
 

19February 4, 2018

Economy

Cairo

E 

gypt is facing a budget cri-
sis and may be forced into 
further debt due to rising 
oil prices.

Budget planners based 
their assessment of total spending 
in the 2017-18 budget, which will 
end in July, at $55 per barrel of oil. 
However, the price of oil has risen 
to $70 a barrel. This would throw 
Egypt’s projected budget out of bal-
ance and increase the deficit.

“We did not expect the price of oil 
to rise that dramatically,” said Mo-
hamed Moiet, the deputy finance 
minister for treasury affairs. “This 
rise will cause the budget deficit to 
increase.”

A $15 increase in the price of each 
barrel of oil would raise the budget 
deficit for Egypt as much as $2.3 bil-
lion. Egypt is heavily reliant on oil 
imports, mostly from Saudi Arabia 
and Iraq, to meet its energy needs, 
with estimates indicating that 
Egypt will spend $9.5 billion on oil 
imports.

Cairo recently renewed a contract 
to import 12 million barrels per day 
of Iraqi crude oil over the next year.

Egypt has gone from being an en-
ergy exporter to a net importer as 
domestic output failed to keep pace 
with demand. Cairo is hoping that 
the exploitation of Zohr, a massive 
natural gas field off the Egyptian 
coast, will return stability to the 
country’s energy sector.

However, fuel subsidies remain 
an issue. In the 2016-17 budget, fuel 
subsidies amounted to $2 billion. In 
2017-18, that figure has been raised 
to $6.2 billion due to the rise in 
the exchange rate of the US dollar 
against the Egyptian pound, one 
consequence of the November 2016 

currency flotation.
The same policy change raised 

the amount Egypt owes in debt ser-
vices every year. Egypt specified al-
most one-third of total spending in 
the 2017-18 budget of $68 billion to 
pay off foreign debt.

Financial planners were hoping 
to bring the budget deficit down to 
4.4% by 2022. The budget deficit 
in the last fiscal year 2016-17 stood 
at 12.5% and there were hopes that 
the deficit would be down to 9.1% 
by the end of the current fiscal year.

Moiet said to make up for the rise 
in the price of oil and its effect on 
total spending in the budget, Egypt 
will have to borrow, either with 
loans from international creditors 
or by issuing foreign or national 
currency bonds.

“This will be the only solution for 
us to even slightly bridge the defi-
cit,” he said.

This, however, will increase 
overall debt even more. Last June, 
Egypt’s foreign debt increased 
41.6%, reaching $79 billion on a 
year-on-year basis.

Cairo has tried to bring the budg-
et deficit down by stimulating do-
mestic production to satisfy local 
demand and reduce imports. It has 
raised customs duties on imported 
commodities to give locally pro-
duced goods a competitive edge.

This policy is paying off. In 2017 
overall imports fell from $66.3 bil-
lion in 2016 to $56.8 billion, the 
Ministry of Foreign Trade and  

Industry said. Exports increased 
10% in 2017, to $22.4 billion, over 
2016 the ministry said.

Stimulating production, econo-
mists said, would ease the budget 
deficit by reducing imports and 
raising exports.

“Production is the only way out,” 
said MP Mohamed Fouad, a mem-
ber of the Parliamentary Budget 
and Planning Committee. “In-
creased production and exports 
will help Egypt evade borrowing as 
a solution.”

Another measure Egypt plans 
to take to reduce the budget defi-
cit is to eliminate fuel subsidies. 
In November 2016, the govern-
ment slashed fuel subsidies almost 
50%, briefly reducing pressure on 
the budget. However, it ended up 
pumping in more money in the 
form of subsidies because of the 
rise in the price of oil on interna-
tional markets.

The elimination of fuel subsidies 
is expected at the beginning of the 
new fiscal year in July. However, 
analysts warned that the move 
could lead to protests, particularly 
as some said that policy would like-
ly increase commodity prices and 
raise the inflation rate.

Consumer inflation was 21.9% 
in December, down from 26% a 
month earlier.

“The fact is that the government 
walks a very fine line between the 
need to reduce the budget deficit 
and the need to keep the inflation 
at a low level,” said Fakhry el-Fiky, 
an economics professor at Cairo 
University. “To do this and avoid 
putting more pressure on consum-
ers, the government needs to in-
crease production and attract in-
vestments.”

Hassan Abdel Zaher is a 
Cairo-based contributor to 
The Arab Weekly.
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Upward trend. An Egyptian petrol station worker fills up a vehicle’s tank in the capital Cairo.          (AFP)
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fuel subsidies is 
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fiscal year in July.
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ordan is increasing the prices 
of fuel and bread as it seeks 
revenues to deal with a debt-
riddled economy after parlia-
ment set its budget for 2018. 

The decision is expected to draw a 
public backlash at a time the king-
dom is marred with issues, includ-
ing terror threats and the burden of 
hosting hundreds of thousands of 
refugees.

The 2018 State Budget Law will 
mean imposing sales taxes on items, 
such as sugar, tea rice and milk, that 
that had been exempted. The gov-
ernment said poorer citizens will be 
compensated in cash each month to 
make up for the hike in bread prices.

The tax hikes come as resource-
poor Jordan faces a public debt of 
approximately $35 billion, equiva-
lent to 90% of its gross domestic 
product. Taxes on fuel are being in-
creased from 24-30% and the price 
of bread doubled as of the start of 
February, Jordanian newspapers re-
ported.

The tax on fizzy drinks is to jump 
from 10-20% and cigarettes are to 
cost $0.28 more per pack than previ-
ously. A value added tax of 5% will 
be imposed on jewellery.

The government, which hopes 
to increase tax revenues by  
$761 million, pledged “financial aid” 
to struggling families affected by the 
price hikes. The Finance Ministry 
began compensating low-income 
families, allocating each member 
$38 for the year.

Last year, price hikes on an array 
of goods and services, including in-
ternet and mobile phone use, bread, 
domestic fuel, petrol, cigarettes and 
fizzy drinks, sparked protests during 
which demonstrators called for the 
cabinet to resign.

In 2016, Jordan secured a  
$723 million, 3-year line of credit 
from the International Monetary 
Fund to support economic and fi-
nancial reforms.

“It is one thing to impose higher 
sales taxes on luxury goods but to 
impose them on basic necessities of 
life is contrary to common sense and 
justice,” said an editorial in the Jor-
dan Times.

“The right to health includes ac-
cess to not only medical treatments 
but also to medications that are es-
sential part of medical treatment,” 
said the editorial. “True, the govern-
ment needs to raise revenues to keep 
the wheels of the state turning but 
this should not be at the expense of 
basic necessities of life.”

Approximately 80 members of 
parliament demanded the govern-
ment cancel the tax increase on 
medicine. “The government has 
ignored the will of the House in its 
decision to increase the tax on medi-
cines from 4-10% that will shake the 
social security umbrella, especially 
due to the tremendous pressure on 
citizens as a result of this govern-
ment’s continued hikes to prices,” 
the lawmakers wrote in a memoran-
dum to be forwarded to the govern-
ment.

Jordan’s economy has been rattled 
by the conflicts in Syria and Iraq, 
stretching its meagre resources.

The UN refugee agency said 
approximately 680,000  
Syrians fled to Jordan since 
the start of the conflict in 
their country in 2011. Jor-
dan says it hosts 1.3 mil-
lion Syrians and that 
it has spent more 
than $10 billion 
supporting 

those refugees.
Jordan, along with Greece and Cy-

prus, called for more effective sup-
port to countries on the front line of 
the Middle East refugee crisis.

“It’s an international concern and 
host countries like Jordan need the 
world’s support,” Jordanian King 
Abdullah II said after a meeting with 
Greek Prime Minister Alexis Tsipras 
and Cypriot President Nicos Anasta-
siades in Nicosia on January 16. “We 
are shouldering an immense refugee 
burden and cannot be left alone as 
we undertake this humanitarian re-
sponsibility on behalf of the world.”

A US decision to withhold  
$65 million of its $125 million in 
funding for the UN Relief and Works 
Agency for Palestine Refugees (UN-
RWA) is also likely to hurt Jordan. 
It is home to the largest number of 
Palestinian refugees and their de-
scendants, with nearly 2.2 million 
people eligible for UNRWA services. 
This has turned the UN agency into 
a major contributor to social welfare 
services in the country.

Most of the Palestinians eligible 
for UNRWA services in Jordan hold 
Jordanian citizenship and some ar-
gue that this ended their refugee sta-
tus but most maintain that UNRWA 
services are vital to supporting an 
important US ally. Jordan, which has 
played a crucial role in the US-led 
battle against the Islamic State (ISIS), 
is also facing terror threats.

More than one-third of Jordan’s 
young people are without jobs, turn-
ing them into potential targets for re-
cruitment by extremists. Earlier this 
month, Jordan’s intelligence service 
said it arrested 17 people suspected 
of links to ISIS and of planning at-
tacks in the kingdom.

The service “foiled… a major de-
structive terrorist plot planned by 
a terrorist cell loyal to Daesh during 
November 2017,” it said in a state-
ment, using an Arabic acronym for 
ISIS.

The group planned to carry out 
“several simultaneous terrorist at-
tacks aimed at shaking national se-
curity, creating chaos and terrifying 
citizens,” it said.

Jordan’s intelligence service did 
not specify the nationalities of those 
arrested but said it seized weapons 
and other materials that were to be 
used in the attacks.

The targets included “security and 
military bases, commercial centres, 
media channels and moderate cler-
ics and the suspects planned to fund 
them by robbing banks and selling 
stolen cars, the statement said.

Thousands of Jordanians are be-
lieved to be followers of ISIS and al-
Qaeda.

The kingdom was hit by four ter-
ror incidents in 2016, including a sui-
cide attack in June that killed seven 
guards near the border with Syria 
that was claimed by ISIS. In 
December 2016, an attack 
claimed by ISIS killed seven 
policemen and two Jorda-
nian civilians as well as a 
Canadian tourist.

The Arab Weekly staff 
and news agencies.
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