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Global outlook has weakened

Revisions to GDP growth
(Percentage point change; June 2011 WEO to September 2011 WEO)
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Equity markets have fallen, financial stability risks have increased

Equity markets Government bond spreads
(Index; 2007=100; national currency) (Two-year yield spreads over German bunds; basis points)
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Source: IMF, World Economic Outlook.

Middle East and Central Asia
Regional Economic Outlook, October 2011 5 Global outlook




Commodity prices remain high

Global commodity price developments Oil price prospects
(Price indices; 2007=100) (U.S. dollars a barrel)
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Source: IMF, World Economic Outlook. Sources: Bloomberg; and IMF staff calculations.
Note: Derived from prices of futures options on October 17, 2011.
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Capital flows to EM have turned negative

Bond fund flows to emerging markets
(Billions of U.S. dollars, weekly flows)
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Equity fund flows to emerging markets
(Billions of U.S. dollars, weekly flows)

= EMEA QE2 (Nov. 3) s

Il LatAm

I Asia excl. Japan i
I Global

Total

_ Greece crisis

Ireland crisis ﬂ

|
Jan-10 Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 May-11 Aug-11

Global outlook



L ENC NS L

31:
Downside risks have increased
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Prospects for world GDP growth
(Annual percent change)
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MENAP oil exporters: positive outlook, but growing risks

However Country-specific shocks
Near-term Positive Outlook
*High oll price | Downside risks to global
°Increased production economy

*Relatively insulated from unrest

Rising break-even oil
prices

Increased Fiscal Space
*Spending packages
*Boost to non-oil growth
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Real GDP

(Annual percentage growth)
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... particularly for the GCC

Real GDP in GCC countries Real GDP
(Annual percent change) (Annual percent change)
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Current account and fiscal balances improve further

Current account balances
(Percent of GDP and billions of U.S. dollars)
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Overall fiscal balances
(Percent of GDP)
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... although spending has been ratcheting up

\

Total government expenditures
(2008 to 2011, percent change in expenditure in U.S. dollars)
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Sources: National authorities; and IMF staff calculations.
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Vulnerability to downward oil price shocks has increased

Fiscal break-even oil prices
(U.S. dollars per barrel)
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I\/Iarket Condltlons have not returned to pre-Lehman levels

Stock market indices
(Percent changes from Aug 31, 2008 to Oct 14, 2011)
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Credit default swap spreads
(Basis points, Jan 1 - Oct 14, 2011)
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Capital inflows are still modest by international standards

International issuance of bonds, equity, and loans
(Billions of U.S. dollars)
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Sources: National authorities; and IMF staff calculations.
1Annualized.
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Fiscal policy for the long haul:

© Some consolidation Monetary policy for stability and growth:

» Diversify revenue base : : . .
o Assure efficient/equitable spending allocation o Mgy Al =ome non_-GCC countries
» Move away from product-based subsidies e Develop macroprudential toolkit & EWS

o Budgets set in multiyear frameworks

|

Structural reforms:

» Business environment and governance

» Employment promotion

» Bank governance and capital market development
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MENAP oil importers
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- Increased uncertainty: = ~ Weaker global outlook:
® _pace of politica ormation l @ Growth below trend
® Declining investment and tourism y :
N , . N ® Moderating inflation
. ® Impatient popular expectations Y
y Policy space is tight:
( ® Increased subsidies and transfers _
\ @ Large financing needs and rising costs
Middle East and Central Asia T

Regional Economic Outlook, October 2011 20 MENAP olil importers



Uncertainty weighing on activity

Real GDP growth

(Annual percent change)
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Sources: National authorities; and IMF staff calculations.
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Growth forecasts have been revised downward

Real GDP growth

(Annual percent change)
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Sources: National authorities; and IMF staff calculations.
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External financing constrained, more costly

International issuance of bonds, equity, and loans
(Billions of U.S. dollars)
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MENA links with Europe: downside risks
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Trade and remittances linkages with Europe
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Cross-border lending by European banks
(Percent of GDP, March 2011)
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Overall fiscal deficit

(Percent of GDP)
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Fuel prices and subsidies
(Period average prices of unleaded gasoline and diesel; PPPGDP weighted for aggregation)
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Sources: National authorities; and IMF staff calculations.
lincludes Egypt, Jordan, Lebanon, Mauritania, Morocco, and Tunisia.
2Includes Egypt, Jordan, Lebanon, Mauritania, Morocco, Pakistan, and Syria.
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... and mostly benefit the wealthy

Share of benefits from energy subsidies
(Percent of total)

Egypt Jordan? Mauritania

® Bottom quintile = 2nd quintile
® 3rd quintile ® 4th quintile
® 5th quintile

Sources: National authorities; IMF staff calculations based on information in the 2008 household survey for Jordan and Mauritania, and World Bank PSIA
(2005) for Egypt.

1For Jordan, the distribution of gains accounts for both the direct and indirect effect of price subsidies. The latter refers to the impact of energy price subsidies
OQ. m%price of other consumed goods and services that use energy in their production and distribution.
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Short-term policy challenges
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Opportunity to develop a medium-term policy agenda for shared prosperity

: . 4 )
Fiscal policy: _ _
® Establish a medium-term macroeconomic Socially Monetary policy:
framework — Inclusive l— ® Vigilance to second-round effects
© Better target universal subsidies Growth © Expand policy toolkit in the medium term
© Unwind tax breaks and expenditures
- J
a ) 4 ) 4 )
Access to
Labor Markets Government el
. Financial Services
Services
- ) (. J - )
4 N N N N N )
: Reform
Streamline : Narrow gap Improve
education Develop
product and between laws Create a level corporate : :
systems to : . financial market
labor market : and their playing field governance and :
) enhance skill . . infrastructure
regulations : execution disclosure
formation
NS NS NS NS NS /)
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To access the full report online or to provide comments, please visit:
http://www.imf.org/external/pubs/ft/reo/2011/mcd/eng/mreo1011.htm
or go to
http://www.imf.org
and click on the link for Regional Economic Outlook
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