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Economy

Bahrain strives for higher economic growth
Gamil Lotfy

Manama

T
he 2011 protests stirred 
by the “Arab spring” con-
tinue to affect Bahrain’s 
economy. Although many 
of the kingdom’s majority 

Shia community still feel marginal-
ised, much of the violence and in-
stability of the past four years has 
come to a slow halt.

However, the struggling and oil-
dependent economy suffered an 
additional  blow in mid-2014 with 
the dramatic fall in hydrocarbon 
prices. This triggered new econom-
ic challenges that the government 
is adamant on tackling head-on.

The Bahraini government said 
it aims to push the private sector 
to drive much-needed growth but 
the country’s economy remains 
extremely dependent on support 
from Gulf Cooperation Council 
(GCC) funds, particularly from 
Saudi Arabia and the United Arab 
Emirates.

The main challenge facing Bah-
rain is the ability to curb public 
spending while raising revenues to 
prevent the deficit swelling out of 
control. To achieve this, the 2015-
16 budget outlines $2 billion for 
subsidies in 2015 and $1.7 billion in 
2016, a significant reduction from 
$2.5 billion in 2014. Bahrain’s budg-
et also reflects a 61% year-on-year 
increase in budgeted debt in 2015 
despite reduced capital spending.

In 2013, oil and gas sales ac-
counted for more than 88% of 
government revenues. At the end 
of the third quarter of 2014, Bah-
rain’s debt stood at 43.4% of gross 
domestic product (GDP), compared 
with 25.2% in 2010.

Total revenues are expected to 
reach $5.3 billion, 25% lower than 
2014 and the lowest projected since 
2010. Total budgeted expenditures 
are expected to reach $9 billion, 

which is 3.5% less than the previ-
ous year. The government’s budg-
eted spending for capital expendi-
ture, which is based on an oil price 
of $60 per barrel, is 21% lower than 
in 2014.

Consequently, it came as no sur-
prise when US rating agency Stand-
ard & Poor’s (S&P) downgraded the 
country’s sovereign wealth fund, 
Mumtalakat, rating to BBB-/A-3 
from BBB/A-2. Mumtalakat was 
placed on negative outlook in De-
cember 2014 by S&P, reflecting the 
reliance the fund has on the gov-
ernment when financial support is 
needed.

However, the spin from Bahrain 
has been positive. Analysts and 
government official  said fiscal and 
macro-economic policies mov-
ing forward will push the private 
sector to contribute to diversifica-
tion of the economy and stimulate 
growth.

“The expectation is that pub-
lic spending will have to be lim-
ited in 2015,” Reda Faraj, a Bahraini 
member of parliament and Shura 
Council member, said. “The island 
nation needs hospitality, manufac-
turing and construction projects 
to accelerate in order to drive eco-
nomic growth to compensate for 
a slowdown in hydrocarbons GDP 
expansion.”

Although a report published by 
Bahrain’s Economic Development 
Board (EDB) in March said there 
are $22 billion worth of infrastruc-
ture schemes in the pipeline, Faraj 
says the government cannot afford 
to launch new projects in 2015.

Following the partnership be-
tween the government and the 
private sector to develop a major 
public housing scheme in 2013, 
analysts have said Manama will 
be forced to look towards private 

business to compensate for the re-
duction in government capital ex-
penditure.

Jarmo Kotilaine, chief econo-
mist at the country’s Economic 
Development Board, said increas-
ing private investment, foreign di-
rect investment and funding from 
the GCC Development Fund will 
help finance new infrastructure 
schemes, filling the gaps left by 
government cuts.

For the rest of 2015, foreign fund-
ing and the private sector are ex-
pected to help the construction 
industry overcome any drops in 
government capital expenditure 
due to lower oil prices.

The Ministry of Finance also 
confirmed that an average of $10 
million a year from GCC funds will 
be spent on road projects over the 
next seven years. The development 
of the new airport is funded by Abu 

Dhabi and a new causeway is be-
ing built through financing from 
Riyadh. There have also been at-
tempts by Bahrain at boosting the 
country’s financial services with an 
emphasis on Islamic finance. 

“Islamic finance can play a cen-
tral role in creating an alternative, 
more resilient economic and finan-
cial system,” Rasheed Mohammed 
al-Maraj, governor of the Central 
Bank of Bahrain, told delegates 
at the Global Islamic Investment 
Gateway conference in Bahrain on 
March 3rd. “The core of Islamic 
finance is based on real economy 
transactions, rather than on specu-

lative financial transactions or fi-
nancial engineering.”

In its latest report, international 
ratings agency Fitch downgraded 
Bahrain’s long-term foreign cur-
rency Issuer Default Rating (IDR) to 
“BBB minus” from “BBB” and long-
term local currency IDR to “BBB” 
from “BBB plus”.

The report also highlighted that 
the emergence of sizeable fiscal 
deficits has led to a rapid rise in 
the general government debt bur-
den, which reached 45.1% of GDP 
in 2014. Fitch forecasts the govern-
ment debt will continue climbing, 
reaching 54.2% of GDP in 2015 and 
58.6% of GDP in 2016 on current 
policy settings.

Gamil Lotfy is Dubai-based 
business and geo-politics 
journalist working across the 
region.

Central Bank of Bahrain in Manama. Balancing the budget.
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ESCWA’s Dardari sees customs union as ‘realistic objective’
Yassine Halila

Tunis

T
he creation of an Arab cus-
toms union is inching clos-
er to reality, says Abdallah 
al-Dardari, deputy execu-
tive secretary of the UN 

Economic and Social Commission 
for Western Asia (ESCWA).

“Implementation of the customs 
union is supposed to start by 2021,” 
Dardari said in a recent Arab Weekly 
interview. “It is a very realistic ob-
jective.”

Announced in 2009 during 
the Arab Summit for Economic 
and Social Development in Ku-
wait, the Arab customs union 
was slated to start operations 
this year.

“That was not realistic,” ad-
mitted Dardari. “We 

talked to the League of Arab States, 
and we proposed another date by 
which we should finish all the stud-
ies, simulations and scenarios, as 
well as the impact of each scenario 
on growth, poverty and sectorial 
competitiveness.”

The goals of an Arab common 
market; the elimination of trade 
restrictions and quotas, as well as 
restrictions on residence, employ-
ment, labour and transportation, 
seem improbable to realise when 
considering that current intra-Arab 
trade rarely exceeds 10% of Arab 
countries’ total volume of foreign 
trade.

Dardari’s belief in the project is 
unshaken. He says he is encouraged 
by the experience of the Greater 
Arab Free Trade Area, which he says 

has seen “some positive results 

and not so positive results”.
Dardari explained that “positive 

results came to countries who ful-
filled the conditions of the free trade 
agreement”, warning that “coun-
tries that did not, countries that 
imposed NTBs (non-tariff barriers) 
and long lists of products exempted 
from free trade, suffered most and 
did not benefit”.

The ESCWA official sees the Arab 
customs union as “the logical next 
step in the liberalisation of trade” 
and that the political will exists. 
“There was a political decision by 
the Arab summit to move ahead 
with this,” noted Dardari.

He and his organisation are seeing 
that this vision is brought to com-
pletion. “We at ESCWA are support-
ing the Arab states in implementing 
the technical aspects of the Arab 
customs union,” Dardari said.

He said the economic forum he 
attended in Tunis in June, a high-

level conference gathering pub-
lic officials and representatives 

of the Algerian, Tunisian and 
Libyan private sectors, was 
a step towards integration.

“I am so happy today to 
see three regional coun-
tries, despite all the secu-

rity problems, talking about and 
solving their problems together,” he 
said.

The North African region’s se-
curity concerns might have been 
a blessing in disguise for the three 
Maghrebi neighbours, forcing them 
to cooperate. “The region, in light of 
the security situation, has realised 
that cross-border cooperation is a 
must and that integration is a must.” 
Dardari said. “They have learnt the 
lesson in a hard way.”

However, he warned that “secu-
rity is a short-term thing, and it can 
only be sustained by economic and 
social integration”.

Dardari is unequivocal, “We be-
lieve the next phase or the paradigm 
shift of Arab development in the 
future will only be based on integra-
tion.” When asked whether other 
aspects, other than the Maghrebi 
Tunis-Algerian-Libyan alliance, 
could emerge and take the lead, 
Dardari said: “Any subregion in the 
Arab world could become a pole. 
You have regional poles like the 
Machreq, Maghreb or the Gulf, but 
we also have sectorial poles, which 
are regional value chains: pharma-
ceutical, petrochemical industries, 
electronics and such industries that 
can be cross-border and cross-re-
gional poles.

“I believe that ‘business as usual’ 
can no longer work.”

Yassine Halila is an Arab Weekly 
contributor in Tunis.
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