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New budget augurs fiscal gloom in Egypt

Higher prices. A vendor waits for customers at a market in Cairo.

Hassan Abdel Zaher

Cairo
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gypt’s new budget, which
goes into effect in July, is
revolutionary and ambitious but it will make the
lives of the poor harder
because it is based on unrealistic
revenue expectations and will fail
to meet growth projections, economists said.
“The whole budget is based on
revenue expectations that are impossible to realise,” said Amr Hassanein, an economics professor
from Cairo University. “These unrealistic expectations will lead to
several shocking results, including
some related to the estimated deficit in the new budget.”

The government said
27.8% of Egyptians
are poor and cannot
buy basic needs.
The new budget comes only
months after the government hammered out a $12 billion loan deal
with the International Monetary
Fund (IMF), which was approved
in November and aims to boost
foreign currency reserves and
strengthen investors’ confidence.
The deal led to a series of reforms, which include the flotation of the Egyptian pound and
the slashing of fuel, electricity and

water subsidies.
The reforms came at a cost to
poor Egyptians. The flotation of
the pound, for example, more than
doubled the exchange rate of the
US dollar and, consequently, the
prices of commodities in local markets.
The reductions of fuel, electricity
and water subsidies translated into
more spending for Egyptian families and additional suffering.
Egyptian Finance Minister Amr
el-Garhy said the budget for the
new fiscal year reflected the government’s reformist drive and its
determination to move ahead with
the financial and monetary reforms
it started last year.
“It will seek to boost economic
growth and strengthen the social
protection net for the poor,” he
added in a statement.
Nonetheless, few economists
agree that the budget will solidify
social protection for the poor.
“On the contrary, this budget will
bring in more financial burdens to
the public,” said economist Ali alIdrisi. “It will make more and more
Egyptians poor.”
The government said more than
one-quarter — 27.8% — of Egyptians are poor and cannot buy their
basic needs. The poverty rate will
rise, economists said, and a look at
the new budget explains why.
The government aspires to reduce the deficit in fiscal year 201718 budget to 9.2%, from 10.5% in
the current fiscal year. To do this,
officials plan to reduce fuel, electricity and water subsidies even

				

more, even as it spends more on
such subsidies in the new budget.
The extra funding is necessary because of the surge in the exchange
rate against the dollar.
The Finance Ministry estimates
the price of one barrel of oil in the
new budget at $55, from $50 in the
current budget. This raises the fuel
subsidy bill in the new budget to
$6.1 billion, from $5.6 billion, even
as Egyptians can expect to pay
more for fuel in the new fiscal year.
A total of $1.6 billion is allocated
for electricity subsidies in the new
budget, down from $1.9 billion in
2016-17.
Almost 74% of revenues for the
new budget were expected to come
from taxes. Apart from reflecting the failure of the government
to generate revenues from other
sources, economists said, these
taxes will cause suffering to millions of Egyptians who are facing
high inflation rates — 32.5% in April
— already.
“The problem here is that — apart
from the financial pressures the
taxes will put on the budget of ordinary citizens — the government
exaggerates its tax collection abilities,” Hassanein said. “This means
that the budget deficit will be much
higher than projected in the budget, which will translate into more
borrowing from local and outside
sources.”
General debts amount in the new
budget to 104% of gross domestic
product. In the 2016-17 budget, the
government hoped to collect $23.7
billion in taxes but those revenues

(Reuters)

were $19.7 billion, with the difference blamed on tax evasion.
The new budget hopes to achieve
a growth rate of 4.6%, from 3.8%
in the current budget. There are
doubts on the ability of the economy to grow that much in the absence of foreign investments, the
slow recovery of the tourism sector
and the failure of most exports to
make a good leap.

Almost 74%

of revenues for the new
budget come from taxes.

The government specifies $18.3
billion for social protection and
welfare programmes in the new
budget. Economists said that
amount of money, which includes
a 19% increase compared to the
budget of the current fiscal year,
will be dwarfed by rising commodity prices.
Mohamed Badrawi, a member of
parliament’s Budget and Planning
Committee, which has to approve
the new budget, said legislators
will demand modifications.
“My colleagues and I cannot approve a budget that does not specify enough funds for social welfare programmes, education and
health,” Badrawi said. “Most people suffer because of the reforms
that have been made so far. More
financial pressures will mean more
anger on the streets.”

Saudis to be exempt from income tax
The Arab Weekly staff

London
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audi
Arabia’s
working
population likely breathed
a collective sigh of relief
with word that income
taxes would not be a reality
it will have to contend with in the
foreseeable future.
Saudi Finance Minister Mohammed al-Jadaan, on April 9, said no
taxes would be imposed on the income of Saudi citizens or the profits
of Saudi companies, ending months
of speculation.
Jadaan stressed that the valueadded tax (VAT) set for the Gulf
Cooperation Council (GCC) in 2018
would remain at 5% until 2020.
“The profit tax will not be levied
on Saudi companies nor will the
tax on the income of the citizen
be increased,” he said. “The valueadded tax will not be increased by
more than 5% by 2020. Financial

dues will be paid to contractors,
suppliers and contractors within a
period not exceeding 60 days from
the date of maturity.”
The Saudi cabinet has endorsed
the GCC-wide agreement for the
VAT. However, on harmful products, such as tobacco and sugary
soft drinks, the 5% tax cap no longer applies. Tobacco taxes will be
raised 100% and duties on fizzy and
energy drinks will go up 50% by
the end of April.
“The excise tax is a special tax
that will be implemented on specific products with harmful health
effects to disincentivise consumption of such products,” the kingdom’s Fiscal Balance Programme
2020 report said.
Saudi Arabia is the only GCC
country set to impose such taxes
but the United Arab Emirates is
considering a similar initiative.
In an interview with Bloomberg
News in April 2016, Saudi Deputy
Crown Prince Mohammed bin Salman bin Abdulaziz, the architect of

Vision 2030, said the kingdom did
not see income or property taxes as
a part of its overall strategy.
Saudi Arabia and other GCC
members are implementing muchneeded economic reforms to diversify their economies from the energy sector, a consequence of several
years of falling oil prices.

The Saudi finance
minister said no
taxes would be
imposed on the
income of Saudi
citizens or the profits
of Saudi companies.
Jadaan said the drive in reforming the Saudi economy will include
cuts in spending and the introduction of taxes but government stimuli as well. He said the government
plans on infusing $53 billion in the
private sector over the next four
years.

Saudi Arabia’s ambitious Vision
2030 programme aims to tackle
these challenges, however some
reforms and austerity measures
will likely result in lifestyle changes
for many Saudis who have long depended on government subsidies.
Among the National Transformation Programme’s goals is the reduction of the country’s public sector wage costs from 45% currently
to 40% by 2020. Last October, Riyadh slashed public sector benefits
and bonuses. Riyadh also halted
several major building projects to
offset a $97 billion budget deficit.
Jadaan said the non-oil sector’s
role in achieving Vision 2030’s economic goals was essential, stressing
that it should grow at a rate of 8.5%
a year with a gross domestic product increase of $400 million.
In January, the International
Monetary Fund lauded the Saudis’
budget plans, calling them in line
with recommendations and that
the goal of eliminating the budget
deficit by 2020 was feasible.

Briefs
Saudi Arabia
raises $9 billion in
Islamic bond issue
Saudi Arabia raised $9 billion in
its first global Islamic bond issue,
the government announced, a move
analysts said could ease pressure on
foreign reserves.
The sale of Islamic bonds, known
as sukuk, comes after the kingdom
in October turned to the conventional global debt market for the
first time, raising $17.5 billion in a
bond issue.
Saudi Arabia has also sold domestic bonds and drawn on its accumulated reserves to reform the economy and address budget deficits
caused by a collapse in oil revenues
since 2014.
“The Ministry of Finance received
significant interest for the first international issue of the sukuk programme with an order book from
investors in excess of $33 billion,”
the official Saudi Press Agency said.
There will be two tranches of
$4.5 billion, one maturing in 2022
and another in 2027, reflecting “the
strong fundamentals of the Saudi
economy,” it said.
(Agence France-Presse)

Kuwait, Oman
agree to build oil
refinery
Oman Oil Company and Kuwait
Petroleum International signed an
agreement to build a refinery worth
about $7 billion in the sultanate’s
southern port town of Duqm.
The 50-50 joint venture will have
a capacity of 230,000 barrels per
day (bpd) when completed in 2019,
Oman Oil Company Executive Managing Director Hilal al-Kharusi said
at the signing ceremony in Muscat.
The two partners will provide up
to 35% of the investment capital,
with the rest raised from local and
international banks, he said.
Bakheet al-Rashidi, CEO of Kuwait Petroleum, said the project
serves his company’s strategy of diversifying revenues.
The sultanate derives 79% of its
revenues from oil, of which it produces about 1 million bpd. Kuwait
has a significant oil wealth and
pumps about 2.8 million bpd.
(Agence France-Presse)

OPEC says oil deal
bearing fruit
World oil production fell in March
thanks to a deal to cut output, OPEC
said, but the cartel’s efforts to fight
a global glut are threatened by US
firms pumping oil with gusto.
The world produced a total of
95.82 million barrels per day (bpd)
in March, a fall of 230,000 bpd from
February, OPEC said in its monthly
report.
Production by OPEC members,
which accounts for about one-third
of the world’s output, fell 153,000
bpd to 31.93 million bpd, secondary
sources cited in the report stated.
This takes it below a target included in an output reduction deal by
OPEC and some non-OPEC producers, including Russia, which came
into force January 1 for an initial run
of six months. Reports suggested
that OPEC may extend the output
cut deal by six months when its
members meet in May.
The initiative has prompted a recovery in global oil prices, a trend attracting many higher-cost American
producers back into the market.
(Agence France-Presse)

