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Slower and uneven recovery in 2012

Real GDP growth (2012)
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Growth prospects have been downgraded

WEO Real GDP Growth Projections

(Percent change from a year earlier)

Advanced Emerging

World Euro Area Economies Economies MENA
2012
(Oct 2012) 3.3 -0.4 1.3 5.3 5.3
(April 2012) 35 2.1 0.3 1.4 5.7 4.2
2013
(Oct 2012) 3.6 2.1 0.2 1.5 5.6 3.6
(April 2012) 4.1 2.4 0.9 2.0 6.0 3.7
Source: IMF, World Economic Outlook.
Middle East and North Africa 4 Global outlook

Regional Economic Outlook, November 2012



= BN

Emerging market economies: End of a boom

Real Credit Growth

(Percent change from one year ago)

Real GDP Growth

(Percent change from one year ago)
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Global downside risks have increased

Prospects For World GDP Growth

Downside risks: —PBaseline

+* More stress in euro area
% U.S. fiscal cliff, debt ceiling
** Higher oil prices

¢ Medium-term risks: high advanced
economy debt; lower emerging
market growth

Middle East and North Africa
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Increase resilience and create private-sector jobs

Accommodative fiscal and

monetary policy High olil prices, but
sensitive to global Recovery in Libya
Large government wage economic developments

bill increases

N\ . Vg

oRobust GDP growth
oLarge current account surpluses
olncreasing fiscal vulnerability to oil price

Gradually save more and reduce spending rigidities

Develop alternatives to public-sector hiring

Middle East and North Africa .
Regional Economic Outlook, November 2012 8 MENARP oil exporters
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Non-oil GDP growth strong; current accounts buoyant

Real GDP Current Account Balances
(Annual percent growth) (Billions of U.S. dollars and percent of GDP)
10 —Non-oil GDP 400 130

8 Oil GDP 350 24% 24% 120

! ° 21%
6 300 110
o —e
4 250 100
2 200 90
14%

0 ; . . . . 150 | ' 80
2 100 10% 70
4 50 . Ei 5% 4% 60
-6 0 ! ' 50

2007 2008 2009 2010 2011 2012 2013 2010 2011 2012 2013
me GCC
Sources: National authorities; and IMF staff calculations. == \on-GCC

-e-Crude oil price, U.S. dollars per barrel (right scale)
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Higher government wage bills weaken public finances

Government Wage Bill Growth, 2010-13
(Percent, deflated by CPI)
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Sources: National authorities; and IMF staff calculations.
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Fiscal Balances Have Deteriorated

(Percent of GDP)
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“ MENAP oil exporters non-oil balance (percent of non-oil GDP)
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Fiscal vulnerability to a lower oil price has increased

Fiscal Breakeven Prices
(U.S. dollars per barrel)’

160 I
i Change in WEO oil
| price, 2008-12: US$9
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h ® Iraq | 2012: US$106
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Change in fiscal breakeven price, 2008-12

Sources: National authorities; and IMF staff calculations.
"Yemen fiscal breakeven, 2012: US$237 per barrel.
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GCC Fiscal Balances
(Percent of GDP)
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Note: Shaded area shows the fiscal balance for an oil price up to US$28
per barrel (one standard deviation) higher or lower than the forecast oll
price for 2013 to 2017.
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Key messages: MENAP oil exporters

»» Robust non-oil GDP growth (supported by accommodative fiscal
policy); strong 2012 growth driven by Libyan recovery

*» Large external current account surpluses are sensitive to lower
oll prices

¢ Gradually saving more and reducing spending rigidities will
strengthen fiscal resilience to oil price declines

»» Continued focus on broader structural reforms and economic
diversification will help generate private-sector employment and
iInclusive growth

Middle East and North Africa 12
Regional Economic Outlook, November 2012
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Restore macroeconomic sustainability and accelerate growth

Adverse External Influences Domestic Uncertainty
Slow global growth; Euro area recession Ongoing political reforms
High food and fuel prices Policy response of increased subsidies
Spillovers from Syria Continued large financing needs

\ /

o Tepid growth continues in 2012
oPersistent high unemployment
oWidening fiscal and external imbalances
oPolicy buffers depleted

\ 4

Balance social pressures for spending with tightened fiscal and external constraints

Lay foundation for more job-creating growth through enhanced structural reforms

Middle East and North Africa o -
Regional Economic Outlook, November 2012 14 MENARP oil importers



Growth forecasts revised downward

MENAP Oil Importers: Real GDP Growth'

(Percent)
5
O
O-Oct 2011 REO
4
-o-Apr 2012 REO
«@®=Nov 2012 REO
3
2
1 | | | J
2010 2011 2012 2013
Sources: National authorities; and IMF staff calculations.
"Excludes Syria from 2011 onwards.
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Recovery expected, but uncertainty weighing on activity

Real GDP Growth

(Percent)

m2011 2012 w2013

-11.2
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Sources: National authorities; and IMF staff calculations.
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Tepid outlook reflects weak exports of goods, tourism

Exports and Imports of Goods

(Annual percentage change)
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Sources: Haver Analytics; and national authorities.
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International Tourist Arrivals
(Index; Jan 2010=100,seasonally adjusted, most recent month)
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Year-over-year growth
(Percent)

[}
/ 2012/10 2012/11

40 :’ -=-EGY 58 291
! JOR 199 38

20 g LBN 247 7.3
—MAR 52 4.2

—TUN 135 49.7

O | | | | |

Jan-10 Jul-10 Jan-11 Jul-11 Jan-12

17 MENARP oil importers



Vulnerable to high food prices, euro area slowdown

Food Imports as a Share of GDP

(Percent)
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Sources: Cashin, Mohaddes, Raissi (2012); and IMF staff calculations.
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Responses of Output to a Negative GDP Shock

in the Euro Area
(Percent change)
00 L 1 1 1
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18 MENARP oil importers



HAS =TS
S e s e — I

Commodity prices likely to remain high

. . 1 Pri 2
Global Commodity Price Developments! Brent Crude QOil Price Prospects
(Index; 2005 = 100) (U.S. dollars per barrel)
2,400 300

300 e==F00d ’ mm 05% confidence interval

=—Metals == 86% confidence interval
250 Gold (RHS) US per troy ounce 2,000 250 68% confidence interval

=—=Futures

200 1,600 200 Upside price risks dominate ———>,
150 1,200 150
100 800 100 —
50 400 50
0 0 0
Jan-05  Oct-06 Jul-08 Apr-10 Jan-12  Oct-13 Jan-07 Jan-09 Jan-11 Jan-13 Jan-15

Sources: IMF, Primary Commodity Price System; and IMF staff calculations.
'Food index derived from average price of corn, wheat, rice, and soybeans.
2Derived from prices of futures options on October 9, 2012.
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Fiscal deficits revised upward

MENAP Oil Importers: Overall Fiscal Deficit’

(Percent of GDP)
8.0
7.5
7.0
6.5
6.0 o-Oct 2011 REO
=@-Apr 2012 REO
2.5 «@=Nov 2012 REO
50 | | | J
2010 2011

2012 2013

Sources: National authorities; and IMF staff calculations.
"Excludes Syria from 2011 onwards.
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Policy response: higher deficits and spending, mainly on subsidies

Increase in Government Expenditures Overall Fiscal Balance
(Percent of GDP, 2012 versus 2010) (Percent of GDP)

12 2
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Other m Capital expenditures
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Sources: National authorities; and IMF staff calculations.
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Increased official financing, but more needed.

Official Financing Disbursed Since Arab Awakening’ Gross External Financing Needs'
(Millions of U.S. dollars) (Billions of U.S. dollars)
Other, 14
$1,693 2012 m2013

G8, $2,890 12

IMF, $384
10
8
6
4
International k- GCC,
financial $4 506
institutions, 2
excl. IMF,
$5,042
0
Egypt? Jordan Morocco Tunisia
Sources: National authorities; and IMF staff calculations. Sources: National authorities; and IMF staff calculations.
Received through August 2012 or latest available. Includes 'Calculated as the sum of current account balance (before grants) and external
disbursements to Egypt, Jordan, Morocco, and Tunisia. amortization.

2Fiscal year (July-June).
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Medium-term policy agenda for shared prosperity

a4 N a4 N

Fiscal Policy

Implement growth-friendly consolidation

Enhance social safety nets for the poor

Monetary Policy

Vigilance to second-round inflation effects

Expand policy toolkit in the medium term

NG J
4 ) é ) 4 )
Business
Elaabo';.Msr;:::::s Regulation and Access to Finance
ucatio Governance
L ) U /) U VY
4 N\ N N\ N ([ D : )
Reform Establish Sa:t'gr?ﬁ’
Review labor education transparent, Lower barriers Develop strgn thén
market systems to evenhanded to entry and exit alternatives to 9
: : : ) competition and
regulations enhance skill treatment of of businesses bank finance fnancial
formation businesses inf
\_ VAN VAR VAN ) ) Uin rastructure )
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Key messages: MENAP oil importers

\/
0’0

Growth prospects for 2012-13 remain modest, with economic activity below
potential

\/
0’0

Largest downside risks emanate from continued political instability and

spillovers from Syria, but other risks—including a further deterioration of the
global economy and continued high commodity prices—also loom large

\/
0’0

Depletion of policy buffers calls for urgent action on growth-enhancing
consolidation, while protecting the poor and vulnerable through effective safety
nets

\/
0‘0

Commitments from international partners for financial assistance, trade
access, and capacity building are needed to smooth adjustment in 2012-13

4

4

L)

Time to start economic transitions—prompt action on macroeconomic policies
and reforms needed to boost competitiveness, growth, and job creation

Middle East and North Africa 24
Regional Economic Outlook, November 2012
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Challenges for West Bank and Gaza

Adverse External Influences
Response to UN status upgrade
Donor aid
High fuel prices
Slow global growth; Euro area recession

\ /

oGrowth slows in 2012 and 2013
oPersistent high unemployment

oContinued large financing gaps and arrears
accumulation

oLimited scope for additional donor aid and
bank borrowing

Develop a fiscal contingency plan and 2013 budget that includes measures to further
constrains the wage bill and limit non-wage spending, while calling on donor to increase aid to

Domestic Uncertainty
Reconciliation and elections
Policy response to fiscal crisis and
persistent financing gaps

facilitate a smooth adjustment.
Lay foundation for medium term fiscal sustainability by accelerating pension and civil service
reform.

Middle East and North Africa
Regional Economic Outlook, November 2012 26 West Bank and Gaza



Growth forecasts revised downward

Growth in West Bank slowing to 5
percent...

9
8
" \
6
5
4
—Sept 11 AHLC report
3 March '"12 AHLC report
——Sept '12 AHLC report
= =2012 reflect growth in H1 2012
2 I I I I 1

2009 2010 2011 2012 2013

Sources: National authorities; and IMF staff calculations.
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...while the post-2008 boom in Gaza
seems to have ended.

25

20 =

—Sept 11 AHLC report
5 March 12 AHLC report

—0—Sept 12 AHLC report
= =2012 reflect growth in H1 2012

2009 2010 2011 2012 2013
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Growth forecasts revised downward

Real GDP growth

(Annual percent change)
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—Sept '11 AHLC report
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4 =@—Sept 12 AHLC report
3 - —=2012 reflect growth in H1 2012
2 ' | | |
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Sources: National authorities; and IMF staff calculations.
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Fiscal consolidation is progressing

Recurrent fiscal deficit

(Percent of GDP)
0 I I I I 1
2009 2010 2011 2012 2013
—Sept 11 AHLC report
-5 March'12 AHLC report
—o—Sept 12 AHLC report
10 — —2012 is based on fiscal performance
through October /
-15
-20
-25

Sources: National authorities; and IMF staff calculations.
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Shortfalls in donor aid continue

Cumulative Financing Received : 2010,

Cumulative Financing Need and 2011 and 2012 (as of November 19 2012)
Financing Received / Projected: 2012 / , ,
( In millions of USD) ( In percent of financing need)
1400

140

1200 /

/ 120
1000 100 S : I~
::.. I ~ . . T ..... , = -
800 / 80 — / > / \
/ - %
a... :o , .o.
600 / 60 i,
/ /
- /7
400 // 40 /
200 // 20 /

0 0
S N N3 S 0 XA & S O\ N O
5@0 Qéo @fb ?Q ®r§ 500 5\5 ?90.) 6®Q OC) éQ OQ,O 5‘0 <<0 @’0 ?Q @"b* 5\) 50 ?Qo" %QQ Oc’ eO OQ)

—Financing need Financing received/projected - =2010 —2011 - 2012

Sources: National authorities; and IMF staff calculations.
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® Fiscal crisis: aid and revenue shortfalls

® Consequences: arrears and bank
borrowing

® Actions needed:

>Contain deficit

>Implement clearance revenue
arrangement

>Additional donor aid

Middle East and North Africa
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Clearance revenues are crucial

Total Clearance Revenue and total recurrent
expenditures and net lending for West Bank and Gaza:
2006-2012
(In millions of U.S. dollars)

I

2006 2007 2008 2009 2010 2011 2012

W Total recurrent expenditure and net lending

3,500

3,000

2,500

2,000

1,500

1,000

500

o

Total clearancerevenue

Sources: National authorities; and IMF staff calculations.
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Total Clearance Revenue for West Bank and Gaza :
January 2006 - September 2012
(In millions of U.S. dollars)

Relaxation of import restrictions

Closure on Gaza
Operation Cast Lead

W

]
o

o
]
"
— Gaza ---West Bank

Jan-06
May-06
Jan-07
May-07
Jan-08

Sep-06
Sep-07
May—08
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May-09
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May-11
Sep-11
Jan-12
May-12
Sep-12
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Growth-friendly fiscal consolidation: Taxation items

Composition of Selected Taxation Items B Taxes on international trade

(Percent of GDP, 2011 or latest year) m Other income taxes

A m Corporate income tax
40
More distortionary tax (less Personal Income tax
35 growth- friendly, m Social security contributions
m Other taxes on goods and services

30 Sales taxes
25 m Property taxes
Sl e
15
. m B m

5

— —
O 1 1 1 1 1

MAR DJI SYR TUN  WBG LBN MRT

Sources: National authorities; and IMF staff estimates.
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Growth-friendly fiscal consolidation: Expenditure items

Composition of Selected Expenditure Items
(Percent of GDP, 2011 or latest year)

40 .  MGross capital formation

Use of goods and services

35 More productive spending

(more growth-friendly)
I .
.

SYR TUN MAR EGY JOR LBN PAK SDN

®m Compensation of employees
Subsidies
m Social benefits

30

L
25
20
15

Sources: National authorities; and IMF staff estimates.
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Private Sector is Struggling

Annual Private Sector Credit Growth

(In percent, end of period) Net Arrears Accumulation: 2009 - H1

4 2012
01 (In millions of NIS)
500 - - - 2500
35 - _
2200
30 - 400 -
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25 - 300 -
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200 - 1300
15 -
100 - 1000
10 -
700
0
S - 2009 201 2011 H1 2012 | 400
== Non - wage expenditures
O {V T T T T T T T T T T T _100 i -Development prOJeCtS 100
5 € > & ¢ > & % > qé). c = o — Cumulative from 2009
S 28683285 =0 8324 20 -200
Source: PMA Source: Ministry of Finance and IMF Staff calculations
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Banklng Sector

Resilient to a broad range of shocks.... . but heavily exposed to relate to the
PA .

The Palestinian Authority’s Debt to Banks
(In U.S. million dollars)

Impact of Stress Tests on CAR at end-March 2012

o Baseline (In percent) Sep-12 _ 90
Equivalent to 90 percent of bank's equity
) i o I
16 |
Required
8
! 2000 [N oo
0
Scen1 Scen2 Scend Scend Scend Scenb Scen7 Scen8 Scend 2008 _ 62
Source PMA - 200 400 o600 800 1,000 1,200
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Unemployment remains high...

45 -
40 -
35 -
30 -
25 i \_\/\/\
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Source: Palestine Central Bureau of Statistics
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..and real wages are under pressure.
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WBG policy agenda to achieve fiscal sustainability and economic progress

~

g Fiscal Policy h - N " Palestinian Monetary Authority

* Design an mplamen cantngoncy i Socially © Doopon rancel markes
 improveand o rvenvecoocton > Inclusive

Growth

Reform pensions and civil service

N S % N )
4 D 4 Y - N\
Access to
Labor Markets Government Access to
| Financial Services
Services
- / - Y, _ y
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The Middle East and North Africa (MEMNA) region Is going through a 6‘,
period of unprecedented change. In the 'Arab Spring” countries, political
transition, pressing social demands, and an adverse external environment have
REOQ Statistical Appendix combined to increase the near-term risks to macroeconomic stability. These
' risks were contained during 2011 but, with growth faltering, unemployment
rising, and continued fiscal and external pressures, 2012 will be an
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To access the full report online or to provide comments, please visit:
http://www.imf.org/external/pubs/ft/reo/2012/mcd/eng/mreo1112.htm
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and click on the link for Regional Economic Outlook.

To view IMF reports and notes on WBG, visit
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