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Summary

Despite protests breaking out in all but two Middle East states, we
argued last quarter that the prospects for wholesale regime change
were low. That view has broadly been vindicated. We also warned,
however, that the economic and political drivers for change were not
going to diminish. Six months on from the first popular revolutions
the Arab world has ever seen, we believe current events support

that view

The initial drama of the Middle East unrest has
passed; protests have dissipated in most of the
region, and no more regimes have fallen. But
there has been no return to the status quo ante for

aregion that remains in flux.

Looking across the Middle East, we see countries

that fall into four broad categories:

» the post-revolution states;

» the states which have experienced turmoil to
the point where a return to the status quo ante

seems difficult to imagine;

» those with limited resources to meet social
pressures, which may look to pre-empt future
unrest through gradual political and/or

economic reform now;

» those with sufficient resources to resist

(already low) pressures for change.

For those states which have experienced

revolutions — Egypt and Tunisia — there is no

clarity on the future economic or political outlook.

Both face potentially delayed elections, and much

lower economic growth this year. For Egypt in

particular, the fiscal position is also very worrying.

In the second category, Yemen, Libya and Syria
may not be regional economic heavyweights, but
there could be spill-over risks to regional stability,

whether regimes survive or not.

In the third category are the energy importers —
Morocco and Jordan — but also the energy
producers which, despite triple-digit oil prices, are
still struggling to create enough jobs for their
overwhelmingly young populations. Algeria and
Oman are in this category, but we believe
increasingly Bahrain and even Saudi Arabia could
be included. Under pressure, some have promised
political change and fresh employment
opportunities but implementation is likely to
prove testing.

In the fourth category sit the UAE, Kuwait and
Qatar, where political pressures have been
negligible and the economic ramifications of
unrest have been positive. Here we see little reason

to expect political or economic reform for now.
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Key forecasts and changes
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Key forecasts

MENA GCC Algeria Bahrain Egypt' Jordan Kuwait Lebanon Morocco = Oman Pakistan' Qatar KSA UAE
Real GDP growth (%, y-0-y)
2009 2.1 0.5 2.7 3.1 4.7 2.3 -1.2 8.9 3.9 3.2 4.4 10.1 0.1 2.9
2010e 4.3 4.6 4.8 4.2 5.1 2.8 33 71 2.3 4.2 24 14.3 3.8 1.7
2011f 4.3 5.4 4.4 0.7 0.2 3.1 4.4 24 3.6 3.6 3.0 13.1 5.0 3.9
2012f 4.5 5.1 4.2 2.3 2.7 3.9 4.2 3.2 4.4 4.4 34 11.5 4.3 4.2
GDP (USDbn)
2009 1535 892 138 19 188 25 109 35 93 58 164 98 376 231
2010e 1807 1047 162 21 219 28 133 39 101 69 211 129 450 245
2011f 2081 1242 198 23 234 31 177 43 107 78 227 139 550 277
2012f 2209 1325 206 23 237 35 197 47 114 82 245 162 572 290
Current account balance (% GDP)
2009 3.0 7.5 1.0 6.5 2.4 -4.5 26.0 -22.7 5.0 -0.6 2.1 6.8 6.1 3.6
2010e 8.5 15.0 8.0 7.4 2.0 -3.9 32.0 211 -6.0 1.3 1.4 16.4 15.5 5.8
2011f 12.7 215 7.8 7.6 2.2 6.2 35.1 214 6.0 15.1 2.2 23.0 23.0 12.2
2012f 10.6 18.0 6.8 4.5 -3.6 6.5 33.0 -18.2 5.2 11.4 3.1 25.8 16.9 8.6
CPI (%, end period)
2009 37 1.4 6.0 1.6 10.0 -0.5 2.1 34 1.5 0.9 10.5 5.6 4.3 0.4
2010 5.6 3.8 2.7 1.0 10.7 6.1 4.0 4.5 2.2 4.2 14.3 2.0 5.4 1.8
2011f 6.4 4.4 4.0 1.0 11.9 4.2 4.3 3.0 3.0 37 14.8 37 6.1 2.0
2012f 6.5 5.5 4.0 35 8.6 4.0 4.9 2.8 4.0 5.0 14.8 5.0 7.2 3.2
Policy rate (%)
2009 4.00 0.50 8.50 4.75 3.00 10.00 3.31 2.00 14.00 1.50 2.00 1.00
2010 4.00 0.50 8.50 4.25 2.50 10.00 3.25 2.00 14.00 1.50 2.00 1.00
2011f 4.00 0.50 8.50 4.50 2.50 10.00 3.25 2.00 14.50 1.00 2.00 1.00
2012f 4.00 0.75 8.50 4.50 2.75 10.00 3.25 2.25 14.50 1.25 2.25 1.25
Exchange rates (vs. USD, year end)
2009 72.7 0.376 5.59 0.709 0.287 1,507.5 7.86 0.385 85.54 3.64 3.75 3.67
2010 74.9 0.376 5.70 0.709 0.281 1,507.5 8.33 0.385 88.00 3.64 3.75 3.67
2011f 72.8 0.376 6.00 0.709 0.275 1,507.5 8.03 0.385 90.00 3.64 3.75 3.67
2012f 72.8 0.376 6.25 0.709 0.275 1,507.5 8.08 0.385 92.00 3.64 3.75 3.67
'Fiscal year, ending 30 June
Source: MENA Central Banks, Ministries of Finance, HSBC estimates and forecasts
Key changes to regional economic outlook and country growth forecasts

Q2 forecasts Latest*
2011f 2012f 2011f 2012f

MENA* aggregates
Real growth (%) 4.2 4.6 4.2 4.5
MENA (incl. Algeria) GDP growth 4.3 4.5
Current account balance (% GDP) 13 10.9 13.3 11.0
Fiscal balance (% GDP) 1.5 1.5 1.6 1.5
CPI (%, end period) 7.6 7.3 6.5 6.8
Key changes to growth
Bahrain 0.1 2.3 -0.7 2.3
Egypt! 0.2 25 0.2 2.7
Lebanon 3.2 3.6 2.4 3.2
Morocco 4.2 4.4 3.6 4.4
Oman 34 5.0 3.6 4.4
Pakistan' 3.8 4.0 3.0 3.4
Saudi Arabia 47 4.3 5.0 4.3
UAE 34 4.1 3.9 4.2

MENA"* - For comparative purposes, MENA* excludes Algeria, which has been included for the first time in this report. 'Fiscal year, ending 30 June

Source: HSBC estimates and forecasts
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No going back

» The drama of the Middle East revolutions has diminished, but the

region remains in flux

» Widely divergent political outlooks will set the rhythm for economic

growth...

» ...but only the very rich countries have easy answers to the
employment challenges all now face

A region in flux

We argued last quarter (Middle East Economics
Quarterly 02 2011, 29 March 2011) that the

prospects for rapid wholesale change across the

Middle East were low. With revolutions in
Tunisia and Egypt failing to trigger the downfall
of regimes elsewhere, we feel vindicated in that
view, particularly as it applies to the oil-rich states
of the Gulf.

We also argued that there would be no easy return
to the political certainties of the past and that the
pressures for change were here to stay. We
believe this view is also supported by the events

around us.

Looking around the Middle East, we see four

quite distinct states of flux:

» In the two states where revolutions took place,
interim administrations have broken with the
old regime but are seeking to manage the
testing transition to a new order, which is
yet to be defined.

»  Three other regimes continue to face violent
protest and civil conflict that has proved so

intense and sustained that a return to the old

order is more difficult to imagine with each
passing week. Having brought serious unrest
under control, a fourth regional state felt able to
lift martial law, only to find itself facing

renewed protests.

»  One republic and three regional monarchies
have sought to put themselves ahead of the
political process by launching constitutional
reforms — recognition of the challenges the
old order faced, but a first step into a new,

and wholly untested political dynamic.

»  Although the region’s four wealthiest oil
producers face no overt pressures for
political change, the scale of the spending
programmes that have been announced, and
the urgency with which restrictions on
expatriate workers are being introduced,
indicate that the old order cannot continue
given the growing demands of
overwhelmingly young populations.

The impact of the political dynamic on the
regional economic performance remains varied
but widespread. Those economies still caught up
in unrest continue to face massive disruption and
losses in output. In the post-revolutionary
economies, we see evidence that the slump has

HSBC <»
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No going back - rhythm has shifted, but change is ongoing

___Nature of promised reforms ____

Significant Ongoing Change State of Cabinetre- Political Changesto Increased Increased
demonstrations protestsand/or  of  Emergency shuffle reforms presidential power to electoral

unrest regime lifted promised term parliament participation

Algeria v v v v

Bahrain v v v v

Egypt v v v v v v

Jordan v v v v

Kuwait v

Libya v v v

Morocco v v v v

Oman v v v v v

Qatar v v

Saudi Arabia v

Syria v v v v v

Tunisia v v v v v

UAE v v

Yemen v v v v v v

Source: Reuters

bottomed, but we expect it will be two years or

more before growth returns to trend.

In those economies where unrest has been less
pronounced, domestic and foreign private
sentiment appears impaired, weighing on growth in
investment and impacting the tourism sectors. In
commodity-rich states, governments have the
firepower to drive economies forward and persuade
the private sector that better times lie ahead. For the

rest, the outlook is far more challenging.

Revolt in poetry, govern in
prose

The shift in the pace of political events is
particularly pronounced in Tunisia and Egypt,
where the drama of the popular revolutions that
swept the old regimes from power has been
replaced by the more mundane search for a new

political order.

After 60 years of single-party rule, the task facing
the new leaders is enormous and to a large extent
we are struck by how far the normalisation
process has already progressed. In both states, a
timetable has been set for elections and the
formation of a new constitution which, if adhered
to, should see the revolutions completed within a

year of protestors first taking to the streets.

In the meantime, military-backed interim
administrations have dissolved or sidelined the
old ruling parties and removed key members of
the old guard from positions of political
leadership. In Tunisia, former president Zine el
Abidine Ben Ali has already been tried and
convicted in absentia and sentenced to 35 years in
jail. In Egypt, Hosni Mubarak, his sons, and many
other once senior officials await trial on a range of
serious charges — a stunning change in fortunes
for a ruling elite that exercised absolute power

just six months ago.

Although the interim administration in Tunisia has
struggled for authority, in Egypt the military has
provided a robust framework for political order
without giving any evidence of wanting to retain its
new-found political power. The interim
administration has used its backing from the
military as a legitimising mandate to press ahead
with policymaking, particularly in economic affairs.
The central bank has also continued to operate
effectively, overseeing the smooth functioning of

the interbank, debt and currency markets.

Is it a new Egypt...?
Much, however, remains to be settled. Some of
the opposition groups that led the January

revolution have concerns about the interim
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administration and question the scope and depth
of change an interim government led by the Field
Marshall who served as Mr Mubarak’s defence
minister for 20 years will actually allow. They
have expressed their doubts in large-scale street
protests whenever they have sensed that military
may be defending the interests of the old elite. So
far, the interim administration has been responsive
to their demands, but inevitably, the risk persists
that there are red lines across which the military

will not allow itself to be pushed.

...and if it is, what is it?

If it is a new Egypt, however, we have no clarity
on how it will be governed, by whom or what
discourse will frame the new political agenda. A
number of new political factions and parties have
emerged, but it is unclear how much popular
support groupings really enjoy. Several people
have emerged as potential presidential candidates,
with Amr Musa — the former foreign minister and

recent head of the Arab League — emerging as the

early front runner, according to most press reports.

However, even Mr Musa has little experience of
domestic policy, and, like the others, has not

outlined a policy platform in any detail.

Indeed, there is no clarity on what power Egypt’s
new executive will actually have. There has been
support for a downgrading of the previously
extensive powers afforded to the presidency — “no
more pharaohs” has been a popular slogan since
the fall of the Mubarak regime — but efforts to
shift power to parliament raise questions over the
efficacy of policymaking within what is likely to

be a fractured assembly.

None of the parties likely to run for seats in
parliament has a developed political structure or
leaders with any popular standing except the
Islamist Muslim Brotherhood. Although proscribed
under the old regime, the Brotherhood has
maintained a party structure and is able to mobilise

support through the mosque network.

Despite the splits appearing inside the Islamist
movement, the head start they enjoy has led some
liberals to call for elections to be postponed
beyond the current deadlines of end-September
for parliamentary elections and end-December for
the presidential poll. The interim Prime Minister
Essam Sharaf backed delay in a speech in June
and some have gone further, calling for all
elections to be postponed until a new constitution

has been enacted.

The Muslim Brotherhood has rejected the call,
however, and as the electoral schedule was agreed
in Egypt’s first ever free national referendum, it
appears to stand on strong ground. In order to
maintain the support of the military council, the
Brotherhood might be persuaded to accept a delay
in the polls. If it does not, however, the risk of the
first post-Mubarak polls being subject to
controversy and even a partial boycott is clear, as
is the danger that any dispute over the elections

could lead to fresh rounds of popular protest.

What do Egypt’s Islamists want?

Of perhaps greater concern is the lack of clarity
on what the Islamist party actually want to
achieve. The Muslim Brotherhood (or rather the
Freedom and Justice Party that will represent it in
parliamentary polls) has gone to some lengths not
to cause political alarm. It has made itself
accessible to media, investors and other political
groupings and has stressed that it wishes to form

part of a national consensus, not dominate debate.

To that end, the Brotherhood has said that it will not
field a candidate for the presidency and will only run
for 50% of the seats in parliament to ensure that it
does not gain a majority. The likelihood of Egypt
following the route of either Iran in 1979 or Algeria
in 1992 thus appears remote. Turkey remains the

model that all groups point towards.

Yet beyond stressing that it wishes to support an

administration that has ‘Islamic characteristics’,

HSBC <»
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the Muslim Brotherhood has offered no detail of
its approach to issues such as relations with Israel
or the sale of alcohol and licensing of casinos —
important for Egypt’s external relations and
tourism industry. No view has been offered on
economic policy either, beyond broad statements
that it wishes to redress the social injustices built
up under the old regime. The role of Islam in the
new constitution has also yet to be defined. With
each of these issues comes both the potential for a
marked departure in policy direction or conflict

with the military elite.

If the Brotherhood only meets the lower end of
local expectations and gains 20% of the vote, it
would be the largest single party and well placed
to influence the new constitution. Their
endorsement would also likely be eagerly sought

by candidates running for the presidency.

High expectations, limited resources

More broadly, the highly fractured political scene
and the lack of clarity over the support parties
actually command make it difficult to characterise
the discourse that will dominate the new
republic’s approach to political, economic and

social affairs.

Whenever elections take place there is likely to be
a strong emphasis on ‘enhancing social justice’,
and relieving poverty. This stance chimes with
popular expectations heightened by the revolution,
but may disappoint those hoping to see an
acceleration of economic reform and more
extensive deregulation. It may also prove difficult
to deliver in practice given Egypt’s strained fiscal
resources, putting the popularity of the new regime
to the test.

Still fighting the tide

While the final outcome of the revolutions in
Tunisia and Egypt is uncertain, more profound
questions still surround the likely consequences of

the drive for change in Yemen, Libya and Syria.

HSBC <»

Each of these regimes, which have a combined
hold on power totalling 110 years, has faced
widespread and sustained demands for political
change that have led to four months of violence.
By retaining the support of the military, the three
regimes have thus far been able to maintain their
hold on power and resist following the same path
as Mr Ben Ali and Mr Mubarak. However, even
the deployment of the full resources of the
security establishment has been insufficient to
restore order, with each passing week of the
resulting stand-off making a return to the way

things were seem ever less likely.

In Libya, the political conflict has passed into
civil war. Given the depth of opposition
Muammar Gaddafi faces, and the political capital
and military resources a NATO-led coalition has
committed to his overthrow, it seems unlikely that
Muammar Gaddafi will be able re-establish

control over the territory he once governed.

In Yemen, conflict has been far-reaching and
claimed over a thousand lives according to
Reuters, as groups opposed to President Ali
Abdullah Saleh have fought to oust him. Mr
Saleh’s departure to Saudi Arabia for medical
treatment in early June and the backing anxious
Gulf states have given to plans for a political
transition offer some prospect of a new order
being established. The difficulties of governing
Yemen, however, and the continued reluctance of
those close to Mr Saleh to surrender power
suggest a real risk that the civil conflict deepens
still further.

Although a return to the status quo ante appears
remote, it is unclear what new order change is
likely to deliver in either state. In both countries,
we still know little of the rebel groups or what
binds them beyond their opposition to the current
leaders. Indeed, in both Libya and Yemen the risk
is inevitably that the violence and destruction of
recent weeks has degraded institutions to a degree

that any new order proves highly difficult to sustain.



Macro
MENA Economics
Third Quarter 2011

Spill-over risk

A deterioration in Libya might keep its oil
supplies off the market, but the risk of direct spill-
over into neighbouring states seems low. In
Yemen, the danger of contagion appears more
pronounced. The country has long-standing
connections with violent Islamist groups and the
threat of extreme groups exploiting a weakened
state on the periphery of the oil-rich Gulf
monarchies is of concern. Indeed, the Saudi-led
efforts to broker a political accord and the
Kingdom’s direct military engagement in northern

Yemen in 2009-10 speak to the concerns it feels.

Syria’s position is more complex. The level of
threat to the regime appears less pronounced than
in Yemen and Libya or in pre-revolutionary
Tunisia and Egypt. There are few signs of splits
within the ruling elite or the military, for example,
and the balance of force still seems to rest
overwhelmingly with the state. That there has
been no large-scale unrest reported in either
Damascus or Aleppo, the two biggest cities, also

points to continued control.

Nevertheless, that violent protest in a country so
tightly policed for so many years could run for so
long and spread from the south to central, coastal
and eastern towns underscores the breadth of
challenge the regime faces. The long-standing
domination of the political power and economic
wealth by the minority Alawi sectarian group also
brings a weakness that leaves it open to

sustained challenge.

The west has not shown the same appetite for
intervening in Syria that it has in Libya. There has,
however, been a clear hardening of rhetoric
towards the president, Mr Assad. The adoption of
additional sanctions by the US, EU, Australia and
Canada points to a readiness to isolate the regime
rather than hold back from acting for fear of the
risk that instability could pose to neighbouring

states. The first flow of refugees from Syria into

Turkey has also prompted its neighbour to

toughen up its criticism of the regime.

These refugee flows could increase if the
environment deteriorates further. More seriously,
Syria’s neighbours will watch for evidence that a
weakening state has reignited the separatist
ambitions of the Kurdish population that is
currently split between Syria, Turkey, Iran and
Iraq. There is also some risk that deterioration in
order in Syria could feed through into Lebanon,
where Hizbullah, Syria’s primary ally, might find
its currently dominant position under threat.
Recent clashes between Israeli forces and Syrian-
based Palestinian refugees who crossed the Golan
Heights also underscore the broader risk that a
further breakdown in order could pose to wider

regional calm.
The club of kings

MENA monarchies have generally fared better
than the region’s republics in recent months, but
we see a clear divide in outlooks emerging. In the
UAE, Qatar and Kuwait there continues to be
little evidence of meaningful demand for political
change. There have been changes promised at the
margins — both the UAE and Qatar have
announced a widening of the electoral franchise,
but for institutions that have no legislative power.
However, the old political systems, in which small
populations are supported by extraordinary levels

of hydrocarbon wealth, face few questions.

You don’t need oil. You need a lot of oil

Others, however, are less fortunate. Algeria,
Bahrain, Oman and Saudi Arabia are significant
oil producers, but output per capita is a fraction of
that produced by the others. All four ran

substantial fiscal deficits when oil prices fell to

HSBC <»
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Levels of wealth vary enormously across the monarchies
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Source: National sources, HSBC estimates

USD60/bbl in 2009. Per capita GDP lags that of
their wealthier neighbours, too, with the divide all
the starker when expatriates are excluded from

the calculation.

The limits of oil wealth are also showing
themselves in unemployment rates at double-digit
levels, despite a triple-digit oil price. Of equal
concern, the unemployment pressures are focused
overwhelmingly on the young. Some 80% of those
without a job in Saudi Arabia are in their 20s,
according to Ministry of Labour data. Over a
quarter of the workforce in the same age group are
currently unemployed. As we argued at some
length last quarter, given the overwhelming youth
of the population — 40% of the population of Saudi
Arabia is under the age of 15, and 60% of the
population of MENA is under the age of 30 — these

economic pressures on the old system look likely to
rise. The divide between the region’s haves and
have-nots is starker still when the comparison is
extended to include the non-oil producers. Like
their oil-rich neighbours, Jordan and Morocco
face challenging demographics and rising rates of
unemployment. Unlike their fellow monarchies,
however, rising commodity prices do not offer a
fillip to public finances but rather increase their
import bills, making it difficult to maintain an

expansive fiscal stance over the long term.
Getting ahead of the curve

These pressures are not new. However, the sense
that they require some refashioning of the status
quo has been given additional impetus by the
pronounced unrest elsewhere in the region and the
large protests that some states have also
experienced. As a consequence, we are seeing

signs of change.

In Morocco, King Mohammed VI has responded
to popular demands for reform by announcing a
series of measures that strengthen parliament
substantially, surrendering the far-reaching
executive powers previously reserved for the
monarchy. Oman, which experienced the most
serious civil protests since Sultan Qaboos came to
power in the first quarter of the year, has
announced that the elected advisory council will

be given legislative powers for the first time.

80% of Saudis without a job are in their 20s...
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High youth unemployment will keep the pressure on for MENA governments

* Saudi Arabia data excludes expatriates
Source: International Labour Organisation

B Youth unemployment (%)
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Jordan has also undertaken to extend the

influence of parliament, including requiring the

prime minister to be selected from the party which

wins the largest number of seats in parliament — a
significant step toward the establishment of a
genuine constitutional monarchy. Algeria has
lifted the state of emergency that allowed the
authorities extensive powers, and proposed

constitutional and electoral reform.

In Saudi Arabia there has been no sign of
structural political change and little evidence of
popular demand for reform, either. Economic
shortcomings are more keenly felt, however, and
carry with them an unspoken challenge to the
status quo. This is underscored by the sheer scale
of the fiscal stimulus announced in February — at
30% of GDP, the additional spending programme
is the largest anywhere in MENA by some

considerable margin.

In particular, the fiscal stimulus points to anxieties

over unemployment, as do plans announced in
May to substantially tighten rules governing the
employment of expatriates (who make up close to
half of the workforce). This appears to be an
increasingly prominent policy focus among most

of the states in this category. Algeria has already

10

introduced legislation preventing foreign

contractors from importing labour (unless there is

no qualified Algerian to do the same job). And the

Jordanian and Omani governments have also said
they are looking to tighten up conditions for

foreign labour.

But now for the hard part

The process these governments have started offers

a roadmap to managing demands for change
within the existing structures of the state. The
dynamic would be one of evolutionary change
rather than the abrupt refashioning of the state
apparent in Tunisia and Egypt. It should
nonetheless deliver a significant — if uneven —

remodelling of the economic and political order.

The challenge, however, will be to deliver in
practice. The tough approach that the authorities
in Bahrain have taken since the security forces
brought unrest under control has led some
opposition groups to question the value of the
national dialogue talks that the authorities have
proposed to set a course for constitutional and
political reform. In Jordan, King Abdullah
suggested that it would take at least two years
before the constitutional reforms could be
effected — a lengthy timetable that has inevitably

raised questions over the strength of commitment

HSBC <»
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to the proposed measures. In Morocco, the
reforms proposed by King Mohamed were
approved in the referendum but nonetheless
prompted several thousand protestors to on to the

streets to demand more far-reaching changes.

Their actions focus attention on how challenging
the process of reform is in practice. Once the
immediate pressure for change has dimmed, the
likelihood of authorities making good on their
commitments inevitably recedes. Equally, when
governments that have previously ceded no
ground make concessions, the response of the
opposition is inevitably to press for greater and
more rapid change, making constructive dialogue

difficult to maintain.

Politics drives economics

The impact of the political turmoil on economic
performance has already begun to be evident. In
Egypt, preliminary official estimates suggest that
the economy contracted by 4.2% y-o-y in Q1
2011 — by our calculations, a 9 percentage point
g-0-q slump in economic activity as public and
private consumption diminished, investment fell
away and exports collapsed. All sectors were
affected, particularly those, like tourism, which
are dependent on confidence. Unemployment rose
sharply over the same period and private sector
credit growth slowed noticeably. Data from

Bahrain and Tunisia are less widely available,

but it is highly likely that both economies

contracted sharply over the same period.

Although the contraction may be over in
sequential q-o-q terms, we do not expect to see
positive annual growth until 2012. Pronounced
political uncertainties and questions over the
operating environment will likely keep local and
foreign direct investment subdued. High and
rising unemployment is likely to impede
consumption patterns too, while a full election
schedule could weigh on a turnaround in the

tourism sector in the last quarter of the year.

The challenges extend beyond growth. In Bahrain
and Egypt there has been a marked fall in central
bank foreign exchange reserves since unrest hit.
The drawdown has been particularly pronounced
in Egypt where export earnings are more
vulnerable than in the oil-based Bahraini economy
and exposure to capital flows is more pronounced.
As a consequence reserves had fallen by 40% by
the end of May after five consecutive months of

substantial outflows.

Fiscal pressures have also become increasingly
pronounced as expenditure has picked up, and
revenue expectations have been undermined by
weaker economic performance. The higher
funding burden this implies is made more onerous
still by the exit of foreigners from the local

currency debt market. This has required local

Egypt’s tourism industry collapsed after the revolution...
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Egyptian banks are shouldering the fiscal strain
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Rates have risen sharply since the revolution
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institutions not only to fully fund the deficit, but
also to absorb the t-bills foreign institutions are
allowing to roll off on maturity. As a consequence,
market rates have come under pronounced upward
pressure and the proportion of the commercial
bank balance sheets absorbed by government debt

has risen sharply.

Friends in need

The risk of the fiscal and external account
pressures tipping the post-revolutionary
economies into crisis has been substantially
reduced by the extensive support allies have
agreed to provide. Tunisia has received pledges of
aid from multilateral sources, but the largest
commitments of concessional funding have
flowed to Egypt, which has received pledges of
over USD45bn from bilateral and multilateral
sources. Immediately after unrest began, the GCC
also pledged to provide Bahrain and Oman with
USD10bn apiece in financial support — the
equivalent of over 40% of GDP for the former —

to be disbursed over a period of ten years.

Few details have been released about when the
funds will be released, what form they will be
disbursed in and what conditions may apply. A
substantial portion of the funding appears to be
directed toward longer-term development

projects — Qatar has promised USD10bn in

12

‘investments’ in Egypt, for example — which does
little to address the immediate need for budgetary
support. Egypt’s announcement in June that it
would not seek immediate access to the IMF and
World Bank funds it had spent months seeking to

secure has further confused the situation.

However, the sheer scale of the funding packages
pledged, and the speed with which they were
committed, points to such a high level of support.
This suggests that, should funds be required to
stave off mounting fiscal or external account

pressures, they would likely be disbursed quickly.

Funding of this kind does not offer a solution, but
it does buy time for officials to adjust to the new
conditions they face. Even before the revolution
took place, the Central Bank of Egypt had shown
enthusiasm for a shift to a more flexible currency
regime. Once conditions allow, we expect this
appetite to return and for the Egyptian pound to
move away from the quasi-peg the CBE has
maintained since the revolution. There is also
consensus support within the Ministry of Finance
for reform of the subsidy system, which absorbs

close to a third of all public spending.

The danger, inevitably, is that with access to
funding secured, political pressures will push
economic reform down the agenda. The modest
2011-12 budget passed by the interim
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Friends indeed - Egypt has received pledges of support worth over USD45bn
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administration offers some encouragement that for
Egypt at least this will not be the case. The real
approach to policy, however, will not be clear
until at least one cycle of elections has been
completed and a popularly elected government

has been put in place.

Headwinds blowing across the region
Countries in MENA dealing with more modest
pressures for change have seen their own
slowdown in activity, although this has been far
less marked than in those countries where unrest
has been pronounced and sustained (see MENA
Chartbook — May 2011).

Lebanon faces its own particular set of political
challenges but the data show a clear and broad-
based slowdown since the start of the year.
Figures from Jordan show a drop-off in import
demand and manufacturing production, though it
appears that the slowdown was deepened by
regional unrest rather than set in train by it. In
Oman, monetary data show liquidity levels to be
relatively weak, while employment figures show a
pronounced decline in the number of Omani

nationals in private sector employment.

Even in those parts of the GCC that have seen

few signs of immediate political challenge, there

is some evidence that turmoil elsewhere in the
region has hit performance. Foreign capital flows
into the Gulf recovered from their Q1 lows in Q2
for example, and secondary market yields have
eased as political risk concerns have moderated.
However, the value of bond and syndicated loan
issuance — the most timely measure of foreign
capital flows into the region — still shows inflows
down on their pre-unrest levels. Indeed, outside of

the UAE there has been almost no bond issuance

anywhere in the Gulf this year and spreads, with the

exception of Dubai, have yet to return to pre-crisis
levels. HSBC’s regional business confidence index

(see A bit more confident, June 2011) — paints a

similar picture. In each of the six GCC states,

private sector sentiment bounced g-o-q in Q2 after

Perceived risk is still more elevated than before the crisis
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Business confidence in Bahrain still looks weak...
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...and capital spending has lost pace, even in the GCC
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dropping when unrest was at its peak in Q1. With
the exception of the UAE, however, all scores
remained down on pre-unrest levels. The impact of
concerns about political risk on the private sector is
apparent from the survey — 60% of the 1,700 firms
surveyed said that the political environment would
have a detrimental effect on their business, with just
a quarter saying that they expected the political

environment to stabilise.

Capital spending has also come under some
pressure. MEED data show that there has been a
fall over the first five months of the year in the
value of contacts awarded for the region’s big-
ticket capital projects. Although there is an element
of seasonality to this, few new projects were
announced during the first months of the year,
either. There has also been a further tick-up in the
value of projects cancelled, cutting the value of
projects planned or underway in the GCC by
USD300bn — a 14% drop since the start of the year.

Wealthy states regain
momentum first

Although our forecasts suggest growth in the
resource-poor countries of the region has
bottomed, we expect that they will struggle to
regain real momentum. In particular, we expect

foreign investment to remain more subdued in

14

aggregate than in previous years as those overseas

wait to see how the new political order settles.

Tourism flows into economies such as Jordan and
Lebanon will likely pick up from this year’s lows,
but could struggle to return to their previous
growth rates, while headlines in the region remain
negative. Private sector credit growth is also

likely to remain subdued. We also have modest

expectations for public spending growth.

Jordan promised additional current and capital
spending early in the year, and has received pledges
of additional funding support from Saudi Arabia
and the US. However, the constraints on public
spending are such that we think any increases in

outlays will be modest and difficult to sustain.

To add to their problems, the economies of North
Africa and the Levant have a trade profile that

Growth has slumped in Lebanon since regional unrest began

150 30
100 20
50 10
0 T T T \l 0
-50 -10
= w = w = w =
2 3 ] 3 2 3 2
S S S =) N L EN
o o <] <] o o —

Lebanon Customs Receipts (% chng, y-0)

Coincident Indicator (% chng y-o-y, RHS)

Source: Banque du Liban

HSBC <»



Macro
MENA Economics
Third Quarter 2011

European weakness may add to Morocco’s troubles (% total,
2008)
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Troubles elsewhere have worked in UAE’s favour
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leaves them less tied to emerging market
economic trends and more closely correlated with
developed world demand, particularly that from
Europe. For example, 65% of Morocco’s exports
go to Europe, which is also a key source of labour
demand, while remittances from the EU amount
to 9% of GDP. With European growth set to
remain subdued, external demand is likely to offer

a modest lift to growth at best.

For others, the outlook is much more benign. The
economic outlook for Qatar and the UAE — the
only two regional states to have experienced no

unrest and with domestic political orders that

appear untroubled — is particularly straightforward.

A sharp rise in capital inflows and marked growth
in tourist numbers suggest that the UAE has not
only shrugged off regional unrest but may have
actually benefited from it as its position as
MENA'’s perceived safe haven. Qatar’s
remarkable growth story also appears to have
been untroubled, as the extraordinary
concentration of wealth and hydrocarbon
resources it enjoys allowed it to emerge unscathed
from Q1 2011.

Elsewhere in the Gulf, it is likely to be public
spending that accelerates growth and a recovery in
private sector sentiment. Kuwait disbursed
KWD1,000 to each national in the midst of the

turmoil and has promised to step up capital-

intensive public spending. Although we are still
cautious in our expectation of how quickly Kuwait’s
political system will allow spending plans to be
realised in practice, the wealth at the state’s disposal
(oil output per capita is the highest in the world)

affords it considerable scope for manoeuvre.

Although Oman’s resources are much more
limited, the unexpectedly wide-scale unrest it faced
in the first months of the year have prompted the
sultanate to announce — and begin to implement —

significant additions to public sector spending.

The big uneasy

The data for Saudi Arabia — the largest economy
in the region and most populous state in the Gulf
— suggests that the economy has disregarded
unrest elsewhere in the region. Strong growth in
public spending has been central to this; on top of
an already expansive 2011 budget, the authorities
announced two additional spending programmes
in the first quarter of the year worth a total of
USD120bn (30% of GDP).

Although most of this additional spending will only
be introduced over the medium term, we have seen
evidence in the data that some of the immediate
measures promised in Q1 2011 have made their
impact felt. The banks appear well placed to resume
lending growth after a two-year stagnation. Public

finances are strong — the budget has run a

HSBC <»
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Saudi PMIs suggest the economy showed resilience...
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cumulative surplus of more than USD300bn over
the past decade — and reserves are close to their all-
time high at over 100% of GDP.

Nevertheless, there is some underlying sense of
unease. The sheer scale of the spending
programmes that have been announced during the
course of 2011 speaks to anxieties over the speed
of economic growth. More particularly, it
suggests government recognition that an average
headline growth of under 3.5% not only fails to
match the potential growth rate of the world’s
largest oil exporter, but is also insufficient to
create the employment opportunities its fast-

growing population requires.

The growing focus on addressing unemployment
is also underscored by new labour regulations that
will make it more difficult — and more costly — to
hire and retain expatriate labour. Reducing
reliance on expatriates is clearly part of the long-
term solution to stubbornly high rates of
unemployment. Indeed, Ministry of Labour
figures suggest that if only 10% of the jobs
currently held by expatriates were to be taken by

local staff, unemployment would fall to zero.

However, the transition to a workforce with a
greater proportion of local staff may be disruptive
given the skill mix that expatriates offer and the
higher wages and less flexible employment

conditions locals generally command. The danger

16

would clearly be that while increasing the short-
term level of employment, the additional
restrictions will weigh on productivity and boost

private sector costs.

Executing the massive spending programme
outlined by the Saudi authorities is likely to prove
taxing given the scale and complexity of the
agenda. It will also prove increasingly costly. At
an oil price of USD100/bbl, Saudi Arabia
continues to have substantial fiscal room for
manoeuvre and we expect to see the Kingdom
generate a substantial budget surplus this year

despite higher spending.

Within three years, however, we expect growth in
public spending to lift the Kingdom’s break-even
oil price of USD100/bbl. If oil prices were to drop
to USD60/bbl in 2012 — an unlikely event, but

nonetheless a level recorded as recently as 2009 —

Appeal of cutting expat staff in Saudi is easy to see (2009)
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the Kingdom would record a deficit of over 12% of
GDP. This is a fundable sum at this stage, but
would inevitably force a serious rethink of
spending priorities if it were to be sustained beyond

the short term.

Conclusion

Despite protests breaking out in all but two
Middle East states, we argued last quarter that the
chances of wholesale regime change in the region
were low. We believe our view has been
vindicated. As we look across the region, we see
regimes with the strength to contain protest
movements that are — by and large — losing the

potency they displayed earlier in the year.

We also warned, however, that the pressures for
change that drove the Q1 protests were deep-
seated, not transitory, and that having been
brought to the surface, they would not diminish
quickly. We believe this view is also supported by
the events in a region that, to us, looks to be in a

state of flux.

In the two states that passed through revolution,
the character of the new order is still unclear. The
depth of violence that has taken place in three
other states makes a return to the way things were
difficult to imagine and we have no sense of what
is likely to emerge in its place. Elsewhere, we see
states rethinking their economic and political
structures to meet the needs and demands of
overwhelmingly young populations. The test is to

see what is actually delivered.

Politics will set the rhythm of economic
performance, at least for now. Those that have
passed through revolution are likely to have begun
their recovery, but a return to the growth rates
generated under the old regimes is unlikely for
now. Elsewhere, private sector sentiment has been
hit by the pick-up in political risk, and it is only
the commodity-rich that have public sectors with
sufficient wealth to bring economies quickly back
to life.

Even here, the challenge of generating and
sustaining economic growth at a pace that will
reduce the high levels of unemployment appears
daunting. Failure, however, brings with it the risks
of a resurgence of more acute political and social

pressures later on.
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Middle East & North
Africa at a glance

Table Notes

Non-oil producers = Egypt, Jordan, Lebanon, Morocco, Pakistan

GCC = Bahrain, Kuwait, Oman, Qatar, Saudi Arabia (KSA), UAE

MENA = Algeria, Bahrain, Egypt, Jordan, Kuwait, Lebanon, Morocco, Oman, Pakistan, Qatar, Saudi Arabia, UAE
*All regional groupings are weighted by USD nominal GDP

Egypt fiscal 2011/2012 = Calendar 2012. Fiscal year ends 30 June
Pakistan fiscal 2012/13= Calendar 2012. Fiscal year ends 30 June
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Key forecasts
MENA GCC Algeria Bahrain Egypt' Jordan Kuwait Lebanon Morocco = Oman Pakistan' Qatar KSA UAE
Real GDP growth (%, y-0-y)
2009 2.1 0.5 2.7 3.1 4.7 2.3 -1.2 8.9 3.9 3.2 4.4 10.1 0.1 2.9
2010e 4.3 4.6 4.8 4.2 5.1 2.8 3.3 71 2.3 4.2 2.4 14.3 3.8 1.7
2011f 4.3 5.4 4.4 -0.7 0.2 3.1 4.4 2.4 3.6 3.6 3.0 13.1 5.0 3.9
2012f 4.5 5.1 4.2 2.3 2.7 3.9 4.2 3.2 4.4 4.4 3.4 11.5 4.3 4.2
GDP (USDbn)
2009 1535 892 138 19 188 25 109 35 93 58 164 98 376 231
2010e 1807 1047 162 21 219 28 133 39 101 69 211 129 450 245
2011f 2081 1242 198 23 234 31 177 43 107 78 227 139 550 277
2012f 2209 1325 206 23 237 35 197 47 114 82 245 162 572 290
Current account balance (% GDP)
2009 3.0 7.5 1.0 6.5 2.4 -4.5 26.0 -22.7 -5.0 -0.6 2.1 6.8 6.1 3.6
2010e 8.5 15.0 8.0 7.4 2.0 -3.9 32.0 -21.1 -6.0 1.3 1.4 16.4 15.5 5.8
2011f 12.7 21.5 7.8 7.6 2.2 -6.2 35.1 -21.4 -6.0 15.1 2.2 23.0 23.0 12.2
2012f 10.6 18.0 6.8 4.5 -3.6 -6.5 33.0 -18.2 5.2 11.4 3.1 25.8 16.9 8.6
CPI (%, end period)
2009 3.7 1.4 6.0 1.6 10.0 -0.5 2.1 3.4 1.5 0.9 10.5 -5.6 4.3 -0.4
2010 5.6 3.8 2.7 1.0 10.7 6.1 4.0 4.5 2.2 4.2 14.3 2.0 5.4 1.8
2011f 6.4 4.4 4.0 1.0 11.9 4.2 4.3 3.0 3.0 3.7 14.8 3.7 6.1 2.0
2012f 6.5 55 4.0 35 8.6 4.0 4.9 2.8 4.0 5.0 14.8 5.0 7.2 3.2
Policy Rate (%)
2009 4.00 0.50 8.50 4.75 3.00 10.00 3.31 2.00 14.00 1.50 2.00 1.00
2010 4.00 0.50 8.50 4.25 2.50 10.00 3.25 2.00 14.00 1.50 2.00 1.00
2011f 4.00 0.50 8.50 4.50 2.50 10.00 3.25 2.00 14.50 1.00 2.00 1.00
2012f 4.00 0.75 8.50 4.50 2.75 10.00 3.25 2.25 14.50 1.25 2.25 1.25
Exchange rates (vs. USD, year end)
2009 72.7 0.376 5.59 0.709 0.287  1507.5 7.86 0.385 85.54 3.64 3.75 3.67
2010 74.9 0.376 5.70 0.709 0.281  1507.5 8.33 0.385 88.00 3.64 3.75 3.67
2011f 72.8 0.376 6.00 0.709 0.275  1507.5 8.03 0.385 90.00 3.64 3.75 3.67
2012f 72.8 0.376 6.25 0.709 0.275  1507.5 8.08 0.385 92.00 3.64 3.75 3.67
'Fiscal year, ending 30 June
Source: MENA Central Banks, Ministries of Finance, HSBC estimates and forecasts.
GDP (USDbn, 2010) CPI (%, y-0-y)
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GDP growth

%, y-0-y 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 8.4 5.1 5.1 2.8 3.8 3.6 2.7 4.8 4.4 4.2
Bahrain 7.0 5.7 7.9 6.7 8.4 6.3 3.1 4.2 0.7 2.3
Egypt! 3.2 4.1 4.5 6.8 7.1 7.2 4.7 5.1 0.2 2.7
Jordan 4.2 8.4 8.3 7.9 8.5 7.6 2.3 2.8 3.1 3.9
Kuwait 17.3 10.2 10.6 5.2 4.4 4.4 -1.2 33 4.4 4.2
Lebanon 3.0 5.2 4.1 0.9 8.1 9.3 8.9 7.1 24 3.2
Morocco 7.5 5.1 2.2 7.8 3.2 6.1 3.9 2.3 3.6 4.4
Oman 2.2 5.4 6.0 7.2 6.8 7.1 3.2 4.2 3.6 4.4
Pakistan! 7.4 7.7 6.2 5.7 2.0 3.2 4.4 24 3.0 34
Qatar 35 20.8 6.1 9.6 11.5 15.2 10.1 14.3 13.1 11.5
Saudi Arabia 7.7 5.3 5.6 3.1 34 4.4 0.1 3.8 5.0 4.3
UAE 11.9 74 10.5 9.4 7.6 7.0 2.9 1.7 3.9 4.2
Non-oil producers 5.6 5.9 4.8 6.2 4.5 5.8 4.6 3.7 2.1 3.3
North Africa 6.0 4.7 4.2 5.4 4.9 5.5 3.9 4.4 2.4 3.6
GCC 9.2 7.4 7.4 5.7 5.5 6.3 0.5 4.6 5.4 5.1
MENA 7.9 6.7 6.4 5.6 5.1 5.9 2.1 4.3 4.3 4.5

Source: MENA Central banks, Ministries of Finance, HSBC estimates and forecasts. . 'Fiscal year, ending 30 June

GDP forecasts (growth, %) by country

Regional performance: GDP growth: % y-o0-y
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GDP
USDbn 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 68 85 103 117 135 171 138 162 198 206
Bahrain 10 1 13 16 18 22 19 21 23 23
Egypt! 82 79 89 107 130 163 188 219 234 237
Jordan 10 1 13 16 18 23 25 28 31 35
Kuwait 48 59 81 102 115 149 109 133 177 197
Lebanon 20 21 22 22 25 30 35 39 43 47
Morocco 50 57 60 66 75 89 93 101 107 114
Oman 22 25 31 37 42 60 58 69 78 82
Pakistan’ 91 103 120 136 158 153 164 211 227 245
Qatar 24 32 42 57 71 111 98 129 139 162
Saudi Arabia 215 250 316 357 385 488 376 450 550 572
UAE 88 105 138 175 206 254 231 245 277 290
Non-oil producers 253 272 302 347 406 457 505 598 641 677
North Africa 199 221 252 290 3 423 418 483 539 557
GCC 405 483 621 743 838 1084 892 1047 1242 1325
MENA 726 840 1027 1207 1379 1713 1535 1807 2081 2209

Source: MENA Central banks, Ministries of Finance, HSBC estimates and forecasts . 'Fiscal year, ending 30 June
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Consumption & saving
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Household consumption

%, y-0-y 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 5.7 5.8 4.8 35 6.9 8.3 4.9 5.0 4.0 4.0
Bahrain 6.0 3.0 8.6 5.7 2.5 5.1 2.9 2.5 1.5 2.2
Egypt! 2.3 2.1 438 6.4 42 57 57 5.1 2.9 0.2
Jordan 3.3 16.8 5.6 6.3 5.2 3.8 2.7 4.0 3.0 3.0
Kuwait 5.1 6.2 11.2 7.7 9.0 6.8 3.0 3.0 4.0 4.0
Lebanon 2.9 5.3 2.1 -1.0 6.1 9.6 9.1 6.8 2.7 3.0
Morocco 7.3 4.9 2.3 6.9 3.8 6.0 4.0 4.4 3.0 4.8
Oman 7.9 15.0 8.8 19.4 8.8 6.0 3.0 3.4 2.5 4.0
Pakistan’ 10.1 12.9 1.0 4.7 1.3 9.8 3.9 1.5 2.5 3.0
Qatar 6.4 33.6 28.3 17.0 14.5 12.8 4.5 5.0 6.0 7.0
Saudi Arabia* 3.7 5.8 9.5 13.4 18.7 18.0 8.1 9.0 9.5 12.0
UAE* 10.5 29.1 225 24.0 12.0 21.4 2.0 3.8 45 7.4
*Nominal data. 'Fiscal year, ending 30 June
Source: MENA Central Banks, HSBC estimates and forecasts.
Nominal gross savings ratios (% GDP, 2010) Nominal domestic demand (% GDP, 2010)
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Nominal gross savings ratios
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 43.6 43.5 43.9 43.5 41.8 39.4 37.8 31.7 37.5 37.2
Bahrain 23.0 21.7 35.4 38.2 42.7 42.7 38.5 38.2 36.0 34.1
Egypt'! 14.4 16.2 16.1 171 16.3 16.7 12.6 141 12.5 9.0
Jordan -0.1 2.9 7.4 5.4 7.0 -0.5 3.3 -3.3 -3.3 -3.3
Kuwait 36.3 45.5 52.1 60.6 55.8 55.9 39.9 44.0 44.8 42.3
Lebanon -1.8 -0.4 -0.1 2.0 2.6 1.4 6.9 7.8 8.8 9.8
Morocco 30.5 30.7 30.4 31.4 32.2 30.0 31.4 29.2 30.6 31.9
Oman 20.4 26.6 32.8 41.8 41.8 39.2 33.3 42.8 451 42.8
Pakistan' 17.6 15.2 141 15.4 11.0 11.4 10.5 20.9 21.1 21.0
Qatar 68.1 69.5 70.3 63.4 67.5 69.1 63.5 70.4 75.4 75.0
Saudi Arabia 25.3 34.6 47.0 46.5 45.7 48.8 32.2 39.6 45.2 41.7
UAE 37.2 35.3 40.1 42.4 43.7 45.2 37.9 39.3 43.7 423
Non-oil producers 39.7 43.0 48.0 45.6 46.3 46.5 37.8 46.1 50.2 48.6
GCC 11.4 15.4 18.5 24.3 24.6 241 22.0 24.2 24.7 24.3
MENA 19.7 22.9 25.7 28.5 28.7 29.5 24.7 29.3 31.6 30.3

Gross savings = Nominal USD GDP minus total consumption. Fiscal year, ending 30 June

Source: MENA Central Banks, HSBC estimates and forecasts.
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Total investment

%, y-0-y 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 6.0 8.1 7.9 7.2 10.5 14.8 19.1 12.0 8.0 8.0
Bahrain 4.0 17.9 6.9 31.1 15.2 6.8 -18.1 6.0 -4.0 4.0
Egypt! -6.2 6.3 10.3 13.3 31.8 15.5 9.1 4.2 5.7 -9.9
Jordan 12.7 28.0 11.0 11.0 9.0 7.6 -0.5 5.0 0.0 2.0
Kuwait 17.0 29.3 16.5 21.0 24.4 14.0 2.0 4.0 4.0 6.0
Lebanon 5.4 1.7 6.0 2.8 20.4 18.4 32.8 10.0 0.0 3.0
Morocco 7.7 8.4 7.4 9.7 14.3 11.5 2.5 35 1.0 4.0
Oman 32.7 41.9 8.5 10.8 12.0 19.0 2.5 7.0 35 5.0
Pakistan' 6.1 13.5 19.9 13.6 3.8 -8.4 2.0 3.0 3.0 7.0
Qatar 81.1 3.6 50.8 19.0 14.0 17.0 10.0 14.0 12.0 14.0
Saudi Arabia* 15.6 5.6 25.1 19.1 26.7 17.8 -0.1 11.0 14.0 17.0
UAE* 171 111 15.7 28.9 105.2 20.8 -15.0 3.8 55 8.2
*Nominal data. 'Fiscal year, ending 30 June
Source: MENA Central Banks, HSBC estimates and forecasts
FDI: oil vs. non-oil producers (USDbn) Real investment growth (%, y-o-y, 2010)
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Source: MENA Central Banks, HSBC estimates and forecasts Source: MENA Central Banks, HSBC estimates
FDI
USDm 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 634 882 1,081 1,795 1,662 2,646 2,847 3,500 2,500 4,000
Bahrain 517 864 1,049 2,915 1,756 1,794 257 1,205 100 400
Egypt! 701 407 3,902 6,111 11,053 13,237 8,113 6,758 2,000 1,500
Jordan 547 937 1,984 3,544 2,622 2,829 2,385 2,000 1,000 1,300
Kuwait -68 24 234 122 116 -51 145 ,200 100 100
Lebanon 2,860 2,484 3,321 3,132 3,376 4,333 4,804 3,200 1,700 1,900
Morocco 2,314 895 1,653 2,450 2,803 2,487 1,331 2,500 1,500 2,250
Oman 26 111 1,538 1,597 3,332 2,359 2,211 2,000 1,500 2,000
Pakistan’ 951 1,525 3,521 5,140 5,410 3,720 1,500 2,000 2,000 2,000
Qatar 625 1,199 2,500 3,500 4,700 4,107 8,722 5,000 4,000 5,000
Saudi Arabia 778 1,942 12,097 17,140 22,821 38,151 35,514 3,500 4,250 5,500
UAE 4,256 10,004 10,900 12,806 14,187 13,700 4,005 3,951 3,000 4,250
Non-oil producers 7,373 6,247 14,382 20,377 25,265 26,606 18,134 16,458 8,200 8,950
GCC 6,134 14,144 28,318 38,080 46,911 60,060 50,854 15,856 12,950 17,250
MENA 14,141 21,274 43,781 60,253 73,838 89,312 71,834 35,814 23,650 30,200

Source: MENA Central Banks, UNCTAD, HSBC estimates and forecasts. 'Fiscal year, ending 30 June
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Real private sector credit

%, y-0-y 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 10.0 22.2 28.0 15.3 15.6 18.9 -4.0 7.2 13.6 16.0
Bahrain 6.1 19.8 17.2 16.6 32.4 37.8 -3.6 -4.0 -1.0 -15
Egypt! -11.9 -24.2 0.5 9.1 41 -25.2 -3.5 -5.9 -12.2 -8.7
Jordan -0.9 15.2 19.6 22.6 8.6 2.4 2.6 2.4 3.8 6.0
Kuwait 22.8 27.0 16.6 23.4 30.2 15.5 -3.3 -3.2 2.7 35
Lebanon 2.4 35 -6.6 0.3 6.6 13.1 1.7 18.3 6.0 8.3
Morocco 36.7 15.0 10.2 12.5 34.5 24.6 2.7 12.5 53 6.1
Oman 1.2 4.0 9.8 14.6 28.2 32.7 4.0 2.0 4.3 5.0
Pakistan' 129.2 5.9 17.4 8.6 -5.0 -31.4 -17.6 -10.5 7.2 2.3
Qatar 19.0 19.0 50.6 38.3 37.1 31.9 16.4 5.6 1.3 13.0
Saudi Arabia 11.3 36.6 38.2 7.9 13.9 18.9 -4.9 -0.5 5.9 7.8
UAE 11.5 17.0 31.3 22.4 19.6 42.0 -0.4 2.3 3.0 4.8
Non-oil producers 49.8 0.7 9.3 9.6 6.5 -13.7 -5.6 2.4 5.5 2.0
GCC 12.5 27.9 32.8 16.3 20.6 26.3 -0.6 -0.4 5.2 6.8
MENA 24.8 18.1 25.5 14.3 16.0 14.1 2.2 0.3 2.6 5.0
*Adjusted for the rate of inflation. 'Fiscal year, ending 30 June
Source: MENA Central Banks, HSBC estimates and forecasts
Private sector credit (% GDP, 2010) Real private sector credit growth (% y-o-y, 2010)
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Private sector credit
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 11.2 11.0 11.9 12.4 13.0 12.7 16.2 15.1 14.6 16.8
Bahrain 44.9 47.9 47.8 48.2 56.5 68.1 76.3 66.1 62.7 62.9
Egypt! 64.6 57.8 53.7 51.9 48.1 36.7 33.8 30.3 28.3 28.0
Jordan 72.8 76.5 86.8 88.0 89.7 81.0 74.8 73.2 71.2 70.0
Kuwait 59.0 56.3 50.1 50.7 61.8 59.2 79.7 65.9 53.2 51.9
Lebanon 76.5 74.2 66.6 68.3 70.9 70.0 69.5 771 76.2 77.4
Morocco 57.1 57.7 62.0 65.0 71.6 84.5 84.4 88.6 91.0 93.7
Oman 36.9 34.4 30.9 30.8 36.8 37.0 40.4 36.2 34.6 35.9
Pakistan’ 23.4 23.9 25.9 26.7 23.8 22.7 19.6 15.9 15.9 16.5
Qatar 27.3 25.8 31.5 35.4 42.6 39.8 49.6 40.8 43.3 44.0
Saudi Arabia 21.5 32.3 35.6 34.6 38.6 39.0 50.3 441 40.4 4.7
UAE 50.6 52.2 55.8 58.5 64.9 78.1 85.5 80.0 74.5 76.8
Non-oil producers 49.5 47.0 46.6 47.2 47.3 45.7 43.0 40.1 39.6 40.4
GCC 37.1 39.6 4.7 42.6 48.9 51.5 62.8 54.8 50.2 52.5
MENA 38.9 39.2 40.3 4.1 44.9 46.7 51.8 46.2 43.7 45.4

Source: MENA Central Banks, HSBC estimates and forecasts. 'Fiscal year, ending 30 June.
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Population & GDP/Capita

Population
Millions 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 31.8 32.4 32.9 33.8 34.4 34.5 35.0 35.5 36.0 36.6
Bahrain 0.8 0.8 0.9 1.0 1.0 1.1 1.2 1.2 1.2 1.3
Egypt! 69.2 70.5 71.9 73.6 71.5 79.1 83.5 84.5 85.6 86.8
Jordan 5.3 5.4 5.6 5.8 5.9 6.1 6.3 6.5 6.6 6.7
Kuwait 2.5 2.8 3.0 3.2 3.4 3.4 35 3.6 3.7 3.7
Lebanon 35 35 3.6 3.6 3.7 3.7 3.7 3.8 3.9 3.9
Morocco 29.8 30.2 30.5 30.9 31.2 31.6 32.0 32.4 32.8 33.2
Oman 2.3 2.4 2.5 2.6 2.7 2.9 2.9 3.0 3.0 3.1
Pakistan’ 148 152 156 159 163 166 170 173 177 181
Qatar 0.7 0.7 0.9 1.0 1.2 1.4 1.6 1.7 1.8 1.9
Saudi Arabia 23.3 24.0 24.6 25.2 25.9 26.6 27.3 28.0 28.7 29.4
UAE 4.0 4.3 4.7 5.0 5.4 5.8 5.7 5.8 6.1 6.4
Non-oil producers 256 262 267 273 281 287 295 301 306 312
GCC 33.7 35.0 36.5 38.0 39.7 41.2 421 43.2 44.4 45.7
MENA 322 329 337 345 355 362 372 379 387 394
Source: MENA Central Banks, IMF, HSBC estimates and forecasts. 'Fiscal year, ending 30 June
Population (millions, 2010) GDP per capita (USD '000, 2010)
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Source: MENA Central Banks, IMF Source: MENA Central Banks, IMF, HSBC estimates
GDP per capita
usb 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 2,131 2,637 3,136 3,468 3,928 4,974 3,942 4,573 5,491 5,636
Bahrain 12,750 13,639 15,143 16,505 17,774 19,803 16,648 18,101 18,348 18,381
Egypt' 1,178 1,117 1,239 1,460 1,683 2,056 2,249 2,596 2,737 2,729
Jordan 1,377 1,498 1,602 1,929 2,120 2,623 2,842 3,051 3,341 3,684
Kuwait 18,793 21,586 27,004 31,908 33,737 43,355 31,165 37,250 48,448 52,796
Lebanon 5,658 6,064 6,068 6,209 6,859 8,154 9,337 10,186 11,060 11,916
Morocco 1,671 1,889 1,952 2,128 2,406 2,812 2,900 3,130 3,260 3,450
Oman 9,305 10,253 12,258 14,209 15,282 20,997 20,004 23,229 25,723 26,763
Pakistan’ 607 669 763 851 974 921 969 1,215 1,277 1,351
Qatar 32,966 42,652 46,862 54,432 58,499 76,433 59,997 75,668 78,043 85,505
Saudi Arabia 9,197 10,453 12,843 14,132 14,863 18,338 13,791 16,090 19,174 19,491
UAE 21,678 24,359 29,584 34,771 38,260 44,074 40,782 42,449 45,587 45,448
Non-oil producers 986 1,038 1,132 1,271 1,447 1,595 1,710 1,989 2,094 2,171
GCC 12,008 13,790 17,000 19,523 21,100 26,292 21,162 24,263 27,975 29,022
MENA 2,255 2,552 3,049 3,500 3,885 4,727 4,121 4,766 5,383 5,603

Source: MENA Central Banks, IMF, HSBC estimates and forecasts. 'Fiscal year, ending 30 June
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CPl inflation
%, y-0-y 2003 2004 2005 2006 2007 2008 2009 2010 2011f 2012f
Algeria 1.4 2.3 3.7 4.9 5.7 6.0 2.7 4.0 4.0
Bahrain 2.0 3.3 2.5 2.1 41 5.1 1.6 1.0 1.0 35
Egypt'2 4.0 106 4.7 7.3 8.5 20.2 10.0 107 119 8.6
Jordan 35 2.4 55 3.4 71 13.1 -0.5 6.1 4.2 4.0
Kuwait 2.5 -8.4 4.4 3.7 7.5 9.0 2.1 4.0 4.3 4.9
Lebanon 2.0 1.7 2.6 5.6 9.3 55 3.4 4.5 3.0 2.8
Morocco 1.8 0.5 2.1 33 2.0 42 1.5 22 3.0 4.0
Oman -0.1 2.0 1.9 4.3 8.3 11.8 0.9 4.2 3.7 5.0
Pakistan’ 3.4 9.0 8.5 8.9 8.8 23.3 10.5 14.3 14.8 14.8
Qatar 3.2 8.5 12.6 12.0 13.7 13.2 -5.6 2.0 3.7 5.0
Saudi Arabia 0.0 0.4 0.8 2.0 6.7 9.0 4.3 5.4 6.1 7.2
UAE 3.1 7.0 9.0 10.5 111 6.5 -0.4 1.8 2.0 3.2
Non-oil producers 3.2 6.8 5.2 6.9 7.4 16.8 7.6 9.9 10.5 9.4
GCC 1.2 1.4 4.0 5.1 8.5 8.9 1.4 3.8 4.4 5.5
MENA 1.8 3.2 4.2 5.5 7.8 11.3 3.7 5.6 6.4 6.5
Source: MENA Central Banks, MENA departments of statistics, HSBC estimates and forecasts. 'Fiscal year, ending 30 June. 2Headline Inflation
Inflation in the GCC (%, y-0-y)... ... and in the greater MENA region (%, y-0-y)
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Fiscal performance

Budget balance
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 13.6 14.1 13.7 13.9 6.2 9.5 5.7 -1.1 -3.7 -6.4
Bahrain 1.8 5.2 7.6 4.7 3.1 6.6 -6.2 -1.3 0.7 -1.8
Egypt! -10.4 -9.5 -9.6 -8.2 -7.3 -6.8 6.9 -8.0 -8.9 -9.9
Jordan 2.7 2.7 5.3 -4.0 -4.9 2.1 -8.4 5.3 -6.4 -6.6
Kuwait 21.2 18.1 24.8 52.0 33.6 38.4 111 20.4 34.9 31.3
Lebanon -13.2 9.4 -8.6 -13.5 -10.2 9.7 -8.5 7.5 -8.2 -8.0
Morocco 2.9 -3.0 -3.9 -15 0.7 0.4 -1.1 -3.8 -5.5 -5.0
Oman 4.8 3.8 12.0 9.5 6.1 8.7 2.0 2.3 8.2 4.9
Pakistan’ 2.5 -3.0 -4.2 -5.9 -7.9 5.1 -6.5 -6.0 5.4 -4.6
Qatar 6.4 16.4 19.2 7.2 7.3 8.7 1.7 11.6 10.3 12.3
Saudi Arabia 4.5 11.4 18.4 21.0 12.2 31.8 6.1 6.4 9.4 4.5
UAE 3.6 10.0 20.8 26.6 21.6 21.1 -12.4 2.7 9.9 9.7
Non-oil producers -5.6 5.4 -6.4 -6.3 -6.0 -4.9 -6.0 -6.4 -6.8 -6.7
GCC 3.9 9.0 15.1 19.1 11.8 20.2 -1.7 2.6 5.9 5.7
MENA 1.5 4.9 8.6 11.3 6.0 12.4 -3.5 0.7 1.0 0.8
Source: MENA Ministries of Finance, HSBC estimates and forecasts. 'Fiscal year, ending 30 June

Budget balance (% GDP) Public debt (% GDP, domestic vs. external in 2010)
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Source: MENA Ministries of Finance, HSBC estimates and forecasts Source: Ministries of Finance, IIF, HSBC estimates. * Algeria breakdown unknown.
Total government debt
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 0.0 0.0 0.2 0.1 -0.6 -0.2 0.1 0.1 0.1 0.2
Bahrain 37.4 34.8 33.8 33.0 32.0 33.4 47.4 44.2 43.7 45.5
Egypt! 83.6 84.4 85.6 80.3 79.1 66.8 67.7 67.0 67.9 74.2
Jordan 98.9 92.0 82.9 72.7 70.2 58.0 61.2 62.5 64.9 66.7
Kuwait 20.2 16.2 14.6 12.4 16.2 14.3 18.6 13.8 1.7 10.9
Lebanon 168.5 158.8 177.2 179.9 167.8 156.4 146.4 139.7 134.9 131.4
Morocco 60.8 58.2 62.1 57.3 53.6 47.3 46.2 50.0 49.6 48.5
Oman 15.6 13.8 8.6 8.0 6.2 4.2 4.5 3.6 3.3 3.1
Pakistan’ 67.9 61.9 56.4 54.4 50.2 55.3 57.6 50.2 53.0 55.3
Qatar 42.6 27.8 19.3 13.3 9.3 14.0 14.5 111 10.2 9.3
Saudi Arabia 92.7 741 46.7 36.8 34.3 26.3 32.9 28.3 23.1 221
UAE 15.3 17.5 19.0 14.9 16.5 17.0 24.8 27.0 26.4 26.2
Non-oil producers 80.7 76.6 75.9 7.9 68.2 64.6 65.6 62.7 63.9 66.6
GCC 59.0 47.6 323 25.0 23.9 20.1 25.5 22.8 19.9 19.0
MENA 61.0 52.1 41.9 36.1 34.5 30.0 36.4 33.9 31.6 31.8

Source: MENA Ministries of Finance, IIF, HSBC estimates and forecasts. 'Fiscal year, ending 30 June
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Oil production

('000 bpd) 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 1,852 1,946 2,015 2,003 2,016 1,993 1,818 1,809 1,899 1,994
Bahrain 253 151 187 183 184 183 182 184 185 185
Egypt 750 730 697 690 650 640 650 660 650 650
Iraq 1,331 1,991 1,814 1,898 2,086 2,381 2,444 2,620 2,735 2,800
Jordan 0 0 0 0 0 0 0 0 0 0
Kuwait 2,171 2,350 2,420 2,506 2,528 2,600 2,350 2,375 2,500 2,550
Lebanon 0 0 0 0 0 0 0 0 0 0
Morocco 4 3 4 4 4 4 4 4 4 4
Oman 819 780 774 738 710 757 812 860 890 900
Pakistan 64 67 68 68 68 62 58 57 56 55
Qatar 710 770 770 820 800 850 800 800 800 800
Saudi Arabia 8,762 9,040 9,487 9,234 8,725 9,197 8,171 8,300 8,800 8,700
UAE 2,290 2,353 2,460 2,620 2,600 2,650 2,350 2,350 2,450 2,550
GCC 15,005 15,445 16,097 16,102 15,547 16,237 14,665 14,869 15,625 15,685
North Africa 4,199 4,334 4,610 4,837 4,904 4,878 4,705 4,705 4,705 4,705
MENA 27,100 28,985 30,161 30,024 29,460 30,719 29,101 29,101 29,101 29,101
Source: EIA, MENA Ministries of Finance, Ministries of Economy, HSBC estimates and forecasts
Proven oil reserves (2010) Production, % of global oil supply (2010)
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Source: EIA, MENA Ministries of Finance, Ministries of Economy Source: EIA, MENA Ministries of Finance, Ministries of Economy
Oil export revenue
USDbn 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 11.3 17.4 25.6 30.0 33.9 40.6 32.7 42.2 56.2 58.1
Bahrain 4.7 5.6 7.8 9.2 10.8 13.3 8.2 11.9 15.6 16.2
Egypt 3.2 3.9 5.3 10.2 10.1 14.5 11.0 10.3 11.9 11.9
Iraq n/a n/a 17.3 29.2 37.1 61.3 39.8 43.9 52.7 60.6
Jordan 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Kuwait 19.0 26.7 42.4 53.2 59.1 82.8 46.6 61.4 83.2 87.6
Lebanon 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Morocco 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Oman 7.8 9.1 13.2 14.4 14.4 21.9 15.2 19.7 26.2 26.6
Pakistan 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Qatar 7.5 9.7 141 17.8 21.1 29.4 18.4 22.7 26.3 28.9
Saudi Arabia 70.6 92.9 136.1 160.4 168.4 246.9 126.2 170.4 234.0 228.3
UAE 20.6 28.6 42.8 55.6 61.0 85.5 4.7 55.3 71.0 74.6
USD per barrel (Brent) 28.8 38.5 54.7 66.0 73.0 100.0 60.0 78.0 100.0 100.0

Note: Qil revenue = revenues from oil export
Source: EIA, MENA Ministries of Finance, HSBC estimates and forecasts
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Current account balance

% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 14.3 14.1 21.7 25.0 23.0 20.5 1.0 8.0 7.8 6.8
Bahrain 2.1 2.8 10.9 13.8 15.7 9.5 6.5 7.4 7.6 45
Egypt! 24 4.3 33 1.6 1.7 0.5 2.4 2.0 2.2 -3.6
Jordan 11.8 0.3 -18.0 -11.0 -16.2 9.0 -4.5 -3.9 6.2 6.5
Kuwait 19.7 30.6 375 44.6 35.3 37.4 26.0 32.0 35.1 33.0
Lebanon -27.6 -23.4 -15.8 6.7 5.2 -14.3 -22.7 211 214 -18.2
Morocco 3.2 1.7 1.8 2.2 -0.1 5.2 -5.0 -6.0 -6.0 5.2
Oman 4.0 3.8 16.8 15.4 10.0 8.5 -0.6 11.3 15.1 11.4
Pakistan’ 2.0 -1.5 4.2 5.1 -8.8 6.1 2.1 1.4 2.2 3.1
Qatar 22.2 21.9 33.2 26.9 25.7 12.8 6.8 16.4 23.0 25.8
Saudi Arabia 5.5 15.4 28.8 21.7 24.2 271 6.1 15.5 23.0 16.9
UAE 8.6 10.0 17.6 20.6 9.5 8.8 3.6 5.8 12.2 8.6
Non-oil producers 0.5 -1.0 2.7 2.4 -4.7 -4.6 -5.2 -3.5 -3.3 -3.2
GCC 8.7 15.6 26.8 27.4 21.4 21.4 7.5 15.0 215 18.0
MENA 6.3 10.2 17.7 18.7 14.1 14.5 3.0 8.5 12.7 10.6

Source: MENA Ministries of Finance/ Ministries of Economy, HSBC estimates and forecasts. 'Fiscal year, ending 30 June

Trade and current account balances, % GDP, in 2010

Real export growth (%, y-0-y)
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Trade balance
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 15.3 15.9 24.7 27.9 24.2 22.3 41 5.3 11.9 10.8
Bahrain 14.4 12.3 18.0 275 14.7 14.0 11.8 14.6 171 14.8
Egypt! -8.1 -9.9 -11.6 -11.2 -12.5 -14.4 -13.4 -11.5 -11.0 -11.8
Jordan -19.6 -29.6 -39.8 -32.3 -36.3 -31.6 -25.0 -22.9 -24.0 -23.8
Kuwait 24.9 31.0 31.7 39.6 36.4 39.8 30.2 35.9 38.7 36.8
Lebanon -25.3 -31.6 -30.4 -27.4 -31.4 -37.3 -36.5 -35.8 -36.1 -35.5
Morocco -8.7 -11.4 -13.8 -14.8 -18.7 -21.9 -18.1 -20.0 -20.6 -19.7
Oman 25.6 221 34.7 31.9 24.7 28.2 20.0 21.7 33.0 28.3
Pakistan' -1.4 4.4 7.1 7.2 -9.5 -8.3 -6.9 -3.4 2.3 -1.2
Qatar 36.1 40.0 40.2 35.7 31.5 38.0 24.9 35.6 40.7 411
Saudi Arabia 13.0 20.7 33.1 31.4 27.0 30.0 11.0 18.8 26.6 20.4
UAE 24.3 26.2 31.0 32.8 22.5 24.7 18.4 21.9 27.6 26.1
Non-oil producers 71 -10.7 -12.8 -12.3 -14.7 -16.2 -14.3 -12.2 -11.8 -11.5
GCC 18.9 24.3 33.4 33.1 27.2 30.5 17.4 24.3 30.4 27.0
MENA 9.3 12.1 19.0 19.6 14.6 17.2 5.8 10.5 15.6 13.7

Source: MENA Ministries of Finance/ Ministries of Economy, HSBC estimates and forecasts. 'Fiscal year, ending 30 June

29



Macro
MENA Economics
Third Quarter 2011

External debt

HSBC <»

External debt

USDbn 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 23.5 22.2 16.9 6.5 4.8 5.2 5.7 6.2 6.9 7.7
Bahrain 4.7 6.3 71 8.0 9.2 10.4 10.5 10.5 10.8 1.2
Egypt! 29.4 29.9 28.9 29.6 29.9 33.9 31.5 33.7 35.1 38.6
Jordan 12.7 13.0 12.9 14.0 14.9 13.8 14.3 15.5 16.4 18.0
Kuwait 15.2 15.5 20.2 30.8 57.5 61.1 57.5 59.8 62.8 65.9
Lebanon 23.4 28.5 29.0 30.8 31.8 33.8 35.7 37.9 39.5 42.0
Morocco 18.2 16.9 16.2 17.3 18.6 20.2 20.2 20.6 21.3 21.8
Oman 5.2 6.2 7.3 8.8 1.2 12.3 11.6 12.1 12.3 12.3
Pakistan’ 33.4 33.3 34.0 37.2 40.3 46.2 52.3 55.9 63.5 71.6
Qatar 13.7 15.0 19.0 26.3 41.9 57.1 70.8 75.8 81.8 84.6
Saudi Arabia 39.0 38.2 45.2 55.1 89.4 96.7 92.8 92.1 94.6 99.0
UAE 27.4 40.2 58.1 93.1 149.0 159.5 164.4 162.9 175.0 190.0
Non-oil producers 117.0 1215 121.0 128.9 135.6 147.9 154.1 163.6 175.8 192.0
GCC 105.2 121.4 156.9 222.1 358.2 397.0 407.6 413.2 437.3 463.1
MENA 245.8 265.0 294.9 357.5 498.6 550.0 567.3 583.0 620.0 662.8
Note: External debt is total government plus non government external debt. 'Fiscal year, ending 30 June
Source: MENA Central Banks, IMF IFS, IIF, HSBC estimates and forecasts
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Source: MENA Central Banks, IMF IFS, IIF, HSBC estimates and forecasts Source: : MENA Central Banks, IMF IFS, IIF, HSBC estimates and forecasts
External debt
% GDP 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 34.7 26.0 16.4 55 3.6 3.0 4.1 3.8 35 3.7
Bahrain 48.1 56.0 52.7 50.6 49.6 47.5 54.8 49.2 47.7 48.7
Egypt! 36.0 37.9 32.5 27.5 22.9 20.8 16.8 15.4 15.0 16.3
Jordan 132.1 127.7 113.1 1111 95.5 78.0 62.9 61.5 58.8 58.2
Kuwait 31.8 26.0 25.0 30.4 50.2 41.0 52.6 44.9 35.5 33.5
Lebanon 118.3 132.5 133.5 137.4 127.1 112.3 102.2 98.0 92.7 90.1
Morocco 36.5 29.6 27.2 26.3 24.7 22.7 21.8 20.4 20.0 19.1
Oman 24.0 25.0 23.8 24.0 26.7 20.3 20.0 17.6 15.9 15.0
Pakistan’ 36.5 32.3 28.5 27.4 25.5 30.2 31.8 26.5 28.0 29.2
Qatar 58.2 47.3 44.7 46.3 58.8 51.6 72.0 58.9 58.7 52.3
Saudi Arabia 18.2 15.3 14.3 15.5 23.2 19.8 24.7 20.5 17.2 17.3
UAE 31.3 38.2 421 53.1 72.2 62.7 71.3 66.4 63.3 65.6
Non-oil producers 33.5 45.3 40.5 38.1 33.9 33.2 30.8 21.7 21.7 28.7
GCC 26.0 25.1 25.3 29.9 42.8 36.6 45.7 39.5 35.2 34.9
MENA 34.0 31.8 28.9 29.9 36.3 323 37.1 324 29.9 30.1

Source: MENA Central Banks, IMF IFS, IIF, HSBC estimates and forecasts. 'Fiscal year, ending 30 June
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Central bank reserves (excluding sovereign wealth funds)

USDbn 2003 2004 2005 2006 2007 2008 2009 2010 2011f 2012f
Algeria 33.1 43.2 56.3 77.9 110.3 143.2 149.0 162.6 165.0 170.0
Bahrain* 1.8 1.9 1.9 2.7 41 3.8 35 4.9 4.8 5.0
Egypt! 148 14.8 19.2 22.9 31.0 34.6 31.3 35.3 26.2 23.0
Jordan 5.2 5.3 5.3 6.7 7.5 8.6 1.7 13.0 12.0 13.2
Kuwait 7.6 7.3 8.4 12.2 16.3 16.6 17.6 18.6 25.6 28.6
Lebanon 12.5 11.7 11.9 13.4 12.9 20.2 29.1 28.6 30.0 32.0
Morocco 13.6 16.1 16.0 20.2 24.0 22.0 21.9 21.8 23.6 25.9
Oman 3.6 3.6 4.4 5.0 9.5 11.6 12.3 13.2 11.6 12.0
Pakistan' 10.6 9.8 10.8 13.3 8.6 9.7 12.6 14.0 15.4 16.2
Qatar 2.9 3.4 4.5 5.3 9.4 9.6 18.4 30.5 34.0 37.5
Saudi Arabia 22.9 27.3 155.0 226.0 305.5 442.2 409.7 4447 470.2 498.8
UAE 14.7 18.2 20.9 27.5 77.2 31.6 35.1 36.8 40.5 45.4
Non-oil producers 56.7 57.7 63.1 76.5 84.0 95.1 106.6 112.7 107.3 110.3
GCC 53.5 61.8 195.0 278.8 421.9 515.4 496.6 548.7 586.7 627.3
MENA 143.3 162.7 314.5 433.2 616.2 753.7 752.2 824.1 859.0 907.5
*Foreign Exchange Reserves. 'Fiscal year, ending 30 June
Source: MENA Central Banks, IMF IFS, HSBC forecasts
Central bank reserves including estimated sovereign wealth funds Central bank reserves including estimated sovereign wealth funds in
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Source: MENA Central Banks, IMF IFS, Monitor Group, HSBC estimates Source: MENA Central Banks, IMF IFS, Monitor Group, HSBC estimates
Central bank reserves
% GDP 2003 2004 2005 2006 2007 2008 2009 2010 2011f 2012f
Algeria 48.8 50.7 54.6 66.5 81.6 83.6 108.1 100.2 83.4 82.5
Bahrain 18.2 17.3 13.9 17.0 22.2 17.3 18.4 22.7 21.2 21.8
Egypt' 18.1 18.8 215 21.3 23.8 21.3 16.7 16.1 11.2 9.7
Jordan 50.9 46.1 4.7 43.0 42.5 37.7 46.4 46.8 38.8 38.1
Kuwait 15.8 12.4 10.4 12.0 14.2 11.1 16.1 13.9 14.5 14.5
Lebanon 63.2 54.7 54.8 59.6 51.5 67.3 83.3 73.9 70.4 68.7
Morocco 27.4 28.3 26.9 30.7 31.9 24.7 23.7 215 22.2 22.7
Oman 16.5 14.5 14.2 13.7 22.7 19.2 21.3 19.2 14.9 14.6
Pakistan’ 11.6 9.5 9.0 9.8 5.4 6.3 7.6 6.6 6.8 6.6
Qatar 12.5 10.7 10.7 9.4 13.2 8.7 18.7 23.8 24.5 23.2
Saudi Arabia 10.7 10.9 49.1 63.4 79.3 90.7 108.9 98.8 85.6 87.2
UAE 16.8 17.3 15.1 15.7 37.4 12.4 15.2 15.0 14.6 15.7
Non-oil producers 18.3 21.3 20.9 221 20.7 20.8 21.1 18.9 16.7 16.3
GCC 13.2 12.8 314 37.5 50.4 47.6 55.7 52.4 47.2 47.3
MENA 19.8 19.4 30.6 35.9 44.7 44.0 49.0 45.6 41.3 411

Source: MENA Central Banks, IMF [FS, HSBC forecasts. 'Fiscal year, ending 30 June
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Exchange rates & interest rates

Exchange rates

(local curr vs.USD, period end) 2003 2004 2005 2006 2007 2008 2009 2010 2011f 2012f
Algeria 72.6 72.6 73.4 71.2 66.8 71.2 72.7 74.9 72.8 72.8
Bahrain 0.376 0.376 0.376 0.376 0.376 0.376 0.376 0.376 0.376 0.376
Egypt! 6.08 6.19 5.79 5.76 5.69 5.33 5.59 5.70 6.00 6.25
Jordan 0.709 0.709 0.709 0.709 0.709 0.709 0.709 0.709 0.709 0.709
Kuwait 0.295 0.295 0.292 0.289 0.273 0.276 0.287 0.281 0.275 0.275
Lebanon 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5
Morocco 8.75 8.22 9.25 8.46 7.7 8.10 7.86 8.33 8.03 8.08
Oman 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385
Pakistan’ 58.1 59.6 60.2 60.5 68.0 81.4 85.5 88.0 90.0 92.0
Qatar 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64
Saudi Arabia 3.750 3.750 3.745 3.745 3.745 3.745 3.745 3.745 3.745 3.745
UAE 3.673 3.673 3.673 3.673 3.673 3.673 3.673 3.673 3.673 3.673
Source: Thomson Reuters Datastream, MENA Central Banks, HSBC forecasts. 'Fiscal year, ending 30 June
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Source: MENA Central Banks Source: MENA Central Banks
Policy rate
% pa, period end 2003 2004 2005 2006 2007 2008 2009 2010e 2011f 2012f
Algeria 4.50 4.00 4.00 4.00 4.00 4.00 4.00 4.00 4.00 4.00
Bahrain 4.00 0.75 0.50 0.50 0.50 0.75
Egypt! 10.00 10.00 10.00 9.00 9.00 11.50 8.50 8.50 8.50 8.50
Jordan 2.50 3.75 6.50 7.50 7.00 6.25 4.75 4.25 4.50 4.50
Kuwait 3.30 4.75 6.00 6.25 6.25 3.75 3.00 2.50 2.50 2.75
Lebanon 20.00 20.00 12.00 12.00 12.00 12.00 10.00 10.00 10.00 10.00
Morocco 3.25 3.25 3.25 3.25 3.25 3.32 3.31 3.25 3.25 3.25
Oman 1.43 1.61 4.15 6.34 6.02 1.97 2.00 2.00 2.00 2.25
Pakistan’ 7.50 9.00 9.50 10.00 15.00 12.50 14.00 14.00 14.50 14.50
Qatar 1.15 2.40 4.40 5.15 4.00 2.00 1.50 1.50 1.00 1.25
Saudi Arabia 1.75 2.50 4.75 5.20 5.50 2.50 2.00 2.00 2.00 2.25
UAE 1.25 2.95 4.70 4.75 4.25 1.50 1.00 1.00 1.00 1.25

Source: MENA Central banks, HSBC forecasts. 'Fiscal year, ending 30 June
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Algeria

Port in a storm

Despite being among the first MENA states to
experience unrest in Q1 2011, Algeria now looks
considerably more stable than its North African
neighbours. True, its 36m-strong population
shares many of the grievances that inspired
protests in Tunisia, Egypt, Morocco and Libya —
unemployment, rising food prices and a
disconnect between a young population and an

ageing leadership.

But the experience of the decennie noire [black
decade] of the civil war (1992 to the early 2000s)
seems to have been a sufficient disincentive to
keep Algerians off the streets for the most part.
Although the food riots of January were large in
scale and violent, they dissipated swiftly
following the announcement of new government
measures to bring prices down, and the
subsequent pro-democracy demonstrations failed
to attract large numbers. The last reported protest

was in April.

The government’s policy response to the food
riots in January was to reduce taxes on a number
of products, increase wages and pledge to create

jobs, all of which should cushion the impact of

higher global commodity costs on consumers. The
government’s USD286bn infrastructure
development programme may also gain

momentum in the light of political tensions.

Indeed, the net impact of regional unrest should be
broadly positive. Higher oil prices and production
are one consequence: energy revenues were up 29%
y-o-y to USD18bn in Q1 2011, and the Banque
d’Algerie added USD3bn to its reserves in March
alone: the cushion now amounts to USD169bn, or

three years of import cover.

Despite systemic stability, high oil and gas
revenues and relative political calm, significant
impediments to business remain. The ban on
consumer credit is still in place, for example, and
there is a stated preference for Algerian
companies over foreign ones in tenders for the
government infrastructure programme.
Unpredictable policymaking continues to serve as
a deterrent to potential investors. A faster pace of
reform would allow Algeria to capitalise on its

relative stability.

HSBC <»

Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 5.1 2.8 38 36 2.7 4.8 4.4 4.2
Current account (% GDP) 21.7 25.0 23.0 20.5 1.0 8.0 7.8 6.8
Budget balance (% GDP) 13.7 13.9 6.2 9.5 5.7 1.1 3.7 6.4
Trade balance (% GDP) 24.7 27.9 24.2 22.3 41 5.3 11.9 10.8
CPI (% end year) 2.3 3.7 4.9 5.7 6.0 2.7 4.0 4.0
Public debt (% GDP) 0.2 0.1 0.6 0.2 0.1 0.1 0.1 0.2
External debt (% GDP) 16.4 5.5 3.6 3.0 4.1 3.8 35 37
Policy rate (% end year) 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
USD/DZD (end year) 73.4 71.2 66.8 71.2 72.7 74.9 72.8 72.8
EUR/DZD (end year) 86.1 92.5 96.1 97.1 100.8 98.3 102.0 102.0

Source: Algeria Central Bank, Ministry of Finance, IMF IFS, Office of National Statistics, HSBC estimates and forecasts
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Bahrain

Troubled

The political issues that came to the fore in
widespread violent unrest in February and March
do not appear to have been resolved. King Hamad
has called for national dialogue, but the opposition
is approaching the talks with caution. Protesters
returned to the streets in early June following the
lifting of martial law, and again when long
sentences were handed out to members of the
opposition, suggesting that the unrest story has not
yet fully played out. The downturn in economic
fortunes that has come with the upsurge in unrest

may also have exacerbated social pressures.

Our sense that tensions are still high is also reflected
in the markets. CDS spreads remain above pre-
unrest levels, elevated in part by a Moody’s
sovereign rating downgrade announced in late May.
The cancellation of Manama’s Formula One Grand
Prix — the most high profile of Bahrain’s tourism
events — has added to the impression that all is not
well. Also indicating lower confidence, inflation
went sharply negative in March as rents dropped

14% m-o-m.

The fiscal picture is also of some concern. The 2011

12 budget is expansionary and even with oil prices

running at USD100/bbl we expect the fiscal account
to register a deficit. The shortfall will be modest but
Bahrain does not have the sovereign wealth assets of
its neighbours to fall back on and any marked
downturn in oil prices could quickly pose a

significant funding challenge for the kingdom.

Bahrain’s allies in the GCC agreed to provide
USD10bn in concessional funding to it but details
on disbursement are scant and we expect the
outlays will be insufficient to prevent the
economy contracting this year. There will some
pick-up in the pace of growth in 2012 as the
immediate impact of the H1 2011 events pass.
However, we think this year’s events will weigh
on the island state’s longer-term prospects as well,
making it more costly to draw in foreign direct
investment and more difficult to fulfil its
ambitions to be the region’s commercial and

service sector hub.

HSBC <»

Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 7.9 6.7 8.4 6.3 3.1 4.2 0.7 2.3
Current account (% GDP) 10.9 13.8 15.7 9.5 6.5 7.4 7.6 45
Budget balance (% GDP) 7.6 4.7 3.1 6.6 6.2 1.3 0.7 -1.8
Trade balance (% GDP) 18.0 275 14.7 14.0 11.8 14.6 17.1 14.8
CPI (% end year) 25 2.1 4.1 5.1 1.6 1.0 1.0 35
Public debt (% GDP) 33.8 33.0 32.0 334 47.4 442 43.7 45.5
External debt (% GDP) 52.7 50.6 49.6 47.5 54.8 49.2 47.7 48.7
Policy rate (% end year) NA NA 4.00 0.75 0.50 0.50 0.50 0.75
USD/BHD (end year) 0.376 0.376 0.376 0.376 0.376 0.376 0.376 0.376
EUR/BHD (end year) 0.446 0.496 0.508 0.526 0.538 0.508 0.526 0.526

Source: Bahrain Central Bank, Ministry of Finance, Bahrain Central Informatics Organisation, HSBC estimates and forecasts
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Egypt

Decision time

In the six months since the January revolution
brought a dramatic end to Hosni Mubarak’s 30-
year presidency, there has been some return to
normal. Policymaking has resumed under the
interim government backed by the Supreme
Military Council and led by Essam Sharaf. This
has supported the effective functioning of Egypt’s
financial markets and currency, which has held its
value against the dollar. The decision to jail Mr
Mubarak and senior allies, meanwhile, has eased
concerns that the goals of the revolution would be
unfulfilled. Security has also improved and
together with fewer strikes and promises of up to
USD40bn in external support, there has been

some sense of the country moving on.

Yet we remain a long way from normal.
Inconsistent handling of budget planning and
negotiations with the IMF and World Bank
highlighted the uncertainty that continues to
surround economic policymaking. The new
constitution has yet to be agreed, leaving questions
over the role of Islam, the power of the military and
authority of parliament and the president

unanswered. The Muslim Brotherhood (running as

the Freedom and Justice Party) is likely to win the
largest number of seats in the September
parliamentary election and is expected to influence
the outcome of the December presidential poll, even

if it does not field a candidate.

Anxiety over the influence the Islamists may gain
has led liberals to call on the military to delay the
elections, further confusing the political outlook.
Even if there is no delay, however, economic and
political prospects will remain uncertain until it
becomes clear what agenda the Brotherhood
intends to pursue and how much latitude the

largely secular military are willing to afford it.

The economy continues to struggle, and though
growth is likely to resume in 2011/12, the pace
will be much more muted than in the years
preceding the revolution. This will put
unemployment under continued upward pressure,
compound the strain on public finances and likely

keep interest rates high and credit growth slow.

HSBC <»

Key data and forecasts

2004/5 2005/06 2006/07 2007/08 2008/09 2009/10e 2010/11f 2011/12f
GDP (% y-0-y) 45 6.8 7.1 7.2 4.7 5.1 0.2 2.7
Current account (% GDP) 3.3 1.6 1.7 0.5 24 2.0 2.2 -3.6
Budget balance (% GDP) 9.6 8.2 -7.3 6.8 6.9 -8.0 -8.9 -9.9
Trade balance (% GDP) -11.6 -11.2 -12.5 -14.4 -13.4 -11.5 -11.0 -11.8
Core CPI (% end year) N/A 6.3 6.3 20.7 7.9 6.7 8.9 8.3
Headline CPI (%, end year) 4.7 7.3 8.5 20.2 10.0 10.7 11.9 8.6
Public debt (% GDP) 85.6 80.3 79.1 66.8 67.7 67.0 67.9 74.2
External debt (% GDP) 32,5 27.5 22.9 20.8 16.8 15.4 15.0 16.3
Policy rate (% end year) 10.00 9.00 9.00 11.50 8.50 8.50 8.50 8.50
USD/EGP (end year) 5.79 5.76 5.69 5.33 5.59 5.70 6.00 6.25
EUR/EGP (end year) 7.00 7.36 7.40 8.40 7.85 6.95 7.50 8.75

Source: Egypt Central Bank, Ministry of Finance, CAPMAS, HSBC estimates and forecasts. Egypt fiscal 2011/2012 = Calendar 2012
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Jordan

Stability, at a price

In mid-June King Abdullah II outlined a raft of
constitutional reforms which, if implemented,
would be the most far-reaching reforms of the
monarchy in a generation. The measures include a
new electoral law and the transfer of the power to
name prime ministers and form governments from

the king to parliament.

How much authority will be ceded in practice is
difficult to gauge, and the king’s announcement
that the reforms will take two years to introduce
has raised concerns. However, the measures point
to a growing sensitivity to popular demands for
change following small-scale but sustained
protests in Jordan and much larger-scale unrest
elsewhere. In addition to political measures, the
government has also put forward economic
reforms including restrictions on expatriate
employment and higher subsidy payments to
protect living standards and combat

unemployment in a bid to enhance order.

We expect the government to be successful, but
the economic backdrop will not make it easy.
Inflation stands at 4.3% y-o-y, and there is
evidence that the unrest of Q1 has hit real activity

too, with most of Jordan’s industrial activity
indices showing declines or slowdowns y-o-y.
Further difficulties could arise from the CBJ

decision to raise rates by 25bps in June.

The government hopes Jordan will benefit from
being an alternative destination to Syria and Egypt
in the peak tourist season this year, but figures for
the first quarter suggest that it has instead been hit
by negative sentiment: arrivals were down 10%
y-o-y in March. External balances also appear to
have come under pressure — foreign exchange

reserves were down 8.4% y-t-d in April.

We are also concerned about the fiscal balance.
Despite the government’s efforts to decrease
spending, the balance has been worsening, and the
Saudi decision to grant USD400m in aid to Jordan
is testament to this. The government recently
reiterated its 3.5% growth projection for 2011,
and is still looking for a budget deficit of 5.5% of
GDP. Both of these targets look ambitious to us in

the current climate.
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 8.3 7.9 8.5 7.6 23 2.8 3.1 3.9
Current account (% GDP) -18.0 -11.0 16.2 9.0 -4.5 3.9 6.2 6.5
Budget balance (% GDP) 5.3 -4.0 4.9 2.1 -8.4 5.3 6.4 -6.6
Trade balance (% GDP) -39.8 -32.3 36.3 31.6 -25.0 22.9 -24.0 -23.8
CPI (% end year) 5.5 34 71 13.1 0.5 6.1 4.2 4.0
Public debt (% GDP) 82.9 72.7 70.2 58.0 61.2 62.5 64.9 66.7
External debt (% GDP) 113.1 11.1 95.5 78.0 62.9 61.5 58.8 58.2
Policy rate (% end year) 6.50 7.50 7.00 6.25 4.75 4.25 4.50 4.50
USD/JOD (end year) 0.709 0.709 0.709 0.709 0.709 0.709 0.709 0.709
EUR/JOD (end year) 0.840 0.936 0.957 0.993 1.014 0.957 0.993 0.993

Source: Jordan Central Bank, Ministry of Finance, Jordan Department of Statistics, HSBC estimates and forecasts
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Kuwait

Growth risks not new

Like some other oil rich states, Kuwait has seen
something of an uptick in economic activity in
recent months. Oil output stood at over
2.4MMbbl/d in May 2011, up from 2.30MMbbl/d
at the end of 2010 according to Bloomberg, and
government oil revenues were up 15% y-o-y in
Q1 2011 as prices picked up. Meanwhile, the
measures announced in January — a KWD1,000
grant to each citizen and free food staples for 13
months — appear to have taken effect, with point-

of-sales transactions up 27% y-o-y in March.

some years. In June, for example, MPs filed a ‘no-
cooperation motion’ against the prime minister,
whose deputy had already resigned two weeks
earlier. The turmoil followed four consecutive
Fridays of small-scale rallies calling for the
premier’s dismissal (attended by around 1,000
people according to press reports), and prompted
the Emir to make a rare address to the nation,

cautioning against ‘destructive ideas’.

Although the prime minister survived this
particular campaign, this kind of political risk is

not new. The prime minister has resigned (and

HSBC <»

- . . been re-appointed) six times since coming to
However, there is little evidence of strengthening pp ) &

. . .. ower in 2006, and further parliamentary pressure
private sector business activity. The stock market P P yp

is still down 10% year-to-date, and bank credit to could lead, once again, to early elections. This

the private sector grew by just 0.4% y-o-y in April type of political risk is unlikely to turn violent, let
(against CPI of 5.3% y-o-y). Long-delayed

privatisation plans — for the northern oil fields,

alone bring down the monarchy. However, it does
look likely to continue to constrain Kuwait’s

for example, or Kuwait Airways — show no sign growth potential in the months and years to come.

of revival.

This sluggish performance does not reflect the
political risks that arose in response to events
elsewhere in the Arab world in Q1, in our view.
Rather, it is the slow pace of reform and internal

political disunity that have constrained growth for

Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 10.6 5.2 4.4 4.4 1.2 3.3 4.4 4.2
Current account (% GDP) 37.5 44.6 35.3 37.4 26.0 32.0 35.1 33.0
Budget balance (% GDP) 24.8 52.0 33.6 38.4 1.1 20.4 34.9 31.3
Trade balance (% GDP) 37.7 39.6 36.4 39.8 30.2 35.9 38.7 36.8
CPI (% end year) 4.4 3.7 7.5 9.0 2.1 4.0 4.3 4.9
Public debt (% GDP) 14.6 12.4 16.2 14.3 18.6 13.8 11.7 10.9
External debt (% GDP) 25.0 304 50.2 41.0 52.6 44.9 35.5 33.5
Policy rate (% end year) 6.00 6.25 6.25 3.75 3.00 2.50 2.50 2.75
USD/KWD (end year) 0.292 0.289 0.273 0.276 0.287 0.281 0.275 0.275
EUR/KWD (end year) 0.346 0.382 0.369 0.386 0.410 0.380 0.385 0.385

Source: Kuwait Central Bank, Ministry of Finance, Kuwait Central Statistics Office, HSBC estimates and forecasts
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[.ebanon

New government no panacea

Five months after the collapse of the previous
administration, Lebanon’s Prime Minister
designate Najib Mikati finally announced the
formation of a government in mid-June 2011. The
new cabinet strengthens the March 8 coalition, to
which Hizbullah belongs, and Hizbullah itself
holds two seats. With the previous ruling
coalition, Saad Hariri’s March 14 alliance, not
part of the new administration, the counterbalance
to March 8, comes in the form of ten independents
nominated by the president, Michel Suleiman,
Prime Minister Mikati, and Progressive Socialist
Party leader Walid Jumblatt.

Those hoping that a new government would revive
a faltering economy, as was the case following the
appointment of the cabinet in May 2008, are likely
to be disappointed. The fragile sectarian balance is
still at risk from unrest in Syria and elsewhere,
while a ruling of the UN Special Tribunal for
Lebanon implicating Hizbullah in the assassination
of then prime minister, Rafiq Hariri, in 2005 further

complicates the near-term outlook.

Indeed, we have reduced our growth forecast for
2011 from 3.2% to 2.7%. In addition to cyclical
factors, and the ongoing downturn in the real
estate market, unrest in the region has apparently
already started to hurt tourist flows, with
passenger arrivals at Beirut International Airport
down 5% y-o-y over the first three months of
2011. Exports were down 2.0% y-o-y over the
January-April period, and construction permits
were down 20% at the end of Q1.

Private consumption looks relatively resilient so
far — as point-of-sales and ATM withdrawal data
attest — but it will fall to the new government to be
the primary driver of growth this year. This
growth will come at a price: while expenditure
was up 14% y-o-y, government revenues were
down 13% y-o-y in Q1 2011, driving the budget
deficit wider. We do not expect the new
government to take any of the long-promised
reform steps, such as selling off loss-making
state-owned firms like Electricite de Liban, that

would help to redress the balance.
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 41 0.9 8.1 9.3 8.9 71 2.4 3.2
Current account (% GDP) -15.8 6.7 5.2 -14.3 22.7 211 21.4 -18.2
Budget balance (% GDP) -8.6 -13.5 -10.2 9.7 -8.5 7.5 8.2 -8.0
Trade balance (% GDP) -30.4 274 -31.4 -37.3 -36.5 -35.8 -36.1 -35.5
CPI (% end year) 2.6 5.6 9.3 5.5 34 4.5 3.0 2.8
Public debt (% GDP) 177.2 179.9 167.8 156.4 146.4 139.7 134.9 131.4
External debt (% GDP) 133.5 137.4 127.1 112.3 102.2 98.0 92.7 90.1
Policy rate (% end year) 12.0 12.0 12.0 12.0 10.0 10.0 10.0 10.0
USD/LBP (end year) 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5 1507.5
EUR/LBP (end year) 1786.2 1989.7 2035.1 2110.5 2155.7 2035.1 2110.5 2110.5

Source: Lebanon Central Bank, Ministry of Finance, Lebanon Statistics Department, HSBC estimates and forecasts
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Morocco

Ca change

Although protests in Morocco were continuing in
late June 2011, we do not believe a revolution is in
the making. Instead we see Morocco emerging as
the region’s leading example of demands for
change being addressed through progressive

political reform.

The centre piece of this is a programme of
constitutional amendments that will see the prime
minister become the head of government, with the
power to appoint the cabinet and dissolve
parliament — previously the king’s prerogative.
Legislative power will be held solely by
parliament, although the king will retain power to
appoint military and diplomatic personnel, and, in a
new measure, becomes Morocco’s highest religious

authority too.

The reforms have their limitations and in June
several thousand demonstrators demanded more
substantial changes. However, they were strongly
endorsed in a nationwide referendum on 1 July and
alongside additional fiscal measures — and the
sobering example of the price of events in

neighbouring Tunisia, Libya and Egypt — the

programme of amendments should allow for a new,

more pluralistic political order to steadily emerge.

With Q1 growth and employment numbers not yet
released, it is difficult to gauge how deeply the
economy has been affected by political turmoil.
What indicators we do have are mixed: the
consumer price index dropped sharply in April (-
1.1% m-o-m), and bank credit growth also slowed
to a five-year low of 5% y-o-y in the same month.
In contrast, though, government tax revenues were
up 20% y-o-y in Q1, and even tourist arrivals were
up y-o-y. Although the Q2 numbers may fall
following the Marrakech bombing on 28 April, the
QI figure is positive given the regional political
backdrop at the time.

Despite the positives, we find the government’s 5%
forecast for 2011 somewhat over-ambitious, given a
cautious investment climate and the likely impact of
the Marrakech bombing on tourism. We have
reduced our 2011 GDP forecast to 3.6%. We also

remain concerned about the widening budget deficit.
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 22 7.8 32 6.1 39 2.3 3.6 4.4
Current account (% GDP) 1.8 2.2 0.1 5.2 5.0 6.0 -6.0 5.2
Budget balance (% GDP) -3.9 -1.5 0.7 0.4 -1.1 -3.8 5.5 5.0
Trade balance (% GDP) -13.8 -14.8 -18.7 21.9 -18.1 -20.0 -20.6 -19.7
CPI (% end year) 2.1 3.3 2.0 4.2 1.5 2.2 3.0 4.0
Public debt (% GDP) 62.1 57.3 53.6 47.3 46.2 50.0 49.6 48.5
External debt (% GDP) 27.2 26.3 24.7 22.7 21.8 20.4 20.0 19.1
Policy rate (% end year) 3.25 3.25 3.25 3.32 3.31 3.25 3.25 3.25
USD/MAD (end year) 9.25 8.46 7.71 8.10 7.86 8.33 8.03 8.08
EUR/MAD (end year) 10.91 11.11 11.34 11.20 11.32 11.12 11.24 11.24

Source: Morocco Central Bank, Ministry of Economy and Finance, Haut-Commissariat au Plan, HSBC estimates and forecasts
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Oman

Getting ahead of the curve

Although protests in Oman were neither the
largest nor the most frequent in MENA, its
government has been one of the most responsive.
As well as private sector wage rises for Omani
nationals and USD2.6bn worth of spending
budgeted for ‘satisfying the demands’ of
protesters, there have also been substantial
political reforms. Most significantly, the majlis al-
shura (consultative assembly) has been granted
legislative powers, suggesting some kind of
opening up of the political process to pre-empt

future pressures.

It is employment, however, that is top of the
policy agenda. According to the Ministry of
National Economy, 16,000 new private sector
jobs were created in the first four months of the
year, but this was matched by a 26,000 rise in the
number of employed expatriates, and a 10,000

drop in the number of employed locals.

Reversing this pattern will be key if the
government is to realise its commitment to create
50,000 jobs for Omanis, and press reports suggest

that existing restrictions on the employment of

expatriates are already being enforced more

strictly and that new limits may be imposed.

There is scant economic data to judge the impact
of recent unrest in the region or the sultanate itself
on economic performance. Clearly, confidence in
Oman’s stability has been hit, as evidenced by the
performance of its stock market (which, having
fallen by 11% y-t-d, is the worst performing in the
GCC this year), and an 8% drop in foreign

exch ange reserves.

This decline in confidence will likely keep the
burden of growth and job creation on the public
sector for this year at least. However, the public
sector does appear to be in a position to do this for
now. Government finances will benefit from the
higher oil prices associated with the unrest.
Despite higher spending, we expect the budget to
return to surplus this year (following a 0.2% of
GDP deficit in 2010).
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 6.0 7.2 6.8 7.1 32 42 36 44
Current account (% GDP) 16.8 15.4 10.0 8.5 -0.6 11.3 15.1 11.4
Budget balance (% GDP) 12.0 9.5 6.1 8.7 2.0 2.3 8.2 4.9
Trade balance (% GDP) 34.7 31.9 24.7 28.2 20.0 217 33.0 28.3
CPI (% end year) 1.9 4.3 8.3 1.8 0.9 4.2 37 5.0
Public debt (% GDP) 8.6 8.0 6.2 4.2 4.5 3.6 33 3.1
External debt (% GDP) 23.8 24.0 26.7 20.3 20.0 17.6 15.9 15.0
Policy rate (% end year) 4.15 6.34 6.02 1.97 2.00 2.00 2.00 2.25
USD/OMR (end year) 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385
EUR/OMR (end year) 0.456 0.508 0.562 0.538 0.551 0.515 0.538 0.538

Source: Oman Central Bank, Ministry of Finance, Ministry of National Economy, HSBC estimates and forecasts
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Pakistan

Not enough good news

Although fiscal 2011/12 (commencing July 2011)
should be better than 2010/11, in which
performance was badly impacted by the 2010

floods, the outlook remains muted.

Official forecasts suggest real GDP will run at
4.2% over the coming year (vs our 3.4%) and the
finance ministry hopes to bring down the budget
deficit to 4% of GDP (from 6% in 2010/11,
according to our estimates). The government also
says it will cut subsidy spending from PKR395bn
to PKR167bn, and increase salaries by 15%. In
spite of these measures, it aims to contain

inflation at 12% y-o-y.

If the government can follow through on these
targets and cut spending, then our current
concerns about Pakistan will be substantially
diminished. With the IMF having suspended its
bail-out package in May 2010, after the
government failed to meet conditions, the deficit
has been financed increasingly by the banking

sector (including the central bank).

The government has now committed to cap its
liabilities with the State Bank of Pakistan (SBP)
and the rate of growth has fallen. However, the
burden is shifting onto the commercial banks,
which saw credit to the government rise by 33%
y-o-y in April, compared with 7% y-o-y growth in

credit to the private sector.

If the government cannot implement reforms and
the IMF continues to stay away, excessive
borrowing policies will continue to exacerbate
already high inflation (13.2% y-o-y in May).
However, cutting subsidies would also boost price
pressures (albeit on a more short-term basis). In
conjunction with high unemployment, this will

keep a firm lid on private consumption this year.

In spite of these pressures, the SBP opted to keep
rates on hold in January 2011 (at 14%). However,
it struck a hawkish tone in its quarterly economic
update, in which it said that it would keep an eye
on government borrowing, the external sector and
inflationary expectations (which it had already
described as “difficult to change’). Higher rates or
any further worsening of already troubled external
political ties would put further downward pressure

on our growth forecasts.
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Key data and forecasts

2005/6 2006/7 2007/8 2008/9 2009/10 2010/11 2011/12 2012/13
GDP (% y-0-y) 6.2 5.7 2.0 3.2 4.4 2.4 3.0 3.4
Current account (% GDP) -4.2 5.1 8.8 -6.1 2.1 1.4 2.2 3.1
Budget balance (% GDP) 4.2 5.9 7.9 5.1 6.5 -6.0 5.4 -4.6
Trade balance (% GDP) 71 7.2 9.5 -8.3 -6.9 3.4 2.3 -1.2
CPI (% end year) 8.5 8.9 8.8 23.3 10.5 14.3 14.8 14.8
Public debt (% GDP) 56.4 54.4 50.2 55.3 57.6 50.2 53.0 55.3
External debt (% GDP) 28.5 27.4 25.5 30.2 31.8 26.5 28.0 29.2
Policy rate (% end year) 9.5 10.0 15.0 12.5 14.0 14.0 14.5 14.5
USD/PKR (end year) 60.2 60.5 68.0 81.4 85.5 88.0 90.0 92.0
EUR/PKR (end year) 71.3 79.9 91.8 114.0 122.3 118.8 126.0 128.8

Source: Pakistan Central Bank, Ministry of Finance, HSBC estimates and forecasts. NB. Pakistan fiscal 2012/13= Calendar 2012
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Qatar

Premier league

Qatar has had a strong start to 2011,
distinguishing itself as one of only two MENA
states (the other being the UAE) to have escaped
any political turbulence, while reaping the

benefits of associated higher energy prices.

In terms of economic growth, the key drivers are
still in place: infrastructure projects in the pipeline
amount to USD360bn (not counting those
cancelled, on hold or completed), or over 250% of
GDP. Much of this will be publicly funded: the
new five-year development plan produced on 28
March 2011 is comprised of USD65bn of
infrastructure projects, and a further USD60bn of

spending through government-related entities.

These spending plans appear to be in addition to
the sums likely to be drawn into the development
work required to host the football World Cup in
2022. Despite high-profile allegations of
corruption within FIFA, there are few serious
expectations that Qatar’s right to host the

tournament will be revisited.

In spite of this expansionary spending, we expect
higher energy prices to keep both the budget and
the current account in double-digit surplus. We
forecast energy export revenues of over USD80bn
in 2011/12.

Against this backdrop, we are unconcerned by the
USD9bn drop in the CBQ’s foreign exchange
reserves between December 2010 and April 2011.
This is the result of the unwinding of the carry trade,
on the back of the bank’s efforts to reduce interest
rates and encourage lending, rather than any
deterioration in the balance of payments or loss of
confidence in the riyal. This policy seems to have
taken effect, with private sector credit growth up
15% y-o-y — its highest level since July 2009 and
the strongest rate in the GCC.

Qatar has yet to feel the inflationary impact of loose
fiscal and monetary policy, with CPI at 1.5% y-o-y
in April 2010. However, stripping out rents (which
are still falling y-o-y) suggests considerably higher
price pressures, which are likely to be exacerbated

in August due to the usual impact of Ramadan.
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 6.1 9.6 115 15.2 10.1 14.3 13.1 115
Current account (% GDP) 33.2 26.9 25.7 12.8 6.8 16.4 23.0 25.8
Budget balance (% GDP) 19.2 7.2 7.3 8.7 11.7 11.6 10.3 12.3
Trade balance (% GDP) 40.2 35.7 31.5 38.0 24.9 35.6 40.7 411
CPI (% end year) 12.6 12.0 13.7 13.2 5.6 2.0 37 5.0
Public debt (% GDP) 19.3 13.3 9.3 15.4 14.5 111 10.2 9.3
External debt (% GDP) 44.7 46.3 58.8 51.6 72.0 58.9 58.7 52.3
Policy rate (% end year) 4.40 5.15 4.00 2.00 1.50 1.50 1.00 1.25
USD/QAR (end year) 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64
EUR/QAR (end year) 4.31 4.80 4.91 5.10 5.21 4.91 5.10 5.10

Source: Qatar Central Bank, Ministry of Finance, Qatar Statistics Authority, HSBC estimates and forecasts
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Saudi Arabia

Uneasy

The Kingdom’s economy has weathered the
regional political turmoil with considerable
success. Although protests in Saudi Arabia have
continued intermittently, they have remained very
small-scale. Any concerns these protests or more
serious unrest elsewhere in the Middle East might
have raised for the Kingdom’s private sector do
not appear to have reversed the momentum the
economy had regained by the end of last year.
Indeed, in contrast to our assessment of most of
its neighbours, we have raised our forecast for

2011 economic growth.

The adjustment is modest but is supported by
signs that the stimulus programme announced in
Q1 2011 is making its impact felt. We are also
encouraged by early signs of a pick-up in credit
creation after more than two years of stagnation.
Despite the pick-up in spending and likely
intensification of import demand, we project at
least two more years of budget and current
account surpluses, allowing the government to

add further to already substantial reserves.

Nevertheless, there is some underlying sense of
unease. The support that Saudi Arabia has offered
Yemen, Oman, Morocco, Jordan, Bahrain and
Egypt in recent weeks is testament to its political
weight, but also underscores the anxiety regional
unrest causes. The scale of the emergency
stimulus — the programme is equivalent to 30% of
GDP - also highlights the depth of concern over

domestic economic conditions.

In particular it appears to recognise that a five-
year average growth rate running at under 3.5% is
inadequate to create the employment opportunities
Saudi Arabia’s overwhelmingly young population
require. New proposals to tighten restrictions on
the employment of expatriates also points to

worries over unemployment.

We fear, however, that the new laws will prove
difficult to implement in practice. We also have
concerns that realising the giant public spending
plans will be challenging, and may add to already
deepening price pressures. Overall we project an
average growth rate of just 4.5% over 2011-12
and fear unemployment may continue to run at

double-digit levels among nationals.
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Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 5.6 3.1 34 4.4 0.1 3.8 5.0 4.3
Current account (% GDP) 28.8 27.7 24.2 271 6.1 15.5 23.0 16.9
Budget balance (% GDP) 18.4 21.0 122 31.8 -6.1 6.4 9.4 45
Trade balance (% GDP) 33.1 314 27.0 30.0 1.0 18.8 26.6 20.4
CPI (% end year) 0.8 2.0 6.7 9.0 4.3 5.4 6.1 7.2
Public debt (% GDP) 46.7 36.8 34.3 26.3 32.9 28.3 23.1 22.1
External debt (% GDP) 14.3 15.5 23.2 19.8 24.7 20.5 17.2 17.3
Policy rate (% end year) 4.75 5.20 5.50 2.50 2.00 2.00 2.00 2.25
USD/SAR (end year) 3.75 3.75 3.75 3.75 3.75 3.75 3.75 3.75
EUR/SAR (end year) 4.42 4.94 5.51 5.22 5.40 5.06 5.24 5.24

Source: Saudi Arabia Monetary Agency, Central Department of Statistics and Information (CDSI), HSBC estimates and forecasts
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United Arab

Safe haven

The turnaround in the UAE’s economic story
continues to gain pace. Unrest elsewhere in the
region has accelerated the pick-up, boosting
demand for the country’s transport and tourism
industries, as those who might otherwise have
travelled to troubled Bahrain or Egypt have opted
instead for Abu Dhabi and Dubai. Instability
elsewhere in the region also continues to enhance
the UAE’s claim to be the Middle East’s pre-
eminent business and service sector hub, boosting
long-term growth prospects. Stability has also
allowed renewed access to long-term funding,
with UAE entities issuing some 95% of the
MENA dollar bonds to come to market this year.
High oil prices may also have encouraged more

marked gains in public spending.

These positive growth trends are buoyed further

by a still subdued inflationary environment as

Emirates

The 4% pace of growth we forecast, however still
falls a little short of the average pace of expansion
we anticipate for the MENA region as a whole,
and is just half the growth rate recorded over the
last cycle (2003-08). The excesses of earlier years
continue to weigh on current activity, particularly
in real estate and construction, and although
access to bank credit will improve, the pace of

expansion will be weak in real terms.

Moreover, while overall public finances are
robust, the aggregate figure masks a wide
discrepancy between the wealth of Abu Dhabi and
more limited resources of Dubai. Our expectation
is that the latter will continue to adopt a relatively
cautious fiscal stance, and that growth in spending
by the government or government-related entities
will remain modest at least until Dubai’s debt
restructuring negotiations are complete and its

demanding near-term refinancing calendar has
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ample spare capacity in the UAE’s real estate and been met
labour markets offsetting any pick-up in imported
food costs. We expect the current account surplus
to more than double this year and to remain high
in 2012, allowing the UAE to add to its already
substantial external reserves.
Key data and forecasts

2005 2006 2007 2008 2009 2010e 2011f 2012f
GDP (% y-0-y) 105 9.4 7.6 7.0 2.9 17 3.9 42
Current account (% GDP) 17.6 20.6 9.5 8.8 3.6 5.8 12.2 8.6
Budget balance (% GDP) 20.8 26.6 21.6 211 -12.4 2.7 9.9 9.7
Trade balance (% GDP) 31.0 32.8 225 24.7 18.4 21.9 27.6 26.1
CPI (% end year) 9.0 10.5 1.1 6.5 0.4 18 20 3.2
Public debt (% GDP) 19.0 14.9 16.5 17.0 24.8 27.0 26.4 26.2
External debt (% GDP) 421 53.1 72.2 62.7 71.3 66.4 63.3 65.6
Policy rate (% end year) 4.70 4.75 4.25 1.50 1.00 1.00 1.00 1.25
USD/AED (end year) 3.67 3.67 3.67 3.67 3.67 3.67 3.67 3.67
EUR/AED (end year) 4.35 4.85 4.96 5.14 5.25 4.96 5.14 5.14

Source: UAE Central Bank, Ministry of Finance, National Bureau of Statistics, HSBC estimates and forecasts
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