
Our last report was written on the cusp of the 
invasion of Ukraine and at a time when there 
were expectations that factors such as OPEC+ 
tapering and a potential Iranian nuclear deal 
could dampen energy prices and inflation. 
Instead, the world looks very different now, 
with significant implications for the Middle 
East. 

Inflation is trending up across the region and 
countries that relied heavily on food imports 
from Russia and Ukraine, notably Egypt and 
Lebanon, are facing significant challenges. 
The surge in oil prices adds to their problems, 
although for the region’s energy exporters it is 
obviously a tremendous boost to their fiscal 
position. The major question we explore in 
this issue is how these countries are likely to 
utilise this windfall. We do not expect the same 
kind of spending splurge that happened in 
2008, but instead we anticipate that much of 
the surplus will be used to pay down debt and 
drive investments at home and abroad.

Energy security concerns in Europe have 
transformed the Western approach to Middle 
East hydrocarbons, which are the main 
alternative to Russian energy in the short-
to-medium term. However, the longer-term 
commitment to the energy transition remains 

and may even be accelerated by this crisis. 
We therefore also explore the outlook for 
hydrogen, which is expected to play an 
important role in the future circular carbon 
economy. Several countries in the Middle 
East—particularly Saudi Arabia, UAE and 
Oman—have developed aggressive plans to 
produce and export hydrogen.

Meanwhile, although COVID-19 infection 
rates have been rising in recent weeks in the 
region, they remain very low by recent and 
international comparisons and there have 
been very few recent deaths. As a result, most 
restrictions have been lifted and travel and 
tourism have begun to rebound. While we 
must be vigilant for new variants and waves, 
the broader outlook for the region’s non-oil 
economy looks encouraging. 

Qatar, in particular, is booming in the run-up to 
the World Cup, with its population growing by 
8.5% y/y in May. However there are concerns, 
as we discuss, that this population trend could 
reverse sharply after the tournament, with 
negative consequences for the non-energy 
economy.
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This is despite advice from the IMF and others to limit inflationary 
spending splurges and provide counter-cyclical support during 
downturns. Looking at data in the GCC for recent cycles (trends in 
Iraq and Libya are complicated by their conflicts), spending rose at 
an average rate of 19% a year in 2002-8, peaking with oil in 2008 at 
30% year-on-year. Growth slowed during the 2009 crash but picked 
up again in 2011, tracking oil prices until the oil crash in 2014 -16 
when spending fell below the 2012 level. Spending has risen more, 
barring a small dip in 2020. 

GCC expenditure tracks oil prices

There is an expectation that this time things will be different, given 
the fiscal discipline that developed following the 2014 -16 oil crash. 
The IMF’s latest April 2022 forecasts still only see a 5% spending 
increase in 2022, mainly driven by Qatar and UAE, and it expects 
Saudi Arabia to actually cut spending by -3% (against a planned 8% 
spending cut as announced in the Saudi budget). So far, only Saudi 
Arabia and Oman have published Q1 outturns, both showing modest 
4% year-on-year increases in expenditure. Oman has announced 
additional capex and social support, but these will only boost 
spending by about 3% above the budgeted level.

As the year progresses we will get a better assessment of how 
expenditure is trending, particularly from Oman and Kuwait which 
publish monthly spending data, quarterly data from Saudi Arabia, 
Qatar and the UAE, and mid-year data from Bahrain. If there is 
indeed restraint this is probably because of the development of 
medium-term fiscal plans across much of the region. Saudi Arabia, 
Bahrain and Oman had all published plans targeting fiscal balances, 
including setting strict expenditure envelopes.

Debt, reserves and investment

If spending is indeed controlled, the region will have a major windfall 
to direct to other purposes. Excluding Bahrain, which may still run a 
deficit including off-budget spending, the IMF expects an aggregate 
surplus of $154bn for the other five Gulf states in 2022 and a further 
$624bn in 2023-27. 

Oman and Saudi Arabia have given the clearest indications of how 
they intend to use the funds. Oman’s Sultan Haitham has personally 
directed his government to reduce debt, which peaked at $55bn of 
GDP last year, but the IMF sees it declining quickly to just $22bn in 
2027. It has begun debt repayments, including a $3.6bn Chinese 
syndicated loan that had previously been expected to be rolled over.

Saudi Arabia’s national debt management plan, issued at the start 
of the year, had envisaged rolling over maturing debt, but it did not 
refinance a $4.5bn sukuk that matured in March. Speaking at Davos 
recently, the Saudi finance minister, H.E. Mohammed Al-Jadaan, 
said that the priority was on rebuilding reserves—the government 
reserve account hit a 15-year low of $85bn in April 2022, a quarter 
of its 2014 peak. He said that a fiscal sustainability policy is currently 
being crafted that will set a “double-digit” floor for reserves as a 
share of GDP (they are currently about 9% of GDP). Remaining 
funds will then flow to the Public Investment Fund and the National 
Development Fund to finance local development projects. 

Some Saudi funds will likely also go to PIF’s foreign investments, 
particularly to take advantage of the current market dip (in 2020 it 
received a $40bn transfer to invest mainly in US stocks). Qatar, UAE 
and Kuwait haven’t announced formal policies for the windfall, but 
it is likely that the bulk, totalling $90bn this year, will go into foreign 
investments, after redeeming maturing international debt.

Utilising the oil windfall
Fiscal outlook transforms
The surge in oil and gas prices since the invasion of Ukraine in 
February has had a radical impact on the fiscal outlook for oil-
exporting countries in the region—the GCC, Iraq and Libya. Most 
of these countries are now forecast to achieve fiscal surpluses this 
year, in some cases very large ones. Of course, for the oil importers 
(Egypt, Jordan, Lebanon and Palestine), the higher prices are a major 
source of strain on both their fiscal and current accounts, on top of 
rising food import prices. 

Will the third oil boom last?
The current price surge is the third major oil price boom of the 21st 
century and to understand what it might mean, and how it is shaping 
fiscal policy, it is worth reviewing previous experiences. The first 
boom was part of a broad commodities supercycle driven by the 
rise of China that saw a steady rise in the price in 2002-6, a brief 
pullback and then a near tripling in Brent crude over 18 months to a 
record above $140 per barrel in July 2008. The global financial crisis 
then drove prices back down by three-quarters by late 2008. There 
was a steady rebound in 2009-10 as the global economy recovered, 
moving back into boom territory above $100 per barrel for most of 
2011-14, a golden age for oil exporters. Prices declined once again, 
this time from late 2014-2016 due to the unexpected rise in US shale 
production and Saudi Arabia increasing production to place pressure 
on the shale firms - crashing prices by about three-quarters by early 
2016. The subsequent rebound, catalyzed by the start of OPEC+ 
cuts in 2017, ran out of steam in autumn 2018, when oil peaked at a 
modest $85 per barrel, as compliance with OPEC+ quotas  wavered.

In early 2020, oil was already trading well below the fiscal breakeven 
of most countries in the region. Covid then drove it down to just $14 
per barrel, its lowest since 1999 in nominal terms, and an all-time low 
in inflation-adjusted terms. Prices recovered to 2018 highs by 2022 
and then the third boom got underway, driven by a variety of factors 
including the global demand recovery as Covid restrictions eased, 
supply problems in several major producers and finally worries about 
Russian supply.  

The key question for Middle East oil exporters is whether this third 
boom will be prolonged, as in 2011-14, or followed by a sharp 
decline, as in 2008, perhaps due to factors such as a breakdown in 
OPEC+ and a lifting of sanctions on Iran and Venezuela. Future oil 
prices are highly uncertain. The oil assumptions used in the IMF’s 
World Economic Outlook, which is derived from the forwards market, 
were revised upwards by 47% to $88 per barrel on average in 2022-
26, between its October 2021 and April 2022 reports. Some banks 
are predicting several years of prices remaining well above $100 
per barrel, with even higher scenarios contemplated if sanctions 
further curtail Russian output. However, others are more cautious, 
for example, Standard & Poor’s has maintained a forecast of $55 per 
barrel from 2024. These views are all being scrutinized in the Middle 
East as countries determine how they will use the current windfall. 
Added to the mix are concerns about what comes next, as the 
energy transition could be accelerated by Europe’s newfound energy 
security concerns.
An end to pro-cyclical spending?

Governments in the region have often demonstrated pro-cyclical 
fiscal policy, hiking spending when oil revenue is high and cutting 
back during crashes, which often coincide with periods of pressure 
on the non-oil economy. 

Source: IMF
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Key properties of energy carrier moleculesHydrogen or hot air?
Hydrogen explodes
Over the last two years, dozens of projects have been proposed 
across the region for the development of hydrogen production and 
export. The most advanced, a $5bn anchor project in Saudi Arabia’s 
NEOM development, has signed offtake agreements and expects 
to reach financial close in Q3 with construction to begin soon 
afterwards, targeting its first exports in 2026. And the frequency of 
announcements and degree of government involvement is growing, 
including sector strategies and state-owned enterprises, such as 
Hydrogen Development Oman. By contrast, as recently as 2018 
there was hardly any discussion in the region of large-scale exports 
of hydrogen as a major energy source.

Currently, hydrogen is a niche product with global trade totalling 
just $9bn in 2020, for uses such as cooling and rocket propellant. It 
has a natural appeal as a vehicle fuel, either through combustion or 
powering fuel cells, with only water as a waste product. However, 
it has had limited traction in powering mass market passenger 
vehicles to date. Former US President George W Bush announced 
a major hydrogen economy initiative way back in 2003, but the first 
commercial hydrogen fuel cell car, the Toyota Mirai, wasn’t launched 
until 2014. It had a longer range than battery electric vehicles of its 
day but the lack of infrastructure – there are few hydrogen filling 
stations, mainly in Japan and California – means that it has not 
taken off. Meanwhile, battery technology has caught up in terms 
of range, price and charging speeds. While it is possible that major 
investments could be made in hydrogen infrastructure, electricity- 
powered passenger vehicles are more likely to be the future.

However, as the global community has begun to take net zero 
targets more seriously, new commercial use cases are being 
explored, comprising about 15% of global energy consumption. 
These focus on processes that require intense heat, such as steel 
production, or high energy density, such as aviation. The IEA’s Net 
Zero scenario, published last May for COP26, envisaged a major 
role for hydrogen. The EU’s REPowerEU plan, launched in May 
2022, sees a role for hydrogen in power generation in efforts to 
diversify from Russian energy supplies and envisages importing 
10m tonnes of hydrogen/ammonia a year by 2030 while producing 
a similar quantity domestically - a sharp increase on earlier EU 
planning. Japan and other Asian countries have also shown interest 
in hydrogen. This creates a real opportunity for the Middle East. 
Hydrogen’s properties

The hydrogen sector is rich in jargon, particularly the colour tags 
used to label its various production processes. Almost all current 
global production is “grey hydrogen”, extracted from natural gas 
with carbon dioxide as a by-product, a process which is less 
carbon-efficient than just burning natural gas. Even worse is “black 
hydrogen”, extracted from coal. Adding carbon capture and storage 
(CCS) into the mix allows it to be categorised as “blue hydrogen”. 
Hydrogen can also be produced by electrolysing water, the reverse 
of combustion, and if this is powered by renewable energy then 
it counts as “green hydrogen”. There has also been a proposal to 
use nuclear power (including in the UAE), to make “pink hydrogen”, 
which would be low-carbon but have some environmental impact 
due to nuclear waste.

However, there are some difficulties in transporting hydrogen 
because although it stores a lot of energy relative to its mass, it has 
to be cooled to -253⁰C to liquefy and has a very low energy density 
relative to its volume, meaning significant volumes need to be 
shipped or piped to transport the same amount of energy compared 
to other carriers. It is also highly flammable and can corrode pipeline 
materials. An alternative for long distance hydrogen transport is 
ammonia, a combination of hydrogen and nitrogen that is used for 
fertilizer, which also happens to be widely produced in the Middle 
East. Ammonia has 50% higher energy than hydrogen and liquifies 
at just -33⁰C, which is even easier than the -160⁰C needed to liquefy 
natural gas. Methanol, a molecule combining hydrogen with carbon 
and oxygen, is another option being considered for marine fuel as 
it is liquid at room temperature, like gasoline. Abu Dhabi’s ADQ and 
Alpha Dhabi are investing $375m in a project with Dutch company 
OCI to explore this use case.

Regional advantages

Middle East countries have several advantages for the development of 
hydrogen. Many have, or will have, excess gas that can be turned into 
blue hydrogen using their expertise in CCS—which has long been used 
to maintain pressure in oil fields. Green hydrogen is attracting even 
more interest as the region’s abundant sunshine and large quantities of 
cheap marginal land mean that solar power costs are among the lowest 
in the world. In addition, they have expertise in producing ammonia, 
for fertiliser, and exporting liquified gases, as well as long standing 
commercial relationships with many of the countries in Europe and 
Asia that have an interest in hydrogen imports. The region, particularly 
the Gulf, has surplus capital to invest in projects and a focus on non-
oil diversification. A 2020 report from PwC’s Strategy& looked into 
more detail into some of these advantages.  However, green hydrogen 
production requires substantial amounts of water which will require 
desalination for any projects.

The UAE, Saudi Arabia and Oman have been the most aggressive in 
advancing hydrogen. The NEOM hydrogen project was announced as 
early as July 2020, a partnership between ACWA Power and US firm Air 
Products, which will also buy the output. The vision is for green hydrogen 
production in NEOM to serve the European market and blue hydrogen 
production by Aramco on the Gulf coast, potentially drawing on the giant 
Jafurah gas project, to serve Asian markets, which are less selective on 
colour. Aramco made the world’s first blue ammonia shipment to Japan 
in September 2020 and has expressed an ambition to be the world’s 
largest hydrogen producer. Agreements have been signed with several 
firms such as InterContinental Energy and Samsung to develop hydrogen 
projects and Saudi Arabia is also exploring domestic consumption, 
including for the proposed hydrogen-powered railway in The Line, the 
horizontal city planned within NEOM.

The UAE has also been busy, including forming the Abu Dhabi Hydrogen 
Alliance in January 2021 and the startup of a pilot green hydrogen plant 
in Dubai in May 2021, powered by the emirate’s giant solar park. The 
UAE has announced an ambitious plan to capture a quarter of the global 
hydrogen fuel market by 2030. There have been many agreements 
signed with companies to explore hydrogen opportunities and the first 
major plant could be a 200MW green hydrogen facility in Ruwais which 
aims to be operational in 2025 to supply Fertiglobe.

Hydrogen is particularly important for Oman which has far smaller 
hydrocarbon reserves than the UAE and Saudi and urgently needs 
to diversify. It is launching a dedicated public company, Hydrogen 
Development Oman, to help drive the sector forward. Duqm and Salahah 
– ports with plenty of nearby land for industrial plants and renewables 
generation -  are ideal locations. Half a dozen green hydrogen projects 
have been proposed over the last few years including a 3.5GW plant in 
Duqm led by India’s Acme Group. Other projects in Oman are attracting 
interest from Saudi and Kuwaiti investors. Gas from the Mabrouk 
Northeast project, previously planned for gas-to-liquids (GTL) production, 
could be utilised for blue hydrogen.

Other major hydrogen projects are in planning or development in Egypt 
and have been proposed for Jordan, Kuwait and even Libya. QatarEnergy 
just formed a working group on hydrogen with Germany during the Emir’s 
recent visit.

Underneath the hype, there remain significant questions about how 
quickly demand for hydrogen will develop and the ability to transport it 
long-distance. Nevertheless,  Strategy& projected that global demand 
for hydrogen could reach 530m tons/year in 2050, equivalent to over a 
third of current oil production. It also saw the GCC as the region with the 
strongest export potential. If this is indeed the case, the 2030s are likely 
to be a boom decade for hydrogen in the Middle East, with the countries 
that have led the hydrocarbons sector for a century now taking the lead 
in a new zero-carbon energy supply. 

Source: PwC; *Gasoline and methanol are liquid at normal temperatures

https://www.strategyand.pwc.com/m1/en/reports/2020/how-the-gcc-can-become-a-force-in-global-green-hydrogen/how-the-gcc-can%20become-a-force-in-global-green-hydrogen.pdf
https://www.strategyand.pwc.com/m1/en/reports/2020/the-dawn-of-green-hydrogen.html
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Chart of the quarter
Qatar’s population is surging in the run-up to the World Cup. 
It is one of only two Gulf states, with Oman, that publishes 
monthly population data and its series is unusual in counting 
only residents currently in-country, hence seasonal dips 
around holidays and the summer except in 2020 when Covid 
prevented most people from leaving. As soon as travel 
restrictions eased, there was a sharp outflow, with many 
expats leaving permanently due to lost jobs or changed 
life plans, with the population hitting a five-year low and a 
record -13% year-on-year decline in mid-2021. However, 
since then there has been a steady recovery which has not 
only replaced expats that have  departed but a net inflow 
of new workers ahead of the World Cup in November. The 
population exceeded its 2020 peak in February and hit 8.5% 
year-on-year growth in May. Doha’s shiny new infrastructure 
will be tested by the influx of World Cup workers and then 
fans later this year. However, there are growing concerns of a 
downturn thereafter. The IMF, which had previously forecast 
population growth of 2% year-on-year after 2023 revised this 
in its April WEO to a declining trend, dropping to 2.5m by 
2027. If this does happen it will present challenges for many 
companies and the economy.

Qatar’s population

Sources: PwC analysis, National statistical authorities, IMF estimates and forecasts (WEO, Apr 2022). * UAE (Dec), Iraq (Mar). Note: The Middle 
East region is defined here based on PwC’s business coverage (which excludes non-Arab countries, Syria and Yemen).

GDP share 2022 Real GDP growth (% y/y) Fiscal bal. (% GDP)

PPP MER Q21-4 2021e 2022p Apr-22* 2021e 2022p 2021e 2022p

 Middle East 100% 100% - 5.9 6.3 6.0 2.9 4.2 -1.1 5.6

 GCC 59.6% 71.0% - 2.6 6.2 2.9 2.2 3.2 -0.7 7.3

 Saudi Arabia 33.3% 35.0% 6.7 3.2 7.6 2.3 3.1 2.5 -2.7 5.5

 UAE 13.0% 16.9% - 2.3 4.2 2.5 0.2 3.7 4.6 8.1

 Qatar 5.0% 7.6% 2.0 1.5 3.4 4.7 2.3 3.5 0.2 8.5

 Kuwait 4.1% 6.3% 1.3 8.2 4.7 3.4 4.8 -0.5 16.6

 Oman 2.8% 3.7% - 3.0 5.6 2.6 1.5 3.7 -3.7 5.6

 Bahrain 1.5% 1.5% 4.3 2.2 3.3 3.4 -0.6 3.5 -11.1 -3.3

 Non-GCC 40.4% 29.0% - 14.0 6.7 13.6 4.7 6.6 -2.1 -1.7

 Egypt 26.0% 14.7% 3.3 5.9 13.1 4.5 7.5 -6.1 -6.8

 Iraq 8.5% 10.0% -

8.3

-

  5.9 9.5 5.2 6.0 6.9 1.9 11.9

 Jordan 2.0% 1.6% 2.6  2.0 2.4 3.6 1.3 2.8 -7.0 -6.5

 Libya 2.1% 1.6% - 177.3 3.5 5.7

- -

13.8

- Lebanon 1.3% 0.6% -     - - 206.0

3.7 3.7

  - 

 25.8

 Palest. Terr. 0.4% 0.4% 11.0   6.0 4.0 3.8 1.2 2.8 -5.3 -4.5

Data and projections: July 2022

Source: Qatar Planning and Statistics Authority
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Our purpose at PwC is to solve important problems and to build trust. As our region’s massive and fast transformation accelerates, and we 
digitize, decarbonize, localize, privatize and modernize, our community of solvers come together to develop human led, technology powered 
solutions to deliver sustained outcomes and trust. It all adds up to The New Equation.

Established in the Middle East for 40 years, PwC has 22 offices across 12 countries. As a community of solvers, with 7,000 people across the 
region, we bring the right combination of people, technology and expert capabilities from Strategy, through Advisory and Consulting to Tax and 
Assurance Services, to solve the region’s most pressing challenges.
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or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, 
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consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision 
based on it.

© 2022 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.
Please see www.pwc.com/structure for further details.


