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AFGHANISTAN

Despite a modest increase in aggregate output, economic
conditions in Afghanistan weakened in 2025 amid sharp aid
reductions, drought, large returnee inflows, and prolonged
border closures with Pakistan. GDP per capita is estimated
to have declined by 5.6 percent. While fiscal balance was
maintained, the trade deficit widened, and the outlook
remains bleak amid regional conflict, refugee uncertainty,
and declining external aid.

Key conditions and challenges

Afghanistan’s economy remained fragile in 2025, with only a mod-
est recovery following the sharp contractions of 2021-2022. Exter-
nal assistance has declined significantly since the Interim Taliban
Administration (ITA) took power, weakening fiscal stability. Trade
and limited private sector resilience have provided some support,
but unemployment and low incomes persist amid large inflows of
returnees from Iran and Pakistan. The banking sector continues
to face liquidity shortages, international restrictions, and the tran-
sition to Islamic finance, constraining access to credit. After the
post-2021 period of deflation, inflation is picking up. Food insecu-
rity remains widespread due to climate shocks, natural disasters,
and weak infrastructure.

Medium-term prospects are constrained by deep-seated structur-
al challenges and ongoing regional tensions. Financial isolation
limits foreign investment and access to external markets, while a
cash-based informal economy hampers efficiency and productiv-
ity. Policy uncertainty and restrictive social measures—particular-
ly those affecting female education and employment—are erod-
ing human capital. Rapid population growth, compounded by
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returnee inflows, is straining basic services and labor markets,
deepening poverty and vulnerability. Weak energy and transport
infrastructure, together with repeated border closures, further
constrain industrial and commercial activity. Absent meaningful
reforms to improve governance, enable private sector devel-
opment, and restore international confidence, Afghanistan risks
prolonged economic stagnation and continued dependence on
humanitarian assistance.

Recent developments

Afghanistan’s economy in 2025 was shaped by severe external
shocks, including prolonged border closures, drought, and large-
scale refugee returns from Iran and Pakistan. These shocks led to
a sharp population increase of an estimated 11 percent in FY2025,
largely driven by net migration. While aggregate GDP is estimated
to have grown by 4.8 percent, per capita GDP declined by 5.6 per-
cent, highlighting the strain caused by rapid population growth out-
pacing economic expansion.

Returnee inflows supported a rebound in non-agricultural activ-
ity, with real sales and employment in formal firms rising, but

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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agriculture remained under pressure as drought reduced output
despite resilient irrigated wheat production. The surge in labor
supply is expected to exacerbate unemployment and underem-
ployment, placing downward pressure on wages and increasing
poverty risks, particularly in urban areas.

Inflation accelerated to 7.7 percent year-on-year by January 2026,
driven by recovering domestic demand, higher trade and transport
costs linked to border closures, and weaker agricultural output. Ex-
ternally, the current account deficit widened sharply due to a larger
trade deficit, lower remittances, and reduced humanitarian aid. Al-
though domestic revenue increased, declining external grants con-
strained fiscal space. The authorities maintained a balanced bud-
get, with spending dominated by current expenditures and very
limited development investment.

Qutlook

Afghanistan’s economy is projected to grow by 4.0 percent in
FY2026 and 3.8 percent in FY2027-28, supported by strengthening
domestic demand, higher private investment—evidenced by more
than 40 percent of formal firms acquiring assets—a gradual recov-
ery in capital per worker, and improved absorption of returnees in-
to the labor market. Labor market absorption is facilitated by low
capacity utilization in the formal sector (below 70 percent) rela-
tive to regional peers. These projections are 0.2 percentage points

higher than those published in the Fall 2025 Macro Poverty Outlook
(MPO), reflecting stronger than expected domestic activity and larg-
er than anticipated returnee inflows from Pakistan. Nevertheless,
rapid population growth and a persistent oversupply of low-skilled
labor are expected to continue constraining gains in GDP per capi-
ta, limiting progress in poverty reduction.

The current account deficit is projected to remain elevated at
around 38 percent of GDP over the medium term, with continued
declines in aid and remittance inflows. The ITA is expected to main-
tain a broadly balanced budget, reflecting tight expenditure control
and limited borrowing options.

Afghanistan’s outlook remains bleak, with risks significant and tilt-
ed to the downside. An escalation of conflict in the Middle East pos-
es a major external risk to the fragile recovery, given Afghanistan’s
heavy reliance on regional trade corridors, fuel imports, and large
migrant populations in neighboring countries. With around 60 per-
cent of trade transiting through Iran, even a one-week disruption
could reduce GDP by 0.3-0.5 percentage points and raise inflation
by 2-3 percentage points, although partial trade rerouting could
mitigate these effects. At the same time, large returnee inflows
would further strain labor markets and public services: an addi-
tional 100,000 returnees is estimated to raise the population by
0.24 percentage points, while increasing GDP by only 0.1 percent-
age points, intensifying downward pressure on per capita incomes
and poverty outcomes.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.3 1.9 4.8 4.0 3.9 3.8
Private consumption 6.4 14.7 9.1 5.0 4.0 4.0
Government consumption 0.7 8.2 3.8 8.4 9.0 9.9
Gross fixed capital investment -5.7 2.8 8.2 9.4 1.3 -2.7
Exports, goods and services -12.1 -0.3 -1.0 2.0 4.0 6.0
Imports, goods and services 0.7 27.6 11.0 8.0 5.0 5.0
Real GDP growth, at constant factor prices 1.8 1.5 4.4 4.0 3.9 3.7
Agriculture 2.2 2.6 -5.0 3.0 3.2 3.2
Industry 1.8 1.9 10.0 5.0 5.0 5.0
Services 1.5 0.5 10.3 4.4 4.0 3.7
Inflation (consumer price index) -7.7 -4.3 4.0 5.0 4.0 4.0
Current account balance (% of GDP) -17.6 -28.3 -36.1 -38.5 -37.6 -38.5
Net foreign direct investment inflow (% of GDP) 0.3 0.0 0.0 0.0 0.0 0.0
Fiscal balance (% of GDP) -1.2 -0.4 -0.2 -0.3 0.1 0.4
Revenues (% of GDP) 33.9 35.3 33.6 32.8 32.2 33.2
Debt (% of GDP) 13.6 14.7 13.6 11.7 9.1 8.3
Primary balance (% of GDP) -1.2 -0.4 -0.2 -0.3 0.1 0.4
GHG emissions growth (mtCO2e) 1.4 1.9 2.8 3.0 3.2 3.3

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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ALGERIA

Non-hydrocarbon growth remained robustin 2025, supported
by stronginvestment and household consumption, while infla-
tioneased asfood prices declined. Fiscal and external deficits
widened amid relatively low hydrocarbon prices, rising public
spending, and investment-driven imports. Advancing diversi-
fication, improving the business climate and the efficiency of
public enterprises, and strengthening the macroeconomic
framework remain critical for growth and job creation.

Key conditions and challenges

Despite recent diversification efforts, Algeria’s economy remains
dependent on the hydrocarbon sector and public spending. The oil
and gas sector accounted for 13.3 percent of GDP, 82.6 percent of
exports, and 45.8 percent of budget revenues between 2020 and
2024. Government spending represented 35.5 percent of GDP, ex-
ceeding revenues by 7.8 percent and non-hydrocarbon revenues
by 21.3 percent over the same period.

Over recent decades, growth has relied on capital accumulation
and the entry of new workers into the labor market, with limited
productivity gains, underscoring the need for structural reforms.
Authorities have begun to implement policy changes to stimulate
investment, spur productivity growth, and support diversification,
including the 2022 Investment Law, the 2023 Banking and Mone-
tary Law, the 2023 Economic Land Law, the 2024 African Continen-
tal Free Trade Area accession, and the 2025 Mining Law.

State-led development has resulted in important economic and
social achievements. Living standards, education, and health im-
proved significantly before the pandemic. Inequality is low (latest
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Gini coefficient: 27.6 in 2011), but poverty and vulnerability remain
high for Algeria’s income level. The poverty rate at US$8.30 a day
(2021 PPP) reached 41.8 percent in 2011. The multidimensional
poverty headcount is estimated to have decreased from 2.1 to 1.4
percent between 2013 and 2019.

Growth has remained robust since the pandemic, driven by invest-
ment acceleration and resilient household consumption, amid fis-
cal expansion. At the same time, falling hydrocarbon prices and a
series of OPEC quota cuts, coupled with expanding investment-dri-
ven imports and public spending growth, have put the fiscal and
external balances under pressure.

Recent developments

GDP growth accelerated to 4.1 percent year-on-year (y-o-y) in H1
2025 from 3.7 percent in 2024, as strong non-hydrocarbon activity
(+5.4 percent y-0-y) offset the contraction of hydrocarbon GDP
(-2.0 percent y-o-y). Growth was underpinned by strong investment
(+13.2 percent y-0-y), which boosted imports (+25.2 percent y-o-y).
Resilient household consumption (+4.4 percent y-o0-y), amid rising
public sector wages, supported services (+4.3 percent y-o-y) and

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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non-hydrocarbon industries (+4.2 percent y-o-y). Agricultural out-
put grew markedly (+5.3 percent y-0-y), bolstered by favorable rain-
fall in the East. Satellite nightlights data suggest non-hydrocarbon
activity remained robust across regions in H2 2025.

The current account deficit widened sharply in H1 2025 to US$10.5
billion, up from US$2.9 billion (1.1 percent of GDP) in 2024, as
declining hydrocarbon prices and export volumes coincided with
rapid import growth. Foreign exchange reserves stood at 15.0
months of imports at end-2024. After reaching 13.8 percent of
GDP, the fiscal deficit is expected to have narrowed slightly in 2025
due to a one-off transfer of Bank of Algeria dividends to the bud-
get. At the same time, public debt decreased slightly as a share of
GDP and remains nearly completely domestically held at long-term
maturities and low interest rates.

Inflation continued to decelerate in 2025, reaching 1.4 percent
y-0-y over the first eleven months, driven by decreasing food
prices and a stable official exchange rate, despite exchange rate
pressures. Money supply growth slowed, while credit growth re-
mained robust (+5.4 percent) in H1 2025. The policy interest rate
was reduced from 3 to 2.75 percent and the reserve requirement
rate from 3 to 2 percent in August 2025, followed by another eas-
ing in monetary conditions in January 2026, when the policy inter-
est rate was reduced to 2.5 percent and the reserve requirement
rate to 1 percent.

GDP per capita growth was positive in 2025, and household
welfare likely benefited from low inflation, rising public wages
and pensions, and new unemployment benefits. National Office
of Statistics data indicate 450,000 jobs were created in 2024,
while the working-age population increased by about 600,000.

The unemployment rate stood at 9.7 percent at end-2024. The
previous available rate dates to May 2019 (11.4 percent).

Qutlook

GDP growth is expected to decelerate over 2026-2028 as gradual
fiscal consolidation is implemented according to the government's
medium-term framework, including slowing wage growth and de-
creasing investment expenditures.

The fiscal and external deficits would narrow in 2026 amid higher
hydrocarbon prices in the context of the conflict in the Middle East.
Assuming hydrocarbon prices return to relatively low levels, the
twin deficits would widen in 2027-2028. Elevated budget deficits
would translate into rising public debt, projected to reach 67 per-
cent of GDP by 2028 in the baseline scenario.

Algeria's economy remains vulnerable to volatile hydrocarbon mar-
kets. Climate change increases risks through its effects on agricul-
ture, while the global low-carbon transition and the European Car-
bon Border Adjustment Mechanism are expected to reduce de-
mand for Algeria’s hydrocarbon and selected non-hydrocarbon ex-
ports, notably fertilizers and iron and steel.

Reducing these risks and ensuring sustainable, inclusive, and job-
creating growth will require a stronger macroeconomic frame-
work and progress on diversification. Priority reforms include
strengthening domestic revenue mobilization through tax policy
and administration reforms, improving medium-term budgeting
and resource-revenue management, reducing price distortions,
and improving the business climate.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 4.1 3.7 3.8 3.7 3.1 3.1
Private consumption 4.0 3.9 4.4 3.6 3.3 3.0
Government consumption 3.4 2.8 2.5 2.2 2.0 1.8
Gross fixed capital investment 9.2 9.8 12.2 3.5 4.0 5.2
Exports, goods and services 3.1 -2.4 2.5 4.3 2.2 0.8
Imports, goods and services 16.1 11.9 17.3 3.0 3.9 4.3
Real GDP growth, at constant factor prices 3.8 3.5 3.8 3.7 3.1 3.1
Agriculture 3.0 5.3 5.2 2.8 2.6 2.6
Industry 3.9 2.1 3.6 3.9 3.2 3.0
Services 3.8 4.1 3.6 3.7 3.1 3.2
Employment rate (% of working-age population, 15 years+) 36.3 36.1 36.5 36.9 37.0 37.1
Inflation (consumer price index) 9.3 4.0 1.4 2.8 3.4 3.5
Current account balance (% of GDP) 2.6 -1.1 -5.9 -2.4 -9.7 -11.3
Fiscal balance (% of GDP) -5.5 -13.8 -13.0 -7.4 -10.8 -10.4
Revenues (% of GDP) 31.9 23.8 23.6 24.7 21.9 21.7
Debt (% of GDP) 47.6 48.1 47.2 49.8 60.3 67.0
Primary balance (% of GDP) -5.7 -13.4 -14.4 -7.7 -11.0 -10.3
GHG emissions growth (mtCO2e) 3.8 2.9 3.2 3.1 2.8 2.9

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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BAHRAIN

The economy faces risks from its high exposure to the
conflict in the Middle East, with adverse effects on tourism,
energy exports and investment sentiment. Bahrain's
combination of small size and geographic proximity to the
conflict's epicenter makes it one of the most economically
vulnerable states in case of prolonged tensions. This adds
to the fiscal woes, with fiscal deterioration and a rapidly
rising debt.

Key conditions and challenges

Bahrain’s exposure to the conflict in the Middle East risks triggering
economic losses associated with extreme hydrocarbon market
volatility, disruptions in trade routes and damages to ports, in ad-
dition to impact on incoming tourism. Before the eruption of the
conflict in February 2026, the country demonstrated strong non-
hydrocarbon growth performance particularly in financial services,
real estate, and manufacturing. To strengthen its public finances,
Bahrain rolled out a series of fiscal reforms, including a draft law
being referred to legislative bodies to introduce a 10 percent cor-
porate income tax, effective in 2027.

Recent developments

Bahrain's real GDP growth reached 4 percent in Q3 2025 (y/y)
thanks to the contribution of the non-oil sector (3.1 percent growth
in Q3 2025 y/y). The oil sector is estimated to have grown by 3 per-
cent for the full year 2025, and the non-oil sector by 3.1 percent.
Non-oil activities accounted for 85 percent of GDP in Q3 2025 with
the financial sector being the largest contributor (17.8 percent of

Population'

1.6 ..

Life expectancy at birth” School enrollment’
years primary (% gross)

81.3 96.9

GDP* GDP per capita’

current US$, billion current US$

49.2 30328.9

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023. 3/ 2024. 4/ 2025. 5/ 2025.

Poverty

GDP) followed by the manufacturing sector (16.1 percent), and con-
struction (6.8 percent of GDP). On the demand side of GDP, total
consumption grew by 2 percent while government fixed capital for-
mation increased by 3.4 percent in Q3 2025 (y/y). Inflation declined
to 0.3 percent in 2025.

In 2025, Bahrain's fiscal deficit is estimated at 10.8 percent of GDP,
primarily driven by lower oil revenues and surging debt service
costs. Public debt increased significantly to 131.1 percent of GDP in
2025. The government mostly relied on the Central Bank overdraft
facility to finance its fiscal deficit. To stabilize debt and improve the
fiscal balance, the Bahraini Cabinet approved in December 2025 a
fiscal reform package. According to official projections, the package
would generate an additional 1.1 percent of GDP in revenues by
end-December 2026.

The current account recorded a surplus of 3.5 percent of GDP in
2025. Total goods exports increased from 24.3 percent of GDP in
2024 to 24.6 percent of GDP in 2025, driven by a 12 percent in-
crease in non-oil exports (led by aluminum). Nevertheless, crude
oil accounts for 48.2 percent of total exports, with 53.3 million bar-
rels exported in 2025. Foreign direct investment inflows remained
strong around 5.3 percent of GDP.

FIGURE 1/ Real annual GDP growth
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FIGURE 2 / General government operations

Percent of GDP
35
30
25
20
15
10
5
0
-5
-10
-15

2023 2024 2025e 2026f 2027f 2028f
Revenues M Exxpenditures Fiscal balance

Sources: Bahrain authorities and World Bank.

6 Macro Poverty Outlook / April 2026



Relative to Q4 2024, total employment in Q3 2025 increased by
1.3 percent, with a faster rate for the Bahrainis than non-Bahraini
workers: 1.5 versus 1.3 percent, respectively. Among Bahraini na-
tionals, employment growth was significantly stronger for women
than men: 5.1 versus 0.9 percent, respectively. Despite these gains,
disparities persist across demographic groups. Modelled Interna-
tional Labour Organization estimates indicate that unemployment
rates remain higher among youth, particularly young women, at
around 5.4 percent and about 12.5 percent in 2025, respectively.

Qutlook

The escalation or prolongation of the conflict in the Middle East
has adverse effects on the near-term growth outlook, notably given
the absence of fiscal buffers to absorb economic shocks. In March
2026, the expectation for increased oil production in Bahrain was
dashed by an attack on the Sitra refinery. As a result, growth is ex-
pected to slow to 1.3 percent in 2026. In parallel, rising fertilizer
prices are expected to increase the total import bill, primarily
through higher food import costs.

Bahrain's fiscal outlook is characterized by high, rising debt levels
and a persistent fiscal deficit. The deficit is projected to reach 10.2
percent of GDP in 2026. As a result of the conflict in the Middle

East, Bahrain's fiscal position is expected to face intensified pres-
sure, likely widening due to disruptions in oil exports, increased se-
curity spending, and high debt-servicing costs. High and rising pub-
lic debt is not expected to stabilize in the medium term.

Bahrain's current account balance is projected to remain in surplus
although narrowing due to infrastructure damage and trade dis-
ruptions. Exports will likely suffer from risks to shipping in the
Strait of Hormuz. The cost of imports is expected to rise due to
supply chain disruptions. Foreign direct investment is expected to
face headwinds in 2026, with risks including reduced investor con-
fidence and higher insurance costs for shipping. Bahrain will con-
tinue facing high external financing needs in the medium term due
to significant upcoming debt maturities.

Key downside risks to the outlook can arise in case of a prolonged
conflict, which would only add to the existing economic pressures.
Additional damage to infrastructure would affect oil production
and trigger revenue losses for the government. This could further
push up the debt-to-GDP ratio and debt servicing burden. The con-
flict in the Middle East and rising fertilizer prices heighten Bahrain’s
vulnerability to food price shocks: heavy reliance on imported sta-
ple foods—especially through the Strait of Hormuz—means that
disruptions can translate quickly into higher food prices, with dis-
proportionate impacts on vulnerable households.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 3.9 3.1 3.2 1.3 2.8 3.1
Private consumption 4.7 4.8 4.9 2.1 4.2 4.6
Government consumption 7.3 5.3 0.3 2.7 1.9 1.9
Gross fixed capital investment 2.1 2.4 4.4 2.6 4.2 4.1
Exports, goods and services -9.1 2.0 2.9 1.1 3.6 3.7
Imports, goods and services 2.6 3.5 3.4 2.3 4.7 4.6
Real GDP growth, at constant factor prices 3.8 3.1 3.2 1.2 2.8 3.1
Agriculture 4.7 2.1 3.0 2.1 3.2 2.8
Industry 0.1 4.1 6.5 1.7 3.6 3.7
Services 6.5 2.3 0.9 0.8 2.2 2.7
Employment rate (% of working-age population, 15 years+) 70.1 69.9 69.9 69.9 69.9 69.9
Inflation (consumer price index) 0.1 0.9 0.3 4.7 2.9 3.1
Current account balance (% of GDP) 5.8 4.8 3.5 2.4 3.3 3.2
Net foreign direct investment inflow (% of GDP) 13.2 4.6 3.4 4.2 4.7 4.8
Fiscal balance (% of GDP) -8.5 -10.5 -10.8 -10.2 -10.1 -9.7
Revenues (% of GDP) 19.4 19.2 18.0 18.2 18.7 19.1
Debt (% of GDP) 123.0 131.8 131.1 139.7 145.2 141.0
Primary balance (% of GDP) -4.4 -6.3 -7.2 -6.2 -5.4 -5.1
GHG emissions growth (mtCO2e) 3.1 4.0 3.5 1.8 2.6 3.0

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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DJIBOUTI

Economic activity remained resilient in 2025, but pressures
intensified from global trade uncertainty, maritime risks, and
domestic constraints. GDP growth eased to 6.5 percent from
7.0 percent in 2024, supported by construction, telecommu-
nications, tourism, and Ethiopia-corridor demand. Inflation
stayed near zero, supporting household consumption. High
public debt constrains fiscal space, and poverty reduction
hinges on jobs and climate resilience.

Key conditions and challenges

On February 16, 2026, Djibouti adopted its third national de-
velopment plan (ADEEG 2025-30), with the objective of shifting
its current development model, concentrated in trade and logis-
tics, toward a more diversified economy. The current economic
model remains service-led, with port services, transit trade, and
related transport activities, driving growth, fiscal revenues, and
foreign exchange.

On the other hand, this is also a source of external vulnerability.
Uncertainty over global trade policies, heightened security risks in
the Red Sea, and oil price shocks, stemming from the conflict in
the Middle East will weigh on shipping demand and carrier rout-
ing decisions. Djibouti is better positioned to absorb a pure oil-
price shock than a combined shock affecting both energy costs and
port activity, given its reliance on transshipment. The Ethiopia cor-
ridor remains the main stabilizer, although it is also a source of de-
pendency. Given the heavy concentration of household consump-
tion on food, particularly among poorer households, price increas-
es stemming from the conflict could translate into high losses in
purchasing power for those in most need.
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Domestic bottlenecks still stifle diversification. High electricity
costs and limited competition keep firms' expenses elevated.
Some key challenges Djibouti faces include limited human capital,
water scarcity, and climate vulnerability. Debt service continues
to place pressure on the budget, limiting space for social spending
and climate adaptation.

Recent developments

Economic activity is estimated to have grown by 6.5 percent in
2025, an upward revision of 0.5 percentage point from the fall
forecast, while easing from 7.0 percent in 2024, as logistics mo-
mentum softened. Total container throughput fell 10.5 percent,
y-0-y, in 2025H1 and a further 17.5 percent in 2025H2, reflecting
a sharp pullback in global-facing activity. Beyond the port gates,
signals were mixed. Cement sales rose about 35 percent in the
first three quarters of 2025, consistent with an active construc-
tion and infrastructure pipeline. Electricity production contracted
3.4 percent, while telecommunications (7.5 percent) and tourism
(17 percent) expanded. While softer port-related activity weighed
on household earnings, especially in logistics-related services, pri-
vate consumption increased by 5.5 percent as inflation fell from

FIGURE 1 / Real GDP growth, fiscal and current account balances
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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2.2 percent in 2024 to near zero in 2025, aided by lower com-
modity prices amid persistent trade policy uncertainty and mar-
itime security disruptions.

Sustained economic growth has been accompanied by a gradual
poverty reduction. Official poverty, as measured by national pover-
ty lines, stood at around 21.1 percent in 2017. The share of the
population living below US$3.00 a day (2021 PPP) declined from
25.4 percent in 2017 to an estimated 18.5 percent in 2026, while
poverty at US$4.20 line fell from 43.7 to an estimated 32.0 percent.
According to the first Djiboutian survey on labor statistics, as of
2025Q1, unemployment was 36.4 percent, with notable gender
and urban-rural disparities. The forthcoming data from the 2024
Population Census, the 2025 Household Budget Survey, in addition
to the first labor force survey, are expected to improve measure-
ment and support more targeted, evidence-based policies.

The overall fiscal balance (including grants) improved from a
deficit of 2.7 percent of GDP in 2024 to a surplus of 0.9 percent
of GDP in 2025, reflecting fiscal consolidation consistent with the
currency board arrangement, and supporting a decline in public
debt. Total revenues surged to 22.6 percent of GDP in 2025 from
18.6 percent in 2024, lifted by stronger tax collection and a mod-
est rise in grants, while spending held steady at 21.7 percent.
Public debt fell to 63.7 percent of GDP in 2025, from 68.4 per-
cent in 2024, though arrears remained at 3.1 percent of GDP as
of September 2025, largely owed to Exim Bank of India (26.8 per-
cent) and Exim Bank of China (20.4 percent). The current account
surplus widened to 16.8 percent of GDP in 2025, up from 11.8
percent in 2024, partly due to a lower fuel import bill. However,
reserve coverage of broad money remains low (64.27 percent as

of June 2025), warranting close monitoring to safeguard confi-
dence in the peg.

Qutlook

The medium-term outlook is favorable, but downside risks domi-
nate. Growth is projected to ease to 5.9 percent in 2026, reflecting
the impact of the conflict in the Middle East, before averaging 6.4
percent in 2027-28, supported by a recovery in global shipping, re-
silient Ethiopia-corridor trade, and continued robust activity in con-
struction and services. Inflation is expected to remain contained
at 2.0 percent, anchored by the currency board arrangement. Tax
revenues are projected to increase over the forecast horizon, but
declining grant financing is expected to moderate overall revenue
growth. Spending pressures should remain contained, in line with
the government's ongoing fiscal consolidation efforts. Small fiscal
surpluses (around 0.2 percent of GDP) under the ADEEG 2025-30
framework are expected to reduce public debt from 63.7 percent
of GDP in 2025 to 56.3 percent in 2026-28, helped by debt talks and
well-managed public-private partnerships. The current account
surplus is expected to widen but remains sensitive to port receipts
and fuel prices. Sustained growth and low inflation are expected to
extend the poverty reduction trend observed in recent years.

Downside risks include a prolonged conflict in the Middle East, sus-
tained trade-policy uncertainty, renewed tariffs, deteriorating Red
Sea security and weaker Ethiopian demand, reducing port through-
put and corridor activity, and worsening inflation in Ethiopia af-
fecting imported food prices. Delayed energy reforms, and climate
shocks could further curb investment and livelihoods.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 6.8 7.0 6.5 5.9 6.3 6.5
Private consumption 5.3 4.3 5.5 10.3 9.5 9.5
Government consumption -14.2 3.8 -4.5 -2.8 -3.9 -3.9
Gross fixed capital investment -8.3 0.5 129 -2.5 3.7 3.7
Exports, goods and services 2.1 -9.6 -1.5 2.1 2.1 2.1
Imports, goods and services 1.9 -5.5 -2.9 1.5 2.0 2.0
Real GDP growth, at constant factor prices 6.7 7.7 6.5 5.9 6.3 6.5
Agriculture 3.5 14.1 7.5 7.6 7.5 7.4
Industry 5.5 16.7 15.3 14.5 13.4 12.7
Services 7.1 5.9 4.6 3.8 4.5 4.8
Employment rate (% of working-age population, 15 years+) 23.7 23.8 23.8 23.8 23.8 23.8
Inflation (consumer price index) 1.4 2.2 0.0 2.0 2.0 2.0
Current account balance (% of GDP) 16.4 11.8 16.8 19.2 20.8 21.9
Fiscal balance (% of GDP) -3.5 -2.7 0.9 -0.6 0.6 0.7
Revenues (% of GDP) 18.1 18.6 22.6 18.0 17.2 15.1
Debt (% of GDP) 72.9 68.4 63.7 59.6 55.6 53.7
Primary balance (% of GDP) -3.3 -2.4 1.0 -0.7 0.4 0.4
International poverty rate ($3.00 in 2021 PPP)/? 20.9 20.0 19.4 18.5 17.2 16.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)%?> 37.1 354 33.8 32.0 30.7 29.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 75.3 73.5 71.4 70.2 68.4 66.7
GHG emissions growth (mtCO2e) 2.6 1.4 1.7 2.4 2.7 3.0

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2017-EDAM. Actual data: 2017. Nowcast: 2018-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2017) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.
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ARAB REPUBLIC
OF EGYPT

Growth is expected to soften to 4.3 percent in FY26 from 4.4
percent in FY25. Inflation remains in double digits, thus con-
straining household purchasing power. The conflict in the
Middle East will weaken the external position and pose risks
to the growth and poverty-reduction outlooks. Job-rich
growth and improved socioeconomic outcomes require
strengthening fiscal institutions and advancing the “business
ready” agenda and human capital development.

Key conditions and challenges

Egypt began addressing key constraints to growth, through broad-
er fiscal consolidation commitments, tax reforms, and more reli-
able infrastructure. Economic activity and labor force participation,
including among women, were recovering prior to the escalation of
the conflict in the Middle East.

Deeper reforms are needed to enable longer-term growth and job
creation, by streamlining the state’s footprint, boosting revenue
generation to allocate sufficient resources to human capital, and
improving the business environment.

Immediate spillovers from the conflict in the Middle East stem
from the surge in international oil and gas prices and capital flight,
weighing on Egypt's external and fiscal accounts and raising infla-
tionary pressures. Prolonged conflict escalation may also lead to a
slowdown in tourism activity, a decline in remittances, a reversal
of the recent uptick in Suez Canal traffic, and challenges in secur-
ing sufficient affordable energy for power generation. Authorities

Population' Poverty’
million millions living on less than $4.20/day
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

responded by maintaining exchange rate flexibility, tightening fis-
cal policy, expanding safety nets, moving to secure concessional fi-
nancing, and increasing fuel and electricity prices to contain macro-
economic impacts while providing some social mitigation

Socioeconomic scars from the 2023-2024 inflation spike persist.
World Bank estimates indicate that the national poverty rate was
33.5 percent in 2021/22, and that poverty—measured using the
lower-middle-income country (LMIC) international poverty line
(US$4.20/day in 2021 PPP terms)—increased by about five percent-
age points between 2022 and 2024.

Recent developments

Real GDP growth reached 5.3 percent in H1 FY26 (July-December
2025), up from 3.9 percent in H1 FY25. This reflects base effects
in non-oil manufacturing (due to better access to foreign exchange
and imports), the Suez Canal's gradual resumption of maritime
traffic, and robust activity in tourism and communications. How-
ever, extractives continue to weigh negatively on growth due to

FIGURE 1 / Real GDP growth, employment and labor force
participation rates
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FIGURE 2 / Annual inflation rates
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the sector's outstanding arrears. Labor market indicators—includ-
ing for women—have improved. As of Q2 FY26, the employment
rate was 43.8 percent and labor force participation 46.7 percent,
both 1.2 percentage points (ppt) above their levels a year earlier,
albeit remaining below potential and historical averages.

Inflation has declined from the peak of 38 percent in late-2023, but
remains elevated—Ilast reported at 13.4 percent in February 2026.
The disinflation has enabled the Central Bank of Egypt to reduce
policy rates by a cumulative 825 basis points between April 2025
and February 2026, bringing overnight deposit and lending rates to
19 percent and 20 percent, respectively. Credit to the private sector
increased to 23.7 percent of GDP at end-FY25, yet remains below
the LMIC average of 45 percent of GDP.

Official foreign reserves and other foreign currency assets reached
US$67.5 billion as of end-February 2026, up from US$59.7 billion a
year earlier. The current account deficit narrowed in Q1 FY26, sup-
ported by remittances, tourism revenues, and slight uptick in Suez
Canal receipts. Meanwhile, the capital and financial account post-
ed a temporary deficit driven by banking system foreign asset ac-
cumulation before reverting to a surplus sufficient to sustain the
overall reserves build-up. Foreign currency resources are expected
to have been affected since the conflict in the Middle East escalat-
ed, with portfolio outflows estimated at US$6.1 billion during the
first half of March 2026.

On the fiscal side, while the primary balance remains in surplus
(3.5 percent of GDP in FY25), large interest payments (equivalent
to 10.6 percent of GDP and 87.1 percent of tax revenues in FY25)
crowd out priority spending. Fiscal data for July-January FY26
shows a continued uptick in the primary surplus, while the overall
deficit widened driven mainly by rising interest payments.

Central government debt declined from 90.1 percent of GDP at end
FY24 to 82.5 percent at end FY25, yet contingent liabilities—last re-
ported at 27 percent of GDP—pose additional fiscal risks. Total ex-
ternal debt (public and private) stood at US$163.7 billion at end-
September 2025 (36.7 percent of projected FY26 GDP).

Qutlook

Near-term prospects indicate challenges to the nascent recovery.
Real GDP growth is projected at 4.3 percent in FY26 (from 4.4
percent in FY25 and 2.4 percent in FY24), supported by solid
private consumption, and to a lesser extent private investment,
during H1 FY26. Annual average inflation is expected to contin-
ue moderating, although the 2026 energy price adjustments and
imported inflation will delay the disinflation path. The poverty
rate (measured by the LMIC poverty line) is expected to remain
stagnant in 2026. The government introduced a social mitigation
package—estimated at 0.2 percent of GDP—in February 2026, in-
cluding additional cash transfers to beneficiaries of existing so-
cial protection programs.

External debt repayments and interest commitments (amounting
to US$36.3 billion) are due in the first half of 2026, underscoring
the importance of accelerated export and foreign direct invest-
ment-related reforms and multilateral support. On the fiscal side,
revenue led measures should support the downward trajectory for
government debt. However, debt service and contingent liabilities
remain key priorities to address.

Risks to the outlook include spillovers from increasingly volatile
regional geopolitics, uncertain global trade and investment flows,
and slower implementation of structural reforms.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.8 2.4 4.4 4.3 4.0 4.6
Private consumption 3.6 8.0 9.2 8.0 5.3 6.6
Government consumption -2.8 0.2 -2.0 3.0 4.0 2.0
Gross fixed capital investment -16.6 -6.6 -5.5 5.4 0.0 11.0
Exports, goods and services 31.4 -10.6 23.7 -4.5 13.0 14.9
Imports, goods and services 1.1 4.7 29.2 10.0 12.0 19.0
Real GDP growth, at constant factor prices 3.6 2.3 4.4 4.3 4.0 4.6
Agriculture 4.1 3.8 2.8 1.7 2.0 3.5
Industry -0.6 -1.9 4.6 3.8 2.8 4.1
Services 6.2 4.6 4.6 5.0 5.1 5.1
Employment rate (% of working-age population, 15 years+) 40.4 40.4 42.5 43.2 43.8 44.4
Inflation (consumer price index) 24.1 33.6 20.9 13.6 13.7 6.7
Current account balance (% of GDP) -1.2 -5.3 -4.2 -4.2 -4.0 -2.6
Net foreign direct investment inflow (% of GDP) 2.5 11.7 3.2 2.6 2.3 2.2
Fiscal balance (% of GDP) -6.0 -3.6 -7.1 -7.6 -6.9 -5.6
Revenues (% of GDP) 15.4 18.3 14.6 15.5 16.2 16.7
Debt (% of GDP) 95.2 90.1 82.5 82.9 79.2 78.0
External government debt (% of GDP) 25.1 27.3 21.5 21.2 19.9 18.3
Primary balance (% of GDP)* 1.6 6.2 3.5 3.1 3.2 4.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)>3 10.2 12.6 12.5 12.5 12.4 .
GHG emissions growth (mtCO2e) -0.7 -0.9 0.9 0.9 0.7 1.2

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise. All figures are reported on a fiscal year basis (July 1 - June 30).

1/ The primary balance excludes interest payments received.

2/ Calculations based on 2010-HIECS, 2015-HIECS, and 2021-HIECS. Actual data: 2021. Nowcast: 2022-2025. Forecasts are from 2026 to 2028.
3/ Projection using annualized elasticity (2010-2015) with pass-through = 0.01 based on GDP per capita in constant LCU. Poverty estimates for 2023, 2024, and 2026 are based on

microsimulations of the impacts of high inflation and government mitigating measures.

Macro Poverty Outlook / April 2026 11



IRAN, ISLAMIC
REPUBLIC

Economic activity has been severely disrupted by conflict,
economic sanctions, and social unrest. The rising cost of
the conflict and potential disruption to oil exports could
add severe fiscal pressures. Disruptions to imports of
essential goods add inflationary pressures and raise food
security risks. The outlook is subject to significant down-
side risks given the high uncertainty surrounding conflict
scope and duration.

Key conditions and challenges

Economic activity was significantly disrupted in 2025, following the
military escalation in June of that year, along with widespread
protests and strikes, and a country-wide internet and telecommu-
nications blackout. The disruption to economic activity jolted the
stock market and led to a sharp currency depreciation. Industrial
production and agriculture production have further been impact-
ed by energy and water shortages. To ease fiscal and foreign ex-
change (FX) pressures and to address overconsumption of gaso-
line, in November 2025 the government reduced the monthly con-
sumption quota of gasoline at existing subsidized prices and intro-
duced a higher price tier for any additional demand. In December
2025, amid social grievances, the subsidized exchange rate allocat-
ed for the import of essential goods was significantly scaled back
and resources were redirected to households as quasi-universal e-
vouchers for purchase of essential goods.

The more recent conflict in the Middle East has created compound-
ing and unprecedented challenges. In addition to the human toll,
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the closure of banks, bazaars, businesses, and airspace have
brought economic activity to a halt. The previously resilient oil pro-
duction and exports through the Persian Gulf have been impacted,
significantly exacerbating fiscal pressures and straining limited ac-
cessible FX reserves. Disruption to trade routes, internet outages,
and heightened economic uncertainty have significantly weakened
non-oil sector activity. Dependence on imported foodstuffs has al-
so raised food security risks due to shipping disruptions through
the Strait of Hormuz and the depletion of strategic reserves.

Recent developments

Even prior to the latest conflict, GDP in April-September 2025
(first half of the Iranian year) contracted by 0.7 percent year-
on-year (y-o-y), despite oil GDP growing modestly by 1.1 percent
y-0-y. The contraction coincided with the military escalation in
June 2025, which led non-oil GDP to contract by 0.8 percent y-o-
y. The slowdown was most pronounced in the agriculture sector
(2.9 percent) as the country also faced severe water shortages.
Non-oil industrial production was further weighed down by gas and

FIGURE 1/ Real GDP growth and supply-side contributions to real
GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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electricity outages. Overall, GDP is estimated to have contracted by
2.7 percent in 2025/26 (Iranian year ending March 20, 2026), also
reflecting the additional impact of protests and intensified hostili-
ties in the final quarter, as well as trade disruptions in March 2026
amid growing tensions in the Strait of Hormuz.

The contraction in exports and limited access to FX reserves, due
to the intensification of sanctions and conflict, contributed to a
44 percent y-o0-y currency depreciation in early March 2026. Infla-
tionary expectations coupled with the pass-through from phasing
out the subsidized exchange rate, pushed inflation to 62.2 per-
cent y-0-y in February 2026, with food price inflation reaching a
historical high of 99 percent y-o-y. In response, the government
announced an electronic voucher program providing IRR10 mil-
lion (US$7) per person to 80 million citizens, for the purchase of
selected food staples. These credits are expected to only partial-
ly offset the effect of price pressures on household welfare. Ac-
cording to the latest estimates from 2023/24, 36 percent of Irani-
ans subsist on less than US$8.30 a day (2021 PPP), which is the
poverty line for upper-middle-income countries.

Qutlook

The ongoing conflict in the Middle East has placed the Iranian
economy on a pronounced downward trajectory, with exceptional-
ly high uncertainty surrounding the outlook. Growth prospects de-
pend critically on the duration and intensity of the conflict, the ex-
tent of infrastructure damage, and disruptions to oil exports and
trade routes. Oil sector performance is expected to be constrained

by disruptions to shipping through the Strait of Hormuz, at least
in the near term, while non-oil growth is projected to be limited
by damaged infrastructure, persistent water and energy shortages,
and weakened investment sentiment amid heightened uncertain-
ty. High inflation and declining real incomes are projected to sup-
press domestic demand, while international trade is likely to re-
main constrained by financial sanctions and challenges in securing
international transport and insurance services. Poverty is expect-
ed to increase, driven by high food inflation, import shortages and
other conflict-related shocks.

Fiscal pressures are projected to remain elevated as lower oil rev-
enues and a weaker tax base coincide with higher social spend-
ing. The deficit is expected to be financed through a combina-
tion of domestic bond issuance, withdrawals from the sovereign
wealth fund, and monetary financing, contributing to continued
inflationary pressures.

Risks to the outlook remain firmly tilted to the downside. More
extensive damage to transport and logistics infrastructure could
further curb oil exports to China and degrade industrial produc-
tion. A permanent curtailment of trade relations with tradition-
al partners such as the United Arab Emirates and Oman in the
aftermath of the conflict could exacerbate shortage of essential
consumer goods and inputs for industrial production. Further
rounds of conflict and civil unrest could keep Iran in a protracted
cycle of fragility and lead to mass emigration, as socio-econom-
ic conditions deteriorate. Conversely, a fast cessation of conflict
and the re-establishment of economic ties could help moderate
these shocks.

Recent history and projections

2023/24 2024/25 2025/26e

Real GDP growth, at constant market prices 5.3 3.7 -2.7
Private consumption 1.6 3.5 0.9
Government consumption -0.6 3.8 0.6
Gross fixed capital investment 6.3 3.8 -11.9
Exports, goods and services 13.2 6.0 -5.3
Imports, goods and services 1.5 2.7 -14.8

Real GDP growth, at constant factor prices 5.0 3.1 -2.7
Agriculture 0.8 3.6 -4.7
Industry 7.3 2.8 -5.4
Services 4.0 3.3 0.3

Employment rate (% of working-age population, 15 years+) 37.9 37.9 37.5

Inflation (consumer price index) 41.0 40.2 49.1

Current account balance (% of GDP) 1.9 2.8 0.2

Net foreign direct investment inflow (% of GDP) 0.0 0.0 0.2

Fiscal balance (% of GDP) -2.7 -3.8 -4.4

Revenues (% of GDP) 9.6 9.4 9.3

Debt (% of GDP) 26.1 25.4 31.3

Primary balance (% of GDP) -2.4 -3.3 -3.8

International poverty rate ($3.00 in 2021 PPP)2 2.5 2.0 2.5

Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 7.5 6.3 7.5

Upper middle-income poverty rate ($8.30 in 2021 PPP)1'2 36.0 33.2 36.2

GHG emissions growth (mtCO2e) 1.2 2.6 -2.5

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2017-HEIS, 2019-HEIS, and 2023-HEIS. Actual data: 2023. Nowcast: 2024-2025.
2/ Projection using annualized elasticity (2017-2019) with pass-through = 1 based on GDP per capita in constant LCU.
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IRAQ

The conflict in the Middle East has led to a significant disrup-
tion in economic activity and a sizable loss in oil revenues,
adding to fiscal and external account strains and raising food
security challenges. These challenges along with demo-
graphic pressures on the labor market could undermine
poverty reduction. Economic prospects hinge on imple-
mentation of policy reforms and are subject to significant
domestic and conflict risks.

Key conditions and challenges

Iraq's economy faces renewed pressures, reflecting its large depen-
dence on oil and exposure to the conflict in the Middle East. In
2025, oil accounted for an estimated 53 percent of real GDP, 88
percent of government revenues, and 91 percent of merchandise
exports. As a result of the conflict, the blockade of the Strait of Hor-
muz—through which most of Iraqg’s oil transits—has significantly
reduced export capacity and slowed production.

Iraq faces a significant youth employment challenge. Youth, aged
15-29, account for nearly 29 percent of the total population. This
large cohort is entering the labor market at a time when job cre-
ation is limited, amid preferences for public-sector employment
and a private sector that remains limited in size and absorptive ca-
pacity. As a result, Iraq records higher unemployment (13.5 per-
cent) and lower labor force participation rates (38 percent) than the
regional average.

Advancing economic reforms and managing emerging risks will
be critical in the medium term. Following the parliamentary elec-
tions in November 2025, government formation has faced delays,
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postponing the approval of a budget law that remains key to ad-
dress pressing public financial pressures and support economic
stability amid higher regional uncertainty.

Recent developments

GDP declined by 2.4 percent year-on-year (y/y) in the first nine
months of 2025, driven by a 5.7 percent y/y contraction in oil GDP
as oil production was constrained by the Organization of the Petro-
leum Exporting Countries and its partners (OPEC+) production lim-
its. Non-oil GDP growth also slowed to 1.5 percent y/y due to water
and electricity shortages and a liquidity crunch caused by falling oil
revenues. Oil production grew steadily in the last quarter of 2025,
with the unwinding of OPEC+ quotas and the resumption of oil ex-
ports from the Kurdistan Region of Iraq in September 2025.

The overall fiscal deficit widened to 2.1 percent of GDP (on a
cash basis) in 2025 as oil revenues fell by 11.8 percent y/y in to-
tal and despite a significant under execution of planned invest-
ments. These fiscal pressures led to delays in processing payments
and the accumulation of arrears. On the external side, lower ex-
ports pushed the current account balance to a deficit of 0.9 percent

FIGURE 1/ Real GDP growth and supply-side contributions to real
GDP growth

Percent, percentage points
15

10

-10
2022 2023 2024 2025e 2026f 2027f 2028f

Qil . Agriculture
Services e GDP growth

Non-oil industry

Sources: Ministry of Finance, Ministry of Oil, and World Bank.

FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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of GDP in Jan-Sep 2025, bringing GDP growth to a contraction of
0.7 percent for the year.

The recent conflict in the Middle East severely impacted the econ-
omy, primarily through the oil channel. Oil production fell to less
than a third (1.3 million barrels per day (mbpd)), resulting in fore-
gone oil revenues of up to US$7 billion in March 2026 and is expect-
ed to remain at this level if conditions do not improve. Airspace and
border closures, heightened security risks and exacerbated elec-
tricity shortages, following the loss of gas imports, add headwinds
to non-oil growth. High food import dependence has also raised
food security risks amid trade disruptions that could create infla-
tionary pressures. However, sizable Central Bank of Iraq interna-
tional reserves of US$98.7 billion (covering 11 months of imports)
as of February 2026 mitigate short-term current account and for-
eign exchange pressure risks.

The national poverty rate declined to 17.5 percent in 2023/24
from 18.9 percent in 2012 while inequality remained stable with
a Gini coefficient of 0.3.

Qutlook

GDP is projected to grow in the medium term in tandem with oil
sector developments. Assuming normalization of exports through
the Strait of Hormuz by late-2026, oil GDP is expected to contract
by 14.6 percent in 2026, recover in 2027, and expand by 2028

returning to the historical average growth of 0.22 mbpd per year.
Non-oil activity is projected to weaken due to the impact of con-
flict and as fiscal stimulus wanes. Average annual GDP growth is
forecast to reach 1.9 percent in 2026-2028.

Without deeper reforms to improve expenditure efficiency and
mobilize domestic revenues, fiscal pressures are expected to per-
sist in the medium term. Even if Iraq could benefit from the positive
oil price shock through gradual recovery of export volumes in 2026
due to conflict and with significantly lower investment spending,
large recurrent spending and lower oil revenues are projected to
keep the fiscal account in deficit in the medium term, pushing the
debt-to-GDP ratio above 68 percent by 2028.

The economic outlook is subject to significant downside risks, pri-
marily stemming from a prolonged disruption of oil exports or po-
tential damage to key infrastructure under a more protracted and
intensive regional conflict. Spillover of conflict would also be signif-
icant for the non-oil sector, especially if mobility restrictions per-
sist and religious tourism is impacted. Households' access to vital
services, such as electricity, might be further constrained, while a
longer conflict could increase displacement, exacerbating Iraq's hu-
manitarian needs. Continued bottlenecks in food imports from
the southern ports would heighten food security risks given Iraq's
high import dependence. Domestically, further delays in govern-
ment formation could postpone the passing of a budget law,
thereby exacerbating liquidity shortages and undermining imple-
mentation of key policy reforms.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.7 -1.5 -0.7 -8.6 10.7 3.5
Private consumption 2.0 7.4 4.3 -1.5 1.0 1.0
Government consumption 3.5 4.2 -5.9 -1.4 -2.8 0.8
Gross fixed capital investment -8.6 -0.5 -13.4 -10.7 -19.5 -2.0
Exports, goods and services 12.1 -0.1 1.1 -24.7 28.5 6.5
Imports, goods and services 0.5 10.0 2.0 -19.0 4.0 2.0
Real GDP growth, at constant factor prices 0.5 -1.5 -0.7 -8.6 10.7 3.5
Agriculture 19.5 18.5 -1.0 2.0 1.5 1.5
Industry -4.5 -2.7 -1.7 -13.0 17.7 5.0
Services 9.2 -1.5 1.0 -1.9 0.9 0.9
Employment rate (% of working-age population, 15 years+) 35.9 35.8 36.1 35.5 35.6 35.9
Inflation (consumer price index) 4.4 2.6 0.3 3.0 2.5 2.5
Current account balance (% of GDP)* 9.7 0.1 -1.3 -2.1 -3.8 -2.4
Net foreign direct investment inflow (% of GDP)" 2.1 2.9 2.9 -2.4 -2.6 -2.5
Fiscal balance (% of GDP)! 0.9 -0.1 -2.1 -2.6 -6.1 -4.9
Revenues (% of GDP) 38.4 38.7 36.8 34.9 32.9 33.6
Debt (% of GDP)* 42.4 46.3 53.6 57.8 66.2 68.2
Primary balance (% of GDP)*! 1.6 0.5 -1.6 -1.2 -4.6 -3.3
International poverty rate ($3.00 in 2021 PPP)>> 0.5 0.5 0.4 0.5 0.5 0.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)>3 2.4 2.0 1.9 2.1 2.2 2.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)?> 28.0 25.4 24.2 25.9 26.5 27.0
GHG emissions growth (mtCO2e) -7.2 -1.2 0.9 -4.8 6.1 3.3

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Share of factor cost GDP. Primary balance excludes interest received.

2/ Calculations based on 2023-IHSES. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
3/ Projection using neutral distribution (2023) with pass-through = 0.7 (Low (0.7)) based on private consumption per capita in constant LCU.
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JORDAN

Jordan’s economy continued to expand in 2025, supported
by stable macroeconomic conditions and reforms. Inflation
declined, while external balances improved. Fiscal consolida-
tion continued, although public debt remains high. The out-
look is subject to hejghtened uncertainty amid the ongoing
conflict in the Middle East. Growth is projected to gradually
strengthen to around 3 percent over the medium term, sup-
ported by reforms and stronger private-sector dynamism.

Key conditions and challenges

Jordan’s growth performance reflects its economic size, high de-
gree of openness, and location in a volatile regional environ-
ment. This openness allows Jordan to benefit from favorable re-
gional and global conditions, while also increasing its exposure
to external shocks.

Within this context, macroeconomic stability has remained a cen-
tral policy anchor. Elevated public debt has required sustained fis-
cal consolidation, necessitating prioritization of public spending. At
the same time, the peg of the Jordanian dinar to the U.S. dollar con-
tinues to support price stability. The key policy challenge ahead is
to translate this stability into stronger, private sector-led growth
and job creation, to absorb a growing labor force, raise per capita
incomes, and place public debt on a firmer downward trajectory.

Climate-related pressures add to these structural constraints. Wa-
ter scarcity, rising temperatures, and more frequent extreme
weather events, including flash floods, pose risks to infrastructure,
agricultural output, and energy demand. Episodes of severe weath-
er in early 2026 caused localized flooding while higher summer

Population'

11.7 ..

Life expectancy at birth” School enrollment’
years primary (% gross)

77.8 98.6

GDP* GDP per capita’

current US$, billion current US$

61.4 5260.8

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023. 3/ 2024. 4/ 2025. 5/ 2025.

Poverty

temperatures continue to increase electricity demand and strain
system capacity.

Recent developments

Jordan’s economy expanded by 2.8 percent in the third quarter of
2025, with full-year growth estimated at 2.8 percent, up from 2.6 per-
centin 2024. Growthin 2025 was supported by agriculture, manufac-
turing, and services. In late 2025, the Department of Statistics updat-
ed its national accounts methodology, expanding sector coverage
from 14to 20toimprove the granularity of economic measurement.

Labor market challenges persist. The unemployment rate stood at
21.4 percent in the third quarter of 2025, slightly lower than a year
earlier. Male unemployment declined to 18 percent, while female
unemployment rose to 33.9 percent. Female labor force participa-
tion also edged down to 14.4 percent.

As of February 2026, nearly 184,000 refugees registered with the
United Nations High Commissioner for Refugees have returned
from Jordan to Syria since December 2024, while about 410,000
registered Syrian refugees remain in the country. At the peak of the

FIGURE 1/ Central government fiscal balance narrowed
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FIGURE 2 / Tourist arrivals increased despite regional instability
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influx in 2015, approximately 1.3 million Syrians were living in Jor-
dan, according to the latest census.

Inflation remained contained, reaching 1.1 percent in January
2026, while average inflation in 2025 was 1.8 percent. The Central
Bank of Jordan reduced policy rates by 75 basis points in 2025 to
5.75 percent, maintaining alignment with the U.S. Federal Reserve
due to the exchange rate peg. The overnight deposit window rate
stood at 5.5 percent in December 2025. Lower domestic inflation
relative to trading partners, together with the global depreciation
of the U.S. dollar, supported external competitiveness. Stronger ex-
ports and resilient tourism are estimated to have contributed to a
narrowing current account deficit, which continues to be financed
through external inflows.

The central government’s overall deficit, including grants, narrowed
to an estimated 5.2 percent of GDP in 2025. Domestic revenue in-
creased by 6.0 percent, driven mainly by higher collections from
taxes on goods and services and other revenue. Total expenditure
rose by 6.2 percent, with capital spending increasing faster than
current spending. Public debt increased and remained above pre-
pandemic level. Debt vulnerabilities are partly mitigated by contin-
ued market access and historically low sovereign bond spreads.

The national poverty rate was 15.7 percent based on the
2017-18 Household Income and Expenditure Survey. Results
from the 2021-22 Household Income and Expenditure Survey
have yet to be released.

Qutlook

Economic growth is expected to gradually accelerate over the
medium term. However, the ongoing conflict in the Middle East has

heightened uncertainty and tilted risks to the downside. The mag-
nitude of the impact will depend on the duration and intensity of
the conflict. Potential transmission channels include disruptions to
trade and tourism, higher energy and commodity prices, weaker
remittance inflows, and increased risk premia.

The authorities have announced that strategic reserves of fuel,
food and essential commodities remain sufficient. Together
with measures to ease supply constraints—including tempo-
rary exemptions from customs duties and taxes to contain
freight costs—these buffers could help limit inflationary pres-
sures. Tourism could weaken if regional tensions persist, al-
though peak arrival periods typically occur later in the year.
Higher global commodity prices would increase import costs
but could support export revenues, particularly for phosphate
and fertilizer.

Jordan has historically demonstrated resilience to global
shocks. Nonetheless, the current environment adds to the chal-
lenges of sustaining reforms. These shocks highlight the im-
portance of accelerating reforms under the Economic Modern-
ization Vision to strengthen growth and resilience. Given limit-
ed fiscal space, improving the efficiency and impact of public
spending—including support to vulnerable households—will re-
main critical. In the utilities sector, measures to improve oper-
ational efficiency, strengthen financing strategies, and enhance
risk management could help reduce fiscal risks and support
debt sustainability.

Over the medium term, reducing poverty and promoting shared
prosperity will require stronger private-sector-led growth, partic-
ularly in export-oriented and higher-productivity industries.
Stronger growth would also support revenue mobilization and help
advance fiscal consolidation.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.1 2.6 2.8 2.7 2.9 3.0
Real GDP growth, at constant factor prices 3.6 2.5 3.1 2.8 3.1 3.2
Agriculture 6.7 6.7 7.9 4.5 4.0 4.0
Industry 4.9 3.1 3.8 3.0 3.0 3.0
Services 2.8 1.9 2.3 2.6 3.1 3.3
Inflation (consumer price index) 2.1 1.6 1.8 2.9 2.4 2.4
Current account balance (% of GDP) -3.3 -5.8 -5.2 -6.0 -5.6 -5.2
Net foreign direct investment inflow (% of GDP) 3.3 2.7 3.0 3.0 3.0 3.0
Fiscal balance (% of GDP)! -4.7 -5.9 -5.2 -5.3 -4.8 -4.5
Revenues (% of GDP) 22.9 22.7 23.0 23.6 23.4 23.5
Expenditures (% of GDP)! 27.6 28.5 28.2 28.9 28.2 27.9
Consolidated debt (% of GDP)2 81.0 82.1 83.3 83.4 82.3 81.1
Unconsolidated debt (% of GDP)2 103.3 106.1 108.8 109.8 109.3 108.3
Primary balance (% of GDP)1 -0.4 -0.9 -0.2 -0.4 0.2 0.6
GHG emissions growth (mtCO2e) 0.8 0.4 0.2 -0.5 0.2 0.6

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Including the Adjustment on receivables and payables (use of cash) as per IMF Country Report No. 23/49.
2/ Consolidated debt coverage refers to debt excl. the holdings of the Social Security Corporation (SSC) investment arm.
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KUWAIT

The conflict in the Middle East is affecting Kuwait's economy
through multiple channels. Disruptions to shipping in the
Strait of Hormuz have completely halted oil exports and in-
flated import costs. Infrastructure damage, emergency mili-
tary spending, and weaker investor sentiment are straining a
public spending model that has long relied on hydrocarbon
windfalls. Further prolongation or escalation of the conflict
could exacerbate existing fiscal pressures.

Key conditions and challenges

In the near term, the conflict is likely to squeeze oil revenues
through production disruptions and shipping constraints in the
Strait of Hormuz, Kuwait's main export route. Rising shipping
and insurance costs will inflate the cost of imported food and
construction materials. Beyond the immediate crisis, Kuwait's
main challenges remain transitioning to a growth model with a
stronger private-sector role, to modernize the economy and ab-
sorb new labor market entrants. Fiscal reforms will be needed to
ease pressures on the state budget, including containing the pub-
lic-sector wage bill, rationalizing untargeted subsidies, and mobi-
lizing non-oil revenues. Accelerating structural reforms to attract
investment remains a priority.

Several reforms were introduced in 2025, including the Do-
mestic Minimum Top-up Tax law for Multinationals Enterpris-
es, and the adoption of a new public debt law, which is ex-
pected to reduce reliance on the General Reserve Fund, typ-
ically used to finance the budget deficit. In November 2025,
S&P Global Ratings raised Kuwait's sovereign credit ratings from
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'‘A+/A-1' to 'AA-/A-1+' with a stable outlook, citing strong fiscal
and external balance sheets.

From a structural standpoint, sustaining higher and more inclu-
sive growth will depend on advancing reforms to improve the
business climate, build confidence in the country’s macro stabil-
ity, and diversify away from hydrocarbons. Prolonged regional
tensions could intensify fiscal trade-offs, including between draw-
ing on sovereign wealth reserves, moderating social spending,
and accelerating structural reforms.

Recent developments

Kuwait's economy improved in 2025 after two turbulent years, as
real GDP growth is estimated to have reached 2.6 percent com-
pared to an average of -1.5 percent in the previous two years.
The oil sector grew by 2.4 percent thanks to the unwinding of
the Organization of the Petroleum Exporting Countries and its
partners production cuts, while non-oil growth continues its sol-
id performance at 2.8 percent in the same period. Private sector
credit increased 4.7 percent in 2025, up from 3.9 percent in 2024,

FIGURE 1/ Annual real GDP growth
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FIGURE 2 / Fiscal balance
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driven by credit to manufacturing, construction, real estate,
telecommunications, health and social work sectors, and by large
infrastructure projects. Inflation moderated to 2.4 percent in 2025,
from 3 percent in 2024, driven by lower rates in furnishing equip-
ment and household maintenance and clothing and footwear, as
demand pressures eased.

The fiscal deficit is estimated to have reached 2.5 percent of
GDP in 2025, up from 2.1 percent in 2024, due to higher spend-
ing on capital expenditure and goods and services. The current
account surplus is estimated at 26.8 percent of GDP in 2025,
down from 28.9 percent in 2024, mainly due to the decline in oil
prices, increase in imports and increase in remittances outflows
by 20.4 percent during 9M-2025 compared to the same period
in 2024. Net foreign direct investment decreased by 10.4 percent
during 9M-2025 (4.7 percent of GDP).

The number of workers increased by 3.1 percent annually in Sep-
tember 2025, showing mixed trends among Kuwaiti and non-
Kuwaiti workers. While non-Kuwaiti employment rose by 3.9 per-
cent, Kuwaiti workers declined by 1.3 percent across sectors, in-
cluding the government sector, which employs more than 80
percent of citizens. Employment declined by 3 percent among
women but increased by 1 percent among men. The International
Labour Organization estimated youth unemployment in 2025 at
15.1 percent, nearly seven times the overall unemployment rate
of 2.2 percent, with unemployment among young women reach-
ing nearly 30 percent. The recent regional conflict could fur-
ther weigh on private-sector economic activity, where most non-
Kuwaiti workers are employed.

Outlook

The escalation of the conflict is weighing on the near-term growth
outlook, through its impact on oil revenues and investment senti-
ment. Consequently, real GDP growth is expected to contract, by
6.4 percent in 2026, driven by oil sector disruptions (assuming 3
months shipping constraints in the Strait of Hormuz), before re-
covering, with a 13.5 percent growth rate in 2027, and normalizing
to 2.8 percent in 2028. Constraints on oil exports are predicted to
reduce government revenues in the near term. As storage capac-
ity expected to fill within weeks from the closure of the Strait, oil
production risks delays or curtailments, thus affecting production.
Higher shipping and insurance costs are expected to increase im-
port prices notably food, as fertilizers prices go up with disruptions
in liquefied natural gas trade. Inflation is expected to accelerate to
4 percent in 2026, disproportionately affecting low-income house-
holds and migrant workers.

Kuwait's budget was already under pressure before the conflict;
however, infrastructure damage, weakening investor confidence,
and emergency military spending are expected to widen fiscal im-
balances. The fiscal deficit is estimated to reach 6.6 percent of GDP
in 2026 driven by lower oil receipts, before stabilizing around 3.2
percent in the medium term, underscoring the need for compre-
hensive reforms. The current account surplus is expected to drop
to 22.4 percent in 2026, before recovering over the medium term
alongside improvements on the oil trade balance. Downside risks
remained linked to a prolonged escalation of geopolitical tensions
and associated disruptions to oil markets.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices -1.6 -1.5 2.6 -6.4 13.5 2.8
Private consumption 2.5 2.6 3.5 2.3 5.8 2.5
Government consumption 4.2 2.3 2.9 0.3 4.5 4.3
Gross fixed capital investment -2.6 -18.3 2.3 1.4 3.1 4.7
Exports, goods and services 2.4 -3.2 2.4 -14.5 21.2 2.1
Imports, goods and services 13.4 -7.1 3.2 -4.0 6.2 3.0
Real GDP growth, at constant factor prices -1.3 -0.9 2.6 -6.4 13.5 2.8
Agriculture 0.1 0.3 0.7 4.1 5.2 0.9
Industry 0.1 -2.1 2.8 -12.2 21.7 24
Services -3.0 0.8 2.4 0.9 4.5 3.4
Employment rate (% of working-age population, 15 years+) 72.5 72.2 71.4 72.1 72.9 73.4
Inflation (consumer price index) 3.6 3.0 2.4 4.0 2.4 2.1
Current account balance (% of GDP) 30.6 28.9 26.8 22.4 28.2 28.1
Net foreign direct investment inflow (% of GDP) -5.4 -6.0 -3.7 -1.8 -3.4 -4.7
Fiscal balance (% of GDP)! -3.1 -2.1 -2.5 -6.6 -4.0 -2.3
Revenues (% of GDP) 46.5 44.7 45.6 39.7 44.5 45.3
Debt (% of GDP)* 3.1 2.9 7.4 14.5 18.1 18.6
Primary balance (% of GDP)* -3.0 -1.8 -2.5 -6.6 -3.5 -1.5
GHG emissions growth (mtCO2e) 1.8 1.6 4.4 -3.2 8.0 6.9

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Based on fiscal year cycle (April to March 31). Fiscal balances exclude investment income and FGF transfers.
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LEBANON

Economic activity accelerated and reforms advanced in
the second half of 2025. However, Lebanon has been
significantly affected by the escalation of the conflict in
the Middle East since February 2026, which is expected
to weigh heavily on economic activity. Risks are tilted
sharply to the downside, and the 2026 outlook remains
highly uncertain, contingent on the scale, intensity, and
duration of the conflict.

Key conditions and challenges

The recent escalation of the conflict in the Middle East is expected
to stall reform momentum and heavily weigh on economic growth.
Military operations in Lebanon commenced on March 2, two days
after the escalation of the regional conflict. Prior to the conflict, the
authorities had been pursuing critical reforms although progress
on restoring debt sustainability and establishing a fiscal anchor
through a medium-term fiscal framework had been slow. Large-
scale internal displacement—with more than 800,000 persons dis-
placed—combined with the adverse impact of the conflict on
tourism and higher oil prices will weigh significantly on economic
activity and stoke inflationary pressures.

On December 26, 2025, the Cabinet approved and submitted to
Parliament the Financial Stabilization and Depositor Recovery Law
(FSDR, so-called “financial gap law”) —a notable step in the reform
agenda. Previous drafts did not advance to the legislative stage.
While revisions to the draft are required to strengthen alignment
with international best practices, the draft law significantly ad-
vances the regulatory framework for bank restructuring by intro-
ducing (i) face value repayments for eligible USD deposits over a
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period of 4 to 20 years tiered by deposit size and with longer ma-
turities for larger balances, and (ii) mandating an Asset Quality Re-
view for commercial banks and Banque du Liban, the central bank.

Recent developments

Economic activity accelerated in the second half of 2025. High-
frequency indicators through December 2025 point to stronger
momentum in H2-2025. Cleared checks in Lebanese pounds and
USD rose by approximately 49.5 percent and 29 percent relative
to H1-2025. Construction activity also picked up, with construction
permits and cement deliveries increasing by 12.8 percent and 14
percent relative to H1-2025. Passenger arrivals, an indicator of
tourism activity, rose by 24.5 percent. Relative to 2024, cement de-
liveries and construction permits increased by 36 percent (yoy) and
29.3 percent (yoy), and night-time lights, an alternative proxy for
economic activity, rose by 30 percent (yoy).

Fiscal outturns for 2025 indicate primary and overall surpluses
of US$ 1.87 and US$ 1.55 billion, on a cash basis. Official data
show revenues rising by 49 percent, outpacing a 27 per-
cent increase in expenditure. Indirect taxes—value-added tax

FIGURE 1 / Conflict could stoke inflationary pressure in 2026
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FIGURE 2 / Contributions to overall inflation in 2025
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and customs receipts—accounted for the bulk of revenues, at 32.3
percent and 7.1 percent. The surpluses reflect improved tax com-
pliance, fiscal restraint, and lower interest expenses as Lebanon
stopped servicing most of its debt since the March 2020 sover-
eign default. Official figures exclude spending financed by exter-
nal loans. Public debt remains unsustainable at 155.2 percent of
GDP in 2025, and Lebanon has been shut out of international capi-
tal markets since the default. The debt-to-GDP ratio has decreased
due to higher nominal GDP.

Despite a modest pickup in consumer prices in H2 2025, headline
inflation fell to 14.6 percent for the year. Within the consumer
price index basket, education and rent posted the largest increas-
es—38.8 and 27.0 percent (yoy), respectively—while food and non-
alcoholic beverages rose by 20.4 percent (yoy). Domestic inflation
remains well above global inflation even as the exchange rate has
been stable since August 2023.

In 2025, poverty among Lebanese nationals remained high but
showed stabilization after peaking in 2024 due to conflict related
disruptions and economic contraction. Microsimulations suggest
headcount poverty eased slightly in five governorates, from about
37 percent in 2024 to 36 percent in 2025. Food insecurity also de-
clined from a peak of 24 percent in late 2024 to about 13 percent
in early 2026, just before the onset of the conflict; food insecurity
nevertheless remains high by historical standards.

The trade-in-goods deficit widened to US$ 17.4 billion in 2025 (56.8
percent of GDP). Imports rose by 24.7 percent (yoy), outweighing a

34.4 percent increase in exports. A large trade-in-goods imbalance
is partially offset by remittances, which are underestimated as in-
formal channels are not captured, and tourism receipts. Foreign di-
rect investment grew by 7.3 percent (yoy) over 9M-2025, reaching
approximately US$ 1.5 billion, but continues to fall short of cover-
ing the gross external financing needs. Weaknesses in balance of
payments statistics distort official estimates of the current account
deficit and help explain a reserve accumulation of US$ 1.7 billion
despite a large current account deficit.

Qutlook

The fragile rebound in economic activity is expected to come
under severe stress, with risks tilted sharply to the downside.
The conflict and ensuing flight disruptions across the region, are
expected to halt tourism—a key engine of growth. Large-scale
internal displacement and heightened uncertainty are also pro-
jected to weigh on consumption and investment, while the con-
flict's toll on Lebanon's human and physical capital is likely to
be significant. Energy imports accounted for approximately 29
percent of the total import bill in 2025. With continued depen-
dence on oil for electricity generation and transportation, the
rise in oil prices is expected to weigh on both the current ac-
count deficit and external financing needs. Higher freight rates
and oil prices will stoke inflationary pressures, while increased
demand for emergency and reconstruction spending will likely
put the approved budget for 2026, which targets a balanced
budget, under pressure.

Recent history and projections 2023 2024 2025e
Real GDP growth, at constant market prices -0.8 -7.1 3.5
Private consumption 0.2 -4.6 1.5
Government consumption -18.4 16.6 18.4
Gross fixed capital investment 4.5 -31.6 54.7
Exports, goods and services -1.1 -9.7 1.9
Imports, goods and services -0.3 -0.1 -0.3
Real GDP growth, at constant factor prices -0.8 -7.1 3.4
Agriculture -0.2 -8.7 2.1
Industry 0.1 -5.8 2.3
Services -1.0 -7.1 3.7
Employment rate (% of working-age population, 15 years+)* 36.3 36.5 36.5
Inflation (consumer price index) 221.3 45.2 14.6
Current account balance (% of GDP) -28.1 -22.2 -15.8
Net foreign direct investment inflow (% of GDP) 2.9 1.1 1.9
Fiscal balance (% of GDP) 0.5 0.5 0.0
Revenues (% of GDP) 13.7 15.3 16.3
Debt (% of GDP) 179.7 176.5 155.2
Primary balance (% of GDP) 1.4 0.9 0.1
GHG emissions growth (mtCO2e) 2.7 -9.0 2.0

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ 1LO data is through 2023, with 2024-2025 projections imputed using the World Bank model. These projections are highly uncertain due to the 2023-24 conflict's impact, causing a
steep contraction in 2024 and a potential rebound in 2025, with the overall employment effect unclear.
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LIBYA

Libya faces persistent political fragmentation and weak fiscal
discipline, with the lack of a unified budget undermining sta-
bility and depleting reserves. Nevertheless, economic perfor-
mance in 2025 was strong, underpinned by higher oil pro-
duction, buoyant consumption, and a balanced fiscal posi-
tion aided by exchange rate devaluation. The outlook hinges
on political stability and oil performance, with moderate
growth, and improving fiscal and external balances.

Key conditions and challenges

Ongoing rivalry among political actors continues to impede
governance, fiscal coordination, and the unification of
state institutions. The United Nations Support Mission in
Libya-led Structured Dialogue, launched in Dec 2025, pro-
vides an inclusive platform to establish a sound and viable
electoral framework and unify Libya's fragmented institu-
tions. Political division continues preventing the adoption
of a unified budget despite modest institutional progress
on fiscal coordination.

Weak fiscal discipline has worsened macroeconomic instability.
Increasing public spending depleted foreign reserves by US$8 bil-
lion annually during 2023-2025. As a result, the Central Bank of
Libya (CBL) tightened access to foreign exchange and devalued
the Libyan Dinar (LYD) twice in less than a year (April 2025 and
January 2026) to control the widening gap between official and
parallel market exchange rates.

Libya's welfare situation is weaker than its oil-wealth status
warrants and marked by inequalities. Findings from the recent
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Multiple Indicators Cluster Survey (MICS 2024-25) indicate
high levels of access to services such as electricity, water,
health, and education. However, gaps remain: only 38 per-
cent of households have access to safely managed drinking
water. About 12 percent of children under five are stunted,
with significant regional variation. School attendance rates
are high at the primary and secondary levels. However,
these gains do not translate into labor market outcomes and
private-sector jobs.

Recent developments

In 2025, the Libyan economy achieved a robust growth rate
of 13.4 percent, supported by the strong performance of the
oil and non-oil sectors. Oil GDP expanded by 17.4 percent,
while non-oil sectors expanded by 6.9 percent, mainly due
to a surge in private consumption supported by a 4 percent
wage growth.

Despite robust domestic demand, inflation remained subdued at
2.1 percent in 2025, as generous subsidies continue to shield
consumers from inflationary pressures.

FIGURE 1/ Annual real GDP growth
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Sources: Libyan authorities and World Bank.

FIGURE 2 / LYD/USD exchange rate in the official and parallel
markets
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The Government of National Unity posted a balanced budget
in 2025, which helped place the debt-to-GDP ratio on a down-
ward trajectory (from 115 to 102 percent of GDP). Total revenues
reached 53.6 percent of GDP with oil revenues increasing by 30
percent despite softening oil prices. Higher oil production lev-
els and the devaluation of LYD in April 2025, by 13.3 percent,
more than compensated for falling prices. Meanwhile, the sharp
26 percent decrease in capital expenditure did not offset the sig-
nificant 21 percent expansion in current spending, resulting in
total spending increasing by 11.2 percent. The inflated current
spending reflects a higher wage bill and the reintroduction of fuel
subsidies into the budget following the abolishment of oil-for-fuel
swap in May 2025.

The agreement between the two legislative chambers—House of
Representatives in the East and the High Council of State in the
West—to establish a unified channel for development spending
between the competing governments is a promising first step
towards financial stability through unifying the national budget
and institutions.

During 2025, the merchandise trade balance surplus narrowed
by 15 percent (reaching 21 percent of GDP) to reflect higher im-
ports and lower oil receipts. Despite tighter access to foreign
exchange and trade financing implemented by the CBL, imports
grew by 3 percent fueled by public and private consumption.
Meanwhile, merchandise exports fell by 4 percent with softening
oil prices. As a result, the gap between official and parallel mar-
kets' exchange rates widened from 31 percent in Apr 2025 to 51
percent in January 2026, forcing the CBL to further devalue the
LYD by 14.7 percent.

Outlook

Libya's economic prospects over the medium term are shaped pri-
marily by developments in the oil sector, which has been attract-
ing investments to expand production capacity to 2 million barrels
per day (mbpd) by 2030. Assuming the national security and polit-
ical environment remains overall stable, oil production is project-
ed to average 1.35 mbpd in 2026, which translates into a 4.7 per-
cent growth in the oil sector and a 4.5 percent growth in the over-
all economy. The non-oil sector is expected to grow by 4.2 percent
supported by consumption and a recovery in investments and ex-
ports. With the anticipation of continued recovery of oil output in
the medium term, the Libyan economy is expected to expand by 5
percent on average during 2027-2028.

Inflation is likely to rise to 3.2 percent in 2026 reflecting the de-
valuation of the LYD. Higher anticipated oil prices, due to the
conflict in the Middle East, supported by an increase in output
will improve both fiscal and external positions in 2026. The fiscal
balance is expected to register a surplus of 5.3 percent of GDP,
while the current account surplus widens to 23.6 percent of GDP.
The twin surpluses are expected to narrow in the medium term,
driven by lower energy prices.

The overarching risk remains the political and security environ-
ment. A timely and effective resolution of the political crisis is crit-
ical for Libya's economic recovery and the welfare of its citizens.
On the other hand, the escalation or prolongation of the conflict
in the Middle East may lead to even higher oil prices and receipts,
however, this may stall execution of reforms.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 10.2 1.9 13.4 4.5 4.0 6.0
Private consumption 5.3 2.3 5.0 6.2 6.0 6.0
Government consumption 5.5 5.5 18.0 1.2 2.9 3.0
Gross fixed capital investment -10.7 -8.4 8.6 6.2 1.9 27.9
Exports, goods and services 7.1 -6.9 19.1 5.2 3.9 7.5
Imports, goods and services -16.5 -3.0 8.2 4.6 3.8 16.0
Real GDP growth, at constant factor prices 10.7 1.4 13.3 4.5 4.0 6.0
Agriculture 6.8 -0.9 2.0 2.3 2.2 2.2
Industry 17.8 -5.5 17.4 4.7 3.7 7.1
Services -1.0 15.2 7.2 4.3 4.6 4.2
Inflation (consumer price index) 2.4 2.1 2.1 3.2 3.0 2.5
Current account balance (% of GDP) 4.2 0.4 0.2 23.6 11.7 9.0
Fiscal balance (% of GDP) -0.1 0.1 0.0 5.3 1.8 2.5
Revenues (% of GDP) 59.3 52.7 53.6 44.5 48.6 47.4
Debt (% of GDP) 100.0 115.6 102.5 82.4 82.0 80.0
Primary balance (% of GDP) -0.1 0.1 0.0 5.3 1.8 2.5
GHG emissions growth (mtCO2e) 4.8 -0.2 10.0 3.3 4.0 5.3

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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MOROCCO

Growth momentum is robust, driven by infrastructure in-
vestment and agricultural recovery. Labor markets remain
weak, with high inactivity and unemployment. Fiscal consoli-
dation progresses but spending pressures could strain pub-
lic finances. The current account deficit is widening but con-
tained, supported by tourism and FDI. Near-term prospects
are favorable, with growth projected at 4.2 percent in 2026,
though downside risks remain, including Middle East conflict.

Key conditions and challenges

Morocco's economy has entered a phase of renewed momentum,
supported by both traditional and emerging growth drivers. A pub-
lic investment push in construction and infrastructure is support-
ing aggregate demand, while post-pandemic structural reforms are
beginning to yield discernible effects.

However, stronger growth has had limited impact on the labor
market, which continues to face major challenges: climate shocks
have displaced agricultural workers who struggle to find jobs in
other sectors; female labor force participation is among the low-
est globally; unemployment has not yet returned to pre-pandem-
ic levels; and many young Moroccans are unable to find jobs
matching their rising educational attainment. To address these
challenges, the government has adopted a jobs roadmap that
bolsters active labor market policies, supports small and medium
enterprises (SMEs) and agriculture, and realigns technical and vo-
cational education and training with private-sector needs. Addi-
tional efforts may be needed to foster private-sector-led growth
by deepening competition, enabling SMEs to scale, and accelerat-
ing firm-level productivity.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2013 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

Ongoing investments and reforms could strain public finances, and
Morocco is yet to rebuild fiscal buffers. This entails improving expen-
diture efficiency and strengthening revenue mobilization. However,
increasing investments through public-private partnerships and
state-owned enterprises (SOEs) present significant contingent liabil-
ity risks requiring robust frameworks for assessing, disclosing, and
provisioning, alongside continuing to strengthen SOE governance.

Recent developments

Based on High Planning Commission (HCP)'s preliminary data,
growth accelerated to 4.7 percent in 2025, driven by a sustained ex-
pansion in gross fixed capital formation of 16.8 percent. Agricultur-
al output recovered owing to favorable precipitation, growing 3.7
percent, while non-agricultural sectors expanded by 4.8 percent,
with strong contributions from tourism, mining, and construction.
Headline and core inflation both moderated to 0.8 percent, leading
Bank Al-Maghrib to leave interest rates unchanged at 2.25 percent.
The real exchange rate remained broadly stable.

The trade deficit widened by 15.8 percent in 2025, driven by 8
percent import growth in capital goods and intermediate inputs.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Export growth remained modest at 2.8 percent. Tourism revenues
and remittances partially cushioned the deterioration, keeping the
current account deficit at 2.1 percent of GDP. Foreign direct invest-
ment rebounded by 26 percent, and international reserves main-
tained comfortable coverage at close to five months of imports.

The fiscal position registered a modest improvement. Tax collec-
tions rose 14.1 percent in 2025, driven by corporate income tax
and value-added tax, while non-tax revenues increased on the back
of SOE transfers and sale-and-leaseback operations. These efforts
narrowed the budget deficit from 3.9 percent of GDP in 2024 to 3.6
percent in 2025.

Labor market trends remain uneven: the economy gained
203,000 urban jobs between 2024 and 2025, while rural areas
lost 10,000. Unemployment declined marginally from 13.3 to 13
percent, and labor force participation stagnated at 43.5 percent,
reflecting persistently weak female participation at 19 percent.
Despite this, poverty at the US$3.00 line declined to 2.1 percent
in 2025, from 2.3 percent in 2024.

Qutlook

Growth is projected to slow down to 4.2 percent in 2026, reflecting
agricultural recovery of nearly 10 percent and non-agricultural de-
celeration to 3.6 percent, on the back of the Middle East conflict.
Over the medium term, growth is expected to reach 4.3 by 2028,
with demand side drivers rebalancing toward private consumption,
underpinned by a declining inflation despite the expected uptick to
2.4 percent in 2026 due to commaodity prices shocks.

The current account deficit is projected to reach 3.3 percent of GDP
in 2026. While higher international fertilizer prices may support ex-
port revenues, higher input costs and capacity limits are likely to
moderate the overall impact. In addition, higher public investment
and oil imports would weigh on the trade balance.

The budget deficit is expected to see an uptick to 3.8 percent of
GDP in 2026 due to the fallout from the Middle East conflict, be-
fore declining to 3.4 percent by 2028, while the primary deficit sta-
bilizes around 1.1 percent of GDP. Total revenues are projected to
rise from 30 percent of GDP in 2025 to around 31 percent over the
medium term, supported by tax policy reforms and improved ad-
ministration. Total expenditure will stabilize around 34.5 percent
of GDP over 2027-28, despite pressures from higher civil servant
salaries, infrastructure investments, and social protection reforms.

The balance of risks is tilted to the downside. Climate conditions
threaten agricultural recovery, fiscal consolidation faces challenges
from spending pressures, higher-for-longer oil prices, and reliance
on non-recurring revenues, and trade tensions, the Middle East
conflict, and slower European growth could widen the current ac-
count deficit. These risks could be partially offset by robust non-
agricultural activity, structural reforms, and strong trade ties.

Growth is expected to drive a 22.2 percent decline in poverty
by 2028, bringing it to 1.4 percent at the international poverty
line and to 5.1 percent at the lower-middle-income threshold.
To sustain improvements in living standards, reforms should
focus on promoting job creation through a more dynamic pri-
vate sector, entrenching social protection systems, and reducing
territorial disparities.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.7 3.8 4.7 4.2 4.0 4.3
Private consumption 4.8 3.4 4.4 4.2 4.3 4.8
Government consumption 6.1 5.6 6.1 6.0 5.7 5.5
Gross fixed capital investment 2.3 12.8 16.8 11.2 9.7 6.9
Exports, goods and services 7.9 8.0 7.6 7.6 7.9 8.4
Imports, goods and services 9.5 11.6 13.2 10.9 10.5 9.3
Real GDP growth, at constant factor prices 3.4 3.4 4.7 4.1 4.0 4.2
Agriculture 1.8 -4.5 3.7 9.9 3.1 2.3
Industry 0.8 4.2 4.8 3.8 4.0 4.2
Services 5.0 4.6 4.5 3.6 3.7 4.1
Employment rate (% of working-age population, 15 years+) 39.7 39.7 39.9 40.0 40.1 40.1
Inflation (consumer price index) 6.1 0.9 0.8 2.4 1.9 1.7
Current account balance (% of GDP) -1.0 -1.2 -2.1 -3.3 -2.3 -1.9
Net foreign direct investment inflow (% of GDP) -0.1 0.6 1.3 1.4 1.5 1.5
Fiscal balance (% of GDP) -4.4 -3.9 -3.6 -3.8 -3.5 -3.4
Revenues (% of GDP) 27.6 29.1 30.0 30.6 30.9 31.1
Debt (% of GDP) 68.7 68.0 67.2 67.8 67.4 67.2
Primary balance (% of GDP) -2.3 -1.8 -1.1 -1.4 -1.2 -1.2
International poverty rate ($3.00 in 2021 PPP)2 2.4 2.3 2.1 1.8 1.6 1.4
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 8.1 7.5 6.8 6.1 5.6 5.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 41.4 39.9 37.9 36.0 34.1 32.3
GHG emissions growth (mtCO2e) 0.0 2.0 2.8 2.8 2.6 2.8

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2013-ENCDM. Actual data: 2013. Nowcast: 2014-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2013) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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OMAN

The conflict in the Middle East presents a mixed outlook for
Oman’s growth. Higher oil prices and improved fertilizer ex-
port revenues could support fiscal and external balances,
at least in the short term, although logistical frictions and
elevated regional uncertainty may negatively affect tourism
sector and the broader economic sentiment.

Key conditions and challenges

The conflict in the Middle East introduces both upside and down-
side risks for Oman. While Oman'’s energy exports are relatively re-
silient given its access to ports outside the Strait of Hormuz, mar-
itime trade frictions could still complicate the road towards Oman'’s
Vision 2040, contingent on the duration and intensity of the con-
flict. Oman'’s neutral foreign policy and fiscal buffers help cushion
near-term shocks, but a protracted conflict would likely strain re-
form momentum and private sector sentiment.

Higher global prices of oil and fertilizers, together with Oman'’s po-
sition as a net exporter of both, are likely to support export rev-
enues and provide a temporary fiscal cushion, which could lend
support to overall GDP relative to pre-conflict expectations. At the
same time, heightened risks of geoeconomic fragmentation and
supply chain disruptions at the regional level could lead to a more
volatile environment that may weigh on growth and foreign invest-
ment flows. Oman'’s Vision 2040 prioritizes economic diversification
and investment in non-hydrocarbon sectors. In late 2025, the gov-
ernment reported that 74 percent of Vision performance indicators
were showing measurable progress.
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Poverty

Recent developments

In 2025, real GDP growth is estimated at 2.6 percent, driven by the
non-oil sector. Inflation remained well-contained, with the annual
average rate remaining stable at 0.9 percent. In December 2025,
Fitch Ratings had upgraded Oman to BBB—with a stable outlook,
following a similar move by S&P Global.

The fiscal position also improved, thanks to reforms aimed at di-
versifying revenue, improving spending efficiency, and managing
oil windfalls. The overall fiscal surplus, estimated at 0.7 percent of
GDP in 2025, represents an improvement compared to a 1.2 per-
cent of GDP deficit during the first half of the year. Government
debt is estimated at 38.5 percent of GDP in 2025, down from 68.8
percent of GDP in 2020, supported by expenditure rationalization
and state-owned enterprise debt reduction.

The current account balance is estimated to have turned into a
deficit of 1 percent of GDP in 2025 as a result of lower oil prices.
Oman's oil exports receipts decreased to 29.1 percent of GDP in
2025 from 35.4 percent of GDP in 2024. On the other hand, higher
volumes of non-hydrocarbon exports (minerals, plastic and rubber

FIGURE 1/ Real annual GDP growth
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products) partially offset the impact of lower oil export revenues.
Central Bank reserves reached US$19.3 billion in end-2025, up
from US$18.4 billion in 2024, covering about 4 months of imports.

The latest data indicate a modest 1.5 percent increase in total em-
ployment in Oman between 2024 and 2025. Employment gains
were driven primarily by Omani nationals, whose employment rose
by around 3.8 percent overall, including a 7.3 percent increase
in the private sector. However, International Labour Organization
modelled estimates show that youth aged 15-24 and young
women in particular remain the most vulnerable groups in the la-
bor market, with unemployment rates of 13.9 and 29 percent in
2025, respectively.

Qutlook

While Oman's coastal waters are generally less exposed than those
of regional peers that rely directly on transit through the Strait of
Hormuz, a prolongation of maritime tensions could still create indi-
rect pressures on Oman, through higher shipping costs and longer
transit times. Ports like Dugm, Salalah, and Sohar—key compo-
nents of Oman'’s strategy to develop regional transit hubs—may
face increased operational uncertainties, although their location
outside Hormuz provides a degree of resilience.

Against this background, and weighing both supportive and ad-
verse factors, Oman is projected to grow by 2.4 percent in 2026.
The country’s domestic gas sector is structurally resilient, with
production and transmission largely onshore and independent of

shipping routes through the Hormuz Strait. Nevertheless, rising
gas and fertilizer prices are expected to exert upward pressure
on inflation, particularly through imported food inflation. Oman’s
reliance on imports of key food commodities, like grains, oilseeds
and vegetable oils, increases the country's exposure to interna-
tional price volatility in the event of a prolonged crisis.

Oman’s 2026 budget, anchored in the Eleventh Five-Year Develop-
ment Plan and Vision 2040, sets a prudent course for growth fo-
cusing on non-oil sector expansion and fiscal sustainability. In the
medium term, the fiscal balance is expected to remain in surplus,
reflecting controlled spending and improved tax collection. The im-
plementation of personal income taxation, the first among Gulf
countries and effective from January 2028, is a key milestone in the
country's tax reforms.

The current account balance is projected to achieve a modest sur-
plus in 2026, supported by higher oil prices and sustained non-
oil exports. Foreign direct investment inflows may moderate in
the very near term as investors reassess risks associated with the
evolving regional conflict.

Key downside risks to the outlook include a further escalation or
prolongation of the conflict in the Middle East. Heightened geopo-
litical frictions and regional security risks could affect supply chains
and trade flows, as well as weigh on the attractiveness of Oman
as a tourism and investment destination. On the upside, continued
implementation of the 11th Five-Year Development Plan can help
sustain market confidence and support economic diversification,
strengthening economic resilience over the medium term.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.2 1.7 2.6 2.4 3.0 3.4
Private consumption 5.4 3.3 2.8 1.9 2.7 3.1
Government consumption 4.0 2.0 2.6 1.4 1.6 1.8
Gross fixed capital investment 2.2 2.6 3.0 2.4 3.6 4.0
Exports, goods and services 1.9 1.5 3.2 2.6 3.5 4.3
Imports, goods and services 1.6 1.8 3.6 1.5 3.0 3.7
Real GDP growth, at constant factor prices 1.4 1.7 2.6 2.4 3.0 3.4
Agriculture 5.9 2.8 3.1 2.9 3.4 3.8
Industry -0.2 2.6 1.6 24 2.6 3.2
Services 3.0 0.6 3.9 2.4 3.4 3.6
Employment rate (% of working-age population, 15 years+) 65.7 65.6 65.6 65.6 65.6 65.6
Inflation (consumer price index) 1.0 0.6 0.9 4.1 3.3 3.4
Current account balance (% of GDP) 2.5 2.2 -1.0 3.4 3.1 3.3
Net foreign direct investment inflow (% of GDP) 2.2 4.6 4.8 5.0 5.1 4.8
Fiscal balance (% of GDP) 6.9 3.3 0.7 3.1 3.0 2.9
Revenues (% of GDP) 34.3 31.9 29.0 30.9 29.0 28.2
Debt (% of GDP) 37.5 38.5 38.4 36.2 34.8 31.6
Primary balance (% of GDP) 9.4 5.5 3.1 5.3 5.2 4.8
GHG emissions growth (mtCO2e) 2.0 2.5 3.1 3.2 4.9 5.0

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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PAKISTAN

Economic activity in Pakistan gained momentum in FY26 as
domestic demand strengthened. However, the conflict in the
Middle East will significantly affect the growth outlook as dis-
ruptions to energy markets, and trade routes raise Pak-
istan's import bill, weigh on exports and remittances, and
dampen domestic activity. Fiscal discipline, oil price pass-
through, exchange rate flexibility, and structural reforms are
critical to managing risks and sustaining growth.

Key conditions and challenges

Pakistan’s economy stabilized in FY25 supported by fiscal
discipline, and prudent monetary policy. Stabilization
dividends began to materialize in H1 FY26, as economic
activity accelerated supported by an industrial rebound
and stronger confidence. However, the conflict in the
Middle East will significantly impact Pakistan's econom-
ic activity through end-2026, by widening the current
account deficit, disrupting access to energy, and pres-
suring limited fiscal and external buffers. A protracted
conflict would amplify these shocks further. Maintaining
fiscal discipline, exchange rate flexibility, and sustained
oil price pass-through—alongside support to vulnerable
households—will be critical to contain the impact of
the conflict. Structural reforms—including trade liberal-
ization, a new National Finance Commission award, pow-
er sector restructuring, private participation in state-
owned enterprises, and strengthened social service de-
livery—remain essential to support higher sustained
growth, job creation, and poverty reduction.
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Recent developments

Economic activity gained momentum in Q1 FY26, with real GDP
expanding by 3.7 percent y-o-y, compared to 1.6 percent in FY25.
Agriculture, employing 33 percent of the labor force, grew by 2.9
percent, as strong livestock performance offset flood-related dam-
age to crop production. Industry, employing 26 percent of the
workforce, grew by 9.4 percent, driven by a rebound in large-scale
manufacturing. Services, employing 41 percent of the workforce,
expanded by 2.4 percent, reflecting positive spillovers from com-
modity-producing sectors.

The current account registered a US$1.2 billion deficit in H1FY26,
from a surplus of US$1.0 billion in H1FY25. This reflected a decline
in food exports (-35.5 percent y-o-y), following India's resumption
of rice exports and Pakistan’s sugar export ban. Eased import con-
trols and stronger domestic demand raised goods imports by 12
percent y-o-y. Services exports sustained double-digit growth (16.5
percent y-o-y), driven by the Information and Communication
Technologies (ICT) sector. Nevertheless, a 15.8 percent increase in
services imports from a higher base more than offset these gains.

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Poverty headcount rate at lower middle-income
poverty line (US$4.20/day)
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Strong remittance and external financing inflows kept
the balance of payments in surplus, raising reserves to
US$17.4 billion.

Headline inflation declined to 5.2 percent y-o-y in H1FY26
from 7.2 percent in H1FY25, reflecting easing supply side
pressures and improved macroeconomic conditions. Food
inflation moderated after a flood-related uptick, while ex-
change rate stability helped contain imported inflation.
Core inflation eased but remained in high single digits, sig-
naling persistent underlying pressures. With headline in-
flation declining, the policy rate was reduced from 11 to
10.5 percent in December 2025.

Fiscal adjustment remained on track, with the primary
surplus widening from PKR 3.6 trillion to PKR 4.1 trillion
(an 8 percent real increase y-o-y). Total revenues grew
by 4 percent in real terms, but remained below target,
reflecting subdued direct tax performance, with gains
driven by indirect taxes, notably the petroleum levy. To-
tal expenditure declined by 15 percent in real terms, as
lower interest payments more than offset higher primary
spending. Consequently, the consolidated fiscal account
recorded a surplus of PKR 542 billion, compared to a
PKR 1.5 trillion deficit in H1FY25.

New official estimates indicate poverty rose from 44.7
to 47.9 percent at the lower-middle-income poverty
line over FY19-25. Despite higher nominal consumption,
overlapping shocks—persistently high inflation, macro-
economic instability, and devastating floods—eroded
purchasing power for 70 percent of the population,
pushing inequality to a twenty-year peak.

Outlook

Real GDP growth at factor cost is projected to decline from 3.1
percent in FY25 to 3.0 percent in FY26 and remain subdued at
3.2 percent in FY27, as disruptions to energy markets and trade
routes significantly constrain the pace of economic recovery. These
disruptions should nonetheless remain manageable, provided the
conflict de-escalates by end-2026 and exchange rate flexibility and
market-based fuel pricing are sustained. Headline inflation is pro-
jected to average 7.4 percent y-0-y in FY26 and 8.2 percent in FY27,
reflecting pass-through from higher commodity prices. By FY28,
as the global shock subsides and demand strengthens, growth is
projected to reach 3.7 percent, while headline inflation returns to
around 7 percent.

The current account deficit is projected to reach 1.2 percent of GDP
in FY26 and 1.1 percent in FY27, as elevated oil prices and softer
remittance inflows from Gulf states add to pre-existing pressures
from subdued goods exports. Over the medium term, the current
account deficit is expected to remain close to 1 percent of GDP
amid steady demand. The fiscal deficit is projected to narrow to
4.3 percent of GDP in FY26, contingent on sustained fiscal consoli-
dation amid subdued revenue performance, increasing yields and
spending pressures from the commodity shock. During FY27-28,
thefiscal balanceis projected to remain around 4.4 percent, support-
ed bymodestrevenue growth, and restrained primary spending.

Poverty is expected to decline only gradually, as limited progress in
human capital investments constrains the transmission of growth
into poverty reduction. The commodity shock will slow poverty re-
duction further, as elevated prices erode poor households’ real in-
comes, increasing vulnerability.

Recent history and projections

2022/23 2023/24 2024/25e 2025/26f 2026/27f 2027/28f

Real GDP growth, at constant market prices -0.4 3.1 3.7 3.0 3.2 3.7
Private consumption 2.0 6.1 2.2 4.7 3.4 3.0
Government consumption -3.9 -8.7 10.1 2.3 1.3 2.4
Gross fixed capital investment -16.1 -1.3 13.5 1.5 2.5 5.3
Exports, goods and services 2.9 -1.3 0.6 -8.7 3.1 4.3
Imports, goods and services 0.6 5.8 2.5 4.0 2.5 1.3

Real GDP growth, at constant factor prices -0.2 2.6 3.1 3.0 3.2 3.7
Agriculture 2.2 6.4 1.5 2.5 2.9 3.2
Industry -3.9 -0.9 5.3 4.0 4.1 4.7
Services 0.0 2.3 3.1 3.0 3.1 3.7

Employment rate (% of working-age population, 15 years+) 49.7 49.7 49.7 49.7 49.7 48.6

Inflation (consumer price index) 29.2 23.4 4.5 7.4 8.2 7.0

Current account balance (% of GDP) -1.0 -0.6 0.5 -1.2 -1.1 -0.7

Net foreign direct investment inflow (% of GDP) 0.2 0.6 0.6 0.3 0.6 0.6

Fiscal balance, including grants (% of GDP) -7.8 -6.8 -5.4 -4.3 -4.4 -4.4

Revenues (% of GDP) 11.6 12.6 15.8 15.8 15.2 15.0

Debt (% of GDP) 81.8 72.9 76.1 73.2 70.9 69.3

Primary balance, including grants (% of GDP) -0.9 0.9 2.4 2.1 1.6 0.9

GHG emissions growth (mtCO2e) 0.5 3.4 4.8 3.6 3.8 1.8

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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PALESTINIAN
TERRITORIES

The Palestinian economy experienced an unprecedented
contraction after the 2023-25 Gaza conflict. Despite the
ceasefire, Gaza still suffers from catastrophic infrastructure
destruction, access restrictions, and loss of life. Spillover
effects in the West Bank included job losses, service disrup-
tions, and an intensified fiscal crisis. The outlook depends on
security stability—locally and regionally—Gaza’s reconstruc-
tion, and how Israeli restrictions in the West Bank evolve.

Key conditions and challenges

Even before the 2023-25 conflict, the Palestinian economy was
stifled by prolonged occupation, movement restrictions (the Gov-
ernment of Israel states that these measures exist to safeguard
its security and that of its citizens), and territorial fragmentation.
These constraints were compounded by governance deficits and
inconsistent policy reform by the Palestinian Authority (PA). Over
two decades, the economy faced deindustrialization and aid-de-
pendency, lacking growth drivers beyond transient consumption
rebounds. Driven by rapid demographic growth, the labor market
couldn’t absorb enough new entrants, leaving it reliant on employ-
ment opportunities in the Israeli labor market.

The Gaza conflict worsened structural fragilities. Gaza's physical
damage, estimated at over US$35 billion, and identified recon-
struction needs at over US$70 billion, exceed previous conflicts and
reversed decades of development, inducing near-universal pover-
ty. In the West Bank, Israeli measures to limit labor access and in-
crease deductions from clearance revenues (tax revenues payable
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to the PA that are collected by Israel)—progressing to a complete
suspension of transfers altogether—have severely curtailed prima-
ry income streams. This has constrained private sector liquidity
and intensified disparities in living standards. The Palestinian ter-
ritories have regressed to lower-middle-income status, with Gaza's
real per capita income dropping to US$200 by late 2025, a level as-
sociated with the poorest low-income countries, and a full 95 per-
cent below the West Bank’s. Additional shocks from the new con-
flict in the Middle East will add headwinds to an already severely
constrained economy.

Recent developments

Following a sharp decline in 2024, the West Bank economy grew by
3.2 percentin 2025, driven by marginal recovery in private consump-
tion as Palestinian workers' access to the Israelilabor market was re-
stored toamodest degree. In Gaza, real GDP rose by an estimated 30
percent in 2025. This reflects a statistical ‘low base effect’ following
the historic 83 percent contraction in 2024, rather than a meaningful
recovery. While embryonic normalization is developing under the

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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ceasefire, persistent kinetic activity, volatility and destruction have
left most productive sectors largely paralyzed, with only minimal
activity observed in trade and a narrow set of public services.

Gaza's consumer price index briefly dropped in early 2025 as aid
supplies increased during the first truce, only to spike when fight-
ing resumed. Despite a new decline after the October 2025 cease-
fire, overall prices increased by 22 percent for the year. Conversely,
inflation in the West Bank remained flat, edging down by 0.1 per-
cent in 2025 reflecting subdued aggregate demand.

The PA faced one of its most dire fiscal crises in 2025, after Israel
completely suspended clearance revenue transfers in May. With
declining domestic revenues and insufficient external aid, the PA
further cut public salary payments to 50-60 percent in late 2025. To
manage the deficit, the PA expanded domestic bank borrowing be-
yond prudential limits and continued accumulating arrears to pub-
lic employees, the private sector, and the pension fund—further
straining the domestic financial system.

In Gaza, unemployment reached an unprecedented rate of 78 per-
cent in 2025, a nearly fourfold increase from already significant
pre-conflict levels. In the West Bank, unemployment moderated to
28 percent in 2025 from its 35 percent peak at the conflict's onset,
supported by incremental labor access of Palestinians to Israel and
marginal ensuing gains in consumer spending power.

Proportionally, poverty surged to 41.8 percent in 2025 (at the inter-
national poverty line of US$8.30/day, PPP). While slightly improved
from 2024, this represents a sustained poverty plateau far above
the 2023 levels of 28.6 percent. Since 2024, poverty in Gaza has be-
come pervasive, affecting nearly the entire population as a direct
consequence of the conflict.

Outlook

The Palestinian economy is projected to grow by 4.5 percent in
2026, contingent on continued ceasefire in Gaza and stability in the
West Bank. Fixed asset losses will restrict activity in Gaza, while re-
covery in the West Bank will depend on labor mobility within the
territories and access to the Israeli labor market. Poverty should re-
main high, above 40 percent through 2026. Assuming that Gaza's
reconstruction starts in 2027 and Israeli-dependent fiscal mea-
sures in the West Bank are reversed, recovery could accelerate and
poverty gradually decrease to 31.8 percent by 2028. However, a re-
turn of GDP to pre-conflict levels remains a long-term challenge,
especially given Gaza's extremely large recovery needs.

On the fiscal front, despite uncertainty, the baseline assumes the
normalization of clearance revenue transfers by 2027, alongside
a gradual uptick in domestic tax collection given fiscal consolida-
tion efforts by the PA. These factors should slightly improve the
deficit trajectory over the medium term, though risks remain clear-
ly weighted to the downside, including higher fiscal costs related to
the conflict in the Middle East.

The medium-term outlook remains contingent on the sustainability
of the ceasefire, large-scale aid flows to Gaza, a cohesive post-con-
flict governance framework, and the resumption of regular clear-
ance revenue transfers. The outlook is clouded by significant head-
winds, amid shifting regional and global geopolitical dynamics. The
conflict in the Middle East poses risks including increased energy
prices and uncertainty in financial markets; however, the more
consequential impact for the Palestinian economy may stem from
disruptions to foreign assistance flows and reconstruction plan-
ning, as regional and international priorities may shift.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices -1.0 -22.9 4.1 4.5 11.3 9.1
Private consumption -0.5 -34.4 2.3 4.6 13.5 10.0
Government consumption -11.7 -22.9 -8.2 34.8 13.0 15.2
Gross fixed capital investment -0.8 -17.1 8.3 3.3 24.8 13.4
Exports, goods and services -6.0 5.8 -12.4 4.0 10.3 9.0
Imports, goods and services -4.2 -30.5 -9.4 14.0 22.4 15.0
Real GDP growth, at constant factor prices -3.2 -21.8 5.1 4.5 11.3 9.1
Agriculture -27.7 -14.2 7.4 3.0 11.0 10.0
Industry 172.6 -19.1 8.9 3.5 13.1 9.5
Services -49.8 -27.1 -1.6 6.5 8.1 8.2
Employment rate (% of working-age population, 15 years+) 30.4 19.6 29.2 32.4 33.4 33.4
Inflation (consumer price index) 5.9 98.2 10.5 -7.0 2.0 3.0
Current account balance (% of GDP) -12.5 -18.1 -17.6 -15.5 -13.9 -13.7
Net foreign direct investment inflow (% of GDP) 1.5 0.9 -0.6 1.5 1.3 1.2
Fiscal balance (% of GDP) -3.7 -8.1 -7.7 -8.7 -4.7 -4.4
Revenues (% of GDP) 25.1 24.6 24.8 29.1 31.8 31.8
Debt (% of GDP) 56.5 69.8 76.3 84.9 82.3 75.6
Primary balance (% of GDP) -3.1 -7.3 -6.7 -7.6 -3.7 -3.4
International poverty rate ($3.00 in 2021 PPP)"2 2.1 4.8 4.6 4.2 3.2 2.3
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 6.1 10.8 10.4 9.7 8.4 6.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 28.6 42.6 41.8 40.3 35.3 31.8
CO2 emissions growth (mtCO2e) -2.0 -2.0 -2.0 -2.1 -1.7 -1.7

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2023-PECS. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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QATAR

Qatar’'s economy has been significantly affected by the con-
flict in the Middle East, including attacks on liquefied natural
gas (LNG) infrastructure and disruptions to the Strait of Hor-
muz, the primary route for its hydrocarbon exports. The halt
in LNG production and constrained trade flows are expected
to drive a sharp contraction in 2026. While strong external
buffers provide some resilience, risks to the near-term out-
look are firmly tilted to the downside.

Key conditions and challenges

Qatar faces elevated risks from disruptions to its hydrocarbon sec-
tor and external trade routes. The hydrocarbon sector—account-
ing for about 80 percent of fiscal revenues and goods exports—re-
lies almost entirely on maritime transit through the Strait of Hor-
muz, which remains largely nonfunctional as of March 2026. Limit-
ed LNG storage capacity, equivalent to only a few days of produc-
tion, further constrains the ability to smooth export disruptions.
Damage to the Ras Laffan LNG complex has reduced production
capacity and contributed to volatility in global gas markets, reflect-
ing Qatar's significant role as a supplier of around 20 percent of
global LNG. At the same time, rising shipping and insurance costs
are increasing import and production costs, while temporary air-
space closures have disrupted aviation and tourism.

Notwithstanding these challenges, Qatar entered the crisis with
strong macroeconomic fundamentals. Prior to the shock, econom-
ic activity was robust, inflation remained subdued, and the la-
bor market was stable. Large external buffers—supported by hy-
drocarbon revenues and sovereign wealth assets—provide policy
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Poverty

space to absorb part of the shock, helping to cushion near-term
macroeconomic and financial pressures.

Recent developments

The recent conflict in the Middle East has directly disrupted
Qatar's hydrocarbon sector. Following the initial attack in early
March 2026 and disruptions to the Strait of Hormuz, LNG opera-
tions have been halted as of end-March. Damage to key facilities
at Ras Laffan has reduced export capacity by an estimated 17
percent, representing a medium-to-long-term shock, as full re-
covery is expected to take years. LNG expansion plans have been
postponed to 2027. Ongoing shipping disruptions and security
risks in the Strait of Hormuz continue to constrain exports, and
even under improved conditions, restarting LNG operations may
take weeks or months. Together with higher shipping and insur-
ance costs, these factors have significantly weakened economic
activity in 2026.

Prior to the conflict, economic conditions remained favorable,
providing a strong starting point before the onset of the shock.

FIGURE 1/ Annual real GDP growth
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Real GDP growth in 2025 is estimated at 3.2 percent, with non-hy-
drocarbon sectors expanding by around 4.5 percent, supported by
construction, trade, and financial services. Inflation declined to 0.5
percent in 2025, from 1.3 percent in 2024, reflecting easing hous-
ing costs and stable import prices.

Fiscal developments in 2025 reflected softer energy prices, which
reduced hydrocarbon revenues by 1.3 percent. The decline was
partly offset by stronger non-hydrocarbon revenues, including
one-off corporate tax receipts. Meanwhile, government spending
increased by 5.3 percent, driven by infrastructure and develop-
ment outlays, resulting in an estimated fiscal deficit of about 1 per-
cent of GDP. Against this backdrop, public debt remained relative-
ly stable at around 40.9 percent of GDP. External balances also
weakened in 2025, with the current account surplus narrowing to
15.4 percent of GDP in 2025 (from 17.5 percent in 2024), reflecting
lower export prices and volumes.

Reflecting solid economic fundamentals, labor market conditions
were also strong prior to the shock. Qatar's employment rate
was around 88 percent in 2024, with substantially higher employ-
ment among non-Qataris (91.3 percent) than Qataris (54.7 per-
cent). Most Qataris (82 percent) worked in the public sector or
state-owned enterprises, while non-Qataris were predominantly
employed in the private sector (93.3 percent). Youth employment
rates were lower, largely reflecting labor-force inactivity rather
than unemployment. Labor market conditions in Qatar remained
strong in 2025, with unemployment rates remaining very low
across all groups. This reflects the country’s dual labor market
structure, in which nationals are largely employed in the public
sector, while labor demand for non-nationals adjusts flexibly in
line with economic conditions through migration flows. Howev-
er, the conflict could weaken labor-market conditions, particularly
for non-Qatari workers.

Outlook

The outlook has deteriorated markedly. Over the medium term,
growth prospectsremainanchoredin LNGsector expansion, particu-
larly the North Field East project. Spillovers are expected to support
non-hydrocarbon sectors, including logistics, construction, and in-
dustrial services. Medium-term prospects remain cautiously posi-
tive, supported by large infrastructure projects that are expected
to increase expansion capacity form 2027; however, heightened
geopolitical uncertainty may delay investment or implementation.

Real GDP is projected to contract sharply in 2026, by 5.7 percent
year-on-year, driven by a significant decline in hydrocarbon output
and broader trade disruptions. Industrial activity is expected to ac-
count for most of the contraction, while non-hydrocarbon sectors
remain positive but at a slower pace. Higher shipping and insur-
ance costs are projected to raise import prices, contributing to in-
flationary pressures, at least over the short term, particularly af-
fecting lower-income and migrant households. The fiscal deficit is
expected to widen, and the current account surplus is expected to
continue narrowing.

The outlook remains subject to significant downside risks, largely
reflecting uncertainty around the duration and intensity of the con-
flict. A prolonged disruption, further damage to key facilities, or de-
lays in restoring production capacity could slow the recovery, par-
ticularly given the importance of large-scale energy and infrastruc-
ture projects to Qatar's growth trajectory. Continued geopolitical
tensions may also weigh on investor confidence and delay project
implementation. While higher LNG prices could partly offset losses
in export volumes, strengthening resilience over the medium term
will depend on sustaining reform momentum and advancing diver-
sification efforts to support more broad-based growth.

Recent higtory and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.2 3.0 3.2 -5.7 5.7 6.4
Real GDP growth, at constant factor prices 1.3 3.0 3.2 -5.7 5.7 6.4
Agriculture 5.4 1.0 9.8 5.8 4.8 4.7
Industry 0.3 1.6 2.2 -10.5 8.4 7.9
Services 2.5 4.9 4.4 0.3 2.6 4.5
Employment rate (% of working-age population, 15 years+) 87.6 87.8 87.9 87.5 87.7 87.9
Inflation (consumer price index) 3.0 1.3 0.5 2.7 1.9 1.6
Current account balance (% of GDP) 17.1 17.5 154 8.8 11.6 11.7
Net foreign direct investment inflow (% of GDP) -0.1 -0.5 -0.7 -0.3 -0.7 -0.9
Fiscal balance (% of GDP) 5.6 0.7 -1.0 -3.7 3.6 4.8
Revenues (% of GDP) 32.8 27.0 25.8 24.0 30.9 32.0
Debt (% of GDP) 43.7 41.7 40.9 44.0 42.0 39.6
Primary balance (% of GDP) 7.0 2.0 0.3 -2.3 5.0 6.1
GHG emissions growth (mtCO2e) 0.7 1.4 0.5 -5.4 3.2 3.9

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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SAUDI ARABIA

While growth remains robust, the Middle East conflict is in-
troducing heightened economic risks for Saudi Arabia, po-
tentially slowing progress towards its Vision 2030. Elevated
uncertainty may weigh on recent growth momentum sup-
ported by oil and non-oil sectors. Before the conflict, inflation
was contained and unemployment declined, though fiscal
pressures intensified. Risks stem from oil supply disruptions,
Straitof Hormuz exports, and threatsto critical infrastructure.

Key conditions and challenges

Saudi Arabia's economic outlook is influenced by the recent
escalation of the conflict in the Middle East. The primary
transmission channel is the oil sector, where heightened re-
gional tensions raise the risk of supply disruptions, including
potential impacts linked to the Strait of Hormuz and energy
infrastructure. While higher global oil prices may provide tem-
porary revenue gains, uncertainty over production and exports
could affect fiscal and external balances. In this context, the
outlook remains particularly sensitive to the duration and in-
tensity of regional tensions and their spillover effects on global
energy markets.

Beyond hydrocarbons, prolonged conflict could weigh on non-oil
activity by dampening investor confidence, disrupting trade, and
affecting foreign direct investment (FDI). Security considerations
pose risks to the retention and attraction of skilled expatriate la-
bor, and to the growing tourism sector. In the event of sustained
regional instability, Saudi Arabia’s diversification momentum may
potentially slow, financing costs could rise, and aspects of ‘Vision
2030" may be affected.
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Recent developments

Economic indicators were encouraging before the conflict.
Real GDP growth reached 4.5 percent in 2025, compared to
2.6 percent in 2024, driven by non-oil and oil activities. The
phasing-out of the Organization of the Petroleum Exporting
Countries and its partners' voluntary production cuts from April
2025 onward contributed to an estimated 4.9 percent produc-
tion increase in 2025. In Q1-Q3 2025, non-oil growth was dri-
ven by wholesale and retail trade, restaurants and hotels (+6.5
percent y/y) and finance, insurance, real estate and business
services (+5.5 percent).

Fiscal pressures increased in 2025, with the central government
deficit settling at an estimated 6 percent of GDP, up from 2.5
percent in 2024. Revenues decreased by 11.7 percent, while
expenditure remained relatively stable (+1 percent). Falling rev-
enue reflected a 19.8 percent decline in oil revenue relative
to 2024 due to lower oil prices. To finance infrastructure pro-
jects, the government borrowed from international bond mar-
kets, raising the debt-to-GDP ratio from 25.9 percent in 2024
to 33.0 percent in 2025.

FIGURE 1/ Annual real GDP growth
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Inflation remained low, averaging 2 percent in 2025, mainly driven
by rentals (8.2 percent y/y), with more modest contributions from
personal care, social protection, and miscellaneous goods and ser-
vices (5.1 percent increase y/y) and insurance and financial services
(6.3 percent increase y/y), while prices remained contained for food
and beverages (1.1 percent). Price increases in the housing sec-
tor and concerns over affordability prompted the government to
freeze rents in Riyadh for five years.

Saudi Arabia’'s external sector position weakened in Q1-Q3
2025 relative to the same period in 2024. The current account
deficit reached 2.6 percent of GDP, up from 0.4 percent in
2024 during the first three quarters (1.3 percent for whole
year). The trade surplus weakened slightly from 3.3 percent of
GDP to 1.7 percent in 2025. While imports were up by 1.5 per-
centage points of GDP, oil exports decreased by 1.5 percentage
points and non-oil exports increased by 1.3 percentage points.
The financial account balance was responsible for the rest of
the external position weakening in Q1-Q3, deteriorating from
-1.2 percent of GDP to -3.3 percent because of the balance of
portfolio investments.

Total unemployment decreased, reaching 3.4 percent in Q3-2025
against 3.7 percent in Q3-2024, with differing dynamics for fe-
male unemployment (-1.5 percentage point) and male unemploy-
ment (+0.2 percentage point). Saudi unemployment rates, howev-
er, remain higher than those of non-Saudi workers (7.5 percent
vs 1.4 percent in Q3-2025). Stalling labor force participation, es-
pecially among Saudi and non-Saudi women, remains a structural
constraint to diversification efforts.

Outlook

The escalation of the conflict in the Middle East introduces a degree
of uncertainty to Saudi Arabia’s economic prospects. The economy
is projected to grow at 3.1 percent in 2026, supported by both oil
and non-oil sectors, though further conflict escalation could add
downside risks. Absent a protracted conflict, growth is expected to
average 4.3 percent in 2027-2028. Non-oil sectors are projected to
expand steadily (4.3 percent in 2026 and 4.7 percent in 2027-2028),
while the service sector is expected to grow 4.0 percentin 2026 and
an average of 4.5 percent in 2027-2028.

The current account balance is projected to remain in deficit in
the medium run, averaging -2.1 percent of GDP in 2027-2028. In
2026, however, a surplus of 3.3 percent of GDP is expected, reflect-
ing significantly higher global oil prices, at least in the near term.
Over the medium term, the current account balance might wors-
en contingent on any potential oil supply disruptions, higher ener-
gy and freight import costs, and softer tourism inflows. The capi-
tal account may also experience some volatility, as international in-
vestors reassess the Kingdom's risk profile, with possible implica-
tions for FDI outcomes.

Fiscal pressure predates the conflict; however, defense-related ex-
penses in a context of heightened regional tensions could exert ad-
ditional pressure, and thus potentially delaying some initiatives un-
der Vision 2030. Absent these additional risks, the general govern-
ment deficit is projected to stabilize after widening to 6 percent of
GDP in 2025, averaging 3.0 percent of GDP in 2026-2028.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 0.5 2.6 4.5 3.1 4.9 3.7
Private consumption 7.6 3.8 1.7 3.2 3.7 3.8
Government consumption 5.5 3.1 3.7 3.5 4.0 3.0
Gross fixed capital investment 9.4 10.1 -2.2 3.9 4.4 4.3
Exports, goods and services -5.6 2.5 3.1 5.1 7.4 4.3
Imports, goods and services 15.1 7.4 -1.7 5.2 5.1 5.0
Real GDP growth, at constant factor prices 0.2 2.5 3.4 3.8 4.9 3.7
Agriculture 4.6 5.1 2.0 2.0 2.0 2.0
Industry -3.5 -0.3 3.5 3.6 5.6 2.9
Services 4.3 5.5 3.4 4.0 4.4 4.6
Employment rate (% of working-age population, 15 years+) 63.9 64.0 60.3 60.3 60.3 60.3
Inflation (consumer price index) 2.3 1.6 2.0 2.8 2.6 2.0
Current account balance (% of GDP) 2.1 -1.3 -2.7 3.3 -2.2 -2.1
Net foreign direct investment inflow (% of GDP) 1.9 1.7 1.7 1.5 1.9 2.0
Fiscal balance (% of GDP) -1.8 -2.5 -6.0 -3.0 -3.2 -2.8
Revenues (% of GDP) 26.5 26.8 25.5 25.3 26.9 25.7
Debt (% of GDP) 23.0 25.9 33.0 32.4 34.9 35.2
Primary balance (% of GDP) -0.9 -1.7 -5.2 -2.2 -2.2 -1.7
GHG emissions growth (mtCO2e) 4.8 1.8 -0.3 1.3 2.7 2.1

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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SYRIAN ARAB
REPUBLIC

Syria shows steady signs of economic recovery as sanction
relief, national reconciliation, accelerating refugee returns,
improved electricity supply, major public-private investment,
and substantial reconstruction needs are expected to lift
growth. Violence, high living costs, limited aid, banking con-
straints, and security risks weigh on the outlook. Years of
conflict have disrupted statistical systems and data produc-
tion, increasing uncertainty around economic estimates.

Key conditions and challenges

One year after the fall of the Assad regime, Syria continues its
steady but fragile transition from conflict. Partial parliamentary
elections in October 2025 and the government's January 2026 deal
with the Syrian Democratic Forces restored country-wide territorial
control and provided a platform for wider reconciliation. Economic
activity picked up through 2025 and into 2026 as security improved
and sanctions were lifted. At the same time, ongoing localized vio-
lence continues to constrain Syria's economy and social cohesion
with fatalities rising in 2025 according to Armed Conflict Location
and Event Data.

Return movements have accelerated. By March 19, 2026, the Unit-
ed Nations High Commissioner for Refugees estimates that 1.5 mil-
lion Syrians had returned from neighboring countries since De-
cember 2024, while 1.7 million internally displaced people had re-
turned home by February 5, 2026. Meanwhile, Syria’s 2025 human-
itarian plan is only 35 percent funded, with assistance reaching less
than 10 percent of displaced families. The ongoing conflict in the
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Middle East is exacerbating Syria's energy vulnerabilities, as dis-
ruptions to natural gas supplies from Jordan and Egypt have re-
duced electricity generation and, even if imports resume, higher
gas prices are expected to impose significant additional financial
losses on the energy sector.

Recent developments

While official data remains limited, and of uneven reliability, high
frequency indicators point to an incipient economic recovery. The
sum of daily nighttime light intensity rose in 2025, reflecting eas-
ing sanctions, renewed trade, higher public sector wages, and
refugee returns. Real GDP growth is expected to have strength-
ened in 2025, with estimates ranging between 2.0-4.0 percent.
External connectivity improved markedly: air traffic more than
doubled, while port traffic increased over sixfold, albeit from very
low levels. Monthly imports through Tartous and Lattakia aver-
aged 300,000 tons, and exports reached 52,000 tons, including
Syria's first heavy crude shipment in 14 years. In February 2026,
the transitional government regained control of key oil and gas
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areas, significantly increasing its share of national oil production
from around 20 to 88 percent. Since early 2025, Syria has ad-
vanced a broad reform agenda covering governance, civil service,
fiscal management, taxation, banking regulation, and investment
policy, aimed at modernizing institutions and supporting economic
stabilization and reconstruction.

Despite these gains, sectoral conditions remain uneven. Tourism
investment has resumed, but arrivals remain well below pre-con-
flict levels. Agriculture, though benefiting from better 2026 rainfall,
is still recovering from the sharp 2025 drought that cut vegetation
indices by 21 percent and drove wheat output to historic lows, forc-
ing costly grain imports amid scarce foreign currency.

The Syrian pound has been appreciating since December 2024, re-
flecting improved external conditions and policy reforms. Inflation
has eased, estimated at 11.5 percent in 2025, down from 72.1 per-
cent in 2024. By December 2025, the World Food Programme’s
Minimum Expenditure Basket was 25 percent lower year on year
but remained high at SYP 2.2 million (USD 206 at the official ex-
change rate), triple the official minimum wage, leaving nearly 90
percent of households facing difficulties in meeting basic needs.

Qutlook

Subject to high uncertainty, economic activity is expected to con-
tinue modestly strengthening in 2026, weighted down by the con-
flict in the Middle East, which could reverse recent improvements
by dampening trade, tourism, investment and electricity provision.
Growth is expected to be still supported by recovering domestic
demand from the return of refugees, higher public wages, in-
creased business registration, and higher oil and gas output.

Inflation is projected to ease only gradually in 2026 and re-
mains highly exposed to shocks associated with the conflict in
the Middle East.

After registering a small surplus in 2025, spending is projected
to rise in 2026 to help restore services and productive capacity.
Revenues are expected to continue recovering, driven by
stronger economic activity, increased oil and gas output, and
the implementation of broad tax reforms to income, real estate,
and sales taxes.

The outlook remains subject to risks stemming from evolving
security dynamics, transitional institutional arrangements with
the northeast, and the duration and the scale of the conflict in
the Middle East. While reopened trade routes, sanctions relief,
and renewed oil and gas export potential could support eco-
nomic activity, persistent constraints—including limited access
to international banking, weaknesses in energy distribution,
and trade route disruptions—continue to weigh on trade and
investment. In a highly uncertain regional context, investment
pledges may also be reprioritized, affecting prospects for exter-
nal financing and reconstruction support. High dependence on
imported food, fuel, and consumer goods heightens vulnerability
to external price shocks, which are rapidly transmitted to domes-
tic inflation and erode household purchasing power. A precari-
ous labor market and low aid funding would continue to exert
downward pressure on household income, with poverty project-
ed to increase slightly in 2026. Return movements are expect-
ed to create short-term pressures on already constrained public
services and humanitarian assistance. Over the medium term,
however, returnees could support growth through renewed eco-
nomic activity, increased labor supply, and the return of human
and financial capital.

Recent history and projections

2023p 2024p 2025p

Real GDP growth, at constant market prices 0.3 0.9 2.0-4.0
Inflation (consumer price index) 129.9 72.1 11.5
Fiscal balance (% of GDP) -7.7 -5.1 1.4
International poverty rate ($3.00 in 2021 PPP)"2 20.1 21.1 20.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%2 44.5 46.8 46.8

Source: World Bank, Fiscal Policy & Growth Department.

Notes: p = figures are provisional, may be subject to revision and may diverge from official projections. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2022-HNAP.

2/ Projection using neutral distribution (2022) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU for 2023-2024 and the upper-bound projection of GDP per

capita in constant LCU for 2025.
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TUNISIA

Tunisia’s economy grew by 2.5 percent in 2025, driven by
agricultural recovery and increased manufacturing activity.
With limited external financing, elevated debt levels, and the
conflict in the Middle East, the outlook remains uncertain. To
boost economic growth, sustain poverty reduction, and keep
public debt at sustainable levels, Tunisia would benefit from
engaging in fiscal adjustment, improving the business envi-
ronment, and facilitating competition.

Key conditions and challenges

Over the past fifteen years, Tunisia has continued to face chal-
lenging economic conditions. Constraints to competition, limited
access to finance, governance challenges, and low female labor
force participation have resulted in a growth divergence from other
middle-income countries. As private job creation stagnated, the
state stepped in as an employer of last resort and price stabilizer
through subsidies. While poverty declined, public debt has elevat-
ed, and dynamic job creation will be important to sustain pover-
ty reduction going forward. Furthermore, due to a limited external
financing environment, the government tapped into domestic fi-
nancing from commercial banks and the Central Bank, which has
likely crowded out credit to the rest of the economy and could have
implications for the credibility of monetary policy.

Tunisia's growth prospects hinge on structural measures to ad-
dress economic distortions and reduce fiscal pressures. Priority ac-
tions could include making the tax system more efficient, improv-
ing public administration and state-owned enterprises, and reduc-
ing barriers to business entry. Progress in these areas is key to lay
the foundation for inclusive economic growth.
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Recent developments

Tunisia’s growth has been modest and volatile since the sharp
Covid-related contraction. After stalling in 2023 due to limited de-
mand, drought, uncertain external financing conditions, and regu-
latory constraints, the economy showed signs of recovery in 2024
(1.6 percent growth). In 2025, however, economic growth picked up
to 2.5 percent, driven by a recovery in the agricultural sector and
increased activity in the components industry.

Tunisia's external situation remained broadly stable. Growth in ser-
vice exports (+5.3 percent) and remittances (+14.9 percent) did not
offset the increase in the merchandise trade deficit (+13.4 percent).
As a result, the current account deficit increased from 1.5 percent
of GDP in 2024 to 2.4 percent of GDP in 2025. A capital account sur-
plus, combined with capital flow management, has kept reserves at
3.3 months of imports at the end of 2025.

The government engaged in fiscal consolidation, while public debt
remains elevated. The fiscal deficit moderated to 5.2 percent in
2025, down from 6.1 percent of GDP in 2024. Public debt de-
creased from 84.9 percent of GDP in 2024 to 82.2 percent of GDP
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FIGURE 2 / Actual and projected poverty rates and real GDP per
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in 2025. Given Tunisia’'s limited access to international markets,
the authorities are increasingly relying on domestic sources to cov-
er their financing needs, including repeated foreign exchange bor-
rowing from the Central Bank.

Inflation continued to decline from the peak of February 2023 (10.4
percent), reaching 5 percent in February 2026. Core inflation fell to
4.9 percent, down from 6.8 percent a year earlier. Food inflation re-
mains higher than headline inflation, at 5.9 percent, impacting the
purchasing power of low-income households. As a response to dis-
inflation, the Central Bank lowered its main policy rate to 7 percent
in December 2025, down from 8 percent at the start of the year.

With economic growth picking up in 2025, the unemployment rate
decreased to 15.2 percent in Q4 2025, down from 16.5 percent
in the previous year, with youth unemployment remaining above
the national average. The labor force participation rate reached
45.9 percent in Q4 2025, with a stark difference between men
and women (64.8 and 27.7 percent, respectively). The poverty rate,
based on the upper-middle-income poverty line (US$8.30/person/
day in 2021 PPP), is nowcasted to have declined from an estimated
16.6 percent in 2024 to 16.0 percent in 2025.

Qutlook

The economy is expected to grow by 2.5 percent in 2026, driven
by a sustained increase in agricultural production and elevated

services activity. In the medium term (2027-28), growth is expect-
ed to moderate to 2.3 percent amid a limited financing environ-
ment and barriers to market entry. Poverty (US$8.30 line) is pro-
jected to slightly decrease from an estimated 16 percent in 2025
to 15.4 percent by 2027, with downside risks if regional conflicts
raise inflation pressures.

The budget deficit is projected at 6.1 percent of GDP in 2026.
This projection reflects, among other factors, the level of en-
ergy subsidies in the context of evolving regional energy price
dynamics. In the medium term, the government is expected to
return to fiscal consolidation, with the overall deficit reaching 4
percent of GDP in 2028. Public debt is expected to fall to 81
percent of GDP.

The current account deficit is projected to increase to 3.7 percent
of GDP in 2026 with a widening of the trade deficit due to increased
energy imports. In the medium term, the current account deficit
is expected to reduce to 3 percent of GDP by 2028. With foreign
direct investment projected to remain stable, external financing
pressures would remain elevated.

The 2026-28 growth forecast is subject to downside risks. In the
near term, the conflict in the Middle East, constrained financing
conditions, or a climatic event could raise macroeconomic chal-
lenges. Medium-term prospects would improve if Tunisia took
steps toward strengthening fiscal policies, modernizing state-
owned enterprises, and fostering greater competition.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 0.2 1.6 2.5 2.5 2.3 2.3
Private consumption 0.8 1.1 4.3 2.4 3.4 3.5
Government consumption -0.2 1.4 4.3 -0.3 -1.0 0.0
Gross fixed capital investment 1.9 0.7 4.3 0.9 4.5 3.0
Exports, goods and services 9.0 -1.6 7.0 4.9 2.3 2.3
Imports, goods and services 5.1 3.8 10.1 5.0 3.5 3.4
Real GDP growth, at constant factor prices 0.0 1.6 2.6 2.5 2.3 2.3
Agriculture -16.2 9.0 10.3 8.0 2.0 2.0
Industry -0.9 -2.2 2.9 1.6 1.6 1.6
Services 2.9 2.0 1.4 2.0 2.6 2.6
Employment rate (% of working-age population, 15 years+) 38.9 38.2 38.2 38.2 38.2 38.2
Inflation (consumer price index) 9.3 7.0 5.7 5.5 4.5 4.5
Current account balance (% of GDP) -2.3 -1.5 -2.4 -3.7 -2.9 -3.0
Net foreign direct investment inflow (% of GDP) 1.5 1.4 1.6 1.8 1.7 1.8
Fiscal balance (% of GDP) -7.1 -6.1 -5.2 -6.1 -4.5 -4.0
Revenues (% of GDP) 28.9 29.4 28.8 29.1 28.8 28.6
Debt (% of GDP) 84.6 84.9 82.2 83.3 82.7 81.2
Primary balance (% of GDP) -3.2 -2.1 -1.5 -1.7 0.3 0.6
Lower middle-income poverty rate ($4.20 in 2021 PPP)? 1.4 1.4 1.3 1.3 1.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)1'2 16.9 16.6 16.0 15.7 15.4 ..
GHG emissions growth (mtCO2e) -5.2 -0.4 2.5 3.0 2.4 2.3

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on 2021-NSHBCSL. Actual data: 2021. Nowcast: 2022-2025. Forecasts are from 2026 to 2028.
2/ Projection till 2023 and from 2026 using point to point elasticity (2010-2015) with passthroughs, and 2024-2025 using neutral distribution (2021) with pass-through = 0.7 (Low (0.7))

based on GDP per capita in constant LCU.

Macro Poverty Outlook / April 2026 39



UNITED ARAB
EMIRATES

The economy has been severely affected by conflict in the
Middle East, with large spillovers to hydrocarbons, tourism,
aviation, trade, and logistics. Prior to the conflict, growth was
strong, supported by robust non-hydrocarbon activity and
improving oil production. Strong fiscal and external buffers,
low inflation, and ongoing reforms underpin macroeconomic
stability, while diversification, digital investment, and energy
transition initiatives will support resilience.

Key conditions and challenges

The conflict in the Middle East has increased uncertainty and
challenged the United Arab Emirates' (UAE's) stability narrative.
Disruptions to the Strait of Hormuz affect energy shipments, con-
tainer traffic, logistics services, and re-exports. Although pipeline
infrastructure allows for a partial bypass of this corridor, most hy-
drocarbon exports—including liquefied natural gas—still rely on
maritime routes through the Strait. As a regional hub for tourism,
aviation, and logistics, the economy is also sensitive to geopo-
litical instability, with potential spillovers to services activity and
non-oil growth.

Despite these risks, the UAE has strong fundamentals to absorb
shocks. Large fiscal and external buffers, a resilient financial sys-
tem, and continued diversification support macroeconomic stabil-
ity, although investor confidence could weaken in the near term.
Growth in 2025 outperformed regional and global averages, sup-
ported by broad-based non-oil activity and higher hydrocarbon
production within the Organization of the Petroleum Exporting
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Countries and its partners (OPEC+) framework. Population growth,
steady foreign direct investment (FDI) inflows, and continued labor
and business reforms also supported this expansion.

Recent developments

The conflict has disrupted the UAE's strong economic momentum.
Airspace restrictions and flight rerouting have increased opera-
tional costs for airlines and reduced connectivity for tourism and
business travel. Heightened security risks in regional shipping
routes have increased insurance and freight costs, affecting hydro-
carbon exports, logistics services, and re-export activities. Recent
drone strikes on the Fujairah oil hub have also disrupted some
loading operations, underscoring rising risks to regional energy in-
frastructure. Geopolitical uncertainty risks weakening investor sen-
timent and increasing financial market volatility. In response to the
conflict, the UAE Central Bank introduced a five pillar resilience
package to support liquidity, ease regulatory constraints, and en-
sure continued credit flow, helping mitigate downside risks and
strengthen financial sector resilience amid heightened uncertainty.

FIGURE 1/ Annual real GDP growth
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Prior to the conflict, economic activity remained strong. Real GDP
growth is estimated at 5.6 percent in 2025, supported by robust
non-oil growth (6.1 percent) and moderate oil sector expansion (4.1
percent). Non-oil activity was driven by wholesale and retail trade,
manufacturing, and financial services, reflecting continued diversi-
fication. Following higher OPEC+ quotas, oil production increased
by 6.8 percent to approximately 3.12 million barrels per day in
2025. Inflation remained contained at 1.3 percent, down from 1.7
percent in 2024, as easing food inflation and lower transport costs
partly offset rising housing prices.

Fiscal performance remained strong, although the surplus is es-
timated to have narrowed to 4.7 percent of GDP in 2025, from
6.4 percent in 2024, reflecting higher spending. The external po-
sition also remained robust, with the current account surplus es-
timated at 13.8 percent of GDP in 2025 and FDI inflows remain-
ing strong, estimated at about 8 percent of GDP in 2025. Foreign
exchange reserves and sovereign wealth assets provide addition-
al buffers. Banks remain well capitalized and liquid, with improv-
ing asset quality and stronger credit growth, while monetary pol-
icy remained aligned with the U.S. Federal Reserve, given the ex-
change rate peg.

The number of economic establishments and workers grew by
7.8 percent and 12.4 percent, respectively, in 2025, reflecting
continued growth in expatriate employment and the dominant
share of non-Emirati workers in the labor force. At the same
time, Emirati employment in the private sector rose marked-
ly, by 33.6 percent, in line with Emiratization objectives. Inter-
national Labour Organization modelled estimates indicate that
young women remain the most vulnerable to unemployment,
with rates above the national average. Ongoing geopolitical un-
certainty may weigh on investment and employment in labor-
intensive sectors such as tourism, construction, wholesale, and
retail trade.

Outlook

The conflict is expected to weigh on growth in 2026, given the
UAE's exposure to disruptions in regional trade, logistics, and fi-
nancial flows. Investor sentiment and key services sectors, includ-
ing tourism and aviation, face downside risks from elevated un-
certainty. Airspace disruptions and higher shipping costs could fur-
ther compress trade flows and raise import prices, triggering infla-
tionary pressures. Labor-intensive sectors such as hospitality, re-
tail, and construction—where expatriate workers are concentrat-
ed—could be particularly affected if instability persists. Higher en-
ergy prices may partly offset these effects depending on hydrocar-
bon production and exports.

Absent a prolonged conflict, growth is projected to slow to 2.4 per-
cent in 2026, reflecting conflict-related disruptions. Growth is ex-
pected to accelerate in 2027-2028, supported by a recovery in hy-
drocarbon output and continued expansion in non-hydrocarbon
sectors—particularly financial services, construction, trade, and
tourism—although the conflict's near-term impact may continue to
weigh on activity. These developments could prompt the govern-
ment to further accelerate business reforms to reinforce the coun-
try’s position as a regional hub for business, investment, and inno-
vation. Meanwhile, inflation is projected to rise moderately before
stabilizing, while fiscal and current account surpluses are expected
to remain robust over the medium term.

Downside risks remain elevated and depend largely on the dura-
tion and intensity of the conflict. While a short disruption would
likely have limited economic effects, prolonged instability could
weaken growth, increase inflation, and disrupt trade, tourism,
aviation, and logistics. Higher risk premia could also dampen in-
vestment and cross-border trade flows, slowing job creation and
diversification efforts.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 4.3 4.0 5.6 2.4 4.1 4.2
Real GDP growth, at constant factor prices 4.3 4.0 5.6 2.4 4.1 4.2
Agriculture 1.2 1.8 2.5 2.3 2.0 1.9
Industry 0.9 3.0 4.7 1.3 4.5 3.8
Services 7.5 4.9 6.4 3.3 3.8 4.4
Employment rate (% of working-age population, 15 years+) 76.8 79.8 80.1 79.8 80.0 80.2
Inflation (consumer price index) 1.6 1.7 1.3 2.5 2.1 1.7
Current account balance (% of GDP) 13.1 14.5 13.8 13.6 10.2 10.3
Fiscal balance (% of GDP)* 5.8 6.4 4.7 4.4 3.8 3.7
Revenues (% of GDP) 28.5 29.1 27.4 27.7 26.5 26.4
Debt (% of GDP) 31.9 31.2 29.9 29.1 28.4 28.1
Primary balance (% of GDP) 6.5 7.2 5.4 5.0 4.5 4.3
GHG emissions growth (mtCO2e) -2.4 -0.4 1.1 -0.9 0.3 0.4

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Consolidated fiscal balance.
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REPUBLIC OF
YEMEN

Yemen’s economy contracted again in 2025 amid persistent
conflict, institutional fragmentation, and blocked oil exports.
CBY-Aden interventions have stabilized the exchange rate,
but vulnerabilities remain. Humanitarian needs remain se-
vere, with 23.1 million people expected to require assistance
in 2026. The newIRG Cabinet's reform commitments in early
2026 offer awindow of opportunity foreconomic recovery, but
the conflict in the Middle East poses acute downward risks.

Key conditions and challenges

Yemen's economic crisis reflects a decade of conflict and insti-
tutional fragmentation. Since 2015, real GDP per capita has de-
clined by nearly 60 percent. The country now operates as two
economic zones: areas under Houthi control host about 70 per-
cent of the population, while hydrocarbon-rich areas are under
the Internationally Recognized Government (IRG). Oil production
remains constrained by the export blockade in place since Oc-
tober 2022, limited investment, and ongoing insecurity. Non-oil
sectors face significant constraints, including limited access to fi-
nance, disrupted supply chains, overlapping tax regimes, weak
governance, and regulatory distortions.

Food insecurity remains severe and in 2025 reached its high-
est level on record. According to the World Food Programme
(WFP), the share of households facing inadequate food con-
sumption fell from 70 percent in July 2025 to 64 percent
in December, following a reduction in the minimum food
basket cost in IRG-controlled areas starting from August. In
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January 2026, the Famine Early Warning Systems Network
ranked Yemen among the most food-insecure countries glob-
ally. These outcomes reflect income losses from conflict and
climate hazards, combined with reduced humanitarian assis-
tance—particularly in Houthi-controlled areas. Model-based
estimates indicate that nearly three-quarters of the popula-
tion live below the monetary poverty line.

Recent developments

National real GDP contracted for a third consecutive year in
2025, falling by 1.5 percent. Oil activity remained stagnant un-
der the export blockade, while the non-oil economy stayed un-
der strain from a weak business environment and tight lig-
uidity. In IRG-controlled areas, inflation averaged roughly 20
percent, eroding household purchasing power; in Houthi-con-
trolled areas, damage to Hodeidah port constrained imports
and market supply. Humanitarian financing also deteriorated:
WEFP suspended operations in Houthi-controlled areas in Au-
gust 2025 following the detention of United Nations (UN) staff,
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and the UN's 2025 response plan was only 28.4 percent fund-
ed, down from 56.5 percent in 2024.

The IRG's fiscal position deteriorated further in 2025. Revenues
fell to 5.6 percent of GDP from 8.6 percent in 2024, largely driven
by a drop in grants—from 3.6 to 0.8 percent of GDP—as Saudi
support tapered prior to recovering again in early 2026. Expendi-
tures were compressed to 6.1 percent of GDP, disrupting service
delivery, while capital spending was nearly suppressed at 0.2 per-
cent of GDP. The fiscal deficit nonetheless remained contained at
0.5 percent of GDP.

Monetary and financial fragmentation persisted. In August
2025, the Yemeni rial (YER) in Aden appreciated sharply—from
YER 2,905 per US$1 in mid-july to about YER 1,600—and has
since stabilized. This reflects Central Bank of Yemen (CBY) in
Aden measures including caps on foreign-currency access, a
ban on using foreign currency in local transactions, and li-
cense revocations for exchange houses suspected of manipula-
tion. The National Committee for the Regulation and Financing
of Imports (NCRFI) continued prioritizing foreign exchange for
essential goods, while Saudi financial support announcements
helped anchor confidence. Sustaining these gains will require
adequate reserves and disciplined fiscal policy. For now, the
underlying fundamentals—remittances, exports, and aid—re-
main fragile. In Houthi-controlled areas, the rial has been
held near YER 535 per USD through constrained money
supply, enforced official rates, and price controls. The local
economy remains largely cash-based, liquidity shortages are
intensifying, and financial institutions are increasingly relo-
cating from Sana'a to Aden amid elevated sanctions risk fol-
lowing the U.S. Foreign Terrorist Organization redesignation
of the Houthi movement.

External imbalances narrowed but remained substantial. Yemen's
current account deficit is estimated at 14.7 percent of GDP in
2025, down from 26.6 percent in 2024, driven primarily by im-
port compression in Houthi-controlled areas rather than export-
led improvement. Gross foreign exchange reserves were about
US$1.2 billion—roughly one month of import coverage.

Outlook

Economic prospects for 2026 remain subdued. With IRG oil exports
still blocked and institutional fragmentation persisting, public fi-
nances and the external position are expected to remain under
strain, even as revenue recover due to the IRG's mobilization ef-
forts and increased Saudi grants. As a net oil and food importer,
Yemen is particularly vulnerable to spillovers from the conflict in
the Middle East: rising global energy and food prices are projected
to weigh on the import bill, fiscal balance, and household purchas-
ing power—compounding already severe levels of food insecuri-
ty. Exchange rate stability in Aden will depend on continued en-
forcement of money exchange regulations and sustained exter-
nal inflows supporting foreign exchange availability. Acute liquidi-
ty constraints, particularly in Houthi-controlled areas, will continue
to suppress consumption and private sector activity. National real
GDP is projected to contract by 0.5 percent in 2026.

Downside risks are elevated. Direct Houthi involvement in the con-
flict in the Middle East could lead to critical infrastructure damage
and widen the gap between humanitarian needs and available fi-
nancing. Further increases in global energy prices could amplify in-
flationary pressures, deepening food insecurity, particularly among
the most vulnerable households. Prolonged conflict could also dis-
rupt remittance flows—especially from Gulf countries—while aid
diversion represents an additional risk. Domestic frictions could
deepen monetary and financial fragmentation. Humanitarian oper-
ations are unlikely to return to previous levels given funding short-
falls and operational constraints in Houthi-controlled areas, height-
ening the likelihood that poverty and vulnerability remain wide-
spread absent de-escalation.

Even so, the new IRG Cabinet's reform commitments in early 2026
offer a window of opportunity—but this requires concrete follow-
through and sustained donor support. If the new cabinet prioritizes
development and macroeconomic stabilization, livelihoods and liv-
ing conditions could improve. Ultimately, the country's prospects
hinge on progress toward national peace, reconstruction, and insti-
tutional reforms to restore confidence and reignite growth.

Recent history and projections 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices1 -2.0 -1.5 -1.5 -0.5 1.6
Inflation (consumper price index)* 3 0.9 33.9 20.0 10.6 7.5
Current account balance (% of GDP)* -20.4 -26.6 -14.7 -16.5 -16.4
Fiscal balance (% of GDP)3 3.7 0.2 0.5 0.7 0.3
Revenues (% of GDP)* 7.2 8.6 5.6 7.9 9.7

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ National coverage.
2/ Infation rates refer to end-of-period figures.
3/ Data for IRG-controlled areas only.
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