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he Saudi government un-
veiled a record-breaking 
budget for 2018, signal-
ling its intention to boost 
spending to resuscitate an 

anaemic economy and putting the 
brakes for the time being on eco-
nomic reforms that could further hit 
Saudi citizens in their pocketbooks. 
Riyadh is heeding advice from the 
International Monetary Fund (IMF) 
by delaying balancing its budget 
until 2023.

In its 2018 budget, the govern-
ment of Saudi King Salman bin 
Abdulaziz Al Saud announced its 
largest level of annual spending 
ever — $261 billion — up from $247 
billion in 2017. Another $30 billion 
of spending is to come from the 
kingdom’s sovereign wealth fund 
and national development fund, 
for total expected expenditures of 
more than $290 billion.

Much of the budgeted spending 
reportedly will go towards infra-
structure projects to benefit private 
companies. The government has 
budgeted $8.5 billion for a cash-
transfer programme to protect mid-
dle- and lower-class Saudi families 
from the effects of increased ener-
gy-related prices.

The massive spending is Riyadh’s 
effort to pull out of the recession 
it dipped into this year, when the 
economy contracted 0.5%, as well 
as to make good on its pledge to di-
versify the economy from depend-
ency on oil-derived income as part 
of Crown Prince Mohammed bin 
Salman bin Abdulaziz’s major fis-
cal overhaul programme known as 
Saudi Vision 2030.

It is a departure from the past 
two years of austerity budgets the 
kingdom was forced to implement 

as it dealt with sustained low oil 
prices. Riyadh is betting that the 
large spending focused particularly 
on the private sector will prompt 
the Saudi economy to grow 2.7% in 
2018.

King Salman’s government an-
ticipates a 2018 budget deficit of 
$52 billion — 7.3% of GDP — with 
$209 billion expected in revenues. 
Oil income is predicted to account 
for $131 billion of state earnings, up 
from $117 billion in 2017 because of 
higher oil prices, while the Saudi 
government anticipates non-oil in-
come to rise to $77.6 billion from 
$68 billion.

Saudi Finance Minister Moham-
med al-Jadaan said Riyadh fore-
casts its non-oil income to double 
the 2017 rate by growing “north 
of 3%,” in 2018. The Saudi budget 
deficit in 2017 totalled $61 billion — 
8.9% of GDP — up from a forecasted 

deficit of $52.8 billion.
Over the past several years, the 

Saudi government has been test-
ing the temperature of its citizenry 
for accepting austerity measures 
that have included reduced energy-
related subsidies and benefits and 
new taxes. In April, facing a public 
backlash, the Saudi monarch re-
stored allowances and bonuses for 
state employees that had been cut 
the previous September. Similarly, 
the Saudi public protested huge 
increases in water bills that took ef-
fect in late 2015, resulting in the fir-
ing of the minister of electricity and 
water in April 2016 and improved 
water pricing.

Other measures, including in-
creased petrol and electricity  
prices, have stuck. The once un-
heard-of idea of taxes is also no 
longer just a consideration. In June, 
for example, Saudi Arabia was 

the first Gulf Cooperation Council 
country to introduce a “sin” tax, 
doubling the cost of tobacco and 
energy drinks and raising the price 
of soft drinks 50%.

More controversial is the Saudi 
government’s implementation of 
the wide-ranging 5% value added 
tax (VAT) on goods and services 
that goes into effect January 1 but 
the government took the time and 
resources to educate its citizenry on 
the tax and no one expects a huge 
outcry when it goes into effect. The 
Saudi government expects to earn 
as much as $6 billion from the VAT 
in 2018.

The “sin” tax and the VAT appear 
to be the last major austerity moves 
the Saudi government intends to 
implement for the time being as 
it looks towards an expansionary 
budget with greater spending to 
stimulate the economy. It is again 
listening to the IMF, which warned 
Riyadh that pushing too many eco-
nomic reforms too quickly could 
have a disastrous effect on its econ-
omy.

Some observers view 2018 as a 
make-or-break year for the Saudi 
Vision 2030 programme, which is 
still in its infancy and not a lot of 
substantive successes to show so 
far. Much is, of course, riding on the 
highly anticipated initial public of-
fering (IPO) of an up to 5% stake in 
state oil giant Saudi Aramco that the 
Saudis have insisted will go forward 
in the latter part of 2018.

The IPO is critical to Vision 2030 
as the government is relying on pro-
ceeds from the sale to fund strategic 
investments to build up the king-
dom’s private sector and develop 
new industries in a drive to create 
non-government jobs and reduce 
dependency on oil income.

Jareer Elass reports from 
Washington on energy issues for 
The Arab Weekly.
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evelopments at the end 
of 2017 indicate Egypt 
could face much rosier 
economic prospects in 
2018 than had been ex-

pected, economists said.
The signing of a protocol for secu-

rity cooperation between Egypt and 
Russia heralds the resumption of di-
rect flights from Russia to Egypt, an 
important milestone as Cairo seeks 
to restore the country’s flailing tour-
ism industry.

“This would be a huge develop-
ment for the recovery of the na-
tional tourism sector,” said Elhami 
al-Zayat, the former head of the 
Federation of the Chambers of Tour-
ism, the national guild of tourism in-
vestors and workers. “The return of 
Russian tourists will help the sector 
pick up, which will positively affect 
economic conditions in general.”

Russia suspended direct flights to 
Egypt following the bombing of one 
of its passenger planes over Sinai in 
2015. Several other Western coun-
tries, including Italy, the United 
Kingdom and Germany, followed 
suit.

The resumption of direct flights 
between Russia and Egypt is expect-
ed by February.

Egypt had seen a dramatic drop 
in foreign visitors since 2010, when 
14.7 million tourists visited the 
country, bringing in around $12.5 
billion in revenue. More than 10% 
of Egypt’s workforce is estimated 
to work in the country’s tourism in-
dustry.

Egypt saw a decline in tourism fol-
lowing the 2011 revolution, a drop 
exacerbated amid security con-

cerns, particularly following Rus-
sia’s decision to halt flights.

Egypt lost approximately $10 bil-
lion in tourism revenues over the 
next two years as travellers shunned 
it for regional rivals Turkey, Greece 
and Israel, Zayat said.

“This exposed the vulnerabilities 
of the economy and deprived it of 
an important source of income,” he 
said.

The drop in tourism revenues was 
accompanied by a decline in remit-
tances from millions of Egyptians 
working in other countries. Cairo 
borrowed $12 billion from the In-
ternational Monetary Fund (IMF), 
a loan that came with strict restric-
tions that led to Cairo cutting sub-
sidies and enforcing a controversial 
currency flotation that resulted in 
a huge devaluation of the Egyptian 
pound.

Egypt also went on an interna-
tional borrowing spree that raised 
its foreign debts dramatically over 
the past two years. They rose to $79 
billion by the end of 2017 from $48 
billion two years earlier.

Potentially driving the economic 
growth in 2018 will be the energy 
sector, which witnessed a major 
development before the end of 
2017 with production from Egypt’s  
largest Mediterranean natural gas 
field, Zohr, coming online.

The field produces 350 million cu-
bic feet of gas every day. While this 
is only a fraction of Egypt’s daily 
consumption of 5.9 billion cubic feet 
a day, it is an important addition to 
the country’s total daily production 
of 5.2 billion cubic feet.

The field’s production, experts 
said, would help Egypt save $750 
million a year, money that would 
have gone to outsourcing Egypt’s 
energy requirements.

“This will automatically reduce 

pressure on the national budget,” 
said Osama Kamal, Egypt’s former 
petroleum minister. “More impor-
tantly, it will be a step on the road to 
achieving self-sufficiency in natural 
gas.”

Egypt expects to achieve self-suf-
ficiency in 2019 when the second 
phase of the development of the 
field is to be completed with pro-
duction reaching 2.7 billion cubic 
feet per day.

That would allow Cairo to start 
exporting natural gas and secure a 
new and important income stream. 
This comes as part of a broader plan 
to transform Egypt into a regional 
energy hub.

Egypt possesses multibillion-dol-
lar refining facilities that it wants to 
use to process oil and gas produced 
in the region for markets in Europe 
and Asia.

Saudi Arabia and Iraq had agreed 
to send part of their oil production 
to Egypt for refining and export to 
international markets. Greece and 
Cyprus will also send production 
from recently discovered gas fields 
off the Mediterranean coasts for 
processing in Egypt and export to 
Europe.

“This opens up new vistas for the 
Egyptian economy, ones in which 
new revenues from gas exports and 
refining can propel national devel-
opment,” Kamal said.

Possible positive effects from the 
tourism sector revival and produc-
tion from Zohr coincide with im-
proving economic indicators at the 
end of 2017, which will potentially 
affect the performance of the econ-
omy in 2018.

Additionally, Egypt’s annual ur-
ban consumer price inflation fell 
to 26% in November from 30.8% in 
October, to the Central Agency for 
Public Mobilisation and Statistics 
(CAPMAS) said.

Core inflation eased to 25.5% in 
November, compared to 30.5% a 
month earlier, Egypt’s Central Bank 
said.

“The good thing about these in-
dicators is that they portend strong 
improvements in the economic per-
formance in the coming months,” 
said Fakhry Elfiky, an econom-
ics professor at Cairo University. 
“These improvements will be felt 
by the majority of the population 
as commodity prices stop rising and 
start going down, albeit gradually.”

Amr Emam is a Cairo-based 
contributor to The Arab Weekly.

Amr Emam

Egypt to bet on tourism, energy sectors in 2018

Eastern Libyan 
parliament 
approves new 
central bank 
governor

Christmas market 
opens in Algerian 
capital 

Egypt’s Zohr 
gas field starts 
production

Indonesia to 
allow tariff-free 
import of some 
Palestinian goods

Libya’s eastern-based parliament 
has approved a new central bank 
governor, deputies said, cementing 
financial divisions as the country 
battles political turmoil and eco-
nomic crisis.

The House of Representatives in 
Tobruk approved Mohamed Ab-
delsalam al-Shukri as central bank 
governor by a vote of 54 of 107 MPs 
attending, deputies said. Shukri is a 
veteran central banker who served 
in the central bank under Muammar 
Qaddafi.

Libya, an oil producer, has two 
governments — a UN-backed one in 
Tripoli and an eastern-based admin-
istration allied to the House of Rep-
resentatives — because of a power 
struggle waged since the toppling of 
Qaddafi in 2011.

The Tripoli-based central bank 
rejected the move by the eastern-
based parliament.

(Reuters)

A small Christmas market opened 
in Algiers, catering to a rising num-
ber of Christian African migrants as 
well as diplomats and locals in the 
overwhelmingly Muslim country.

Approximately 99% of Algeria’s 
population is Sunni Muslim but the 
number of Christians has been ris-
ing due to an influx of migrants from 
sub-Saharan countries such as Mali, 
Niger and Burkina Faso.

(Reuters)

Egypt’s Zohr natural gas field, the 
largest in the Mediterranean, has 
begun production with an initial 350 
million cubic feet a day, the Egyp-
tian Oil Ministry said in a statement.

The field, operated by the Italian 
ENI company, is estimated to con-
tain 850 billion cubic metres of gas.

(Agence France-Presse)

Indonesia will allow tariff-free im-
ports and give direct market access 
to some Palestinian goods begin-
ning in 2018, the Indonesian trade 
minister said.

Palestinian goods enter Indonesia 
through Jordan but as of January 1 
some Palestinian products will be 
shipped directly to Indonesia, said 
Trade Minister Enggartiasto Lukita.

“We’re opening market access 
for dates and olive oil. This is as 
requested by [the Palestinians],” 
Lukita said after a meeting with his 
Palestinian counterpart at a World 
Trade Organisation meeting in Bue-
nos Aires

(Reuters)
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Saudi Finance Minister Mohammed al-Jadaan takes part in a news 
conference during which officials announced the state budget for 2018 
in Riyadh, on December 19.                                                                             (AFP)
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Riyadh puts brakes on austerity as it 
unveils largest-ever government budget

These improvements 
will be felt by the 
majority of the 
population as 
commodity prices 
stop rising and start 
going down.

Fakhry Elfiky, 
economics professor at 
Cairo University
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