6¢ €8¢ Vi€ suodx3
9'8 8L 19 g9 99 8'S 14°] L'e 0e ce (WA $90IA18S pue spoob Jo soueeq ul JoyeQ
(a7 96 €5 L'y 0's 6'G TS S'S £e 1T 9l- 9'8- sjuswAed jsaiajul Buipnjoxe ‘HIoyep JUNOJOE JuaLIND
00 el Tl 120 [ 61 Il z0 8'9- 1'g- zl- 0pl- (6+8+¥) smoyy Buneaio-1qap [eulsixe paynusp|
00 ¥'0 S0 0 S0 90 [ 6°¢- 8’61~ Ly vl ¥'6- 199p [eula)xe ul abueyd
(44 L'6L €61 8’8l €8l 8Ll L 6l €'eC ceL €L, 6'GL 199p |eusd)x3
/9 JUNO2E JUBLIND
jsaJajul-uou
Buiziiqeys-1q9q
414 344 0l0¢C 6002 8002 2002 900 G002 002 £00C 200C
suondafoid |enjoy

(pajeoipul asimuBylo ssajun ‘4o 4o usdsad uj)

Z1-200Z “Yomaweld Ayjiqeulelsng 1gaq [euseix3 :olqnday qely ueuis

‘6 9lqeL



40

Table 10: Syrian Arab Republic: Medium-Term Framework for the Strong Adjustment Scenario, 2005-12

Prel. Proj.
2005 2006 2007 2008 2009 2010 2011 2012

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

Nominal GDP (LS billions) 1,493.6 1,780.9 1,920.7 2,143.9 2,382.4 2,624.0 2,863.8 3,117.3
Oil GDP 362.2 421.0 379.5 3711 362.2 343.5 313.6 292.7
Nonoil GDP 1,131.4 1,359.9 1,541.3 1,772.8 2,020.1 2,280.5 2,550.2 2,824.6

Nominal GDP ($ billions) 28.6 34.9 36.9 39.1 41.2 43.6 46.1 49.2

Real GDP 3.3 4.4 3.9 5.0 6.1 5.9 5.2 5.4
Real nonoil GDP 6.0 6.5 5.8 6.5 6.5 6.5 6.5 6.5

GDP deflator 14.4 14.2 3.8 6.3 4.7 4.0 3.7 3.2

CPI period average 72 10.0 7.0 8.0 7.0 6.0 5.0 4.0

Oil sector

Crude oil production (‘000 barrels/day) 431 400 370 352 359 363 345 330

Net oil exports (crude and refined, '000 barrels/day) 130 70 56 44 40 33 0 -32

Oil export price ($ per barrel) 48.3 57.9 57.4 61.9 61.7 60.1 59.4 59.0

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

Revenue 24.0 21.9 22.0 247 26.4 29.0 30.0 30.4
Oil-related revenue 71 4.5 3.8 3.1 3.4 3.3 23 1.4
Non-oil revenue 16.9 17.4 18.2 216 23.0 25.7 27.7 29.0

Of which: measures
VAT 0.2 2.0 3.0 3.9
Phasing petroleum price subsidies 27 3.5 4.0 4.6 4.8

Expenditure 28.4 27.6 27.0 29.0 29.5 30.0 31.0 32.2
Current expenditure 18.1 18.7 18.4 19.9 20.4 20.9 215 21.7
Development expenditure 10.3 8.9 8.6 8.6 8.6 8.6 9.0 10.0

Overall balance -4.4 -5.7 -5.0 -4.3 -3.1 -1.0 -1.0 -1.8
Non-oil budget balance -11.6 -10.2 -8.9 -7.4 -6.5 -4.3 -3.2 -3.2
Gross debt 35.9 35.9 37.8 39.0 39.0 375 35.9 35.2

Domestic 12.5 16.5 20.6 21.7 21.8 20.9 19.9 19.6
External 233 19.4 17.2 17.3 17.2 16.6 16.0 15.5
(Change in percent of initial stock of money )

Money and quasi-money 12.0 14.6 13.9 15.3 14.3 11.0 10.8 12.3
Net foreign assets 2/ 2.3 -1.7 34 8.8 6.9 54 4.3 4.2
Net domestic assets 2/ 9.7 16.3 10.4 6.6 7.4 5.6 6.5 8.1

Credit to government 7.9 0.7 10.5 5.8 4.0 1.8 1.2 2.2
Credit to public enterprises -0.7 7.7 0.0 -0.6 0.4 0.4 0.4 0.4
Credit to private sector 8.9 4.6 3.1 29 3.3 4.1 5.8 6.6

Credit to private sector (change in percent) 45.9 18.4 12.0 1.4 13.3 16.7 22.6 231

Credit to private sector (in percent of GDP) 14.4 14.3 14.9 14.8 15.1 16.0 18.0 20.4

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

Balance of payments

QOil Balance 0.6 0.1 -0.1 -0.3 -0.2 -0.3 -1.0 -1.6
(in percent of GDP) 2.0 0.4 -0.1 -0.7 -0.5 -0.8 -2.1 -3.3
Non-oil exports of goods & services 7.7 8.4 10.1 10.8 11.4 12.1 13.0 14.2
(in percent of GDP) 26.8 24.0 27.5 27.5 27.7 27.7 28.1 28.9
Non-oil imports of goods & services -10.4 -12.2 -13.3 -13.7 -14.5 -15.0 -15.3 -16.1
(in percent of GDP) -36.2 -34.8 -36.1 -35.1 -35.1 -34.4 -33.3 -32.7
Non-oil goods and services balance -2.7 -3.1 -3.2 -3.0 -3.0 -2.9 -2.4 -1.9
(in percent of GDP) -9.5 -8.8 -8.6 -7.6 -7.4 -6.7 -5.2 -3.8
Current account balance -1.2 -2.1 -2.0 -1.9 -1.9 -1.7 -1.7 -1.7
(in percent of GDP) -4.1 -6.1 -5.4 -5.0 -4.5 -4.0 -3.7 -3.5
Foreign direct investment (in percent of GDP) 1.7 1.7 3.2 4.0 4.1 4.1 4.2 4.3
Overall balance 0.0 -0.8 -0.2 1.2 1.1 0.9 0.8 0.9
Official Net foreign assets 17.6 16.8 16.6 17.9 18.9 19.9 20.6 21.5
(in months of imports of GNFS) 16.4 13.4 12.2 13.0 12.9 13.0 13.0 12.8
Debt
External debt (percent of GDP) 23.3 19.4 17.2 17.3 17.2 16.6 16.0 15.5
Debt service-to-exports ratio (payments basis) 4.7 5.4 7.3 7.4 7.6 6.9 6.7 6.1

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

1/ Including the Price Stabilization Fund and a broad coverage of public enterprises.
2/ Starting in 2008 net of valuation adjustments.
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Annex L. Syrian Arab Republic: Fund Relations

(As of May 31, 2007)

I. Membership Status: Joined April 10, 1947; Article XIV
II. General Resources Account: SDR Million Percent of Quota
Quota' 293.60 100.00
Fund holdings of currency 293.60 100.00
Reserve position in Fund 0.01 0.00
III.  SDR Department: SDR Million Percent of Allocation
Net cumulative allocation 36.56 100.00
Holdings 36.57 100.03
IV.  Outstanding Purchases and Loans: None
V. Financial Arrangements: None
VI.  Projected Obligations to Fund: (SDR million; based on existing use of resources
and present holdings of SDRs):
Forthcoming
2007 2008 2009 2010 2011
Charges/Interest 0.00 0.00 0.00 0.00 0.00
Total 0.00 0.00 0.00 0.00 0.00
VII. Exchange Rate Arrangement

The central bank of Syria issues on a daily basis quotations for the buying and selling
exchange rates for the Syrian pound against major currencies. Up until end-December 2006,
the budget exchange rate, which applied to all public sector transactions, used to be

pegged to the U.S. dollar. During the transition since the abolition of the budget rate on
January 1, 2007 and its unification with the private sector exchange rate, the central bank has
been managing the value of the currency vis-a-vis the U.S. dollar within a tight trading range.
The de facto exchange rate arrangement is still classified as a conventional peg.

! Under the Eleventh General Review.



VIII. Article IV Consultations

Syria is on an annual consultation cycle. The last Article IV consultation was held in
April/May 2006 and was completed by the Board on July 31, 2006 (IMF Country Report
No. 06/294).

IX. Article XIV and Article VIII Restrictions

Syria continues to maintain, under Article XIV, restrictions on payments and transfers for
current international transactions, including administrative allocation of foreign exchange.
Syria also maintains exchange measures that are subject to Fund approval under Article VIII:
(1) prohibition against purchases by private parties of foreign exchange from the banking
system for some current international transactions; (ii) a multiple currency practice resulting
from divergences of more than 2 percent between the official exchange rate and officially
recognized market exchange rates; (ii1) a non-interest-bearing advance import deposit
requirement of 75—-100 percent for public sector imports; and (iv) an exchange restriction
arising from the net debt under inoperative bilateral payments arrangements with the Islamic
Republic of Iran, and Sri Lanka.

The Executive Board adopted decision No. 13766-(06/71) at the Board meeting on
July 31, 2006:

1. The Fund takes this decision relating to the Syrian Arab Republic’s exchange
measures subject to Article VIII, Sections 2(a) and 3, and in concluding the 2006 Article XIV
consultation with the Syrian Arab Republic, in light of the 2006 Article IV consultation

with the Syrian Arab Republic conducted under Decision No. 5392-(77/63), adopted

April 29, 1977, as amended (Surveillance over Exchange Rate Policies).

2. The Syrian Arab Republic maintains restrictions on the making of payments and
transfers for current international transactions in accordance with Article XIV, Section 2, as
described in IMF Country Report No. 06/294. In addition, as described in IMF Country
Report No. 06/294, the Syrian Arab Republic maintains exchange measures subject to
approval under Article VIII. The Fund encourages the Syrian Arab Republic to eliminate the
restrictions maintained under Article XIV, Section 2 as soon as its balance of payments
position permits, and to eliminate the measures that are subject to approval under Article VIII
as soon as possible. (IMF Country Report No. 06/294).



X.

Department

METAC
MCM

FAD
METAC
METAC
MFD

MFD

LEG/MFD
MFD
MFD

METAC

MFD

FAD
LEG/MFD
STA

FAD
MAE

MAE
MAE

Technical Assistance

Topic
Central Bank Accounting

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

Public Financial Management
Revenue Administration
Consumer Price Index

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

Foreign Exchange Market Development, Unification
and Exchange Regime

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

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

National Accounts

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

AML/CFT legal drafting

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

Value-Added Tax

Two Long-Term Advisors on Bank Regulation and
Supervision

Two-Day Workshop on On-Site Banking Supervision
Workshop on Off-Site Banking Supervision

Date
Ongoing
November 2006

February 2006
Ongoing
Ongoing
Ongoing

January 2006

December 2005
September 2005
September 2005

Ongoing
Ongoing

May 2005
March 2005
Feb/March 2005
June 2004

July 2004
2002-2004

July 2002
March 2002



Annex II. Syrian Arab Republic: Relations with the World Bank Group
(End-March 2006)

In June 2002, Syria settled its overdue service payments to IBRD and IDA, which had risen
to the equivalent of $526 million as of mid-1997, and all loans and credits were restored to
accrual status. Consequently, the country’s eligibility for disbursements was reinstated as of
July 1, 2002.

Subsequent to the agreement on arrears in July 1997, the World Bank began to provide
non-lending services to Syria. Initial activities included support for the Ministry of Finance
and the Central Bank of Syria in accounting and the establishment of an external debt
management system covered by grants from the Institutional Development Fund; planning
and implementation grants supporting Year 2000 remediation efforts; the Global
Environment Fund biodiversity project; and reviews of the trade regime (including export
promotion), health, roads, urban water and sanitation, and agricultural irrigation sectors.

In the last two years, the authorities have continued to request only non-lending support from
the Bank. Analytical services have focused mainly on the trade and investment agenda. A
trade policy report entitled “Harnessing Trade for Growth” was submitted to the Authorities
in December 2004. A Trade Logistics study was completed in 2003, and discussed in a large
workshop with the private sector in December 2003. An Investment Climate Assessment
survey was carried out in 2003 and 2004, and its result have been finalized in a report dated
June, 2005. The World Bank has also initiated a grant activity (from April 2005) in
collaboration with the Fund and the UNDP to establish a National Statistical Capacity
Strategy.

The Bank program over the next three years will be based mainly on knowledge transfer and
analytical services focusing on two pillars: (i) economic reform and transition; and
(i1) human development and social protection.

o On the first pillar, the program will build on the substantial analytical and survey
work done in the last year that resulted in two trade reports and the forthcoming
Investment Climate Assessment report that will be presented to the authorities. The
Bank will provide both analytical advice and technical assistance to the authorities in
their search for a solid and global strategy of economic growth and transition to a
private sector-led economy. This would imply integrating within the existing trade
and investment agenda issues linked to fiscal and monetary policy, financial sector
reform, and public enterprise reform.



. On the second pillar, the Bank will be focusing on assisting the authorities in
(1) developing a comprehensive education sector strategy as agreed with the Minister
of Education; (ii) understanding the labor market and designing appropriate policies
and programs, and (iii) assessing their social assistance programs and policies and
providing recommendations on reforming the system.

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



Annex III. Syrian Arab Republic: Statistical Issues

1. Significant data weaknesses continue to hamper the staff’s ability to conduct effective
surveillance and monitor the economy’s response to ongoing reforms. The weak statistical
infrastructure has been unable to cope with the acceleration of structural reforms, and the
inherent difficulties in recording the flows of people, goods, and money from and into Iraq have
added to this challenge. The staff’s assessment of economic developments and policies is
constrained by these circumstances.

2. In the context of Article IV missions, the authorities have expressed an intention to
address the need for statistical improvement. They have agreed that Syria’s participation in the
General Data Dissemination System (GDDS) would provide a framework for statistical
development. To this end, compilers from the Ministry of Finance (MOF), Central Bank of
Syria (CBS), and the Central Bureau of Statistics participated in a GDDS Workshop in Abu
Dhabi during February 27-March 9, 2005 and prepared preliminary metadata for all
macroeconomic sectors. On May 30, 2006, STA transmitted the draft metadata to the GDDS
coordinator to be updated, clarified where needed, and for inclusion of missing information.
As of end-June 2007, feedback from the authorities is pending.

A. Real Sector

3. A series of STA and Middle East Technical Assistance Center (METAC) national
accounts and price statistics missions in 2005-06 found that the Central Bureau of Statistics had
made steady progress implementing prior STA recommendations and updating the base year for
the national accounts to 2000. However, the following weaknesses still exist:

o GDP estimates by the production approach suffer from under-coverage of activities,
particularly in private services while free zone activities are not covered.

o Estimates of household final consumption expenditures are residually determined and
include the change in inventories, as the latter is not estimated separately. The authorities
have begun to make use of the 2004 Household Income and Expenditure Survey and to
collect data on inventory changes in the public sector.

o Consumption of fixed capital is estimated as a constant ratio of output.

. Net income flows between residents and nonresidents derived from the balance of
payments are unsatisfactory. As a result, the estimates of gross national disposable
income, saving, gross capital formation, and net borrowing from abroad are unreliable.

. Consumer price index calculations are nonstandard. Prices are compared to the same
month of the base year; and there are four weighing schemes, one for each quarter.
Consequently, no month-on-month inflation can be derived, and the annual average
inflation is not equal to the sum of the monthly indices. However, improvements are
imminent following technical assistance provided by METAC.



o Wholesale price index is compiled and reported annually, but it is not representative of
market determined prices, as most prices are for goods and services provided at
subsidized prices by public sector enterprises.

4. The latest national accounts figures reported for publication in the International Finance
Statistics (IFS) refer to 2003.

B. Government Finance

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

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

that generate severe inconsistencies with monetary and balance of payments statistics.

The multisector mission of June 2004 found that compilation is adversely affected by
cumbersome institutional arrangements, inadequate resource availability and unresolved
methodological problems. The methodology used for compilation does not follow either GFSM
2001 or GFSM 1986. While budget data are available with very long lags (two years for final
budget accounts), financing data are not available. There is no dissemination of GFS data, and
even access to key data sources by GFS compilers within the MOF, such as the breakdown of
debt service into interest and amortization, is problematic. This contributes to discrepancies in
external financing as reported in the budget and the balance of payment.

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

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

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



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

C. Monetary Accounts

0. Monetary statistics suffer from major deficiencies which hamper the staff’s ability to
conduct meaningful analysis of monetary developments. The multisector statistics mission in
June 2004 found that while the format of monetary statistics is largely consistent with the
structure of recommended MFSM sectoral surveys, the institutional coverage of monetary
statistics is incomplete, and there are deficiencies in the source data arising from, inter alia,

(1) the use of different exchange rates at the CBS and at the other banks for valuing their foreign
positions; (ii) financial positions are not valued at market prices or market-price equivalents;
(ii1) a number of accounting procedures for the maintenance of public sector accounts cause
distortions in the measurement of gross positions; (iv) recently established private banks as well
as banks and bank branches operating in the Free Zones are excluded from the coverage of
monetary survey; and (v) there are disparities between the institutional coverage of public sector
in monetary statistics and the government finance statistics.

10. To address the source data deficiencies, the June 2004 multisector mission
recommended: (a) the use of a market exchange rate for valuing all foreign currency
denominated positions at all banks, including the central bank, or as an intermediate step,

the use of a single rate closest to the market rate for valuing all foreign currency positions at the
CBS and at the other banks, (b) valuation of financial positions based on market prices or
market price equivalents; (c) inclusion of recently established private banks as well as banks and
bank branches operating in the Free Zones in the coverage of the monetary survey; and (d) full
adoption of the residency principle based on the center of economic interest. Further, the
accounting procedures for the maintenance of public administrative sector’s current accounts
and the classification of the CBS’ profit advances to the government should be revised to an
outstanding stock basis (for example, by ensuring that the deposit accounts are debited for any
checks presented instead of the check amount treated as an advance and credited to a claim on
the check issuer). The institutional lists for public administrative and economic sectors should
be updated for consistency with the recommendations for the government finance statistics
made by the mission, and these lists should be used as the basis for collecting data and
compiling monetary accounts.

11.  Monthly monetary data for the /F'S are reported irregularly and with a considerable lag.
As of end-June 2007, the last data reported for publication were the October 2006 data for the
central bank and the October 2005 data for deposit money banks.
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D. Balance of Payments

12.  Annual balance of payments statistics are compiled by the CBS on a provisional basis
with about an eight-month lag. As of May 2007, the latest balance of payments statistics
reported for publication in the /FS refer to 2005. Trade data are compiled monthly by the
Customs Department and reported quarterly by the Central Bureau of Statistics in local currency
units with a six-month lag. The BOP is presented in BPM5 format, but its compilation method is
not entirely consistent with the BPM5 methodology. The June 2004 STA mission observed the
following weaknesses:

. Private transfers do not fully reflect remittances by Syrians working abroad. The
statistics in the BOP for official transfers differ significantly from figures provided
from other sources, such as donors.

o Data on long-term official capital inflows and amortization are not consistent with the
data provided by the MOF on the external financing of the budget deficit. Data on
private capital movements are incomplete.

o Data on external debt continue to be incomplete, and external debt service obligations
and arrears are generally not recorded in the BOP.

o Military imports are excluded from BOP and external debt data.

o There is a large discrepancy between reserve flows reported in the BOP and the reserve
flows implied by the monetary survey. In particular, Net Foreign Assets (NFA) of the
banking system is much higher in the monetary survey than in the international liquidity
table derived from the balance of payments.

13. The mission recommended the adoption of a new foreign exchange form (developed by
the mission) to improve source data and the establishment of an enterprise register to estimate
foreign direct investment. It also recommended the dissemination of international reserves and
external debt data—neither of which was disseminated for reasons of confidentiality.

14.  In February 2006, an STA assessment mission visited Damascus to assess the status of
the work program as a basis for developing a METAC technical assistance program on external
sector statistics. The mission reported minimal progress in implementing the work program and
in addressing weaknesses. The mission recommended the following five priority areas for
technical assistance:

. compiling reliable import and export data based on information from the banking system
and data sources other than the Customs Department/CBS;

. estimating FDI data based on information from the Ministry of Planning and/or a sample
of FDI companies;

. implementing the new reporting form for commercial banks (to improve various
components of the BOP, specifically services);
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o deriving flow data from the balance sheets from commercial banks and the CBS
(financial account transactions); and

o hands-on training for the new staff.

15.  During June 26-29, 2006 a METAC mission visited the CBS to assess progress in
developing the institutional infrastructure for compiling balance of payments statistics;
provide technical advice on implementing the international transactions reporting system
(ITRS) for commercial banks and foreign exchange bureaus; review the international
reserves data; and identify specific areas for further technical assistance in revamping the
data compilation system. At the end the mission, the CBS agreed to act on a number of
critical issues. These included (1) establishing a balance of payments division/department
with a start-up staffing of at least 6 persons and provide adequate computing resources;

(2) providing to METAC by end-August 2006, ITRS-based data reported by commercial banks;
(3) providing by end-July 2006 detailed breakdowns of the central bank balance sheet; and
(4) providing by end-July 2006, detailed bridge tables (in English and electronic) that
explains how the central bank balance sheet and the commercial banks' balance sheet are
mapped to the monetary survey.

16. Another METAC mission visited Syria on January 18, 2007. This mission found little
progress in the implementation of previous advice. In particular, the Balance of Payments
Department is not yet created. The authorities indicated that management discussions on the
proposed structure are completed but took the view that implementing the agreed changes to the
RASD should coincide with the timing of the overall restructuring of the CBS to be completed
during 2007. On ITRS, of the initial seven banks targeted (the Commercial Bank of Syria and
six private banks), only five banks have responded, but the quality of their data is poor;
problems include lack of disaggregation, misclassifications and lack of reconciliation with data
provided in the old bank reporting form. Missing monthly reports, incomplete reporting
(missing branches) and lengthy delays in reporting result in a situation in which the CBS does
not have a consolidated ITRS report for any single month in 2006. In the event, the CBS also
took the decision not to target the banks in the free zones during 2006, and have indicated that
this would be implemented from the reporting year 2007. The authorities requested METAC’s
assistance in training banks’ staff (including those from the Commercial Bank of Syria’s
extensive branches) in completing the ITRS form. Regarding international reserves, the data are
derived from the monetary statistics, and based on the discussions, may contain foreign currency
holdings/deposits of commercial banks that are not under the control of the central bank. The
authorities agreed to provide METAC (within one week from the date of the meeting) revised
data on reserve assets, while identifying the items that were removed. The authorities have
followed up on their commitment and submitted to STA international reserves data, which are
currently being reviewed.
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Syrian Arab Republic: Table of Common Indicators Required for Surveillance

As of June 22, 2007

Date of latest Date Frequency of | Frequency of | Frequency of
observation received Data® Repor‘[ing6 publica’[ion6
Exchange Rates May. 2006 Jun. 2006 M M M
International Reserve Assets and Feb. 2006 Mar. 2006 M M
Reserve Liabilities of the Monetary
Authorities’
Reserve/Base Money Oct. 2006 Jan. 2007 M M
Broad Money Oct..2005 Apr. 2006 M M
Central Bank Balance Sheet Oct. 2006 Jan. 2007 M M
Consolidated Balance Sheet of the Oct..2005 Apr. 2006 M M
Banking System
Interest Rates? Apr. 2006 Jul. 2006 M M
Consumer Price Index Dec. 2004 Apr. 2005 M
Revenue, Expenditure, Balance and 2003 Apr. 2005
Composition of Financing® — General
Government*
Revenue, Expenditure, Balance and 2003 Apr. 2005 A A A
Composition of FinancingS— Central
Government
Stocks of Central Government and 2003 Apr. 2005 A A A
Central Government-Guaranteed Debt’
External Current Account Balance Dec. 2005 Oct. 2006 A A A
Exports and Imports of Goods and Dec. 2005 Oct. 2006 A A A
Services
GDP/GNP Dec. 2003 Apr. 2005 A A A
Gross External Debt Dec. 2003 Apr. 2005 A A A

"Includes reserve assets pledged or otherwise encumbered as well as net derivative positions.

? Both market-based and officially-determined, including discount rates, money market rates, rates on treasury

bills, notes and bonds.

’F oreign, domestic bank, and domestic nonbank financing.

*The general government consists of the central government (budgetary funds, extra budgetary funds, and
social security funds) and state and local governments.

> Including currency and maturity composition.
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FOR IMMEDIATE RELEASE 700 19™ Street, NW

August 15, 2007 Washington, D. C. 20431 USA

IMF Executive Board Concludes 2007 Article IV Consultation with the
Syrian Arab Republic

On July 30, 2007, the Executive Board of the International Monetary Fund (IMF) concluded the
Article IV consultation with the Syrian Arab Republic.”

Background

Over the past three years, Syria has recovered from a half decade of weak growth,
notwithstanding an unsettled regional environment and a sharp drop in oil production.

The economic recovery has gained momentum, benefiting from inflows from Iraqi refugees and
abundant liquidity in the Gulf region. Private investment has strengthened owing to an improved
business climate, and exports have made strong gains, particularly in some Arab markets,
reflecting higher demand and improved access under the Great Arab Free Trade Area. Despite
a sharp drop in oil proceeds (10 percentage points of GDP over the last three years) and the
large demand shock associated with the Iraqi refugees, inflationary pressures have been
contained, owing to the economy’s supply responsiveness and a sustained, timely and sizeable
fiscal adjustment. Public debt is still at a relatively moderate level, and the international reserves
cover remains comfortable.

"'Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies.

On return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org



The near-term outlook for growth and inflation is favorable. The reforms implemented in recent
months, continued stimulus to aggregate demand from the Iraqi presence, and favorable growth
prospects both globally and in the region are expected to support consumption and non-oil
exports, and to encourage higher private investment. In 2007, these factors would help sustain
growth at about the same pace as in 2006, although deterioration in weather conditions, which
recently hit the cereal and cotton crops, may dampen growth somewhat. Fiscal policy aims to
reduce the overall budget deficit to 5 percent of GDP in 2007 (from 5.7 percent in 2006),
notwithstanding an expected further decline in oil revenues of about % percentage points of
GDP. This would require a reduction in the non-oil budget deficit of some 174 percent of GDP,
which the authorities plan to achieve through a further rationalization of capital spending. Credit
policy is expected to support the recent trend decline in inflation. The authorities intend to continue
using the exchange rate as a nominal anchor, while allowing some limited flexibility.

Significant progress has been made on the structural front over the last two years, but the
reform agenda remains substantial. Substantial progress toward exchange rate unification and
current account convertibility has been achieved; a dynamic private banking sector is now
leading financial sector growth; the investment regime has been liberalized; taxes have been
simplified and tax administration is being modernized, and the local industry has been exposed
to greater competition through several rounds of tariff cuts and a relaxation of trade restrictions.
Regulatory frameworks for banking, insurance and capital markets, and for housing and real
estate have been developed.

Executive Board Assessment

Directors noted that macroeconomic adjustment and structural reforms have helped the Syrian
economy engineer a strong rebound from the subpar growth of the previous half decade and
maintain financial stability, despite the abrupt drop in oil proceeds, the deterioration in the
regional environment, and the pressures stemming from the large inflow of refugees from Iraq.
While the short-term outlook is encouraging, the challenges posed by the further depletion of oil
reserves are daunting. Directors underscored that growth will need to be solidified, including by
persevering with quality fiscal adjustment and the steadfast implementation of the reforms
embedded in the ambitious tenth five-year development plan.

Directors commended the authorities for the sustained, timely and significant fiscal adjustment
and welcomed the lowering of corporate income taxes. They agreed that introducing a VAT and
phasing out petroleum price subsidies would provide the main pillars of the required fiscal
adjustment. A broad-based value-added tax (VAT) would have a strong revenue raising
potential with only a limited impact on production and investment. Directors observed that
phasing out petroleum price subsidies could generate significant efficiency gains and redress
part of the social inequity in the existing policy. They recommended that the authorities
accelerate the pace of tax administration reforms supporting the introduction of the VAT.

Directors commended the authorities for the significant progress toward exchange rate
unification and current account convertibility. They stressed the need to enact a new foreign
exchange law that would abrogate the existing complex set of foreign exchange laws and
regulations and enshrine full current account convertibility, and a unified exchange rate. This
would send a strong signal about the irreversibility of these reforms and the commitment of the
authorities to re-entry into the global economy. Directors felt that although the level of the real
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exchange rate appears broadly appropriate, the impact of its recent strengthening on external
competitiveness should be monitored carefully, particularly in light of the depletion of oil
reserves and the large uncertainties about the level of the current account deficit and the
sources of its financing.

Directors welcomed the tightening of credit policy, which helped tame inflationary pressures,
despite the large demand shock from the influx of Iraqi refugees. They considered that the
adoption of a bank law that would grant the central bank operational independence in monetary
and exchange rate management would establish credibility in operating the new exchange rate
regime and strengthen the monetary policy framework. This would need to be supported by the
introduction of market-based instruments of monetary control, the centralization of official
foreign exchange reserves at the central bank, and the establishment of the long-delayed
government securities market. The process of licensing the foreign exchange bureaus and
launching an interbank foreign exchange market should be accelerated.

With respect to financial sector reform, Directors were pleased with the fast-paced expansion of
private banks. However, they were concerned about the emerging vulnerabilities and the
remaining impediments. They urged the authorities to give priority to strengthening bank
supervision capacity and to speed the process of state bank restructuring to stem further
accumulation of bad debt and allow greater competition. Directors also noted the liberalization
of the investment regime and the adoption of a modernized basic finance law.

Directors welcomed the steady progress made in trade liberalization, including the recent
publication of the tariff schedule and the unified negative list of imports. They encouraged the
authorities to further streamline the list of prohibited imports, abolish the system of industrial
quotas, reduce the number of tariff bands, and eliminate nontariff barriers. Continuing to work
on improving the business climate is essential to enhance the incentives of the private sector to
invest and to turn the promise from the surge in investment approvals into a reality.

Directors agreed that an overarching prerequisite for the success of reforms in all areas is to
strengthen domestic capacity. They encouraged the authorities to introduce a special fast-track
scheme to attract highly skilled managers and to provide intensive training to newly hired young
graduates, while continuing to work toward a far-reaching civil service reform.

Directors urged the authorities to improve the quality and timeliness of economic statistics,
especially in the external and real sector. They recommended that priority be given to improving
the balance of payments statistics to provide a sounder basis for macroeconomic management.

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

(or countries) concerned, PINs are issued after Executive Board discussions of Article IV consultations
with member countries, of its surveillance of developments at the regional level, of post-program
monitoring, and of ex post assessments of member countries with longer-term program engagements.
PINs are also issued after Executive Board discussions of general policy matters, unless otherwise
decided by the Executive Board in a particular case. The staff report (use the free Adobe Acrobat
Reader to view this pdf file) for the 2007 Article IV Consultation with the Syrian Arab Republic is also
available.




Syrian Arab Republic: Selected Economic Indicators, 2003—07

Prel. Proj.
2003 2004 2005 2006 2007
(Change in percent, unless otherwise indicated)
National income and prices

Real GDP 1.1 28 3.3 4.4 3.9

Real non-oil GDP 25 5.0 6.0 6.5 5.8

CPI period average 5.8 4.4 7.2 10.0 7.0

Oil export price ($ per barrel) 26.9 334 48.3 57.9 57.4

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

Revenue 28.8 27.2 24.0 21.9 22.0
Oil-related revenue 14.7 11.2 71 4.5 3.8
Non-oil revenue 14.0 16.0 16.9 17.4 18.2

Expenditure 314 31.4 28.4 27.6 27.0
Current expenditure 17.7 19.0 18.1 18.7 18.4
Development expenditure 13.7 124 10.3 8.9 8.6

Overall balance -2.6 -4.2 -4.4 -5.7 -5.0
Non-oil budget balance -17.3 -15.4 -11.6 -10.2 -8.9
Gross debt 2/ 84.7 82.6 35.9 35.9 37.8

(Changes in percent of initial stock of money)
Money and quasi-money 7.6 13.5 12.0 14.6 15.5
Net foreign assets 3/ 4.2 71 23 -1.7 4.0
Net domestic assets 3/ 3.5 6.4 9.7 16.3 11.5
Credit to private sector (change in percent) 30.3 35.0 459 18.4 19.2
Reserve money (change in percent) 10.2 25.2 7.7 9.7 13.3
(In billions of U.S. dollars, unless otherwise indicated)

Balance of payments

Balance of goods and services 14.5 17.0 18.6 20.7 231

Oil balance 24 1.3 0.6 0.1 -0.1

Non-oil exports of goods & services 4.6 6.4 7.7 8.4 10.1

Non-oil imports of goods & services -7.5 -94 -10.4 -12.2 -13.1

Current account balance 0.2 -0.8 -1.2 -2.1 -2.2

Foreign direct investment (in percent of GDP) 0.7 1.1 1.7 1.7 3.1

Overall balance 0.6 0.2 0.0 -0.8 -0.6
Official net foreign assets 17.4 17.6 17.6 16.8 16.2

(in months of imports of G&S) 254 20.0 16.4 13.4 121

Debt

External debt (percent of GDP) 2/ 77.3 73.2 23.3 19.4 17.2

Debt service-to-exports ratio (payments basis) 10.8 5.9 4.7 54 7.3
Exchange rates

Weighted average nominal exchange rate LS/$ 4/ 49.3 50.5 52.2 51.0

Official transaction rate 4/ 46.5 48.7 50.0 50.0

Parallel market rate (Beirut/Amman) 52.8 52.3 54.3 52.0

Real effective exchange rate (1990=100) 58.9 58.8 59.8 66.0

(change in percent) 3.4 -0.2 1.7 10.3

Sources: Syrian authorities; and IMF staff estimates and projections.
1/ Including the Price Stabilization Fund and a broad coverage of public enterprises.
2/ The sharp decline in 2005 reflects the rescheduling of the Russian debt that took place in early 2005.

3/ In 2007 net of valuation adjustments.

4/ Trade-weighted average of official and parallel market rates.





