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EXECUTI VE SUMVARY

The gross domestic product (GDP) of the ESCWA region, excluding Iraq, is
estimated to have registered a 4.8 per cent growh rate in 1996, conpared with
2.2 per cent in 1995. The region's GDP per capita registered a 2.1 per cent
gromh rate, the first positive growh recorded in several years. This was
mai nly due to the performance of the econonies of the Gulf Cooperation Counci
(GCC) countries. The GDP of the GCC countries as a group is estimted to have
grown by 4.9 per cent in 1996, nore than four tinmes the 1.1 per cent growth
rate it achieved the previous year. Mreover, the GDP growh rate in each of
the six GCC countries in 1996 was higher than its 1995 level. Anpbng the
region's nore diversified econonmies, only Egypt and the Syrian Arab Republic
achieved GDP growth rates in 1996 that were higher than their 1995 respective
| evel s.

The econonic outl ook for the ESCWA region in 1997 will greatly depend on
the international prices of oil; the speed of inplenentation of economc
reformin nmenber countries; the developnents in the Mddl e East peace process;
and lraq's return to the international oil market and the lifting of the
sanctions on Irag. The ESCWA region's GDP is projected to grow by
4.3 per cent in 1997.

The major factor behind the acceleration of GDP growth in the region in
1996, particularly in the GCC countries, was the 20.3 per cent increase in oi
prices. The average price per barrel in 1996 was $20.29, conpared with $16. 86
in 1995. Despite the fact that oil production remai ned unchanged at around
the 1995 level of 16 million barrels per day, oil revenues in the region
increased by $16.4 billion and totalled $96.5 billion. G ven the inportant
role of the oil sector in nost nenber countries, the largely unexpected
significant increase in oil revenues had very favourable effects on the
internal and external bal ances of the region as a whole.

Several ESCWA nenber countries were able to reduce their respective
rati os of budget deficit to GDP in 1996. They included Egypt, Kuwait, Saud
Arabia and the United Arab Emirates. Bahrain is also reported to have
regi stered a small budget surplus in 1996.

Econom c refornms continued in nost of the countries in the region, but
the process has tended to | ose nomentumin some GCC countries, nmainly because
of the unexpectedly large oil revenue w ndfall.

H gh unenpl oyment rates renmained a major problemin the region. The
hi ghest unenpl oynent rate was in the West Bank and Gaza Strip (28 per cent),
foll owed by Yenen (25 per cent). In Egypt and Jordan, estinates show a
relatively high rate of around 13 per cent in both countries. The Syrian Arab
Republic al so suffered from hi gh unenpl oynent but at |ower rates than those
estimated for Egypt and Jordan. Al though GCC countries are all |abour-
receiving countries, unenployment has been rising anong the indi genous
popul ation in sone of them
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The inflation rates in nmost ESCM nmenber countries were, in general, at
internationally acceptable levels in 1996. The rates in the nore diversified
econom es, however, tended to be considerably higher than those reported for
the GCC countries. For exanple, Jordan's inflation rate, estinmated at
6 per cent, was the | owest anong the nore diversified econom es but was stil
hi gher than the highest rate, 4 per cent, reported (for the United Arab
Emi rates) among the GCC countri es.

Estimates indicate that the region's exports increased by 15 per cent
during 1996, while inports increased by 9 per cent. The GCC countries
exports, which are estimated at $117.4 billion and which accounted for
89 per cent of the region's total exports, witnessed a 16 per cent increase in
1996. Meanwhil e, the ESCWA menber countries with nore diversified econom es
recorded an estinmated increase of exports of 5.6 per cent. The region's
inmports are estinmated to have increased from$93.3 billion in 1995 to
$101.8 billion in 1996. Prelimnary estimtes regarding the region's current
account bal ance indicate that the overall deficit decreased significantly,
from$8.7 billion in 1995 to $1.4 billion in 1996, mainly owing to a better
trade bal ance resulting from higher oil exports.

Total external debt of ESCWA nenmber countries, excluding Iraqg, is
estimated to have dropped by around 4 per cent, to $175 billion in 1996 from
$182 billion in 1995. This drop was caused partly by rescheduling and
forgiveness of parts of the debt of a nunber of nenber countries, such as
Egypt, Jordan and Yenen, and partly by repaynent of debt by others, such as
Kuwai t .

Most stock markets in the ESCWA regi on perforned better in 1996 than nmany
enmergi ng markets in other devel oping regions. Wile the aggregate index of
the markets in other devel oping regions was estinmated to have dropped by
around 8 per cent in 1996, that of stock markets in the ESCWA regi on was
estimated to have risen by around 12 per cent. The inproved economnic
per formance of nobst ESCWA nenber countries in 1996 was reflected in arise in
activities in their respective stock nmarkets. Mreover, the rise in overal
liquidity in the econom es of nost ESCWA nenber countries enabl ed many
corporations to approach the stock market to raise private capital.

The inflow of foreign direct investment to the ESCWA regi on renai ned very
l[imted, with Egypt and Saudi Arabia receiving the bul k of such inflows.
Menmber countries have recently started creating a nore conduci ve invest nent
climate by promul gati ng new i nvestment | aws and adopti ng nmeasures that aim at
attracting private foreign and | ocal investnent.

The achi evenments of wonen in the ESCWA region in education, health and
enpl oynment have been encouraging, conpared with the 1970s. However, their
participation in public life, power-sharing, decision-making and politics has
been bel ow aspirations. |Inasmuch as | egal awareness and the enpowernent of
wonmen are concerned, nmuch nore is needed to overcone existing hurdles,
all eviate poverty and/ or achieve self-reliance, financial independence and
security, in its broadest sense.
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. OVERALL ECONOM C PERFORMANCE
1. The overall economic performance of the ESCWA region inproved significantly

in 1996. The region's gross donestic product (GDP), excluding lraqg, is
estimated to have registered a growh rate of 4.8 per cent in real terms. This
rate is nore than twice the 2.2 per cent growth rate registered in 1995 and
yields a positive 2.1 per cent per capita real GDP growth in the region. The
region had regi stered negative per capita real GDP growh rates during the
previ ous several years.

2. In nomnal ternms and excluding Iraq, the ESCWA region's GDP was esti mated
to have totalled $353.3 billion in 1996, up by 10.1 per cent fromthe

$320.8 billion it registered in 1995. The region's per capita nom nal GDP was
estimated at $2,828 in 1996, up from $2,638 in the previous year. Per capita
GDPs vary greatly between Qul f Cooperation Council (GCC) countries (Bahrain,
Kuwait, Oran, Qatar, Saudi Arabia and the United Arab Emirates) and the nore
di versified econom es (Egypt, Iraqg, Jordan, Lebanon, the Syrian Arab Republic,
the West Bank and the Gaza Strip, and Yenen) as well as anong thenselves. In
1996, per capita CDP was estinmated at $8,906 for the GCC countries as a group
ranging from$17,092 in the United Arab Emrates to $6,758 in Qman. For the
group of countries with nore diversified econom es, per capita CDP was estimated
at $1,192 for 1996, ranging from $3,975 in Lebanon to $679 in Yenen, the
region's | east devel oped country.

3. Maj or factors that contributed to the accel eration of econom c growh and
devel opnent in the region in 1996 include the significant rise in oil revenues
of nmost of the nember countries and the introduction and accel eration of
economic reforms in many countries of the region. The region's economc growth
coul d have been even greater in 1996 had it not been for several adverse
factors. The nmajor factors that hindered growh were the unstable politica
situation caused by the stalling of the Mddl e East peace process; the Israel
attacks on Lebanon; the closure of the borders of the Wst Bank and the Gaza
Strip; and the continued United Nations econom c sanctions on lraq, inposed

si nce August 1990.

4. The marked i npact of the oil price increase on overall econom c perfornmance
in 1996 is evident. In 1995, oil prices recorded an increase of 8.6 per cent
conpared with 1994. |n 1996, the average price per barrel increased by

20. 3 per cent over 1995, from $16.86 per barrel to $20.29 per barrel. |In fact,
oil prices in 1996 were the highest since 1990, when the O ganization of

Pet rol eum Exporting Countries (OPEC) crude oil basket price averaged $22.26 per
barr el

5. Q1| revenues of the ESCWA region in 1996 were estimated to have totall ed
$96.5 billion. This is an increase of $16.4 billion over 1995 revenues,
representing an increase of 20.4 per cent over the previous year, despite oi
production remai ni ng unchanged at around the 1995 | evel of 16 mllion barrels
per day (mbd). The region's oil revenues in 1996 were the highest recorded in
nore than a decade. Myre than 93 per cent of the increase in the region's oi
revenues in 1996 accrued to the GCC countries, which include some of the world's
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maj or oil-exporting countries - nanely, Saudi Arabia, the United Arab Emrates
and Kuwait.

6. The inportance of the oil sector in the econom es of nobst ESCWA nenbers is
apparent. Excluding Jordan, Lebanon, and the West Bank and the Gaza Strip,

whi ch do not export any oil, the renaining ESCWA nenbers are all exporters of
oil in varying degrees, and oil revenues play, directly and indirectly, an

inmportant role in their econom es.

7. In the GCC countries, for exanple, despite the diversification efforts over
the past two decades, the oil sector still represents around 35-40 per cent of
these countries' conmbined GDP. QO revenues account for as much as 80 per cent
of governnment revenues and for nore than 85 per cent of exports in these

countries. In the nore diversified economes of the region, such as Egypt, the
Syrian Arab Republic and Yenen, although oil revenues do not assume such a
dominating role, they still represent a major source of foreign exchange

earni ngs, and this has positive effects on the respective bal ance-of-trade
accounts. The considerable rise in oil revenues, therefore, exerts an
appreci abl e i npact on the |level of economic activities in the majority of ESCWA
nmenber countri es.

8. The GDP of the GCC countries was estimated to have registered a

4.9 per cent growh rate in 1996, conpared with a 1.1 per cent growth rate in
the preceding year. This narked accel eration in econonmic growth may be
attributed mainly to the growth in the oil sector and its indirect positive
implications for the non-oil sectors, in particular the banking, retail trade,
and construction sectors. Wth the unexpectedly |large increases in oi

revenues, most Covernments of the GCC countries were able to increase their
expenditure significantly above planned | evels and still narrow their respective
budget deficits. The significant increases in government expenditures, coupled
with the nultiplier effect, hel ped to boost further econonic activities and
growh in these countries. Per capita GDP in the GCC countries was estinmated to
have increased by 1.8 per cent in real terns in 1996, after declining by

2.1 per cent in the previous year. 1In 1996, real GDP growh rates are estinmated
to have ranged between 5.2 per cent in both Kuwait and Oran to 3.2 per cent in
Qatar. In each and every GCC country, GDP grew at a higher rate in 1996 than in
1995.

9. Bahrain's GDP was estinmated to have increased by an estinmated 3.8 per cent
in 1996, conpared with 2.2 per cent in 1995. Bahrain's econony, the nost

di versified anong the GCC countries, was stinulated by the estinated

44.7 per cent increase in its oil revenues. This considerable increase was due
partly to the rise in oil prices and partly to the country's gaining all the
revenues, since April 1996, fromthe output of the offshore Abu Saafa oilfield,
which it had previously shared with Saudi Arabia. The banki ng sector, which
traditionally has a strong link with devel opnments in the oil sector, perforned
very well in 1996. Mbst banks recorded higher profits than in the previous
year. The industrial sector, led by oil-refining and al um nium performed well
in 1996. The tourismsector recovered sonewhat fromits poor performance in
1995 and continued to attract tourists fromother GCC countries, particularly
Saudi Arabia. The Governnment of Bahrain plans to raise the salaries of public-
sector enpl oyees by between 6 and 15 per cent in 1997. |In addition, the
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Government plans to allocate 1.15 billion Bahrain dinars (BD) (equivalent to
$3.1 billion) for capital expenditure during the four-year period 1997-2000. It
shoul d be noted that Bahrain had allotted only BD 400 million ($1.1 billion) for
capital expenditure during the previous four years. Bahrain's econony is
expected to grow at a slightly higher rate in 1997 than in 1996, despite a
projected decline in oil prices in the international narkets.

10. The GDP in Kuwait was estimated to have increased by 3.9 per cent in 1995
and by 5.2 per cent in 1996. Econom ¢ conditions inproved remarkably in Kuwait
in 1996, owing mainly to an estimated 19.1 per cent rise in Kuwait's oi

revenues, which have increased the country's bal ance-of-trade surplus and

si nul taneously reduced its budget deficit. |In addition, during the fourth
quarter of 1996, Kuwait repaid its last instalnment of the $5.5 billion | oan that
it borrowed at the end of the Gulf war. Mreover, Kuwaiti assets abroad, which
were estimated by unofficial sources at $35 billion in 1995, must have increased
considerably in 1996, owi ng to additional deposits by the Governnent and the
significant appreciation of the overseas investnents during that year. Kuwait's
GDP is projected to grow by 4.3 per cent in 1997.

11. Oman's econony registered a growh rate of 4.5 per cent in 1995 and an
estimated 5.2 per cent growh rate in 1996. This steady and solid performance
nmay be attributed not only to the expanding oil sector but also to the fact that
Oran is at the forefront of economic reformanong the GCC countries. The
private sector has apparently responded to governnental inducenments to play a
greater role in the econony of the country. Despite projected declines in oi
prices, Oman's CGDP is expected to grow by 4.9 per cent in 1997, which would be

t he hi ghest anong the GCC countri es.

12. Qatar's GDP, which grew by a nodest rate of 1.4 per cent in 1995, was
estimated to have registered a 3.2 per cent growh rate in 1996. This narked
acceleration in economc growth was mainly due to the 13.5 per cent increase in
the country's oil production, from 422,000 barrels per day (b/d) in 1995 to
479,000 b/d in 1996. Gven the increase in oil prices, the rise in oi
production resulted in an estinmated 34.3 per cent increase in Qatar's oi
revenues in 1996. The econony of Qatar, a major producer of natural gas, also
benefited from higher natural gas prices in 1996. Qatar's GDP is projected to
regi ster a higher growth rate, of 3.7 per cent, in 1997, owing nmainly to
expect ed higher oil production and returns fromits major |iquefied natural gas
pl ants, which have recently been constructed and/or expanded.

13. Saudi Arabia's econony, which accounts for over 40 per cent of the ESCWA
region's GDP and around 58 per cent of the conbined GDP of the GCC countri es,
performed very well in 1996. After being basically stagnant in 1995, Saud
Arabia's real GDP was conservatively estimated to have registered a 5 per cent
growh rate in 1996. In nomnal ternms, the Kingdoms GDP grew by 8.6 per cent
in 1996, according to official estimates. Wth oil production averaging

8 mllion b/d, the country's oil revenues were estinmated to have increased by
nore than $8 billion, to a total of around $51 billion in 1996, a 19.3 per cent
i ncrease over 1995. The growth of the oil sector, which accounts for over one
third of the Kingdom s GDP and around 90 per cent of its exports, was clearly
the main factor in boosting the econony and reducing the country's internal and
external inbalances. The increase in oil revenues was nore than sufficient to

l...



E/ 1997/ 45
Engl i sh
Page 7

wi pe out the budget deficit. Instead, however, the CGovernnent apparently opted
to repay its outstanding debts to private contractors, increase governnenta
expendi ture above pl anned | evel s, and simultaneously narrow t he budget deficit.
The private sector benefited greatly fromthe increase in the Kingdoms oi
revenues and the rise in Governnent expenditure, particularly the banking,
retail trade and construction sectors. Despite an expected decline in oi

prices in 1997, Saudi Arabia's GDP is projected to grow by 3.5 per cent in 1997,
owing partly to increased governmental expenditure and a rejuvenated private
sector.

14. According to the Mnistry of Planning in the United Arab Emirates, the
country's GDP grew by 6.1 per cent in real ternms in 1995 and was prelimnarily
estimated to have grown by 7.4 per cent in 1996. ESCWA estimates, however, put
the GDP growth rate of the United Arab Enmirates at 2.2 per cent for 1995 and

5 per cent for 1996. |In either case, the econony of the United Arab Emrates
performed well in 1995 and considerably better in 1996. The oil sector accounts
for around 40 per cent of the country's GDP. The United Arab Emrates' oi
revenues increased from$12.8 billion in 1995 to an estimated $15.3 billion in
1996, and this had very positive direct and indirect effects on the country's
econony. The country's bal ance-of -trade surplus increased, while the budget
deficit declined, despite a rise in governnental expenditure above pl anned

| evel s. The banking sector recorded substantial profits. The re-export trade
surged in 1996, owing nainly to a large increase in the size and nunber of
conpanies, in particular in the Jabal Ai free trade zone. The tourism sector

performed well in 1996, with a rapidly rising nunber of tourists, particularly
from Europe. Several international exhibitions took place in Abu Dhabi and
Dubai, and the restaurant and hotel sector perforned exceptionally well in 1996

The departure of 180,000 expatriates who were working illegally in the United
Arab Emrates had only mnor adverse effects on the econony as a whol e; these
effects were felt mainly in smaller enterprises and the construction sector
There were no significant increases in enploynment opportunities for nationals
since nost of the jobs vacated by the departing expatriate workers are not
consi dered suitable by national job seekers. The econony of the United Arab
Emirates is expected to register solid growh again, owing to the expected
positive contribution of the oil sector, the growi ng dynami smof the private
sector, and also to the expected increases in governmental expenditure, both
current and capital expenditure. The country's GDP is projected to grow by
4.5 per cent in 1997.

15. The region's nore diversified economes, with the exception of Iraq,
performed well in 1996, with an estinmated conbined GDP growth rate of

4.7 per cent. This growh rate was high enough to yield an estimated CGDP
per capita growh rate of 2 per cent for this group of countries as a whol e.
Overal | econom c perfornmance, however, varied fromone country to another.

16. Egypt's econony, the |argest anong the ESCWA region's nore diversified
econom es and the second | argest anong all ESCWA nenber countries, was estinmated
to have grown by 4.9 per cent in 1996, up from4.6 per cent in 1995. This
alloned the country's CGDP per capita to grow by an estinmated 2.7 per cent in
1996. The Egyptian econony is reaping sonme of the expected benefits fromthe
structural adjustnment programe that the Governnent initiated in 1991, under the
sponsorship of the International Mnetary Fund (I M). Egypt's rate of
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inflation, which registered 15.7 per cent in 1995, is estimated to have declined
to 7.2 per cent; the budget deficit as a percentage of GDP has fallen to

1.2 per cent; foreign reserves available in the Central Bank of Egypt continued
to increase in 1996 and were estimated to have reached close to $19 billion by
the end of the year. The manufacturing sector, which accounts for about

18 per cent of Egypt's CDP, was estimated to have grown by around 5.5 per cent
in 1996 and is projected to grow by 7-8 per cent in the comng years. This is
partly due to the commencenent of large industrial projects and the issuance of
new | aws that are of great inportance for Egypt's industrial sector, such as the
new | abour and unified investnment law. The tourismsector perforned well in
Egypt in 1996, with tourismrevenues reaching a new record of $3 billion. The
nunber of tourists who visited Egypt in 1996 totalled 3.8 mllion, also a new
record. This figure is projected toriseto 4.2 mllion in 1997. Hote
occupancy rates registered a record 63 per cent during the first 11 nonths of
1996. Egypt's total hotel capacity junped from 18,000 roons in 1981 to 68, 000
roons in 1996. The Egyptian Governnment plans a worl dw de canpaign to further
pronote tourismin Egypt, with special concentration on the United States of
Anerica and Western Europe. The banking, construction and retail trade sectors
were all estimated to have registered growh of over 5 per cent in 1996. The
Egypti an stock market perforned well in 1996 and is expected to perform well
again in 1997, as the privatization process is accelerated and foreign private

i nvestment increases markedly. Egypt's GDP growth is projected to accel erate
further in 1997 and register a 5.5 per cent growh rate, with the private sector
pl aying a nore dynamic role and projects agreed upon with foreign investors
during the Third Mddl e East and North Africa (MENA) Summit, held in Cairo in
Novenber 1996, beginning to be inplenented. In addition, gigantic governnent-

| ed devel opnent projects will be undertaken in Upper Egypt and the Sina

Peni nsul a.

17. lraq's econony renmined crippled by the United Nations econom c sanctions
i nposed on it since August 1990. Economic conditions continued to deteriorate
in 1996 to such an extent that Irag, which is well endowed w th val uabl e natura
and human resources, is now ranked in the | owest group of |east devel oped
countries in the world. Econom c conditions may be expected to inprove only
slightly in 1997, as a result of the oil-for-food deal with the United Nations,
which allows Iraq to export $2 billion worth of oil every six nonths. However,
a neani ngful and urgently needed recovery can only be achieved with the total
removal of the United Nations-inposed econom ¢ sanctions.

18. The GDP in Jordan grew by 6.4 per cent in 1995 and an esti nmated

5.2 per cent in 1996. Despite a relatively high population growh rate, the
econom ¢ performance of the country allowed it to register a 1.5 per cent

per capita GDP in 1996. The country's econony was adversely affected by the
continued inposition of econonic sanctions on Irag (its major trading partner
prior to the inposition of the sanctions); by the Israeli bonbing of Lebanon in
April 1996, which negatively affected the tourismsector and foreign direct

i nvestnment in Jordan; and the stalling of the Mddl e East peace process, which
di scouraged not only foreign investnent but also investnent by expatriate
Jordani ans and by private investors in the Kingdom However, Jordan's econony
benefited frominproved relations with GCC countries, which |led to nore exports
of Jordani an goods to those countries and to an increase in enploynent
opportunities for Jordani an workers seeking enpl oyment abroad. Jordani an
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expatriate workers were estimated to have remtted to Jordan $1.54 billion in

1996, a 25.2 per cent increase above the 1995 level of $1.23 billion. Jordan's
GDP is projected to grow by 6.2 per cent in 1997, the highest growh rate anong
t he ESCWA nmenber countri es.

19. Lebanon's GDP, which grew by 7 per cent in 1995, was estinmated to have
registered a growth rate of 3 per cent in 1996. The Israeli bonbi ng of Lebanon
in April 1996 had a considerabl e negative inpact on the country, in particular
on the inportant tourismsector. Relatively high interest rates have

di scouraged greater private investment. Lebanon's GDP is projected to register
a5 per cent growth rate in 1997

20. The GDP in the Syrian Arab Republic in 1996 was estimated to have
registered a growth rate of 5.9 per cent, conpared with 3.6 per cent in 1995
The country's GDP per capita was estimated to have risen by 2.9 per cent in
1996, which was the | argest increase anong all of the ESCWA nenmber countri es.
The Syrian econony benefited froma 21 per cent increase inits oil revenues and
a strong perfornmance in the agriculture and tourismsectors. The private
sector, encouraged by the Governnent, is playing an increasingly inportant role,
particularly in the tourismsector. The country also benefited in 1996 from
rising workers' remttances, especially fromthe Syrian expatriates in the GCC
countries. The GDP of the Syrian Arab Republic is projected to grow by

4.8 per cent in 1997.

21. Yenen, the region's | east devel oped country, has been confronted by severe
internal and external inbalances. It began inplenenting econom c and structura
reforms in 1995, under the auspices of the Wrld Bank and | M. After
registering a GDP growth rate of 8.5 per cent in 1995, the econony was esti nmated
to have grown by 3 per cent in 1996. Oaing to Yenen's relatively high

popul ation growh rate, its GDP per capita declined by an estimated 0.7 per cent
in 1996. Although Yenmen's econony benefited from higher oil prices and
revenues, the country suffered considerably fromthe June 1996 fl oods, which had
a severe negative inpact on the inportant agriculture sector. Yenmen's CDPis
projected to register a 3.5 per cent growh rate in 1997.

22. The conbi ned GDP of the West Bank and the Gaza Strip grew by 3.5 per cent
in 1995. The initial forecast for 1996 was that the GDP woul d grow by

7 per cent; instead, it was estimated to have declined by 5 per cent in that
year. This was mainly due to the frequent closures of the borders of the Wst
Bank and the Gaza Strip by the Israeli Governnent and the | ess than expected
financial and technical assistance fromthe international community. Assum ng
that Israel will allow at |east 35,000 Pal estinian workers to conti nue worKking
in Israel and that Israel will permt the free flow of goods between it and the
West Bank and the Gaza Strip, the GDP of the Wst Bank and the Gaza Strip is
projected to grow by 5 per cent in 1997.

23. The econom ¢ outl ook for the ESCWA region in 1997 will greatly depend on:
(a) The international prices of oil;

(b) The inplenentation of econonmic reforms in the menber countries;
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(c) The devel opnents in the Mddl e East peace process;

(d) Ilraq' s return to the international oil market and the lifting of the
sanctions on Irag.

It is projected that the GDP of the ESCWA region will grow in 1997 by a rate of

4.3 per cent. This projected growh rate, although | ower than the 4.8 per cent

estimated growmh rate for 1996, would still be significantly higher than the

2.2 per cent growh rate achieved in 1995. It would also be sufficient to yield
a 2.1 per cent per capita real GDP growth rate in the region. Moreover, while

t is projected that the conbined GDP of the GCC countries will grow by

per cent, the GDP of the nore diversified economies is projected to grow by

i
3
5 per cent in 1997.

.9
.2
24, In 1996, the drive for economc reformand structural adjustnment |ost nost
of the nomentumit had accunulated in the previous year throughout nmost of the
GCC countries because of the unexpectedly large increase in oil revenues. In
1996 several GCC countries postponed inplenmentation of policies to w den and
diversify the tax revenue base and to further reduce subsidies on goods and
servi ces provided by the Governnment. G adual inplenentation of such a policy is
required in order to avoid abrupt and sharp reducti ons whenever these countries
are confronted by significant declines in oil revenues.

25. Economic reformcontinued to be inplenented in nost of the region's nore
diversified economes, in particular in Egypt and Jordan, with privatization
accelerating notably in the forner. Egypt's econom c reform programe -
including full liberalization of the capital and | abour narkets, the freeing of
external trade and the conpletion of the country's privatization programe - is
expected to be conpleted by the year 2000.

26. High unenpl oynent rates remain a maj or problemfacing the nenbers of the
ESCWA regi on, despite the reported growth rates in real GDP and the net increase
in per capita inconme referred to above. This is particularly true with regard
to the nore diversified economies in the region. These econom es generally have
over the past several years been characterized by a relatively high rate of

popul ation grow h and by an increase in the nunber of new entrants to the | abour
mar ket whi ch has been well beyond the economic capacity of the countries
concerned to absorb fully. These countries have, for several years now, been
characterized by | abour forces that are growing at a higher rate than their
econonmies. As a result, the increase in the denand for |abour has not been
sufficient to absorb the increase in the supply of labour. Recently the
situation was further exacerbated follow ng Governnents' policies to curtai
expendi ture, reduce budget deficits, and contract public-sector enploynent.

Mor eover, opportunities for enploynment outside the region have, in general
becone nore scarce.

27. The highest unenployment rate in the region was reported in the West Bank
and the Gaza Strip, affecting 28 per cent of the |abour force there. |If
under enpl oynent is al so counted, these rates would, on the basis of prelimnnary
estimates, reach 45 per cent in the Wst Bank and 60 per cent in the Gaza Strip.
A nunber of factors accounted for this grave unenploynent situation. They

i ncl uded, on the one hand, Israel's border closure practices and the
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deteriorating political situation, which discouraged private and foreign

i nvestrment and |l ed to the postponenent of major reconstruction projects. On the
other hand, it should be noted, the West Bank and the Gaza Strip have al so had
relatively very high population growth rates.

28. In Yenen, the rate of unenployment in 1996 was still very high, although
lower than the rate reported for 1995; it was estinmated at 25 per cent of the
| abour force, conpared with 30 per cent in 1995. The high growth rate of the
| abour force (estimated at an average annual rate of 4.25 per cent) and
Governnent efforts to reduce its payroll did not help to lower this rate.

29. In Egypt and Jordan too, the prelimnary estimates show a rel atively high
unenpl oynent rate of around 13 per cent. In an effort to create nore enpl oyment
opportunities for Jordani ans, the Governnment of Jordan enacted a |law in 1996
prohi bi ti ng non-Jordani ans fromenploynent in 15 different professions and

busi nesses in the country. Wat is interesting to note here is that the
Egyptian and Jordani an economnmi es need a mni mum average annual rate of growth of
7-8 per cent in order to absorb fully the expected nunber of new entrants into
their | abour forces (estimated at 500,000 and 50, 000, respectively) and secure

| ower unenpl oynment rates. The Syrian Arab Republic suffers from high

unenpl oynent, but with a lower rate than the rates reported for Egypt and

Jor dan.

30. Sone of the GCC countries also suffer from unenpl oynent anong their

i ndi genous popul ations. This is rather paradoxical since all GCC countries are
| abour-receiving countries. This relatively new phenonenon has been a cause of
concern to the Governnents of GCC countries. There are several factors behind
t he phenonenon. Chief anong them have been the unrealistic expectations of the
nationals entering the | abour force; the availability of |ow paid expatriate
wor kers; governmental policies to restrain the expansion of public-sector

enpl oynent; and the current msmatch between the type of qualifications held by
job seekers and the type of job opportunities that are available in the market
pl ace in these countries.

31. Indigenization of the | abour force (replacing foreign workers with
nationals) is now consi dered a devel opnental goal in nost of the GCC countries.
Bahrai n and Onman have made sone progress in indigenizing their |abour force.
The progress, however, remains limted and confined mainly to the public sector
In the private sector, the process has so far involved certain managerial and
clerical jobs only. The success of the process will, to a great extent, depend
on enabling the indigenous population to acquire the type of education and
technical skills that neet the requirenents of the | abour market in the com ng
years. The policy of obliging the private sector to enploy nationals nmay affect
the overall econonic performance adversely and may not be sustainable in the

[ ong run.

32. The social consequences of chronic unenploynent in the ESCWA region are
very serious. H gh unenpl oynent breeds marginalization and other socia

probl ens, increases poverty and incone inequality, and inflicts a high hunman
cost on the unenployed in terns of reduced well-being and | oss of dignity.
These consequences are especially problematic for young people, who are new
entrants to the | abour nmarket and who, after |ong years of education, find that
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t hey cannot secure adequate incone levels. At the famly |level, unenpl oynent
may also lead to famly breakdown, forced child | abour and further

mar gi nal i zati on of poor famlies. Such futility and frustration breed crine and
ot her social pathol ogi es which can lead to social and political unrest, from

whi ch everyone in society suffers

33. The inflation rates in nost ESCWA nenber countries were, in general, at
internationally acceptable levels in 1996. The rates anong the nore diversified
econom es, however, tended to be considerably higher than those reported for the
GCC countries. For exanple, Jordan's inflation rate, estimated at 6 per cent,
the | owest anong the nore diversified econonmes, was still higher than the

hi ghest rate (4 per cent, in the United Arab Emrates) anong the GCC countries
in 1996.

34. Yenmen's inflation rate, estimated at 30 per cent for 1996, has been the

hi ghest anmobng the nore diversified economes. This rate, it should be noted, is
consi derably bel ow the country's staggering inflation rates of 120 per cent and
55 per cent, registered in 1994 and 1995, respectively.

35. In the Syrian Arab Republic, the estinmates indicate that the inflation rate
increased in 1996 conpared with 1995, from 18.5 per cent to 20 per cent. Two
factors may have added to the inflationary pressure in the country. The first
was the high liquidity in the banking system the second was the officia

deval uati on of the Syrian pound (LS) for several inported itens, fromLS 11.2
for $1 to LS 42 for $1.

36. In the West Bank and the Gaza Strip, the inflation rate declined
substantially: from25 per cent to 12 per cent between 1995 and 1996. This
decline may be interpreted as a result of the sharp decline in the purchasing
power of the Pal estinian people in a year which saw very hi gh unenpl oynent rates
and a general decline in the |level of economc activities.

37. In Lebanon, the inflation rate in 1996 declined to an estinated

8.9 per cent from 14 per cent in 1995. This decline reflects the nore
conservative nonetary policies pursued by the country's Central Bank and the
decline in the growh of economic activities.

38. In Egypt, estimates show the inflation rate declining to 7.2 per cent in
1996, conpared with 15.7 per cent in 1995 Two nain contributors to this drop
may have been the decline, to a record low, in the budget deficit as a
percentage of GDP, and the CGovernment's use of treasury bills to finance its
budget deficits instead of increasing the supply of noney.

39. In Jordan, as noted above, the estimate of the inflation rate in 1996 was
6 per cent. This rate is an increase conpared with the 2.3 per cent reported
for 1995. It is inportant to note here that the Governnent of Jordan in genera

pursued conservative nmonetary and fiscal policies. The escalation in the
inflation rate is due primarily to the reduction in the |evel of governnenta
subsi di es of wheat, fodder, water and electricity in 1996.

40. In the GCC countries, inflation rates continued to be restrained in 1996
They ranged from4 per cent in the United Arab Emirates to only 1.2 per cent in
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Saudi Arabia. Mst GCC countries traditionally pursue conservative nonetary
policies. Al GCC currencies, with the exception of Kuwait, are pegged to the
United States dollar. The appreciation of the United States dollar in 1996, in
terms of the currencies of Japan and nost Wstern European countries, helped to
further danpen the inflation rates in the GCC countries. The prices of inports
fromthese major trading partners thus becane cheaper. Furthernore, the sharp
i ncrease in governnmental revenues in 1996 allowed the Governnents to postpone
additional reductions in subsidies of various governnent-supported goods and
services, as noted above.

1. DEVELOPMENTS I N | NTERNATI ONAL TRADE AND PAYMENTS

41. Prelimnary data and estimates indicate that the region's exports and
inmports in 1996 were positively affected by the significant rise in oil prices,
by the overall economc growh and by the increase in non-oil exports. Exports
were estinmated to have increased by 15 per cent during 1996, while inports
increased by 9 per cent. The GCC countries' exports, which were estinmated at
$117.4 billion and accounted for 89 per cent of the ESCWA region's tota
exports, recorded a 16 per cent increase during 1996. This increase is mainly
attributable to higher oil prices, especially in the latter half of the year
The | argest percentage increases in exports within the group were recorded by
Kuwai t, Saudi Arabia and the United Arab Emrates, for which exports were
estimated to have risen by 19 per cent, 18.8 per cent and 14.9 per cent,
respectively. Kuwait benefited significantly fromhigher oil prices, and its
oi | exports increased from$10.2 billion in 1995 to an estimted $12.1 billion
in 1996. The significant increases in exports noted by Saudi Arabia were mainly
due to higher oil prices but also in part to greater exports of petrochem cals
and non-oil exports. The United Arab Em rates experienced continued export
growh in the non-oil sector, particularly with regard to re-exports; increased
exports to South-East Asia also contributed to this growh. Qman and Qatar
noted increases in exports during the year, estimated at 10 per cent in both
countries. Bahrain's increase in exports, estimated at 5 per cent, was due to
i ncreases in alum nium exports and the decision by Saudi Arabia to transfer to
Bahrain all of the revenues of the Abu Saafa oilfield, which had been shared by
the two countries.

42. The ESCWA nenber countries with nore diversified econonmies recorded an
estimated increase in exports of 5.6 per cent. Some countries in this group
benefited to sone extent from higher oil prices, but some, such as Egypt,

wi t nessed declines in non-oil exports. Total exports of the group were
estimated to have increased from$14.2 billion in 1995 to $15 billion in 1996
The | argest percentage increase was recorded by Lebanon, for which exports were
estimated to be nmore than 20 per cent greater than the previous year. The
Syrian Arab Republic's exports increased by 16.9 per cent over 1995 |evel s,
according to official reports. Exports were mainly oil and raw naterials, which
benefited fromthe increase in oil prices. Non-oil exports, however, continued
to be affected by nany factors, including exchange rate restrictions, though
rates were nodified somewhat during 1996. |ncreases in exports of Yenen
amounted to an estinmated 8.5 per cent during 1996 and may have been hi gher, but
there were difficulties in recording accurate statistics for the country's |arge
informal sector. Jordan's rise in exports, estinmated at 7.4 per cent, was
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consi derably | ower than the previous year's increase of 26 per cent and was, in
part, attributable to border difficulties which adversely affected trade with

I srael and the West Bank. Egypt w tnessed a decrease in exports estinmated at

6 per cent as non-oil exports declined: a major factor in this decline was the
drop in textile exports. Estimated data for the West Bank and the Gaza Strip

i ndicate that exports were adversely affected by the severe restrictions placed
on the novenent of goods and people by the Israelis during 1996 and consequently
fell by 20 per cent: wunder the guise of security neasures, goods were prevented
from bei ng exported not only to Israel but also to Jordan and Egypt or el sewhere
outside the region for nuch of the year

43. Regarding inport performance, prelimnary estinmates indicate that the ESCWA
region's inports grew from$93.3 billion in 1995 to $101.8 billion in 1996

I nports by the GCC countries totalled $67.5 billion. They anounted to

66.3 per cent of the region's total inports and approxinmately 75 per cent of the
oil revenues in those countries, which totalled about $89.9 billion in 1996
Inports increased in all countries in the group. The increases ranged from

11 per cent in Oman to 3 per cent in Qatar. 1In the United Arab Emrates and
Kuwait, inports increased by 10 per cent and 8 per cent, respectively. In Oman
and Kuwait, increases in inports were in part the result of higher inports of
capital goods. Saudi Arabia w tnessed an increase in inports of 4 per cent over
its recorded 1995 level. This was caused partly by the increase in governmental
spendi ng whi ch occurred when oil revenues were hi gher than expected during the
second hal f of 1996. Another factor has been the stronger dollar. The

appreci ation of the dollar against nost currencies during 1996 effectively

| owered the prices of inmports purchased from Japan, Europe and el sewhere.

44. Inports by ESCWA menber countries with nore diversified econom es increased
by 14 per cent during 1996, from $30.2 billion to an estimated $34.3 billion
Wth the exception of Iraq, owing to the continued United Nations economc
sanctions, inports of every country in the group increased, from8 per cent in
Jordan to 28 per cent in Lebanon. Inports by Yenen, the Syrian Arab Republic
and Egypt rose by 15.5 per cent, 14.7 per cent and 10.1 per cent, respectively,
conpared with 1995 levels. The increase in Egypt's inports during 1996 nay have
been i nfluenced by a reduction in tariffs. In Cctober 1996, Egypt announced an
across-the-board tariff cut on inports, ranging from10 to 15 per cent. Tariffs
on luxury itens, however, remai ned high, at 135 per cent on sonme goods

Jordan's liberalization programme, which included the |owering of sonme tariffs,
may have contributed to higher inport levels. The protection of the Jordani an
currency's exchange rate may have affected inport |evels during 1996.

I ndi cati ons, however, are that this policy will be maintained in the com ng
years.

45. On the basis of the above data, it was estimated that the region's bal ance
of trade recorded a surplus in 1996. The surplus is put at $30.5 billion,
significantly higher than the $21.7 billion recorded for the previous year, and
mainly the result of higher oil prices. The GCC countries wtnessed an increase
in their bal ance-of-trade surplus, which totalled $49.9 billion in 1996,
conpared with $37.7 billion in 1995. However, estimates indicate that the ESCWA
nmenber countries with nore diversified econonm es witnessed deficits in their
overal | bal ance of trade, ampbunting to $19.3 billion, significantly higher than
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the previous total of $16 billion. Inports were greater than exports for al
the nmenber countries.

46. Forecasts for 1997 indicate that the balance of trade will deteriorate
slightly for the region as a whole and for the GCC group of countries. Exports
of the ESCWA region are expected to rise nodestly, based on the assunption of

oil prices in the $17.5-%$19/barrel range, coupled with a npdest increase in the
volune of oil exports. It is projected that the GCC countries will experience a
rise in exports of 2 per cent only. Their inports are expected to increase by

7 per cent, causing a slight decline in the balance of trade. Countries with
nore diversified econom es are expected to benefit from export-oriented econonic
refornms and greater penetration into new export narkets. The exports of the
nore diversified economes, therefore, are expected to be 17 per cent higher in
1997, and their inports 8 per cent higher

47. The region's ability to finance inports fromits export proceeds, as
neasured by the export/inport ratio, rose from1.23 in 1995 to 1.30 in 1996

The ratio for the GCC countries increased from1.6 in 1995 to 1.74 in 1996,
nmainly owing to the increase in exports. The ratio for the countries with nore
di versified econom es, however, decreased slightly, from0.47 to 0.44, largely
as a result of increasing inports. The export/inport ratio forecast for 1997
for the region as a whole is put at 1.26, which is lower than its 1996 | evel
This projected decline is due to the fact that the expected relative increase in
i nports exceeds the projected relative increase in exports.

48. Prelimnary estinmates regarding the current-account bal ance for the
majority of the ESCWA nenbers for which data were avail able (excluding lIraqg, the
Syrian Arab Republic, the Wst Bank and the Gaza Strip, and Yenen) indicate that
the overall deficit decreased significantly, from$8.7 billion in 1995 to

$1.4 billion in 1996. This was mainly due to a better trade bal ance resulting
from higher oil exports. The GCC countries, according to recent estinates,
recorded a surplus in the total current-account bal ance of $5.8 billion,
representing a notable inprovement over the 1995 deficit of $2.5 billion. In
the GCC countries, the nost significant inprovenent was registered by Saud
Arabia. It recorded a surplus of $900 mllion in 1996, followi ng a deficit of
$8.1 billion the previous year. This inprovenent was |argely due to the
increase in its balance-of-trade surplus as a result of higher oil-export

earni ngs. Bahrain and Kuwait al so recorded inprovenents in their bal ances,
according to the latest estimates. Bahrain's current-account surplus increased
from$480 mllion in 1995 to an estimated $600 nmillion in 1996, while Kuwait's
surplus increased to $4.3 billion in 1996, up slightly fromthe $4.2 billion
recorded the previous year. QOman, Qatar and the United Arab Emrates current-
account bal ances are estinmated to have deteriorated, despite higher earnings
fromoil-export earnings during 1996. QOman and Qatar, which recorded deficits
during 1995, saw these deficits increase in 1996 from $350 nillion to

$740 million for Oran and from $260 million to $410 million for Qatar. The
United Arab Emrates, though maintaining a surplus in its current-account

bal ance for both years, recorded a decrease from$1.5 billion in 1995 to

$1.1 billion in 1996.

49. The deficit in the current account of the countries in the region with nore
di versified economes was estimated to have increased from$6.2 billion in 1995

l...
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to $7.2 billion in 1996. This was largely due to the significant deterioration
in Egypt's deficit, which increased from$254 mllion in 1995 to $1 billion the
foll owi ng year, mainly because of |ower exports during 1996. Lebanon al so saw

its deficit increase in 1996, but by a |lower anount, to $5.9 billion, up from
the $5.4 billion of the previous year. Jordan, however, w tnessed an
i mprovenent in its current-account balance: its deficit, which was $460 mllion

in 1995, was estimated to have decreased to $270 million in 1996, mainly ow ng
to the rise in workers' remttances.

50. The overall current-account bal ance for the ESCWA region is expected to

remain in deficit in 1997. It may increase to around $4 billion if oil prices
range between $17.5 and $19/barrel and inports increase as expected. The tota
surplus for the GCC countries is expected to fall to around $4 billion, while

the deficit for the nore diversified econonmes is expected to increase to around
$8 billion.

51. Partial and prelimnary data for 1996 indicate that the region's
international reserves (excluding lIraq, the Wst Bank and the Gaza Strip, and
the Syrian Arab Republic owing to |ack of data) increased by 6.3 per cent over
1995 levels: from$51.2 billion to $54.4 billion. This was mainly the result
of higher reserves in the region's nore diversified economes. The reserves of
the GCC countries remained unchanged at $23.4 billion, while those of the ESCWA
nenber countries with nore diversified econom es increased by 11 per cent,
reaching $30.9 billion in 1996. Saudi Arabia and the United Arab Enirates hold
the largest reserves in the former group, with $8.5 billion and $8.0 billion
respectively. Egypt is the largest holder of reserves in the latter group, with
$19 billion.

52. Wth regard to the region's ability to provide for its inports, the above
prelimnary data on international reserves show that the region was able to
cover 6.9 nonths of inports in 1996. This was slightly |ower than the coverage
for the previous year, which anbunted to 7.1 nonths. The GCC countries were
able to provide for 4.2 nonths of inport coverage, while ESCWA nenber countries
with nore diversified economes were able to cover 13.9 nonths of inports with
1996 reserve |l evels, mainly because of Egypt's relatively high |evel of

i nternational reserves

53. Progress was nade in nmany countries of the region in undertaking econonic
reforms in line with those required for accession to the Wrld Trade

Organi zation (WO . These include trade-related neasures such as a reduction in
tariffs, the elimnation of non-tariff barriers, and the standardi zati on of tax
laws and rates for foreign and domestic firms in some countries. |n 1996 the
United Arab Emrates joined WIQ Bahrain, Egypt, Kuwait and Qatar were already
nenbers. Trade prospects are expected to be favourable for these countries as a
result. Jordan, Lebanon and Saudi Arabia have requested nenbership in WO
whi | e Oran, whi ch has observer status, and the Syrian Arab Republic are stil

wei ghi ng the advantages and di sadvantages of joining. Some ESCWA nenber
countries undertook negotiations with the European Union | eadi ng towards
eventual partnership agreenents simlar to those with other Mditerranean
countries. The European Union and the GCC countries are considering a free-
trade accord. Wth regard to trade within the region, the establishment of an
Arab nonetary union was the major topic of discussion at a neeting held under
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t he auspices of the Arab Monetary Fund in Cairo during 1996. The ai mof formng
such a union would be to enhance prospects for greater intraregional trade anong
ESCWA nmenber countri es.

54. Total external debt of ESCWA nenber countries, excluding Iraq, is estinmated
to have declined by around 4 per cent, fromaround $182 billion in 1995 to
around $175 billion in 1996. This decline was caused partly by rescheduling and
forgiveness of parts of the debt of a nunber of nenber countries, such as Egypt,
Jordan and Yenen, and partly by repaynment of debt by others, such as Kuwait,
which in late 1996 paid the final instalnment of $786 nmillion. (This anobunt was
still outstanding fromthe $5.5 billion on the sovereign |oan nade to Kuwait in
1991.) Against this positive devel opnent in the external debt of a nunber of
ESCWA nenber countries, the external debt of some other ESCWA nenmber countries

i ncreased. For exanple, the external debt of Qatar anmbunted to around

$8.1 billion in 1996, up by around 42 per cent over 1995 ($5.7 billion), and
that of Lebanon increased by around 38 per cent, from$1.28 billion to

$1.77 billion. The external debt of Jordan, which ambunted to around $6 billion
in 1996, was |ower by around 10 per cent than the figure in 1995 ($6.6 billion);
it is expected to rise to over $7.5 billion during the next two years, owing to
| oan commitments of around $1.5 billion to Western creditors and nultilatera
organi zati ons.

55. While nost of the external debt of GCC countries is short-term and geared
to financing trade, nost of the external debt of other ESCWA nmenber countries is
long-termand partly concessionary and soft-term

[11. MONEY, FINANCE AND BANKI NG

56. In 1996, a nunber of ESCWA nenber countries (including Egypt) started
organi zing on a regular basis treasury bill auctions at market-determ ned
interest rates. These auctions quickly becane the key determ nant of donestic
nonetary conditions. Oher ESCWA nenber countries carried out nmeasures to
increase their reliance on reserve requirenents (Jordan and Yenen) and devel op
the interbank nmarket (the GCC countries, Egypt, Jordan and Lebanon). Further
benefits are expected fromthe sustained efforts to strengthen the financia
markets through, for exanple, neasures to pronbte conpetition anmong the various
segments of the financial sector and progressively w den access to the narkets.

57. In 1996, within the context of financial liberalization, the inprovenents
in the nechani sns of nmonetary control in nost ESCWA nenber countries were

achi eved by a nove away fromquantitative credit restrictions to indirect
instruments of nonetary control. It is useful to note here that the rediscount
i nstrument was nmade nore responsive to changes in nmarket conditions; the sale
and the repurchase of treasury bills and other government financial papers were
used increasingly as instruments in the managenent of liquidity; in addition,
the |l egal reserve requirenents were nmade uniform across the whol e spectrum of
financial institutions.

58. The unexpectedly large increase in oil revenues, caused by the rise in oi
prices in 1996, enabled npst of the GCC countries either to cut their 1996
budget deficits significantly or to elimnate them conpletely and record slight
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budget surpluses, as in the case of Bahrain. The surge in the United States
dol | ar agai nst other major international currencies in 1996 gave anot her boost
to the econom es of these countries. Wth oil exports being priced in dollars,
the oil revenues of the GCC countries were higher in real terms, since nost of
their oil exports were to Japan and non-dollar areas. Mreover, the higher oi
prices in 1996 are estimated to have resulted in additional revenues of over
$8 billion, $2.5 billion, $1.95 billion, $1.2 billion and $0.9 billion to the
Governnments of Saudi Arabia, the United Arab Emirates, Kuwait, Oman and Qatar,
respectively.

59. While the GCC countries could resort to using these resources and, if
necessary, draw on their foreign reserves to finance their budget deficits, the
ESCWA nenber countries with nore diversified econom es continued searching for
alternative nmeans to reduce their budget deficits.

60. In 1996, stock markets in the ESCWA region nostly performed better than
those in many enmergi ng markets in other devel oping regions. Wile the aggregate
i ndex of the markets in other devel opi ng regions was estinmated to have dropped
by around 8 per cent in 1996, that of stock markets in the ESCWA regi on was
estimated to have risen by around 12 per cent. The inproved economnic

per formance of nost ESCWA nenber countries in 1996 was reflected in the surge of
activities in their respective stock markets. Mreover, the rise in the overall
liquidity in the econom es of nost ESCWA nenber countries enabl ed many
corporations to raise private capital in the stock narket.

61. The privatization drive in a nunber of ESCWA nenber countries benefited
their stock markets significantly. This is mainly because nost of the
privatization was made through public offerings. The inproved investnent
environnent in the ESCWA region led to a rise in interregional capital flows,
mai nly through the stock markets. This devel opnment has facilitated the |inking
of stock markets in ESCWA menber countries. A link was established in

Sept enber 1996 between the stock markets of Egypt, Kuwait and Lebanon, and

anot her in Decenber between the stock markets of Bahrain, Kuwait and Oran. The
total capitalization of these nmarkets was estimated to have anmounted to around
$55 billion in 1996, conpared with $28 billion in 1995.

62. In 1996 stock markets in the region energed as a najor segnent of the
financial system of ESCWA nenber countries. For nost financial and
non-financial institutions, the stock markets acted as an appropriate vehicle
for raising funds to increase their own capital base and finance investnent
proj ects.

63. In spite of the favourabl e devel opnents in the stock markets in the region
in 1996, nost of the markets concerned woul d not be classified as energing
markets. They still have insufficiently devel oped | egal, admnistrative and

institutional infrastructures and stringent regul ations concerning the
participation of foreigners.

64. The devel opnent of stock markets in the regi on has been encouraged by the
Governnents of nember countries. This cane about at a tine when npst were
burdened with budget deficits and | acked the funds needed to finance
infrastructural and other projects. Governnments expect stock markets to assi st
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themin nmobilizing the resources needed to finance budget deficits and pl anned
i nvest ment projects.

65. Historically, both the business environment and the size of the stock
markets in ESCWA menber countries have been shaped by the Governnents and the
institutional structure of financial internediation. The Governnments have

pl ayed a promnent role in determning the |evel of economic activity in
virtually all ESCWA nmenber countries. The need to inplenment anbitious

devel opnent projects, which the private sector was unwilling or incapable of
doi ng, has further strengthened the role of the Government (the public sector).
As to the institutional structure of financial internediation, the financia
markets in all ESCWA menber countries are dom nated by commerci al banks, which
traditionally have confined their lending mainly to short-termtrade financing.
The issuance of securities instead of bank |oans as a principal financial

i nstrument has increased markedly in recent years. This change in attitude is
caused by a drive for privatization which is gaining nonentumin nost ESCWA
nenber countries.

66. The financial business environnment has inproved in nost ESCWA nenber
countries in recent years. Nevertheless, the inadequate regulatory and
institutional structures of financial markets in nost of the countries of the
regi on have not hel ped to inprove the business environment to the fullest extent
possi bl e. Consequently, the financial markets in the ESCWA regi on have remai ned
general ly inadequate - informal, |acking transparency and exposed to the

undesi rabl e consequences of unchecked specul ation

67. The laws and regul ati ons governing the stock narkets in the ESCWA region
vary in approach. Al of them however, despite their shortcom ngs, aim at
nobi | i zi ng savings, providing corporate finance for both the public and private
sectors, and safeguarding the interests of both the sharehol ders and the
traders. The problemareas in these markets in 1996 continued to concern the
enforcenent of accounting standards, the quality of information disclosure, and
the protection of the small investor frominsider trading and other forns of

nmal practi ce.

68. Sharehol ders' equity in banks in the ESCWA region was estimated to have
amounted to around $66 billion in 1996, up by 10 per cent from 1995

($60 billion), and total assets were estinmated to have increased by around

12 per cent, from $420 billion to $470 billion, but the capital base of nost
banks in the region remained lowrelative to that of major international banks,
thus preventing the region's banks from playing a conpetitive role in the

i nternational banking markets.

69. Banks in the ESCWA region were estinmated to have raised their share in
financing econom c activities in the region by around 17 per cent in 1996, from
around $195 billion in 1995 to $228 billion in 1996. This increase was achi eved
mai nly through project finance and syndicated | oans for nmjor investnent
projects. Total deposits in the banks in the region were estimted at around
$275 billion in 1996, up by around 16 per cent from 1995 ($237 billion). The

i ncrease in bank deposits was partly due to the return of expatriate noney,

i ncreased interregional investnments, and relatively high interest rates, coupled
with nonetary stability in nost ESCWA nmenber countries; it was also partly due
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to the introduction of a nunber of new financial instruments in severa
countries in the region.

70. The reformof the financial sector, which was part of the economc reform
programes of nost ESCWA menber countries, appears to have enhanced the externa
i nvestnments of a nunber of banks in the ESCWA region. These investnents are
estimated to have increased to around $60 billion in 1996, from$54 billion in
1995.

71. The relatively tight banking conditions that characterized the banking
markets in the ESCWA region in 1995 eased significantly in 1996. This was the
result of the upturn in economc activity and the refornms in the financia
sector. Mbst banks in the region nmade record profits in 1996, despite a nunber
of restraining factors: their continued need for further provisioning agai nst
non- perform ng | oans made during the 1980s and early 1990s; the fall in

recei vabl es, generated fromtrade in securities; and the continued pressure to
conply with internationally accepted capital adequacy standards.

72. The major activity of nmost banks in the ESCWA region in 1996 continued to
be retail and consunmer banki ng business. A nunber of banks, however, started
paying nore attention to universal banking (conbining retail and whol esal e
banking) in order to enjoy the benefits of econom es of scale and to avoid
concentration of risk in one banking activity. A nunber of banks, notably in
Egypt and sone GCC countries, benefited fromparticipation in governmental
privatization efforts by underwiting privatization stocks and providing
financial advisory services. Governnments in these countries encouraged donestic
banks to set up nutual funds, investing in local equities as well as equities of
ot her ESCWA menber countri es.

V. FOREIGN DI RECT | NVESTMENT

73. Foreign direct investnent (FDI) is the single |argest conponent of renewed
inflow of capital to devel oping countries. Inflows of FD to devel oping
countries grew fromabout $10 billion in 1986 to around $99 billion in 1995.
This dramatic devel opnment concurs with the reforns and structural adjustments
programes that the devel oping countries undertook to stabilize their economnies
and bol ster the role of the private sector by attracting foreign and | oca
investors. However, ESCWA nenber countries' performance has not been
comensurate with the cumul ative performance of the devel oping countries with
regard to the increase in the volune of inflows and outflows of FDI since the
1980s. Since nost ESCWA menber countries were affected by indebtedness and
adverse economic and political circunstances during the 1980s, the region | ost
an opportunity to attract nmuch needed inflows of capital which could have been
used to accel erate economic growth and devel opnent in that decade. ESCWA nenber
countries have recently started to create a clinmate nore conducive to

i nvestment, however, by l|egislating new investnment |aws and adopting neasures
that aimat attracting private foreign and | ocal investnent.

74. The countries in the ESCWA region have so far been far |ess successful in
attracting FDI inflows than devel oping countries in other regions. 1In 1995, the
region as a whole attracted 0.8 per cent of the world's FDI inflows, while
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Sout h, East and Sout h-East Asia attracted 8.74 per cent; Central and Eastern
Europe, 3.8 per cent; Latin Anerica and the Caribbean, 8.43 per cent; and
Africa, 1.48 per cent of the world' s inflows. Mreover, while the world' s FDI
inflows in 1995 increased by 39.6 per cent above their 1994 |evel, the inflows
of FDI to the ESCWA region registered a decline of 19.7 per cent conpared with
the previous year. |In fact, all regions in the world had positive FDI inflows
growth in 1995, with the exception of the ESCWA region and Afri ca.

75. Capital invested abroad by ESCWA nenber countries anounted to 0.32 per cent
of the world's outflows in 1995. Excluding China, the conmbi ned South, East and
Sout h- East Asian outflows were estimated at about 12 per cent of world outfl ows;
Central and Eastern Europe, at 0.1 per cent; Latin Anerica and the Caribbean, at
1.2 per cent; and Africa, at 0.2 per cent.

76. In 1995, the inflows of FD to the ESCWA nenmber countries totalled

$2.38 billion, representing 0.8 per cent of total world inflows and

2.39 per cent of inflows to devel oping countries. In 1995 they were

19.6 per cent below the $2.96 billion level registered in 1994. Neverthel ess,

al though the 1995 figure was | ess than that of 1994, it still anpunted to a

bi gger volune of FDI inflow than in 1991 and 1992 - during and in the aftermath
of the Gulf war - when inflows were $1.3 billion and $1.5 billion, respectively.
The declining share of FDI inflows in the ESCWA region vis-a-vis that of

devel oping countries is partly due to a decrease in the volune of FDI inflows to
the region and partly to the increase in the volunme of inflows to the devel opi ng
countries as a whole. This devel opnent could also be attributed to the fact
that, as of the late 1980s, nore regi onal blocs were established in which
affluent partners favoured investnent either in the devel oping countries of the
sane bloc or in neighbouring countries. Japan's FDI is mainly directed towards
Sout h- East Asia; the United States and Canada invest mainly in the North
Anerican Free Trade Agreenent (NAFTA) and Latin Anerican countries, and the
countries of the European Union invest in Eastern Europe. In addition, nore

i nvestment opportunities opened up in other devel oping countries, such as China
and sone Latin American countries, than in the ESCWA region

77. O the total inflows of FDI to the ESCWA nenber countries in 1995, Egypt's
share was the highest, anmounting to 42 per cent. FDI inflows to Egypt surged in
1996 and were estinated to have reached $2 billion. The Saudi Arabian share,

t he second highest in 1995, anounted to 37.4 per cent, followed by Oran, with
6.3 per cent, and the United Arab Emirates, with 4.62 per cent. Egypt and Saud
Arabi a have al ways received, by far, the highest shares of the region's FDI.
Toget her they ambunted to an average of 85.9 per cent of total inflows into the
region for the period 1984-1989 and to 79.38 per cent in 1995.

78. In 1995, the FDI outflows fromthe ESCWA region totalled $1.02 billion,
representing 0.32 per cent of the world outflows, as noted above, and

2.17 per cent of the total outflows from devel oping countries. The 1995 outfl ow
figure reveals a decline of 9.6 per cent fromthat registered in 1994, when the
outflows fromthe ESCWA region were $1.13 billion. However, the 1995 FDI
outflows still constituted a significant increase when conpared with the average
annual outflows for the period 1984-1989, which anpbunted to $0.35 billion. In
1990 and 1991, outflows fromthe region totalled $0.44 billion and

$0.32 billion, respectively. This drop was attributed nmainly to the Gulf war,
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during which two of the region's nost inportant FD outfl ow sources, Kuwait and
Saudi Arabia, had to use their investnments for mlitary expenditures. The ESCWA
region's outflows in 1992, however, were the highest since the md 1980s, when
they totalled $1.23 billion; this was alnost entirely due to Kuwait's soaring
outflows of $1.2 billion

79. Anong ESCWA nenber countries, Kuwait was the dom nant source of the
region's FDI outflows in 1995, with a figure totalling around $1.04 billion

foll owed by Egypt and Saudi Arabia with $13 million each. Kuwait has
traditionally been the country with the highest outflow of FDI in the region
owing mainly to the policy of the Governnent to deposit 10 per cent of its
yearly budget revenues in its Reserve Fund for Future Generations, npbst of which
is invested abroad.

80. As noted above, ESCWA menber countries have recogni zed that foreign

i nvestnment can contribute to the devel opnent of their econom es. They have

mani fested this paradi gmati ¢ change by opening up, privatizing, and deregul ating
the financial sector and by promulgating i nvestnment |aws geared to attract
foreign investnent. The three MENA Summits (Casabl anca in 1994, Aman in 1995,
and Cairo in 1996) were clear indications that the Mddle East and North African
countries have conmmitted their economes to creating investnent-friendly
environnents. There are, however, several requirements that the ESCWA regi on
nmust nmeet in order to accelerate FDI inflows significantly. One is politica
stability. |Investors are attracted to countries that have a track record of
political stability, which the ESCWA region |acks but is seriously trying to
achieve. A second requirenent is the absence of restrictions on ownership.

Sonme ESCWA nenber countries favour joint venture contracts, but nmany

nmul tinational corporations regard joint ventures as not sufficiently attractive
for investnent. |In assessing the viability of a country for FDI, they also
consi der any ownership restriction to be a serious adverse factor. However,
sone nenber countries - nanely Bahrain, Egypt, Jordan, Lebanon and the Syrian
Arab Republic - have recently changed their laws to allow, in some sectors

100- per-cent foreign ownership. Sonme ESCWA nenber countries offer tax
exenptions and guarantees to foreign investors. A third requirenent pertains to
the renoval of excessive bureaucracy. The Governnments of the countries in the
region should commt thenselves to facilitating transactions, admnistrative
procedures and decreasi ng bureaucracy. They should al so adhere to internationa
standards and enhance the information and availability of data in order to
reduce market entry costs. Furthernore, the recent regionalization trend should
send a nmessage to the ESCWA region and to all other Arab countries to engage in
cooperative econom c processes, such as creating an Arab free zone area and
thereafter an Arab common narket. Regional blocs are a reality and have
influenced the flow of FDI that favours nmenbers of the same bloc. ESCWA nenber
countries have to take this fact into consideration and pre-enpt any negative
effect that could hinder inflows of FDI.

V. STATUS OF WOMVEN
81. Wyinmen's recent achievenents in the ESCM region in the fields of education
heal t h and enpl oyment have been encouragi ng, conpared with the 1970s. However,
their participation in public life, power-sharing, decision-making and politics

l...



E/ 1997/ 45
Engl i sh
Page 23

has been bel ow expectations. |nasnuch as | egal awareness and the enpowernent of
wonen are concerned, nuch nore is needed to overcone the existing economc

hurdl es, alleviate poverty, and pronote self-reliance, financial independence
and security in the broadest sense.

82. Traditions, values and nornms constitute the single nost inportant cultura
and religious framework wi thin which wonen in the rapidly changing societies of
the ESCWA region may partici pate and becone integrated into the devel opnent
process. The famly remains a central institution in the ESCM regi on, and
wonen remain the nucleus of this institution as wives, sisters, mothers and
child-bearers and -rearers. The society, however, is becom ng nore and nore
"gender-sensitized" to the different roles and functions of its individua
nenbers. These individuals - nmen, wonen, children, youth and the aged - are

i ncreasingly being | ooked upon as partners in the devel opnent process.

83. According to available data, in 1995 around 34 per cent of the fenale
popul ation in the ESCWA regi on, aged 15 and above, were still illiterate; the
conparable figure for males was 17 per cent. Although wonen's illiteracy rates
have been declining in nost nenber countries, unfortunately the gender gap is
widening. |In 1995 female illiteracy rates ranged froma disconcertingly high
| evel of around 76 per cent in the case of Yenen, to a |less alarm ng range of
bet ween 20 and 23 per cent in Jordan, Bahrain and the United Arab Emirates, and
to a nore encouraging lowrate of 9-13 per cent in Lebanon, Kuwait and Qatar.
Not wi t hst andi ng the inplenentati on of policies such as "Education for A",

whi ch encourages hi gher enrolnent of girls in schools and, in some countries,

al | ocat es hi gher budgets for the education sector as a percentage of total
publ i c expenditure, the gender gap has not narrowed sufficiently in the region
The high drop-out rate of girls fromschools is still a major problem and the
situation in the rural areas remains critical. Mre often than not, high fenale
illiteracy rates are associated with a wi der gender gap (Yenen, Syrian Arab
Republic, and Saudi Arabia), and lowilliteracy rates with a narrower gap
(Lebanon, Qatar, Kuwait, Jordan and Bahrain). For instance, the gender gap in
the Syrian Arab Republic is eight tinmes that in Lebanon. However, eradication
of female illiteracy has been the target of concerned non-governnenta

organi zations, which have been working closely with the Governments of ESCWA
nenber countries and specialized international agencies, especially since 1995

84. In Egypt, lraq, the Syrian Arab Republic, and nobst of the GCC countries,
wel fare policies are pursued and health care services are freely provided or
substantially supported by the Governments. |n certain GCC countri es,
non-national residents are also nedically covered.

85. In 1995, the average |life expectancy for Arab wormen in the ESCWA regi on was
20 years longer (21 years longer for nmen) than it was four decades ago. For

i nstance, average |life expectancy for wonen in the GCC countries, the West Bank
Lebanon and Jordan ranged from 70 years in Jordan to 77 years in Kuwait.
Meanwhil e, life expectancy at birth in the | east devel oped ESCWA nenber country,
Yenen, was only 51 years. Egypt recorded the highest relative inprovenent in
average fenmale |ife expectancy between the periods 1970-1975 and 1990-1995; the
figure increased from53 years in the first period to 65 years in the second.

At the sane time, the total fertility rate has been declining noderately in
ESCWA nenber countries. The average nunber of children per woman of



E/ 1997/ 45
Engl i sh
Page 24

chi l dbearing age in the region dropped from6.8 to 5.2 between 1975 and 1995.
Fertility rates, however, varied across the nenber countries, ranging froma | ow
of around 3.1 children in Lebanon and Kuwait to a high of 7.6 children per woman
in Yemen. Famly planning is being increasingly pursued, through awareness
canpai gns with the assistance of non-governnental organizations and specialized
agencies. Mre wonen are able and enpowered to nake deci sions regarding the
nunber of children they want to bear. Better education and higher literacy
rates, inproved health and nore enpl oynent opportunities, conbined with ol der
age at first marriage, are all positively correlated with lower birth rates and
smaller famly size units in the ESCWA regi on

86. Woirldwi de, the participation rate of wonen in the | abour force is | ower
than that of nmen. This phenonenon is particularly true in the ESCWA region. In
1994, the nost recent year for which data were avail abl e, wonmen represented a
neagre 15 per cent of the total |abour force of nen and wonen aged 15 years and
above. Wonen's participation rates in the | abour force, however, vary greatly

bet ween the nore diversified econonies of the region and the GCC countries. In
1994, wonen represented slightly above one fourth of the | abour force in
Lebanon, and slightly above one fifth in Egypt and Irag. |In nbst GCC countri es,

however, wonen accounted for only 7-9 per cent of the |abour force.

87. Rapidly changing econom c conditions have counteracted the rel uctance,
arising fromtraditions and social norms in the region, to encourage w der and
stronger participation of wonmen in econom c activity. The nmarginal inprovenent
in wonmen's participation has been nostly evident in clerical work and servi ces,
the informal sector and, to a nuch | esser extent, in industry. No major

br eakt hrough has been nmade in wonen's access to new jobs and away from
traditionally "femal e" jobs. Analysis of the sectoral distribution of wonen
reveal ed that by the md 1990s, on average, around 70 per cent of the

econom cally active wonen in the ESCWA regi on were concentrated in the services
sector (teachers, secretaries, clerks and nurses), while nearly one fifth worked
in the agricultural sector and the bal ance were in the industrial sector,
largely in manufacturing (textiles and food). The percentage distribution of
the fenmal e | abour force is nmerely a reflection of the econom es of the countries
concerned. For exanple, in the Syrian Arab Republic, where the agriculture
sector plays a major role in the country's econony, around 65 per cent of the
wonmen in the | abour force work in the agriculture sector. |In Yenen, also, where
agriculture is a predom nant sector, alnost half of the women work in the
agricultural sector. Meanwhile, in Jordan, a service-oriented econony,

92 per cent of the wonen in the | abour force work in the services sector
Simlarly, in nost of the GCC countries, where it is not socially accepted for
wonmen to work in the oil/industrial sector, the mgjority of the already snall

per cent age of working wonen are in the services sector (reaching as high as

bet ween 90 and 100 per cent in Qatar, Kuwait, Bahrain and the United Arab

Emrates). In Saudi Arabia, measures were adopted in 1997 to increase
enpl oynment opportunities for wonen in the private sector (services including
hot el managenent). In Lebanon and Egypt nore than one fifth of the female

| abour force worked in the industrial sector in 1994.

88. In public Ilife, women are now sharing - though to a limted extent - in the
deci si on- maki ng process and have recently becone relatively nore visible. In
nost Arab countries, except for the GCC countries, wonen have gained their
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rights of suffrage: the right to vote and run for public office.

Unfortunately, however, less than 3 per cent of the seats in the Parlianents of
7 of the 13 ESCWA menbers are occupi ed by wonen. The hi ghest representation of
wonmen in the Arab Parliaments is in Irag and the Wst Bank and the Gaza Strip
(over 10 per cent), followed by the Syrian Arab Republic (over 8 per cent). The
| owest representation of women is in the Parlianment of Yenen, with |l ess than

1 per cent of the seats. The period since 1995, when the Fourth Wrld
Conference on Wnen was hel d, has witnessed a hei ghtening of demands by wonen
and non-governnental organi zations concerned with wonen for wonen's rights, a
greater role for wonen in decision-naking and the renoval of obstacles to
greater political participation and power-sharing for wonen. |In Kuwait, where
wonmen have not yet acquired the right of suffrage but have strongly voiced their
demands for political participation during the 1996 parlianentary el ections,
there are, neverthel ess, Kuwaiti wonmen anbassadors and deans of institutes of

hi gher education. Simlarly, in 1996, a Qatari wonman was appoi nted Under -
Secretary (Mnistry of Education and Culture), and in 1997 a Yeneni worman was
appoi nted Under-Secretary of the Mnistry of Information, for the first tine.

89. Legal awareness canpaigns and an increased resort to the nedia to change
the prototypical negative image of wormen are the hall marks of the years since
the Fourth World Conference.

90. Political instability, conpounded by increasing econonm c vulnerability and
external dependence, together with outdated | egislation and policies that need
to be amended to take account of the changing environment, has mlitated agai nst
wonmen's grow h and their contribution to the devel opnment process. The gender
gap has to be bridged in all areas of critical concern to the wonen in the ESCWA
region, starting with the alleviation of poverty (econom c di nension),
encouragi ng the participation of wonen in decision-nmaking (political dinmension),
and focusing on the famly as the central unit of the Arab civil society and on
the role of wonen and nen therein (social dinmension). Arab CGovernnents have
agreed to address these three thenes. The inportant question is whether and
when Arab wonen will nove fromthe "women in devel opment” to the "gender and
devel opnent" phase, in which wonen woul d cease to be an add-on conponent in
devel opnent plans and becorme an integral elenent in all policies and programes.
This woul d be the phase in which a gender perspective is incorporated into the
mai nstream of all devel opment policies and progranmes.
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Tabl e. Socio-econonmic indicators for the ESCWA region, 1994-1996

1994 1995 19967
Gross donestic product (GDP) (billions of US
dol l ars)® at constant 1992 prices 289.9 296. 3 310.8
Real GDP growth rate (percentage)® 0.8 2.2 4.8
Popul ation in the ESCWA region® (millions) 118.2 121.5 124.9
Popul ation growth rate (percentage)® 2.80 2.79 2.80
Per capita GDP (US dollars)® 2 451 2 437 2 487
Gowth rates (1.8) (0.6) 2.1
GDP at nominal prices (billions of US dollars)® 293.3 320.7 353.3
Per capita GDP in nominal prices (US dollars)® 2 481 2 638 2 828
Gowh rate 1.3 6.3 7.2
External debt (billions of US dollars)® 186 182 175
Ext ernal debt/GDP (percentage)® 64 61 56
Exports (billions of US dollars)® 102.7 115.0 132. 4
Inports (billions of US dollars)® 85.6 93.3 101.8
Bal ance of trade (billions of US dollars)® 17.1 21.7 30.5
Current-account bal ance (billions of US dollars)® (7.1) (8.7) (1.4)
International reserves (billions of US dollars)¢® 45.7 51.2 54. 4
I nternational reserves/inport ratio (nonths)¢ 6.4 6.6 6.4
Crude oil production (mllions of barrels per day) 16. 052 16. 119 16. 260
Crude oil revenues (billions of US dollars) 72.4 80.1 96.5
Proven oil reserves (billions of barrels) 568. 5 570.0 575.0
Proven oil reserves/total world oil reserves
(percent age) 56.9 57.0 57.1
Proven oil reserves/production (years) 98. 8 98. 2 98. 3

Source: Econom ¢ and Soci al
sour ces.

i nternational

Not es: Parentheses () denote a deficit or negative.

2 Prelimnary estinmates.

b Excl uding Iragq.

¢ Excluding Iraq, Syrian Arab Republic and Yenen.

¢ Excluding Iraq and the Syrian Arab Republic.

Conmmi ssion for Western Asia, based on national and



