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Abstract 

In an international context characterized by globalization, the analysis of the Arab world is all the more 
relevant as the particularities of this space are more stringent. To analyse the economy of this region properly, one 
should consider matters of natural resources that are wealth generators in this area (oil and natural gas), addressed in 
a global and regional context. Post conflict situation, generated after the Arab Spring (2011), affects the entire region, 
including GCC countries, where all the members are dealing with decline in their balance of payments. Intra-regional 
integration stays difficult due to the gap between the development status of the countries. Arab states face the highest 
unemployment rate for youth and about one third of the population deal with moderate poverty. The geopolitical 
tensions in the region and the decline of oil prices are the two factors which can lead to a major decline of the area. 
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1. Arab World: Intra-regional Integration  

 
The need for integration in a world characterized by globalization, where the removal of economic barriers, 

mainly the commercial ones, increased the flows of goods and services and but also the human flows. The phenomenon 
of immigration, with particular reference to labor migration, has become a feature that draws attention to the Arab 
region. Gangopadhyay and Elafif [8] investigated the economic integration of the Arab world in relation to remittances, 
concluding that, despite increased intra-regional flows of workers, economic policies harmonization towards reducing 
obstacles that might arise before these professional migrations should be done. Their work suggests that a reduction in 
the gap between GDP per capita could help strengthen intraregional economic integration. 

The development status found among Arab states differ dramatically: for the GCC members, exporters of oil 
and natural gas, resources have brought prosperity and opulence, but  the underdeveloped countries, poor in natural 
resources, proved to be victims of  conflicts. Like described by Kalliny and Benmamoun [7], there are significant 
differences among Arab countries in terms of income per capita, education, natural resources, infrastructure, religious 
affiliations, etc. 
 

2. The Present-Day Economic Outlook of the Arab World 
 

A study regarding the development status of the Arab World [9], presents a slight decline of GDP growth in 
this region, reaching 3 percent in 2015, compared to 3.4% in 2014. Even so, the Gulf countries remained the growth 
hub of the region, whose growth average was 0.9 percent, given the fact that the Arab world is facing widespread 
geopolitical tensions and armed conflicts, particularly in Iraq, Libya, Palestine, Syria and Yemen, which affect 
neighbouring countries. A negative impact on these economies is the result not only of the decrease in oil prices, but 
also of the increase in financing costs (due to higher interest rates on the U.S. dollar). Tourism declined following a 
general feeling of insecurity in the area. Balance of payments in the region is generally firm, and foreign funds have 
become restrictive to countries incurring account deficits.  

According to ILOi [6], the highest unemployment rate for youth it is found in the Arab states (30.6% for 
2016), although they predict a 29.7% improvement rate for 2017. Due to growth rates stagnation, but also because of 
the tight fiscal policies, oil-exporting countries, mainly Oman, Qatar and Saudi Arabia, will register high 
unemployment rates for youth in 2016.  The youth employment prospects will continue to be influenced by the 
geopolitical tensions in the region. Another topic which rises attention is the percentage of people living with less than 
3.10$/day: above 35% of the active population. So, although the region ranks well compared to global average of 
extreme poverty, it can be concluded that people in the region are facing moderate poverty a fairly large scale. 

For the Gulf Cooperation Council (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia UAE), 2015 witnessed a 
slowing down in development, which nevertheless stayed positive. Oil demand was maintained, and the development 
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of non-oil sectors dropped throughout the sub-region. Financial assets and the real estate market also recorded a 
decline, as a result of lower levels of trust in the area [9]. 

In this sub-region, there are no people leaving in extreme poverty, and women employment rate registerde a 
substantial increase [6]. 

As concerns the Maghreb countries (Algeria, Libya, Morocco, Tunisia), according to United Nations [9] the 
impact of three consecutive contractions recorded by Libya (since 2013) extends across the sub-region, which in 2015 
recorded a decrease by 1.6%, following another decrease by 6.4% in 2014. Domestic demand dropped on account of 
armed conflicts and political instability, which could not be offset by oil and gas production. In Morocco, the increase 
is due to the agricultural sector and in Algeria to public investment (although oil and gas revenues decreased here). In 
Tunisia the rate of increase diminished, partly as a result of a downturn in tourism, service exports and domestic 
demand. 

ILO stays that this sub-region makes progress in terms of reducing extreme poverty (12% decrease), but also 
in reducing the number of people living under the national poverty line (42.9% decrease). In this area, the migration 
rate grew, the number of locals decreasing with 42.9% [6]. 

For the Mashreq countries(Egypt, Iraq, Jordan, Lebanon, State of Palestine, Syrian Arab Republic), the 
conflicts in Iraq, Palestine, Syria (the Syrian Arab Republic) and the Arab Republic led to an economic contraction of 
the region in 2015 (by 0.3%), compared to a growth of 0.5% in 2014. The blockade of the Gaza Strip continued, which 
led to the impossibility of rebuilding the infrastructure and means of production. In Jordan and Lebanon, the 
deflationary phenomenon aggravated, and the slight increase in the two states was not sufficient to maintain a high 
standard of living (ESCWA). 

In the Mashreq countries, population growth rate is still negative (19.2% decrease) and the trend for people 
living in poverty is positive [6]. 

The most affected sub-region is the one comprising the Low Developed Countries (Comoros, Djibouti, 
Mauritania, Somalia, Sudan, Yemen), which recorded a contraction of  7.3%. According to United Nations [9], the 
drastic contraction recorded in Yemen was entailed by the stall in the production of oil and gas in April 2015, which 
was caused by severe damage to infrastructure following armed violence. Sudan managed to maintain its growth rates 
by diversifying exports, and so did The Port of Djibouti by maintaining good waterside relations with Ethiopia. 
According to long-term trends, The Comoros maintained its growth, while Mauritania recorded a decrease in growth 
rates as a result of lower iron ore prices. 

The massive losses recorded among residents are found in the underdeveloped countries. Here population 
decreased by over 36% and the number of people living with less than $ 1.25 a day or below the national poverty line is 
increasing continuously, as presented by International Labour Organisation. 

 
3. Negative Impact in the Arab Region: the Decline of Oil Price  
 
 Considering world distribution of oil reserves, it can easily be noticed that Middle East region ranks first, even 
with a diminished quota in 2015 compared to 1995 (Fig.1). As natural reserves are the main source of income in the 
arab region, oil competitiveness impacts directly the economic position of the Arab countries, mainly the GCC 
members – the engine of the area.  
 

Fig. 1: Global oil reserves, 1995 and 2015 
World oil reserves quotas for 1995                         World oil reserves quotas for 1995 

 
      Source: author's calculations based on BP Statistical Review of World Energy – data workbook [11] 

2015 witnessed an increase in world oil demand by 1.54 million barrels per day compared to the previous 
year. Oil price fell to a minimum in February 2016, reaching 30 dollars per barrel (less than half compared to 
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September 2014). Although towards mid-year the price climbed towards 50 dollars per barrel, due to increased demand 
in summertime and to the stagnation of production in Nigeria and Canada, world stocks reached historic highs, which 
prevented a sustained price recovery. In fact, a new global oil market is in order. Devarajan and Mottaghi’s research 
findings [1] consider the correlation between production and oil price, which typically had positive tendencies, as being 
negative: a price cut leads to an increase in production. Thus, in the absence of an increase along with demand, stocks 
will continue to rise, preventing the return of high prices. The forecasts based on research results (horizon 2020) 
establish the oil price between 53 and 60 dollars a barrel – the marginal cost of the last manufacturer. The time span 
until the rebalancing of the market remains long, mainly because of expectations of low global demand (according to 
preliminary estimates of the World Bank, Britain’s exit from the European Union will entail a slowing down in the 
global growth rate) and the continuation of market saturation.ii By means of a simple econometric model, Hamilton [3] 
showed that global growth rates have a direct impact on oil price by boosting or reducing demand. iii  

The decline in oil prices, as well as the conflicts occurred in the region starting with Arab Spring (2011) had 
led to major imbalances in the entire Arab World, including GCC members.  
 
4. Imbalance in GCC countries 
 
 In the last decade, the most important event in the Arab region was undoubtedly the Arab Spring. The 
conflicts and the uprisings which started in 2011 widespread human suffering and seriously damaged economies. 2011 
looked prosperous for all member states of the Gulf Cooperation Council, registering consistent growth rates for the 
balance of payments compared to 2010; post conflict situation has led to decline from 2012. In 2015 the landscape is 
disadvantageous to most countries that reach similar levels with the years post-global financial crisis (2009) – see 
Fig.2. 

Fig. 2: Balance of Payments for GCC Countries, 1980-2015* 

 
*US Dollars at current prices in millions 
Source: author's calculations based on UNCTAD, http://unctadstat.unctad.org/ [10] 
 A pop is the United Arab Emirates (the only state which since the 80’s have never registered negative 
balance of payments), which for 2015 registered a surplus of 26.59 bln. Dollars, meaning 6.21% of GDP. This positive 
balance of balance of payments indicates that the gain on transactions relating to international exports is greater than 
the amount of expenditure incurred abroad with transactions related to imports from other countries. In this way, the 
UAE is a net creditor in relations with the world. 
 
4. Natural Gas Reserves: Wealth Alternative? 
 
 The most important quota of natural gas reserves comes from Middle East region. By 2015, 43 percent of 
global natural gas reserves were originated here (Fig.3). 

According to ESCWA [9] Algeria, Egypt, Libya, Qatar and the United Arab Emirates export gas as members 
of the Gas Exporting Countries Forum, while Iraq and Oman have an observer role. Although gas exploitation began in 
2009, Yemen halted production in April 2015 because of conflicts. Libya exports gas to Italy, but Lebanon, Palestine 
and Syria (the Syrian Arab Republic) are hindered from their exploitation endeavours because of geopolitical risks. 
Along with Russia and Australia, Qatar remains among the most influential exporters. However, for the Arab states to 
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be an alternative gas provider to Europe (in the context of the conflict between Russia and Ukraine), further investment 
in the infrastructure of pipelines for the transportation of liquefied natural gas would be necessary. 

Hureau, Secretary General of the International Association for Natural Gas Cedigaz [4], presents the natural 
gas market in 2015 as having an oversupply, a predictable trend until 2020 (especially in the case of liquefied natural 
gas). Market saturation derives both from the increasing level of competition from alternative energy resources and 
from the productive overcapacity. As regards gas prices worldwide, in August 2016, in the United States (the domestic 
market), the price per one metric million of British Thermal Units (Btuiv) was $ 2.79, in Germany, $ 4.3(Russian gas), 
and in Japan, $ 7.4 (Indonesian gas), according to the IMF monthly report [5]. 

Fig. 3: Global natural gas reserves, 1995 and 2015 
World natural gas reserves quotas for 1995              World natural gas reserves quotas for 1995 

 
      Source: author's calculations based on BP Statistical Review of World Energy – data workbook [11] 
 
5. Conclusions 
 

For the Middle East and North African countries, the situation generated by recent fluctuations turns out to be 
critical. Starting from a sharp drop in 2014, the overall balance of the Arab countries is distorted. The social contract 
between state and citizens, by which the state supported the population by providing oil and food subsidies, as well as 
jobs in the public sector and free health and education services, was sustained from the wealth generated by oil [2]. 
Governments are now forced to rethink their strategy, applying measures that until recently were considered 
impossible, such as cutting back on oil, natural gas and electricity subsidies, cutting wages in the public sector, and 
reducing the number of jobs in public sector. A future step which will be taken, most probably starting by 2018, will be 
the insertion of Value Added Tax in all the GCC countries, simultaneously. 
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i International Labor Organization 
ii This is an adaptation of an original work by The World Bank. Responsibility for the views and opinions 
expressed in the adaptation rests solely with the author of the adaptation and are not endorsed by The World Bank. 
iii  Hamilton [3] pointed out that about 42% of the sharp drop in oil prices from September to December 2014 can be 
attributed to a slowing down of the growth rate in Europe and partly in Asia. 
iv British thermal units 
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