
Growth stages a comeback, also thanks to higher 
energy prices
The IMF expects economic growth to accelerate in most 
Middle East and North African (MENA) countries, including 
the two largest markets, Saudi Arabia and the UAE. Higher 
trending energy prices have not only helped to revive 
growth, they’ve brought relief to the increasingly strained 
fiscal outlook and growing external deficits of key MENA 
countries. While crude oil prices don’t have much scope to 
climb further, in our view, the current price near USD 60 
per barrel should make it easier for the region’s main coun-
tries to proceed with their economic transition and pro-
mote reforms without pressuring the local population and 
straining policy makers.

Young and growing 
MENA countries have one of the youngest and fastest-
growing populations globally. Some 20–40% of the over-
all population is 15 years old or younger, and the popula-
tion is set to grow by nearly 50% between now and 2050, 
according to UN estimates. Iran, the most populous coun-
try in the region, is expected to have 94 million inhabitants 
in 2050, followed by Iraq (81m), Yemen (48m), and Saudi 
Arabia (45m). This population growth can fuel economic 
growth. At the same time, it adds to the burden of ensur-
ing that enough jobs are available in a region with one of 
the highest youth jobless rates worldwide. The turmoil of 
the Arab Spring is an important reminder of the risks in-
volved in rapid population growth and high youth 
unemployment. 

Egypt: Policy continuity
Financial markets welcomed President Abdel Fattah el-
Sisi’s reelection as a sign of the country’s policy conti-
nuity. Under his reign, Egypt has made significant prog-
ress on fiscal and monetary reforms. The central bank 
has increased its efforts to reach its inflation target 
(currently at 13%) and liberalized the exchange rate re-
gime. The government remained committed to much-
need fiscal consolidation even during an election year. 
Egypt’s debt-to-GDP ratio likely peaked last year, when 
it exceeded 100%. We expect the economy to expand at 
5-6% per annum, one of the highest rates in the world. 
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The Middle East’s position in the world continues to evolve. 
In the past 50 years, the region’s countries have exported 
more than USD 10trn worth of oil to the rest of the world. 
This has conferred an economic blessing on them and led 
to rapid wealth creation rarely seen in modern history. Struc-
turally, lower energy prices now require reforms and a 
more diversified framework for economic growth. Overde-
pendence on oil has left some parts of the regional econo-
my bloated and unproductive. These challenges are not 
unique to the Middle East. Most energy-exporting countries 
are adjusting their economic and social policies to fit a 
world where new oil supplies and alternative technologies 
likely mean that oil prices above USD 100 per barrel are a 
thing of the past.

Challenges are not insurmountable
These challenges can be overcome. The United Arab Emir-
ates (UAE) are a role model for successful economic diver-
sification. The young and well educated population can be 
a structural tailwind to economic growth and there are 
many exciting opportunities in solar power and other sec-
tors. In Saudi Arabia, economic diversification will likely 
boost non-oil revenue and private-sector participation, and 
should benefit sectors like tourism, financials, mining, lo-
gistics and healthcare. The kingdom’s flagship projects, ex-
pected to be financed via public-private partnerships, in-
clude a large Red Sea beach tourist destination; an enter-
tainment area almost as big as Las Vegas in the capital of 
Riyadh; and a mega-city and business hub called Neom 
with advanced manufacturing, bio-tech, media and airlines. 
The Saudis have just signed a memorandum of under-
standing with SoftBank for a USD 200bn solar power proj-
ect, calling it the single largest of its kind in the world. In 
Egypt, presidential elections took place in late March, and 
incumbent President Abdel Fattah el-Sisi comfortably won 
his bid for a second and final term. But his victory has a bit-
ter-sweet taste to it: turnout, at 41%, was six percentage 
points lower than in 2014, and many observers criticized the 
lack of serious contenders. Nevertheless, financial markets 
welcomed el-Sisi’s reelection as a sign that the country’s 
ambitious reform program will continue.
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The expected increase in the female worker participation 
rate will add to the size of the labor force. At the same 
time, the public sector remains an important employer for 
nationals, providing 40% of all jobs in Bahrain, 65% in 
Saudi Arabia and 80–90% in Kuwait, Qatar and the UAE. 
The redistribution of oil revenue through public sector 
jobs has been a key part of the social contract, which looks 
increasingly unsustainable. A competitive private sector is 
thus paramount for providing a viable source of employment, 
and suffi cient job creation will be the key to transforming 
the economy. 

A melting pot
The inexhaustible pool of immigrants for lower paid and 
highly qualifi ed work alike has been a blessing for the Mid-
dle East for many years, with the region providing jobs to 
millions of immigrants. According to a study from the World 
Bank, outfl ows in the form of remittances from Saudi Ara-
bia, the UAE and Kuwait have totaled more than USD 100bn 
annually in recent years. The share of immigrants often 
exceeds the native population in these countries. In Qatar, 
for example, immigrants make up more than 90% of the 
total population, the highest ratio of all 214 countries sur-
veyed by the World Bank. 

A truly international workforce
Remittance spending and share of immigration
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Given the relatively high share of foreigners in the local 
workforce, authorities have started to regulate it by limiting 
the infl ux or reducing the number of foreign workers. 
Saudi Arabia’s reform program foresees initiatives to restrict 
the number of foreign workers and increase their cost. 
However, replacing cheaper and less well educated foreign 
workers with locals will likely raise wage costs and result 
in qualifi cation mismatches, adversely affecting the produc-
tivity and profi tability of local companies, at least 
temporarily.

A growing part of your investment portfolio
In the Middle East, the sustained period of low energy 
prices, subdued growth and need for structural reforms 
has caused a wave of new debt issuance from various 
sovereigns, corporates and fi nancials. Sovereigns alone is-
sued more than USD 100bn of new debt in international 
markets in 2016 and 2017. In late March, Saudi Arabia was 
upgraded to the FTSE Russell equity index for emerging 
markets, and we expect MSCI to follow suit in June. Upcom-
ing privatization of state-owned companies might increase 
the kingdom’s weighting in equity indexes. All this is set to 
boost foreign interest in the region further. The commit-
ment to reforms, large cash buffers, attractive risk-adjusted 
prices and lack of exposure to the region have all contrib-
uted to foreign investors’ vast appetite for this primary 
market activity, despite ongoing concerns about low ener-
gy prices, large fi scal defi cits, and persistent political and 
geopolitical uncertainties.
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