Richard Boxshall, PwC Middle East Director, talks to Forbes Middle East aboutthe prospects

for Middle East economies.

The Middle Eastis goingthrougha
period oftremendous change, with
oil prices - stillwell belowbreak-even
levels- remainingthe dominant
themedrivingtheregion’s economic
prospects. Governments have had to
become more agile as theyfaceupto
largefiscal deficitsand are forced to
lookatalternative sources of deficit
financing, privatisationinitiatives
and the anticipated introduction of
the VAT in the GCC. Reflectingonthe
past yearand the firstquarter of
2017, what do the economic realities
tell us about where the region is
headed next?

2016 was probably thelowpoint for
oil exporters, as Brent crude averaged
just $ 44/barrel - the weakestin
nearly two decades, in inflation
adjusted terms. The price hassince
edgedup, supported by the historic
collaborationby OPEC and non-
OPEC exporters, providingsome
respiteto economies intheregion,
butlowoil pricesare hereto stay.

This causedlarge fiscal deficits
across theboard for oil producing
countries, including those thathave
previously posted many years of
surpluses.

This resulted in the GCC collectively
seeinga deficit ofaround 11.1% of
GDP, ranging from anestimated
3.6%for Kuwait to a burdensome
20.6%forOman (Fig 1).

Fig 1: Fiscal balances in 2016 (% GDP)
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Most countries pushed through
aggressive fiscal reforms in
response to a third year oflower oil
prices. Energy subsidies were cut
across theboard, eveneventually in
Kuwait, despite parliamentary
opposition, which served to nudge
up inflation (to a GCCaverage of
2.8%). There were also major cutsin
expenditure, notablyin Saudi
Arabia, whichdampened the non-oil
sectorand sawreal GDP growth
decline to about 1.8%in the region.

Although tax reforms were discussed
in a number of countries, including
controversial measures such as
remittance taxes on expatriates,
there were fewnew measures
actually implemented during 2016.

There were some easy to implement
measures, such asincreasing fees for
government services, but
introducing newclassesoftax is
bothpolitically and technically
difficult, and Gulffinance ministries
are already stretched in preparations
for the launch of VAT in 2018.

Some countries opened the pumps
in 2016 to maximise oil revenue
while others suffered from
maintenance outages, notable in

Qatar where the giant Pearl gas-to-
liquids plant faced technical
problemsin Q4 contributingto an
annual declinein its oil sector GDP.

Outside the GCC, priorinvestments
caused Iraq’s productionto rocket so
muchthatits overall GDP grewby
about 11%, according to the IMF’s
latest estimate, despite a further
non-oil contractionresulting from
the warwith so-called Islamic State
and austerity. This was possible
because mostofIraq’sfacilities are
well removed from conflict zones,
unlike in Libya, where civil war
periodically inhibited oil exports and
contributed to a fourth consecutive
year of contraction (Fig 2).

Fig 2: Real GDP growth in 2016 (%)
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Meanwhile, oilimporting
countries, such as Egyptand
Jordan, received animmediate
benefit fromlowoil prices,
reducing their current account
deficitsand inflation. Although
low prices helped ease subsidy
costsin places, sizeable
structural fiscal deficits remain
in some countries, particularly

Egypt.

The low oil price environment
is also having some negative
indirectimpactsonthe
importing countries because of
their deeplinks withthe GCC
through remittances and
exports, aswell as aid and
investment flows.
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Separately, domestic challengeshad
a significant impact in these
countries, ranging fromthesharp
depreciationin the Egyptian pound,
after itsdepeggingin November, to
weaker fiscal support from donors to
Palestine.

Asthe wealthier oil exporters accept
the reality thatoil pricesare hereto
stay, Gulf governments have now
startedlooking for newmeans of
financing to fund v ast infrastructure
investment programmes. This will
continuetobeafocusin 2017 and
beyond as evenif prices improve
slightly (around $50-60 is widely
viewed as a likely level duringthe
nextfewyears), mostcountries will
still be facingfiscal deficits.

Governments have tappedinto
several international financing
sources, such aslookinginto the
international bond markets, asset
sales (whether securities held by
sovereignwealthfundsorthe part-
privatisation of state-owned
companies), and developing PPPs.

The flurry ofactivityin debt
markets, privatisation and PPPs has
only justgot started and should
generate interesting business
opportunitiesin the next fewyears
and helpto partially rebalance the
rolesofthe state and private sector
inthe GCC.

Despite these seemingly challenging
times, the growth potentialin the
regionis undeniable, especially in
marketslike Egyptand Saudi
Arabia, whichweveidentified in our
latest Economic bulletin and earlier,
in our Worldin 2050 reportas
“pocketsofopportunities” - smaller
economies withbright prospects.

Our projections showthat by 2040
Saudi Arabiais expected to grow
larger thanthree major developed
economies —Canada, Spain and
Australia—and Egyptwillalso
surpasstwo ofthem by 2050.The
rise ofthese two countriesis a result
ofbothhigher population growth
and risingper capitaincomes.

The expansionofthe global
economy over the next generationis
expectedto see averageincomes rise
in mostcountries, both because of
inflationand also in real terms.

However,theratesofincrease are
not expected tobeuniform. We see
Saudi’s GDP/capitaincreasing by
morethan4-fold, movingit ahead of
both Spain and Canada, and several
otherdeveloped economies.

Although Egypt will stillremaina
middle-income countryin 2050, its
growthrateis expectedtobeoneof
the highest among major economies,
with GDP/ capitarisingby over 6-
fold duringthisperiod.
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Of course, our projections represent
the potentialgrowth ofthese
economies conditioned onthe
assumption of broadly growth-
friendly policies being pursued.

They helptounderstandingthe
rough trajectory ofthese economies
and helpsto informbusiness
decisions, particularly long-term
investments. Butit remains
incumbent uponthe governments in
the regionto followthrough with the
necessary fiscaland economic
adjustmentsto realise thispotential.

For the full reporton PwC’s Middle
East Economy Watch, visit:
https://www.pwe.com/m1/en/publi

cations/middle-east-economy-

watch.html
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