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Main
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The Middle East and North Africa (MENA)
region is still in crisis

MENA countries face a balancing act
between short-term needs and long-run
risks of public debt

Tough choices: public expenditure
priorities depend on the phase of the
recovery

Sunlight can help! Transparency can help
chart a path to lasting recovery for MENA




A Region Still In Crisis: Long-Lasting Losses in GDP
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By 2021, the regional economy is forecast to be 7.2 percentage points below the “no-pandemic” GDP level,
equivalent to 227 billion dollars; GDP per capita (an indicator of the level of development that determines
poverty) will still be lower than the 2019 level by approximately 5%



A Region Still in Crisis: GDP per capita Losses

Panel A: MENA Panel B: MENA Country Groups Losses by 2021:
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Source: World Bank, Macro and Poverty Outlook (in April 2021 and October 2019) and World Bank staff’s calculation.
Note: The dotted lines show forecast GDP per capita levelsinthe counter-factual case of no pandemic(based on GDP per capita forecastsin October 2019). The
straightlines show forecast GDP per capita levelsinthe case of pandemic(based on GDP percapita forecastsin April 2021).



A Region Still In Crisis: Conservative Estimates Of Millions of New Poor

Projected Poverty (below $5.5/day)
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A Region Still
In Crisis:

Regressive
~0od-Price
nflation

Feb 2020-March 2021

Foods

Price Monitor: Changes in Food Prices

Tomatoes -
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Lettuce and chicory, fresh -
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Cheese, fresh or processed - 29
Hen eggs in shell, fresh - .

Meat of chickens, fresh or chilled- 53
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Walking the Tightrope of Rising Public Debt
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Source: World Bank, Macro and Poverty Outlook (April 2021)

Note: Country groups are represented by median observation of the group. The bars show median debt of MENA country groups. The
diamonds show median debt of the correspondingworld’sincome groups. Debt data are generally notavailable for MENA low inco me
(Yemenand Syria). The high-income groupin MPO is limited to only countries covered by the World Bank.



This Report

A Region Still In Crisis: Quantifies the socio-economic

impact

Walking the Debt Tightrope: Articulates the tensions

between short-term needs and long-term risks of public
debt in a region that already had high levels of debt
pre-pandemic

Tough Choices: Discusses priorities during the

pandemic, after the pandemic, and beyond

Sunlight Can Help: Highlights the role of institutions,

especially transparency, in charting a path to recovery
for the Middle East and North Africa




Walking the Debt Tightrope:
Tension between Short-term Needs and Long-term Costs of Public Debt

ﬁ Long Term Risks
- * Crowding out of private

investment (as interest rate rises)

* Crowding out of public investment
as interest payments rise

* Macroeconomic vulnerability,
rollover risk, and likelihood of
costly debt crises

Short Term Needs

* Disaster Relief: Supporting
firms and households

* Public Health Spending




Walking The Debt Tightrope
Short-term Needs of Public Debt: Lessons From Disaster Relief

Historical Evidence:

During and immediately after
disasters, debt grows faster (>2%) in
disaster economies than in control
group (economies-years with no
disasters)

GDP growth, annual %

Growth plummets during the disaster
year but recovers in the aftermath
-1 relative to control group.

Public debt growth, annual %
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Walking the Debt Tightrope: Long-term Risks of Public Debt
Association between High Public Debt and Low Growth during 2000-2019

Median Annual per Capita Growth During 2000-2019 across Countries Ranked by Central Government Debt in 2000
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Priorities during the Pandemic:

Public Spending for Disaster Relief and Public Health

* During the pandemic: disaster relief --
supporting households and firms

» Aggregate demand stimulation might have
little effect on GDP (the "fiscal
multiplier") if the risk of Covid-19 remains

* Investmentin public health to save
lives and generate long-term gains

* Disease surveillance and data
transparency

* Testing and contact tracing
* Vaccination campaigns

> Also can reduce economic costs of the
pandemic

Partial Correlation between Test Positivity Rates and GDP Downgrade

5 10
1 1

0
1

-5
|

-10
[ ]

Growth Downgrade Residual (percentage points)
1
°

L[) =
‘T T T T T T
-10 0 10 20 30
Positivity Rate Residual
® Middle East & North Africa ® Europe & Central Asia
® Sub-Saharan Africa Latin America & Caribbean
® East Asia & Pacific ® South Asia

® North America

Sources: IMF, World Economic Outlook; Worldometer; Johns Hopkins University; World Bank, World Development Indicators;
and World Bank staff calculations.

Note: The figure shows the partial correlation between 2020 growth adjustments between October 2020and October 2019
and Covid-19 positivity rate (as of December 2020). The positivity rateis the number of Covid-19 casesasa percent of the total
number of tests. Other explanatory variablesinclude log of GDP per capitain 2019 (in U.S. dollars), total trade valuein GDP in
2019 (percent), days since the first positive case until November 30, 2020,and tourism as a percentof exports in 2018.



Priorities as the Pandemic Subsides

Factors that reduce the need and efficacy
of traditional fiscal stimulus

Potential benefits of (targeted) stimulus —
healing economic scars

1. “Pent-up demand” can raise GDP

without fiscal stimulus
 If consumers(e.g., foreign tourists)
believe that the pandemic is over

2. High debt has been associated with
low fiscal multipliers (Huidrom et al.,
2020)

3. Fiscal multiplier of public investment
is low when governance is poor
(Izquierdo et al., 2019)

1. Financial constraints prevent
enterprise re-entry

2. Scarring of idled workers, particularly

the young entering the labor force
3. Support schools to recover lost human
capital




Mitigating the Costs of Public Debt after the Pandemic

e Refinance maturing debt on more favorable terms by enhancing debt
reporting transparency

* Improving institutions: Indebted countries are more likely to enter
costly debt-distressed periods when they experience low growth and
weak governance.



Good Governance Can Help:
Evidence from Episodes of Debt Distress

Panel A: Difference in GDP Growth (percentage)
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Note: Control group = developing countriess with no debt distress (debt restructuring) episodes

Panel B: Difference in Governance (score)
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Charting a Path
to a Lasting
Recovery:

Sunlight Can
Help!

During
the
pandemic

As the
pandemic
subsides

Reduce costs

* Public health surveillance and transparency can reduce costs of
the pandemic.

Raise investment’s impact, accelerate recovery

® Transparency in public investment decisions can raise its impact
on economic activity (GDP)

* Public health surveillance and transparency can accelerate the
post-pandemic rebound (e.g., tourism; hospitality industries).

Reduce costs, reduce risk

e Transparency can reduce borrowing costs. Good governance can
reduce the risks of debt distress.






Appendix Table B1: World Bank’s Growth, Current Account and Fiscal
Account Forecasts

Real GDP Growth Real GDP per capita Growth Current Account Balance Fiscal Balance

DEFCENt DEFCERt percent of GOP percent of GOP

2019 2020e 2021f 2019  2020e 2021f 2022f 2019 2020e 2021Ff 2022 2020e 2021f
MEMA 0.0 -3.8 2.2 3.5 -1.3 -5.3 0.6 19 21 -3.8 -0.9 0.7 -4.2 -9.4 -6.6 -4.6
Developing MEMNA -0.8 -2.B 23 3.7 -1.6 -4.1 0.6 2.1 -2.1 -4.6 -4.6 -3.5 -4.7 -1.6 -7.5 -6.4
il Exporters -0.8 -4.2 23 34 -2.1 -6.0 0.5 1.7 3.8 -3.7 0.1 2.0 -3.6 -9.8 -6.3 -3.9
GCC 0.7 -4.9 2.2 3.3 -1.5 -6.3 0.6 19 6.2 -2.9 24 4.4 36 -11.3 -5.7 -3.0
Qatar 08 -3.2 3.0 41 -1.0 -459 13 24 24 -2.5 17 2.7 10 -3.6 -2.3 27
United Arab Emirates 17 -6.3 12 25 0.2 -1.5 02 15 6.5 -1.5 29 45 -1.0 -8.0 -0.5 17
Kuwait 0.4 -5.4 2.4 3.6 -5.9 -6.2 0.8 2.2 16.4 -2.7 82 11.7 498 -262 -226 -19.3
Bahrain 2.0 -5.4 3.3 3.2 -2.4 -8.7 0.3 15 -2.1 -85 -6.9 -4.6 43 -175 -ll6 -84
Zaudi Arabia 0.3 -4.1 2.4 3.3 -1.3 -5.6 09 18 6.6 -2.7 26 45 -42  -11.3 -5.6 -3.0
Oman -0.8 -6.3 25 6.5 -3.6 -89 0.3 45 -5.5  -10.4 -8.1 -5.2 40 -174 -6.8 -4.6
Developing 0il Exporters -3.1 -3.1 24 3.6 -4.2 -5l 0.6 1.8 0.0 -5.0 -4.9 -3.2 -3.6 -7.5 -1.6 -6.1
Irag 24 -1149 19 g4 15 -1448 -16 47 61 -129 -113 -56 14 4.4 -54 -1.0
Iran, Islamic Rep. 6.8 17 21 22 -7.9 05 10 11 06 -0.8 08 11 -3.7 -6.3 6.7 7.0
Alzeria 08 -5.5 3.6 23 -12 -6.9 21 09 -100 -144 -121 -114 46 -164 -121 -100
Developing 0il Importers 3.2 -2.2 22 4.0 1.7 -3.0 0.5 25 -5.6 -3.9 -4.3 -3.8 -6.6 -1.7 -7.5 -6.7
Lebanon 67 -203 45 . 6.8 -19.9 87 -21.2  -110 6.7 .| -105 -44 -2.B ..
Jordan 20 -18 14 22 05 -27 08 19 -2.1 -72 -7.0 -6.0 46 6.7 -6.4 -54
Djibouti 78 05 55 ] ) -15 44 3.9 149 2001 -15 0.8 05 -17 -19 -1.7
West Bank and Gaza 14 -115 3.5 3.2 -13 -13.6 0.9 03] -104 -6.5 8.1 -8.3 -45 -7.6 -6.4 -5.7
Morocoo 25 -7.0 42 3.7 12 8.1 3.0 16 4.1 -3.0 -3.5 -3.9 -3.6 7.7 -6.5 -6.4
Tunisia 10 -8.B 40 26 -0.1 -8 3.0 17 -8.5 -6.8 -8.2 -0.0 -3.1  -10.0 -8.6 -6.8
Ezypt, Arab Rep. 56 3.6 23 45 3.5 16 0.4 26 -3.6 -3.0 -3.4 -2.8 -2.1 -8.0 -8.2 -7.0

Memorandum
Libya 25 -313 667 . 1.0 -32.2 6.6 . 116 -464 -6.2 . 17 -644 -8.0

Sources: Authors’ calculations based on data from World Bank Macro and Poverty Outlooks, April 2021.
Mote: e=estimate, f=forecast and NP=not presented. Data are rounded up to a single digit. Data for Egypt correspond to its fiscal year (July-lune). Libya, Syria and Yemen are not included
inthe regional and sub-regional averages due to lack of data. Lebanon and Libya are not forecasted beyond 2021, due to high uncertainty.



Appendix Table B2 Panel B (Between April 2021 and October 2020):

Real GDP growth Current Account Balance Fiscal Balance

{April 2021 - October 2020) {April 2021 - October 2020) {April 2021 - October 2020)
2020e 2021f 2022 2020e 2021f 2022 2020e 2021f 2022
MEMNA 1.3 0.3 0.4 1.1 2.3 23 0.7 13 1.1
Developing MENA 1.9 0.2 0.0 1.1 -0.1 0.1 2.0 1.1 0.9
0il Exporters 1.6 0.4 0.6 0.9 29 29 0.8 1.6 1.6
GCC 0.8 0.4 0.7 1.1 4.2 3B -0.8 13 1.0
Qatar -12 0.0 11 -15 0B 0.8 0.0 15 14
United Arab Emirates 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Kuwait 25 14 07 25 91 95 15 04 -39
Bahrain -0.2 11 07 -16 -0.4 0.8 -41 -1.6 -0.7
Saudi Arabia 13 04 11 21 7.0 6.2 -1.3 22 27
Oman 3.1 20 -14 40 46 10 07 08 6.3
Developing Oil Exporters 3.0 0.3 0.5 0.7 -0.5 0.1 3.2 1.9 2.1
Iraq -24 -0.1 11 -0.7 -3.3 -1.1 124 B5 94
Iran, Islamic Rep. 6.2 0.6 05 -0.2 0.2 0.4 0.3 -0.1 -0.1
Algeria 11 -0.2 0.2 -1.0 3.6 3.2 -0.6 0.9 -0.4
Developing Oil Importers 0.0 0.1 -0.6 1.7 0.4 0.2 0.5 0.1 -0.7
Lebancon -1.1 3.7 - -6.6 -11.1 - 9.6 120 -
lordan 3.7 -2.3 0.0 0.4 -0.6 -0.8 15 -0.8 -0.5
Djibouti 15 -16 -1.2 42 -17.8 -17.4 0.6 11 05
West Bank and Gaza -3.6 12 0.8 2.8 2.0 18 -3.2 -2.1 -l6
Morocco -0.7 0.9 0.2 6.9 3.0 13 -0.1 -1.2 -2.2
Tunisia 0.4 -19 0.7 0.3 -2.9 -2.6 -19 -3.0 -2.1
Egypt, Arab Rep. 0.1 -0.1 -1.3 1.1 10 0.5 0.2 0.2 -0.1




A . . . )
opendix Table B3: Overview of MENA’s debt
Public Debt Public Domestic Public External Official Public & Private Interest Moody's Rating: Foreign
Debt Debt External External Debt Payments for Currency Long Term
Debt Public Debt Debt
World Bank's World Bank's World Bank's Warld IMF's WED World Bank's
MPC MPO MPC Bank's IDS MPO
2019 2020 2019 2020 2019 2020 2015 2019 2020 2019 2020 1/1/2020 1/21/2021
c Cratar 57 64.1 1314 161.3 16 18 Aad Aa3d
-% United Arab Emirates 201 25 67 975 0.3 0.3 Az Azd
E_ E Kuwait 20.3 225 48.8 64.5 0.3 0.8 Aad Al
E ;_EJ Bahrain | 102.3 1324 2254 2546 45 45 B2u BZu
I;; Saudi Arabia 231 328 232 2995 0.8 12 Al Al
Oman 60.1 81.2 924 1215 2.3 28 Bal Ba3
o Libya | 488  137.1
E_ Irag 48.2 69.3 233 344 245 35 305 405 12 11 Caal Caal
_"'E Iran 47.9 50.3 0.1 17 17 0.7 1
E Alzeria 456 514 450 50.8 0.6 0.6 0.8 23 15 0.6 0.6
5] Yemen 527 227 30 274 243 2556 3B
Lebanon 171 186.7 107.6 87.8 63.4 5a 3.6 1978 4828 10 2.2 Caa2 C
o lordan 97.4 109 58.3 841 38 449 180 BE PR 35 41 Bl Bl
E Djibouti 66.9 70.2 0.4 0.2 65.4 69.9 64.4 66 70.2 13 12
E- West Bank and Gaza 16.3 242 9.2 154 71 88 0.3 04
.3 Morocoo 64.9 778 50.9 584 14 194 1588 331 382 23 25 Bal Bal
Tunisia 718 87.2 223 275 495 583 411 994 972 27 38 B2 B2
Egypt 90.2 87.5 725 68.6 178 1% 150 36 344 10 9.8 B2 B2
Waorld Median 518 83.2 1956 227 268 30.3 200 505 582 16 159
High-income median 56.9 65.3 266 345 19.1 233 BB5 101.7 21 23
Middle-income median 515 64.9 200 230 274 324 150 47.3 543 18 21
Low-income median 525 50.5 176 18.7 268 297 244 314 321 11 13

Source: World Bank Mocro ond Poverty Outlook (April 2021), World Bank's International Debt Stotistics, IMF's World Economic Outiook
Mote: Debt and interest payments are in percent of GDP. Official external debt includes debt held by international organizations (multilateral loans) and by foreign governments
(bilateral Iu:uans].|



nendix Table B4: Characteristics of MENA’s Economies

Public Debt Output Gap Governance Inflation Exchange Rates
Arrangement
(3 of GDP) (percentage points) [score) (percent)
World Bank’s MPO Warld Bank's MPO | World Bank Waorld Bank's MPO IF
2015 2020 2020 2019 2019 2020 2015
QOatar 57 641 -4.9 0.7 -0.9 -28 Conventional peg
_E United Arab Emirates 201 25 -9 1.1 -19 -1.5 Conventional peg
E Euwait 203 225 55 0.1 11 0.9 Conwventional peg
E‘ — Bahrain 102.3 1324 -8.2 04 1 2.5 Cunvent?a-nal peg
; E Saudi Arabia 231 azs 5.6 01 -1.2 34 Conventional peg
.-3 .E. Oman G601 812 -3 04 0.1 -1 Conventional peg
Libya 488 1371 -2 -3 -2 Conventional peg
Irag 482 693 -18.3 -14 -0.2 0.6 Conventional peg
E E Iran 479 503 11 -0.9 413 35.9 Stabilized arrangemenit
‘q=",| E Algeria 456 514 -75 -0.9 23 21 Crawl-like arrangement
E B Yemen 527 29 -19 10 5.4 Stabilized arrangemenit
Lebanon 17 186.7 -121 -0.7 25 843 Stabilized arrangement
Jordan o974 109 -3.9 0.1 0.8 0.3 Conventional peg
Djibouti 669 702 -6.7 -0.8 33 18 Currency board
g West Bank and Gaza 163 242 -14.8 , 08 0.7
E_ Morooco 649 778 -10.1 -0.2 0.2 0.7 Stabilized arrangemenit
E Tunisia T18 872 -10.4 02 6.7 55 Crawl-like arrangement
g Egypt o0.2 875 -12 -0.5 135 57 Stabilized arrangemenit
World Median 519 632 6.7 -0.1 2B 3
High-income median 56.9 653 -BE6 11 11 15
Middle-income median 315 649 -7.3 -0.4 28 26
Low-income median 525 505 -4.1 -0.4 31 5.8

Sources: World Bank, Macro Poverty Outlaak (April 2021) and Worid Governance Indicotars; International Monetary Fund, Annuo! Report on Exchange Arrangements and
Exchonge Restrictions.

Mote: Qutput gap = growth in 2020 minus average growth from 2015 through 201%). Qutput gap for Libya is not calculated because of volatile output fluctuations; Governance is
the average of Regulatory Quality, Government Effectiveness and Rule of Law. A lower score represents lower governance guality.



