Coping with Oil Depletion in Yemen: A Quantitative Evaluation

Srinivasan Thirumalai and Thilakaratna Ranaweera

Rapidly depleting oil reserves and the policy of generous petroleum product subsidies for domestic consumption pose serious growth challenges for Yemen. In this paper we evaluate quantitatively the seriousness of these challenges and ways to cope with them in terms of a simple macroeconomic model linked to a special oil sector model. It is shown that even if all the subsidies are eliminated – a key fiscal reform identified in Yemen’s Poverty Reduction Strategy (2003-05) – Yemen continues to face serious long-term macroeconomic challenges in fiscal and balance of payment adjustments that will call for much bolder reforms to re-ignite non-oil based growth.  

1. The Context
Yemen is the smallest oil producer in the Middle East with rapidly dwindling oil supply. Yemen discovered oil and gas in the early 1980s. Total proven oil reserves were estimated at about 3 billion barrels at that time, just 1 percent of neighboring Saudi Arabia’s reserves.  It was well known that Yemen’s oil supply would not last very long. By the end of 2003, nearly two-thirds of this reserve is depleted. Since 2000, daily oil production has leveled off at around 420 thousand barrels (Figure 1). Yemen’s first major oil production block - Marib in the north - is well past its peak production for seven years now. In the early part of 2004, the second major production block - Masila in the south – where production started leveling off in the last three years, encountered a new technical problem of more water than oil coming out of the wells. This has raised concerns of a faster depletion rate. As a consequence, oil production is estimated to have declined by about 5 percent in 2004. At current extraction rates, oil resources will be exhausted by 2012, if no new discoveries are made
.  Recent projections of oil production show that production from new oil fields would not be able to offset the decline in established fields and therefore Yemen faces the prospect of unprecedented decline in oil production. The severity of decline for Yemen is unique among countries of the middle-east.

Petroleum consumption subsidy is large and has grown in recent years. Yemen subsidizes domestic consumption of petroleum. It is true that Yemen is not unique in subsidizing domestic consumption of petroleum products. Most oil exporters subsidize domestic consumption
, particularly diesel and residential fuel oil, motivated by a desire to share the oil wealth among wider population. Subsidy for diesel in Yemen is the fourth highest in the world. Another notable feature, however, is that because of limited refining capacity and because the output (product slate) of the refinery does not match the profile of domestic demand, Yemen imports 55 percent of diesel and 90 percent fuel oil needs
 at international prices but sells them at lower, administered prices. Estimates of petroleum subsidies for 2003 are shown in Table 1, ranging between YR 103 billion according to the government budget and 94 billion according to the ESMAP study.  The subsidies vary between 16 percent for gasoline to 60 percent for diesel, at a time when crude oil price in international markets averaged $29/bbl.  In the current year (2004), with an expected average crude price of $36/bbl, petroleum subsidies would be even higher with a cash subsidy allocation in the budget of about YR 150 billion, reaching about 6.5 percent of GDP. 

Table 1.

Yemen’s Petroleum Product Subsidies, 2003

	
	Border Price
	Retail Price
	Rate of Subsidy
	Cash Subsidy in Budget
	Accounting Subsidy by ESMAP study

	
	YR /Liter
	YR /Liter
	%
	YR,  Billion
	YR, Billion

	Diesel
	40
	17
	57
	74
	56

	LPG
	32
	10
	68
	-
	25

	Gasoline
	42
	35
	16
	21
	9

	Kerosene
	40
	16
	60
	8
	3

	 Total
	 
	 
	 
	103
	94


Source: ESMAP,  2004

Note: Rate of subsidy is the difference between border price and domestic price expressed as a ratio of border price. Cash subsidy paid out in budget is computed using a Rotterdam or Mediterranean price and freight allowance of $17 per ton. ESMAP method uses more appropriate Platt’s Gulf price and accordingly applicable lower freight charge of $ 8 per ton.

2. Analytical approaches to the evaluation of budget deficits, external balance and inflation in Yemen 

We first analyze Yemen’s impending loss of oil revenues and subsidy phase-out in a broad theoretical framework. The emphasis here is on tracing the consequences of financing the public sector budget deficit through money creation and the resulting inflation tax on the external balance.

The graph given below focuses on the real exchange rate (RER) and the budget deficit as a share of GDP (BD). Schedule DD shows the internal market equilibrium at different combinations of the RER and BD. Points above and to the left of the DD schedule correspond to unemployment while those below and to the right represent excess demand. The external balance is given by the schedule EE. Points above the schedule show a deficit while those below show a surplus in the external current account. 

The implications of budget financing to the monetary sector are traced in the bottom half of the graph. Assuming for simplicity that the entire budget deficit is money financed, we can write:
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where dp – inflation rate


M/P – real money balances


y – real GDP

Considering the demand for real money as a function of real GDP (y) and assuming equilibrium in the money market
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we can express the inflation rate as a function of the budget deficit:
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The loss of oil revenues would increase the financing requirements of the budget, with other things remaining the same. It is also seen that higher inflation would be required to finance the growing budget deficits. The bottom part of the diagram shows that higher deficits may lead to sharply higher inflation, as real money demand at higher inflation rates could turn out to be more elastic.

In the Figure 1 below, point A1 represents the point of both internal and external equilibrium. This point also represent some monetary financing of the budget deficits and the associated inflation arising from that. If this inflation happens to be above trading partner country inflation, then it is implicit that some depreciation of the exchange rate would be required to maintain the external balance.

The increase in the budget deficit arising from the loss of oil revenues will move the economy to a point like A2. The increased real demand (sustained through the increased budget deficit) leads to a real appreciation, which through higher spending on imports results in a relatively higher external deficit. Tracing these changes to the money market in the bottom of the graph, it is seen that increased budget deficits require higher inflation tax that would ultimately result in higher inflation rates. The negative consequences could be temporarily sustained if adequate foreign reserves and/or borrowing are available. However, in the case of Yemen, while adequate foreign exchange reserves are not a problem right now, with persistent losses of oil revenues, it would be hard to maintain these at current levels. Furthermore, it has to be assumed that Yemen’s capacity to borrow externally is rather limited and the domestic money markets are very thin. Thus, in the long-run the only option is adjustment.

The required adjustment in Yemen would constitute two elements. First, correction of the fiscal problem arising from the oil revenue loss is a prerequisite to restore external balance. As the graph shows, it would need a real depreciation to balance the external account.  Second, at the same time, the fiscal adjustment would also address the inflation issue. The subsidy phase-out has to be viewed with these dual objectives in the background. As the calculations in the other note have shown, the subsidy phase-out has two “conflicting” outcomes. On the one hand, the subsidy-phase out provides much needed relief to the budget, since it reduces the budget deficit (and therefore reduced monetary financing and attendant inflation), which is mainly driven by the loss of oil revenues. On the other, the subsidy-phase out increases domestic market prices of not only the energy products, but also would feed into other prices through increased transportation costs. This would suggest that Yemen may need much more than conventional measures to keep inflation in control at least in the initial periods when the oil revenues start falling sharply.

One noteworthy feature underlying this analysis is that given the magnitude of the oil revenue losses, the monetary financing, the acceleration of inflation, the appreciation of the real exchange rate, it is clear that there is bound to be a very sharp drop in real wages and real incomes. In short, real consumption, which is an indicator of welfare, is bound to be somewhat constrained, and social safety nets would assume great importance in the coming period.
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Figure 1. Model Specification

3. Modeling Framework Implemented
The Yemen model consists of three modules: the oil sector module (OM), the flow of funds module (FOF) and an external debt module (DM). The basic version contains four economic agents or ‘sectors’: Central Government, the Monetary System (Central Bank and Deposit Money Banks), and the ‘Private’ Sector4 (or more appropriately the ‘Rest of the Economy’, including households and private firms, non-central government agencies, public enterprises and non-monetary financial institutions) and the Foreign Sector.

The impact analysis of oil revenue declines and subsidy reform are carried out with an oil model linked to a consistency framework. The underlying framework is that of the Three-Gap model (Bacha, 1984, Taylor 1990, Ranaweera 2004). A description of the model specification is given in Appendix - 1 to this note. The three gaps are the domestic investment-saving gap, foreign exchange gap, and the fiscal gap. Starting with a given GDP growth rate, the likely evolution of the three gaps can be calculated and examined against likely resource availabilities. Or, alternatively, one can derive the GDP growth rate consistent with exogenously specified size(s) of the three gaps, to examine the implications for poverty. In the illustration here, the former approach of specifying GDP growth is adapted because evolution of oil production -the main driver for growth in Yemen – is reasonably well anticipated. 

The channels of impact of oil and subsidies on the three gaps

The evaluation starts with a projection of oil production, exports, domestic deliveries to refineries and domestic consumption in physical volume terms. A rough schematic representation of the interlinks is given below in Figure 2.
Figure 2. Interlinks between Oil and Macro Models.
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Macro Framework

The Government of Yemen dominates the downstream petroleum sector and operates in all parts of the petroleum chain. Yemen Oil and Gas Company (YOGC) is the government entity that receives and administers the government share of oil production from private operators. Private operators export all their shares to international markets. YOGC supplies Aden Refinery Company (ARC) and Marib Refinery Company (MRC) with crude oil to refine oil products for the domestic market and exports the remaining government share. MRC exclusively supplies the domestic market. In contrast, ARC trades in both, the domestic and international market. ARC has the import and export monopoly of oil products in Yemen. The main refined petroleum products in Yemen include gasoline, diesel, kerosene and LPG. Yemen Petroleum Company (YPC) is the single buyer of petroleum products from ARC and MRC and monopolizes the distribution of oil products to filling stations and large industrial customers. There are publicly and privately owned filling stations in Yemen.  Large industrial customers (such as Public Electricity Corporation) are not allowed to freely source their oil products requirements and must buy oil products from YPC.
The consistency framework itself is a much broader macroeconomic three-gap framework. The national accounts differentiate oil and non-oil sectors and their relevant deflators. Similarly, the balance of payments account highlights the importance of the oil sector in Yemen through oil exports and product imports. The current account of the balance of payments contains profit repatriation and interest payments by government and the private sector. The capital account of the balance of payments takes into account oil sector capital repatriation, direct foreign investment, and borrowing by the public sector. Oil sector receipts are the most important non-tax source of revenues for the government. Other sources include direct and indirect taxes. On the current expenditure side, the government account gives adequate emphasis to consumption (salaries/wages and other goods and services), interest payments on both domestic and external debt, transfers and subsidies. In Yemen, subsidies on oil products are one of the most important elements of government expenditures. The capital account of the government differentiates between outlays on capital formation and capital transfers. Any deficits in the budget are financed through either external or domestic borrowing. The latter is further subdivided into borrowing from the monetary system (including the Central Bank) and from the private sector.

For the base year 2003, a full consistency framework has been assembled on the basis of the available national accounts, balance of payments, fiscal and monetary data. Apart from the projections relating to the oil sector (given in the oil model), non-oil sector flows are also projected using appropriate assumptions regarding non-oil commodity prices, production, exports and imports.

 Quantification of the fiscal impacts

The monetary and fiscal impacts of the oil revenue losses are quantified using a version of the simple Fisher equation:
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We can write the growth rate form of the Fisher equation as follows:
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Normalizing this equation in terms of real output y, we can write
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This shows that an overall price change (in the GDP deflator) is associated with three factors:

1) a change in money supply per unit of output

2) a change in velocity expressed per unit of output

3) a change in output expressed per unit of output.

It is assumed that the monetary impact is determined by the way the budget deficit arising from a loss of oil revenues is financed. In particular, the total financing equation can be written as follows:


[image: image7.wmf]Pfin

Mfin

Ffin

Tfin

+

+

=


There are 3 ways that a budget deficit could be covered. Thus, total financing (
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) constitutes monetary sector borrowing (
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), domestic private sector borrowing (
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). When the budget deficit is determined (that is, 
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=budget deficit with negative sign), assumptions about possible external and domestic borrowing determine the extent of needed monetary sector borrowing to fully cover the budget deficit. The issue in Yemen seems to be that the declines in oil revenues are so substantial and rapid in order to sustain a desirable level of government services. It thus appears that in the short-run, it would be hard to avoid a significant monetary borrowing that will eventually influence the price level. It is also seen that the inflationary impact could be reduced with greater recourse to external borrowing. If the external borrowing is preferred and provided that external lenders are willing to lend substantial resources, Yemen can cover the deficits. However, two factors that constraint the full exploitation of the external borrowing option are: a) willingness of the lender to lend and b) the magnitude of the required borrowing will significantly worsen the external debt indicators. Because of these constraints, we assume only moderate external borrowing up to the year 2010. Similarly, capacity constraints in the domestic financial markets essentially limit the amount of government borrowing from the private sector. Thus, given a budget deficit and assumptions about foreign and domestic private sector borrowing, the magnitude of monetary financing is determined. This magnitude is equivalent to the monetary impulse into the economy coming from the budget. 

Similarly, the implications of phasing out the petroleum products subsidy is treated. It would appear that a reduction in the subsidy reduces the budget deficit by an equivalent amount. This will reduce the monetary impulse by an equivalent amount, other things remaining the same. However, it is also recognized that the reduction (or removal) of a subsidy would tend to increase the domestic price of petroleum products. Thus, a subsidy phase out would increase inflation. The path of the increase in inflation would depend on the magnitude and path of the planned phase out.

In quantifying the monetary impact, we make two further modifications to the above methodology. First, we consider a direct impact of monetary financing through an elasticity of the price level with respect to a change in expansion of credit to the government. Another way to consider this is to treat it a the seigniorage element. Essentially, in this framework, the government resorts to seigniorage revenues to finance the budget deficit. Second, we consider the impact of the removal of subsidies on market prices separately. Since we focus only on the removal of petroleum price subsidies, it is assumed that impact of the removal (or phasing out) of subsidies has to be weighted by the share of consumption of petroleum products in total domestic expenditure. 

Results of simulations

I have not written this part yet. We can take the main charts/results and add a few paragraphs indicating the thrust of the analysis. However, the main results should be discussed in the main body of the document.

Price equation for subsidy phase out scenario
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where

P – overall consumer price index

PO –  price index for oil-related consumer goods

PNO – price index for other consumer goods  

The equation shows that the overall consumer price index is a weighted average of oil-related consumer goods (PO) and all other goods (PNO). The weights are taken to be the share of relative expenditures of oil-related and other consumer goods in the total consumption basket. 

4. Key Assumptions

Oil Production Decline

In the coming years, oil production is expected to decline by 12-16 percent a year. Recent projections of oil production show that production from new oil fields would not be able to offset the decline in established fields and therefore Yemen faces the prospect of unprecedented decline in oil production. The two likely scenarios from Petroleum Exploration and Production Agency (PEPA, Yemen) both indicate rapid decline in oil production. Scenario A can be considered as the least optimistic scenario with output only from the current seven production blocks. Under this scenario, production is likely to decline at near 16 percent annual rate from the current level of 406,000 b/d in 2004 to 144,000 b/d by 2010. Scenario B is more optimistic by including likely new producing fields that the GOY anticipates to come into production over the next five years, in particular blocks S1, 43, and 51. The expected maximum contribution from the newly discovered fields is at around 50,000 b/d between 2005 and 2010. Under this scenario, production would decline by an average of 11.7 percent per year from 383,000 b/d in 2005 to 74,900 in 2010.

World Oil Price

The starting point of the analysis is the international oil price projections by the World Bank. Given historically observed price differentials between international and Yemen prices, an adjustment is made to international prices to arrive at the Yemen price. The current projections show a steady decline over the years from the high level of current international prices in 2004 average of about $ 39 barrel to $26 by 2010. 

Consistent with the decline in world crude prices, world petroleum prices would also expected to ease over the next six years. Since subsidies are calculated with reference to world benchmark prices, if the government does nothing, the implied subsidies would mostly decline too (Figure 3) but not at a pace that could rescue the country from the looming crisis.

Figure 3: Subsidy Rates with no price reform
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Source: Staff calculations based on GOY method of subsidy calculation and World Bank projection of world oil price.

5. Simulation Results

Summary results of the two simulations (no adjustment and subsidy phase-out) along with the key assumptions are presented in Table 2. Detailed results are in Appendix-2.

Table 2: Summary Results of Simulations

	 
	Actuals
	Projections

	 
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	Key Assumptions
	 
	 
	 
	 
	 
	 
	 
	 

	  Oil Production, Th. Barrels, annual
	159553
	148338
	140000
	124900
	107400
	92500
	83200
	74900

	         Government's share
	95854
	89360
	83965
	74921
	63900
	55500
	49920
	44940

	  Total Oil Export Revenue, US $ million
	3484
	4375
	3726
	2846
	2162
	1663
	1333
	1057

	          Government's share
	1766
	2130
	1778
	1301
	912
	631
	452
	304

	  World Oil Price US $ /bbl
	29
	39
	36
	32
	30
	29
	27
	26

	   Non-Oil GDP growth
	3.5
	5.0
	5.0
	5.0
	5.0
	5.0
	5.0
	5.0

	 
	 
	 
	 
	 
	 
	 
	 
	 

	No Adjustment Scenario
	 
	 
	 
	 
	 
	 
	 
	 

	  GDP growth
	3.1
	3.2
	3.6
	3.1
	3.0
	3.3
	3.9
	4.0

	  Fiscal Balance as a ratio of GDP
	-5.2
	-5.8
	-6.6
	-8.4
	-11.0
	-12.7
	-14.4
	-15.7

	  Current Account as a ratio of GDP
	1.2
	-0.1
	-1.3
	-3.3
	-5.9
	-7.6
	-7.7
	-7.4

	  Net LT loan disbursements (excl. gap fill), US $ mill.
	125
	96
	57
	66
	98
	155
	136
	159

	  Gap fill financing requirements US $ million
	0
	0
	59
	228
	403
	1110
	1399
	1545

	  Inflation (Consumer Prices)
	 
	 
	5.5
	7.4
	7.7
	8.5
	11.0
	12.2

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Subsidy Phase-out Scenario
	 
	 
	 
	 
	 
	 
	 
	 

	  GDP growth
	3.1
	3.2
	3.6
	3.1
	3.0
	3.3
	3.9
	4.0

	  Fiscal Balance as a ratio of GDP
	-5.2
	-5.8
	-4.3
	-5.0
	-6.5
	-8.7
	-10.7
	-12.4

	  Current Account as a ratio of GDP
	1.2
	-0.1
	-1.1
	-3.2
	-5.9
	-7.7
	-8.1
	-8.0

	  Net LT loan disbursements (excl. gap fill), US $ mill.
	125
	96
	57
	66
	98
	155
	136
	159

	  Gap fill financing requirements US $ million
	0
	0
	21
	238
	474
	1239
	1638
	1892

	  Inflation (Consumer Prices)
	 
	 
	6.7
	8.7
	9.0
	9.5
	11.5
	12.5


Source: Staff estimates

Budgetary Impact

The fall in oil production results in a big decline in the volume of exports by the government after we allow for the share of mining company shares and domestic consumption. It is anticipated that the volume and price shocks result in a catastrophic decline of government oil revenues from a level of about 24 percent of GDP in 2003 to 4 percent by 2010.

Without a significant adjustment in expenditures, the overall budget deficit is likely to increase by approximately the magnitude of the loss in oil revenues. In the no adjustment scenario, deficit widens rapidly to 17 percent of GDP with the sharpest effect in the next three years (Figure 4). With gradual subsidy abolition, however, the pace of widening in fiscal deficit is particularly slowed until 2007 with the eventual level of deficit in 2010 around 12 percent of GDP, a third smaller than without subsidy removal. In effect the next three years present the small window of opportunity to create the necessary fiscal room and embark or accelerate reforms that would improve government revenues and promote non-oil growth. Financing this increased deficit would pose a great fiscal challenge in the coming years.

Figure 4. Budgetary Impacts
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Balance of Payments Impact 

Petroleum subsidy reform by itself is likely to make little difference to Yemen’s external financing gap. The reforms in the energy sector outlined in the policy note are the keys to improving the external balances. In the oil model, the quantum of exports is directly linked to the declining volume of Yemen production. Thus, the balance of payments impact has two important components. First, there is an exogenous price shock that significantly reduces export values in US dollar terms in coming years. Second, there is a substantial drop in export volumes in line with corresponding declines in domestic production. The net impact on Yemen’s current account balance is show in Figure 5. The implied cumulative external financing gap amounts to US $ 9 billion over 2004-10. This is nearly twice as large as the foreign exchange reserve holdings of the government at the end of 2004. Raising this scale of new financing at a time when credit worthiness of Yemen worsens due to the decline in export base will be impossible.

Figure 5. Balance of Payments Impacts
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Associated with the rapid decline in exports in the near future is also a substantial decline in profit repatriation, capital repatriation, and imports related to oil sector operations. These ease the balance of payments burden somewhat. However, the decline in oil production will also mean that in the not too distant future, Yemen may have to resort to significant oil product imports, which is going to negatively impact the balance of payments. 

Inflation Impact 

Two channels of influences on inflation are treated in this analysis. The first concerns the reduction in oil revenues and the attendant monetization of the budget deficits. The second channel is related to phasing out the energy products subsidies. It would appear that a reduction in the subsidy reduces the budget deficit by an equivalent amount, which in turn reduces the monetary financing, other things remaining the same. However, it is also recognized that the reduction (or removal) of a subsidy would tend to increase the domestic price of petroleum products. Thus, a subsidy phase out would increase inflation. The path of the increase in inflation would depend on the magnitude and path of the planned phase out.

In quantifying the monetary and inflation impacts, we make two further modifications to the above assumptions. First, we consider a direct impact of monetary financing through an elasticity of the price level with respect to a change in expansion of credit to the government. Another way to consider this is to treat it as the seigniorage element. Essentially, in this framework, the government resorts to seigniorage revenues to finance the budget deficit. Second, we consider the impact of the removal of subsidies on market prices separately. It is assumed that impact of the removal (or phasing out) of subsidies has to be weighted by the share of consumption of energy products in total domestic expenditure. 

The results of the inflation outcomes under the two scenarios with and without subsidies are summarized in Figure 6.

Figure 6. Inflation Impacts
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As could be expected, inflation (measured by an indicator of consumer prices) is relatively higher in the case of the subsidy phase-out scenario, especially during the period 2005-2007, with the implementation of the full phase-out. However, in the subsequent years after the subsidy phase-out, there appears to be some convergence (or inertia) towards the general level of inflation, which is dominated by the monetization effect arising from the loss of oil revenues.

6. Conclusion

Rapid decline of oil production, estimated conservatively to be around 12 percent a year over 2004-2010, can have very serious macroeconomic effects if no corrective actions are taken in time. Petroleum subsidy reform is one component of such corrective actions that can buy a small, yet significant window of opportunity to prepare for the necessary reforms. No adjustment is not a feasible scenario. Under the no adjustment scenario, the fiscal deficit widens to near 16 percent of GDP and current account deficit balloons to near 8 percent by 2010 with cumulative unidentified external financing amounting to about US $ 9 billion. With a gradual lifting of petroleum subsidies, fiscal deficits are a third less reaching only 13 percent by 2010. Though external financing gap remains as large as under no adjustment, the chances of securing finances are higher with fiscal balances reined in.

Key to securing Yemen’s future lies in the rapid development of its non-oil sectors. Fisheries, tourism and agro-based manufactures appear to be promising sectors of non-oil. However the constraints holding back private sector led development in these sectors need to be clearly identified and the agenda of reforms before the government needs to be prioritized in the coming PRSP to revive growth urgently. Enforcement of property rights, rapid judicial resolution of commercial disputes and guarantee of reliable power supply could be steps in the right direction, besides improvement in security perception of the country.
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Appendix -1

Equations of the Model

The savings–investment gap:

Y - (Cg - Cp) - (Ig - Ip) = X - IM 

(1)

The foreign exchange gap:

X - IM - NFY - NCT - KTfg - DFI - POR - NLT - NST

- dRES = GAPF


 (2)

The fiscal gap:

NTXpg - Td - (Ti - Sub) - NCTfg - NFfg - NFgp - Krev

- Ig - NKTRgp = Lmg - Lpg - KTfg - NLTfg - NSTfg 
(3)

The monetary sector flows are summarized by

Lmp - Lmg - dRES = dM – dNOL



 (4)
The model consists of four equations and 33 variables.5 to obtain a numerical solution (33-4) variables must be assigned values. In order to prepare for a numerical solution, we endogenise a number of important variables by specifying several appropriate behavioural equations. Some of these are discussed below in the section on behavioural structure of the model. For the remainder, we adopt a number of different methods of exogenously specifying the expected values for the variables.

Some Behavioural Equations of the Model

The money demand function:

M / P= y / v



 (5)

The investment/output relation:

I(t)-ICOR(t-1) * [y(t-1) - y(t)]

 (6)

Imports function:

Imi-f(ye, RERi)



 (7)

Manufacturing exports function:

Xm-f(yf, RERm) 



(8)

Other exports:

X2i-(1 - gxi) * X2i(t-1)


 (9)

The model can be solved using one of two approaches. First, all resource flows could be specified exogenously and the model could then be solved for the implied growth and inflation rates.6 Second, resource requirements (including the additional foreign exchange needs) could be estimated for given growth and inflation assumptions. We have adopted the latter approach for computational convenience. Either approach could be considered as a first step in a process that converges to a feasible solution to the model.7

To evaluate the external sustainability of a country, a module that incorporates external debt information supplements the flow of funds framework. This enables the calculation of the debt servicing capacity of a country taking into account the existing stock of external debt and changes in that stock as a result of new external borrowing.

Symbols used

Y—Gross domestic product at market prices

C—Total consumption

I—Gross domestic fixed capital formation (investment)

X—Exports of goods and services

IM—Imports of goods and services.

NFY—Net factor income

NCT—Net current transfers

KTfg—Capital transfers to government from abroad

DFI—Direct foreign investment

POR—Portfolio investment

NLT—Net long-term borrowing

NST—Net short-term borrowing

dRES—Change in external reserves

GAPF—Financing requirements for closing the balance of payments gap8

Td—Direct taxes

Ti—Indirect taxes

Sub—Subsidies

NCTfg—Net foreign current transfers to government

NTXpg—Non-tax revenue of government

NFfg—Net foreign factor payments by government

NCTgp—Net current transfers from government to private sector

NFgp—Net factor payments by government to private sector

NFgm—Net factor payments by government to monetary sector

Cg—Government consumption

Krev—Capital revenue

Ig—Government investment

NKTRgp—Net private capital transfers of government

Lmg—Government sector borrowing from the monetary sector

NLTfg—Net long-term borrowing from abroad

NSTfg—Net short-term borrowing from abroad

KTfg—Net foreign capital transfers

Lpg—Net government borrowing from the private sector

Lmp—Private sector borrowing from the monetary sector: i.e. change in the stock

of domestic credit to the private sector (DCp)

Lmg—Government sector borrowing from the monetary sector: i.e. change in the

stock of domestic credit to the government sector (DCg)

dNOL —Change in net other liabilities of the monetary system (NOL)

M —Broad money (M2)

dM —Change in broad money stock

P —Price level

y —Real GDP at market prices

v —Velocity of circulation of broad money

ICOR —Incremental capital-output ratio

c —Propensity to consume

NCTR —Net current transfers in real terms received by the rest of the economy

from the other sectors

Imi —Demand for ith import category9

RERi —Real exchange rate for the ith import category

Xm —Exports of manufactured goods

Yf —Proxy for trading partners’ income level

RERm —Real exchange rate for manufactures

gxi —Exogenously given growth rate of export category i
Appendix 2.

Detailed Results of No Adjustment Scenario

	
	
	Yemen Base Case - with subsidies

	
	 
	Projections

	Selected Indicators
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	GDP Growth (%)
	
	2.7
	3.6
	3.1
	3.0
	3.3
	3.9
	4.0

	Consumption Growth (%)
	
	9.7
	2.9
	2.7
	5.4
	4.4
	1.4
	0.2

	Gross Domestic Investment (% of GDP)
	21.0
	22.3
	23.7
	25.2
	26.1
	26.8
	27.8
	29.1

	Gross Domestic Private Investment (% of GDP)
	14.9
	13.6
	15.2
	16.8
	17.7
	18.6
	19.5
	20.9

	Gross Domestic Savings (% of GDP)
	18.8
	20.2
	18.4
	15.7
	13.1
	12.0
	13.4
	15.6

	Inflation (% annual GDP def change)
	12.5
	14.1
	2.5
	3.4
	6.9
	8.2
	10.1
	10.8

	Broad Money Growth
	18.3
	30.9
	12.0
	6.0
	12.9
	14.1
	15.7
	16.4

	FISCAL OPERATIONS
	
	
	
	
	
	
	
	 

	Overall Cen Gov Balance (% of GDP)-incl grants
	-5.2
	-5.8
	-6.6
	-8.4
	-11.0
	-12.7
	-14.4
	-15.7

	Overall Cen Gov Balance (% of GDP)-excl grants
	-5.6
	-6.0
	-7.5
	-9.3
	-11.9
	-13.6
	-15.2
	-16.4

	Overall Cen Gov Balance (% of Non-oil GDP)
	-7.4
	-8.2
	-8.6
	-10.1
	-12.6
	-14.0
	-15.5
	-16.6

	Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues
	-28.8
	-31.0
	-28.2
	-24.5
	-22.9
	-21.6
	-21.0
	-20.7

	Total Cen Gov total revenues incl.grants (% of GDP)
	33.1
	35.0
	33.0
	28.3
	24.5
	21.5
	19.5
	17.6

	Cen Gov oil revenues (% of GDP)
	23.6
	25.2
	21.6
	16.2
	12.0
	8.9
	6.7
	5.0

	Total Cen Gov expenditures (% of GDP)
	38.2
	40.8
	39.6
	36.6
	35.4
	34.2
	33.8
	33.3

	Current Cen Gov expenditures (% of GDP)
	26.7
	29.0
	27.1
	24.3
	23.6
	22.9
	22.4
	22.0

	Cen Gov interest payments (% of GDP)
	1.9
	2.2
	2.9
	2.9
	2.5
	2.3
	2.4
	2.3

	Cen Gov Subsidies (% of GDP)
	5.2
	7.7
	6.7
	5.4
	4.7
	4.1
	3.4
	2.8

	Cen Gov Capital expenditures
	9.7
	9.6
	9.7
	9.5
	9.4
	9.0
	9.1
	8.9

	Cen Gov Investment expenditures
	6.1
	8.7
	8.5
	8.4
	8.4
	8.1
	8.3
	8.3

	Foreign financing (borrowing+exceptional finance )
	0.8
	1.3
	1.1
	0.7
	0.6
	0.6
	0.9
	0.7

	EXTERNAL SECTOR
	
	
	
	
	
	
	
	

	Current Ac Balance (Mln US$)
	128
	-8
	-182
	-492
	-956
	-1373
	-1604
	-1762

	Non-interest Current Ac Balance (Mln US$)
	191
	50
	-124
	-432
	-888
	-1290
	-1477
	-1579

	Trade Balance (Mln US$)
	501
	619
	89
	-659
	-1452
	-2074
	-2431
	-2690

	Exports of Goods & Services (Mln US$)
	3923
	4503
	4250
	3800
	3352
	3068
	3050
	3100

	     o.w. Oil & gas (Mln US$)
	3417
	3887
	3618
	3109
	2643
	2341
	2134
	1937

	Imports (Mln US$)
	3422
	3884
	4161
	4459
	4804
	5143
	5481
	5790

	Net Direct foreign investment (Mln US$)
	-131
	194
	-110
	-95
	-69
	-45
	-26
	-25

	Net LT loan disbursements(excl. gapfill)- Mln US$
	125
	96
	57
	66
	98
	155
	136
	159

	Capital outflow (Capital n.e.i) -- Mln US$
	461
	256
	192
	298
	284
	347
	325
	325

	Gross Reserves of Monetary Authority (Mln US$)
	4445
	4941
	4902
	4847
	4523
	4650
	4839
	5056

	Foreign reserves (months of imports of GNFS+I)-excl gold
	16
	15
	14
	13
	11
	11
	11
	10

	Gapfill financing requirements (Mln US$)
	0
	0
	59
	228
	403
	1110
	1399
	1545

	
	
	
	
	
	
	
	
	

	Exports GNFS Volume Growth (%, annual) - GNFS
	
	-11.4
	1.7
	0.2
	-6.9
	-3.9
	3.3
	4.8

	     o.w. Oil & gas
	
	-15.7
	0.8
	-3.3
	-10.5
	-6.7
	-4.0
	-4.4

	Imports GNFS Volume Growth (%, annual) --GNFS
	
	8.3
	5.0
	4.5
	4.4
	4.4
	4.2
	4.4

	Nominal Exports Growth (%, annual) --GNFS
	
	14.3
	-5.2
	-9.7
	-10.6
	-7.4
	-0.3
	1.7

	Nominal Imports Growth (%, annual) --GNFS
	
	13.9
	4.2
	4.2
	5.0
	5.0
	4.8
	5.0

	
	
	
	
	
	
	
	
	

	Current Ac Balance (% GDP)
	1.2
	-0.1
	-1.3
	-3.3
	-5.9
	-7.6
	-7.7
	-7.4

	Non-interest Current Ac Bal (% GDP)
	8.6
	7.8
	4.6
	0.0
	-3.8
	-6.1
	-6.4
	-6.3

	Trade Balance (% GDP)
	4.5
	4.8
	0.6
	-4.5
	-9.0
	-11.4
	-11.7
	-11.3

	
	
	
	
	
	
	
	
	

	Total Debt Service (US$ Mln)
	128.0
	226.0
	276.2
	282.1
	301.0
	284.3
	334.3
	389.1

	Debt Service/Exports GNFS (%)
	2.3
	3.7
	4.7
	5.1
	5.8
	5.8
	6.9
	7.9

	Total Debt Service/Revenue (%)
	3.5
	5.0
	6.1
	6.8
	7.6
	7.3
	8.3
	9.3

	Debt Service/GDP (%)
	1.2
	1.7
	2.0
	1.9
	1.9
	1.6
	1.6
	1.6

	Total DOD (Mln US$)
	5547
	5462
	5535
	5778
	6191
	7359
	8852
	10530

	Total DOD/GDP (%)
	50
	42
	40
	39
	38
	41
	43
	44

	Some key Assumptions
	
	
	
	
	
	
	
	

	Indicative Nominal Exchange Rate (ave)
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4

	World Crude Oil Price (US$/bbl) -- WB
	28.9
	39.0
	36.0
	32.0
	30.4
	28.8
	27.4
	26.0

	Yemen Crude Oil Price (US$/bbl) -- WB
	27.9
	37.7
	34.8
	30.9
	29.4
	27.9
	26.5
	25.1

	Nominal GDP (Bln YR)
	2035
	2386
	2533
	2701
	2972
	3325
	3804
	4384


Detailed Results: Subsidy Phase-Out

	
	
	Yemen Base Case - Subsidies Phased Out

	
	 
	Projections

	Selected Indicators
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	GDP Growth (%)
	
	2.7
	3.6
	3.1
	3.0
	3.3
	3.9
	4.0

	Consumption Growth (%)
	
	9.7
	2.7
	2.8
	5.8
	4.8
	2.1
	0.9

	Gross Domestic Investment (% of GDP)
	21.0
	22.3
	23.6
	25.0
	25.7
	26.2
	27.1
	28.2

	Gross Domestic Private Investment (% of GDP)
	14.9
	13.6
	15.2
	16.7
	17.5
	18.3
	19.0
	20.2

	Gross Domestic Savings (% of GDP)
	18.8
	20.2
	18.5
	15.7
	12.9
	11.6
	12.7
	14.4

	Inflation (% annual GDP def change)
	12.5
	14.1
	3.6
	4.8
	8.4
	9.4
	10.8
	11.3

	Broad Money Growth
	18.3
	30.9
	13.1
	7.4
	14.5
	15.3
	16.5
	17.0

	FISCAL OPERATIONS
	
	
	
	
	
	
	
	 

	Overall Cen Gov Balance (% of GDP)-incl grants
	-5.2
	-5.8
	-4.3
	-5.0
	-6.5
	-8.7
	-10.7
	-12.4

	Overall Cen Gov Balance (% of GDP)-excl grants
	-5.6
	-6.0
	-5.2
	-5.9
	-7.4
	-9.5
	-11.5
	-13.1

	Overall Cen Gov Balance (% of Non-oil GDP)
	-7.4
	-8.2
	-5.6
	-6.0
	-7.4
	-9.6
	-11.6
	-13.1

	Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues
	-28.8
	-31.0
	-25.7
	-20.8
	-18.0
	-17.2
	-17.1
	-17.1

	Total Cen Gov total revenues incl.grants (% of GDP)
	33.1
	35.0
	32.7
	27.7
	23.8
	20.9
	18.9
	17.1

	Cen Gov oil revenues (% of GDP)
	23.6
	25.2
	21.4
	15.8
	11.5
	8.5
	6.3
	4.7

	Total Cen Gov expenditures (% of GDP)
	38.2
	40.8
	37.0
	32.7
	30.3
	29.6
	29.6
	29.5

	Current Cen Gov expenditures (% of GDP)
	26.7
	29.0
	24.4
	20.5
	18.8
	18.8
	18.9
	19.1

	Cen Gov interest payments (% of GDP)
	1.9
	2.2
	3.0
	2.8
	2.3
	1.9
	1.9
	1.8

	Cen Gov Subsidies (% of GDP)
	5.2
	7.7
	4.0
	1.7
	0.0
	0.0
	0.0
	0.0

	Cen Gov Capital expenditures
	9.7
	9.6
	9.6
	9.4
	9.2
	8.8
	8.8
	8.7

	Cen Gov Investment expenditures
	6.1
	8.7
	8.4
	8.3
	8.2
	7.9
	8.1
	8.0

	Foreign financing (borrowing+exceptional finance )
	0.8
	1.3
	1.1
	0.7
	0.6
	0.6
	0.9
	0.6

	EXTERNAL SECTOR
	
	
	
	
	
	
	
	

	Current Ac Balance (Mln US$)
	128
	-8
	-160
	-489
	-996
	-1465
	-1782
	-2037

	Non-interest Current Ac Balance (Mln US$)
	191
	50
	-103
	-430
	-929
	-1380
	-1647
	-1838

	Trade Balance (Mln US$)
	501
	619
	120
	-635
	-1462
	-2128
	-2563
	-2909

	Exports of Goods & Services (Mln US$)
	3923
	4503
	4250
	3800
	3352
	3068
	3050
	3100

	     o.w. Oil & gas (Mln US$)
	3417
	3887
	3618
	3109
	2643
	2341
	2134
	1937

	Imports (Mln US$)
	3422
	3884
	4130
	4435
	4814
	5196
	5613
	6009

	Net Direct foreign investment (Mln US$)
	-131
	194
	-110
	-95
	-69
	-45
	-26
	-25

	Net LT loan disbursements(excl. gapfill)- Mln US$
	125
	96
	57
	66
	98
	155
	136
	159

	Capital outflow (Capital n.e.i) -- Mln US$
	461
	256
	192
	298
	284
	347
	325
	325

	Gross Reserves of Monetary Authority (Mln US$)
	4445
	4941
	4885
	4843
	4551
	4716
	4966
	5254

	Foreign reserves (months of imports of GNFS+I)-excl gold
	16
	15
	14
	13
	11
	11
	11
	10

	Gapfill financing requirements (Mln US$)
	0
	0
	21
	238
	474
	1239
	1638
	1892

	
	
	
	
	
	
	
	
	

	Exports GNFS Volume Growth (%, annual) - GNFS
	
	-11.4
	1.7
	0.2
	-6.9
	-3.9
	3.3
	4.8

	     o.w. Oil & gas
	
	-15.7
	0.8
	-3.3
	-10.5
	-6.7
	-4.0
	-4.4

	Imports GNFS Volume Growth (%, annual) --GNFS
	
	8.3
	4.6
	4.9
	5.2
	5.3
	5.5
	5.6

	Nominal Exports Growth (%, annual) --GNFS
	
	14.3
	-5.2
	-9.7
	-10.6
	-7.4
	-0.3
	1.7

	Nominal Imports Growth (%, annual) --GNFS
	
	13.9
	3.8
	4.5
	5.8
	5.9
	6.1
	6.2

	
	
	
	
	
	
	
	
	

	Current Ac Balance (% GDP)
	1.2
	-0.1
	-1.1
	-3.2
	-5.9
	-7.7
	-8.1
	-8.0

	Non-interest Current Ac Bal (% GDP)
	8.6
	7.8
	4.8
	0.0
	-3.9
	-6.3
	-6.8
	-7.0

	Trade Balance (% GDP)
	4.5
	4.8
	0.9
	-4.2
	-8.7
	-11.2
	-11.7
	-11.5

	
	
	
	
	
	
	
	
	

	Total Debt Service (US$ Mln)
	128.0
	226.0
	276.2
	280.6
	299.8
	286.0
	341.2
	397.8

	Debt Service/Exports GNFS (%)
	2.3
	3.7
	4.7
	5.0
	5.8
	5.9
	7.0
	8.0

	Total Debt Service/Revenue (%)
	3.5
	5.0
	6.1
	6.7
	7.5
	7.2
	8.2
	9.2

	Debt Service/GDP (%)
	1.2
	1.7
	2.0
	1.9
	1.8
	1.5
	1.6
	1.6

	Total DOD (Mln US$)
	5547
	5462
	5497
	5749
	6233
	7530
	9262
	11287

	Total DOD/GDP (%)
	50
	42
	39
	38
	37
	40
	42
	45

	Some key Assumptions
	
	
	
	
	
	
	
	

	Indicative Nominal Exchange Rate (ave)
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4
	183.4

	World Crude Oil Price (US$/bbl) -- WB
	28.9
	39.0
	36.0
	32.0
	30.4
	28.8
	27.4
	26.0

	Yemen Crude Oil Price (US$/bbl) -- WB
	27.9
	37.7
	34.8
	30.9
	29.4
	27.9
	26.5
	25.1

	Nominal GDP (Bln YR)
	2035
	2386
	2559
	2764
	3087
	3489
	4018
	4652




















Oil sector value added & output prices


Value of oil exports/imports


Non-oil balance of payments


Government oil revenues


Government deficit financing











� Views in this paper are that of authors alone. They cannot be attributed to the World Bank or its member governments.


� Based on oil ministry official estimate of remaining reserves of 1.3 billion barrels, as of September 2004.


� In 1999, average petroleum subsidy in major oil exporters was 3.5 percent of GDP(IMF, 2003).


� Based on Oil, Gas and Mineral Statistics, Annual Bulletin 2002.
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Base_s

		

		YEMEN

												Base Case - Subsidies Phased Out

				Actuals								Projections

		Selected Indicators		2000		2001		2002		2003		2004		2005		2006		2007		2008		2009		2010

		GDP Growth (%)										2.7		3.6		3.1		3.0		3.3		3.9		4.0

		Consumption Growth (%)										9.7		2.7		2.8		5.8		4.8		2.1		0.9

		Gross Domestic Investment (% of GDP)								21.0		22.3		23.6		25.0		25.7		26.2		27.1		28.2

		Gross Domestic Private Investment (% of GDP)								14.9		13.6		15.2		16.7		17.5		18.3		19.0		20.2

		Gross Domestic Savings (% of GDP)								18.8		20.2		18.5		15.7		12.9		11.6		12.7		14.4

		Inflation (% annual GDP def change)								12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Broad Money Growth								18.3		30.9		13.1		7.4		14.5		15.3		16.5		17.0

		FISCAL OPERATIONS

		Overall Cen Gov Balance (% of GDP)-incl grants								-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Overall Cen Gov Balance (% of GDP)-excl grants								-5.6		-6.0		-5.2		-5.9		-7.4		-9.5		-11.5		-13.1

		Overall Cen Gov Balance (% of Non-oil GDP)								-7.4		-8.2		-5.6		-6.0		-7.4		-9.6		-11.6		-13.1

		Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues								-28.8		-31.0		-25.7		-20.8		-18.0		-17.2		-17.1		-17.1

		Total Cen Gov total revenues incl.grants (% of GDP)								33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Cen Gov oil revenues (% of GDP)								23.6		25.2		21.4		15.8		11.5		8.5		6.3		4.7

		Total Cen Gov expenditures (% of GDP)								38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Current Cen Gov expenditures (% of GDP)								26.7		29.0		24.4		20.5		18.8		18.8		18.9		19.1

		Cen Gov interest payments (% of GDP)								1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)								5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Capital expenditures								9.7		9.6		9.6		9.4		9.2		8.8		8.8		8.7

		Cen Gov Investment expenditures								6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Foreign financing (borrowing+exceptional finance )								0.8		1.3		1.1		0.7		0.6		0.6		0.9		0.6

		EXTERNAL SECTOR

		Current Ac Balance (Mln US$)								128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)								191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)								501		619		120		-635		-1462		-2128		-2563		-2909

		Exports of Goods & Services (Mln US$)								3923		4503		4250		3800		3352		3068		3050		3100

		o.w. Oil & gas (Mln US$)								3417		3887		3618		3109		2643		2341		2134		1937

		Imports (Mln US$)								3422		3884		4130		4435		4814		5196		5613		6009

		Net Direct foreign investment (Mln US$)								-131		194		-110		-95		-69		-45		-26		-25

		Net LT loan disbursements(excl. gapfill)- Mln US$								125		96		57		66		98		155		136		159

		Capital outflow (Capital n.e.i) -- Mln US$								461		256		192		298		284		347		325		325

		Gross Reserves of Monetary Authority (Mln US$)								4445		4941		4885		4843		4551		4716		4966		5254

		Foreign reserves (months of imports of GNFS+I)-excl gold								16		15		14		13		11		11		11		10

		Gapfill financing requirements (Mln US$)								0		0		21		238		474		1239		1638		1892

		Exports GNFS Volume Growth (%, annual) - GNFS										-11.4		1.7		0.2		-6.9		-3.9		3.3		4.8

		o.w. Oil & gas										-15.7		0.8		-3.3		-10.5		-6.7		-4.0		-4.4

		Imports GNFS Volume Growth (%, annual) --GNFS										8.3		4.6		4.9		5.2		5.3		5.5		5.6

		Nominal Exports Growth (%, annual) --GNFS										14.3		-5.2		-9.7		-10.6		-7.4		-0.3		1.7

		Nominal Imports Growth (%, annual) --GNFS										13.9		3.8		4.5		5.8		5.9		6.1		6.2

		Current Ac Balance (% GDP)								1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)								8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)								4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Total Debt Service (US$ Mln)								128.0		226.0		276.2		280.6		299.8		286.0		341.2		397.8

		Debt Service/Exports GNFS (%)								2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)								3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)								1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD (Mln US$)								5547		5462		5497		5749		6233		7530		9262		11287

		Total DOD/GDP (%)								50		42		39		38		37		40		42		45

		Some key Assumptions

		Indicative Nominal Exchange Rate (ave)								183.4		183.4		183.4		183.4		183.4		183.4		183.4		183.4

		World Crude Oil Price (US$/bbl) -- WB								28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB								27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1

		Nominal GDP (Bln YR)								2035.4911960357		2385.7402635256		2559.0183701764		2764.2877278		3086.882018029		3489.4552428474		4018.4779760909		4652.1722635462
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				2003		2004		2005		2006		2007		2008		2009		2010

		Inflation with subsidy		12.5		14.1		2.5		3.4		6.9		8.2		10.1		10.8

		Inflation:subsidy ph out		12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Overall Cen Gov Balance:with subsidy		-5.2		-5.8		-6.6		-8.4		-11.0		-12.7		-14.4		-15.7

		Overall Cen Gov Balance:subsidy PO		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Subsidy		5.2		7.7		6.7		5.4		4.7		4.1		3.4		2.8

		Subsidy phase out		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Indirect taxes: with subsidies		3.78		4.38		4.47		4.68		4.77		4.79		4.72		4.63

		Indirect taxes: without subsidies		3.78		4.38		4.44		4.63		4.71		4.73		4.68		4.60

		Net Indirect taxes: with subsidies		-1.5		-3.3		-2.3		-0.8		0.0		0.7		1.4		1.9

		Net Indirect taxes: without subsidies		-1.5		-3.3		0.4		3.0		4.7		4.7		4.7		4.6

		Total Revenue: with subsidies		33.1		35.0		33.0		28.3		24.5		21.5		19.5		17.6

		Total Revenue: without subsidies		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Expenditure: with subsidies		38.2		40.8		39.6		36.6		35.4		34.2		33.8		33.3

		Total Expenditure: without subsidies		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Consumer prices: with subsidies		1.00		1.05		1.11		1.19		1.28		1.39		1.54		1.73

		Consumer prices: without subsidies		1.00		1.05		1.12		1.22		1.33		1.45		1.62		1.82

		Consumer prices: with subsidies				4.91%		5.5%		7.4%		7.7%		8.5%		11.0%		12.2%

		Consumer prices: without subsidies				4.91%		6.7%		8.7%		9.0%		9.5%		11.5%		12.5%

		Priv. Consumption (Real): with sub				62.2		65.0		68.5		71.1		72.2		70.6		68.2

		Priv. Consumption (Real): sub PO				62.2		64.9		68.5		71.3		72.5		71.4		69.5

		Real Exchange rate: with subsidies				-7.8		-3.2		-3.7		-5.9		-7.1		-8.6		-9.2

		Real Exchange rate: without subsidies				-7.8		-4.2		-4.9		-7.2		-8.1		-9.3		-9.6

		Current Ac Balance: with subsidies		1.15		-0.06		-1.32		-3.34		-5.90		-7.58		-7.74		-7.37

		Current Ac Balance: without subsidies		1.15		-0.06		-1.15		-3.24		-5.92		-7.70		-8.13		-8.03
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				2003		2004		2005		2006		2007		2008		2009		2010

		Overall Cen Gov Balance (% of GDP)-incl grants		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Total Cen Gov total revenues incl.grants (% of GDP)		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Cen Gov expenditures (% of GDP)		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Cen Gov interest payments (% of GDP)		1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Investment expenditures		6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Current Ac Balance (Mln US$)		128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)		191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)		501		619		120		-635		-1462		-2128		-2563		-2909

		Current Ac Balance (% GDP)		1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)		8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)		4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Debt Service/Exports GNFS (%)		2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)		3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)		1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD/GDP (%)		50		42		39		38		37		40		42		45

		World Crude Oil Price (US$/bbl) -- WB		28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB		27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1
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		YEMEN

						Yemen Base Case - Subsidies Phased Out

						Projections

		Selected Indicators		2003		2004		2005		2006		2007		2008		2009		2010

		GDP Growth (%)				2.7		3.6		3.1		3.0		3.3		3.9		4.0

		Consumption Growth (%)				9.7		2.7		2.8		5.8		4.8		2.1		0.9

		Gross Domestic Investment (% of GDP)		21.0		22.3		23.6		25.0		25.7		26.2		27.1		28.2

		Gross Domestic Private Investment (% of GDP)		14.9		13.6		15.2		16.7		17.5		18.3		19.0		20.2

		Gross Domestic Savings (% of GDP)		18.8		20.2		18.5		15.7		12.9		11.6		12.7		14.4

		Inflation (% annual GDP def change)		12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Broad Money Growth		18.3		30.9		13.1		7.4		14.5		15.3		16.5		17.0

		FISCAL OPERATIONS

		Overall Cen Gov Balance (% of GDP)-incl grants		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Overall Cen Gov Balance (% of GDP)-excl grants		-5.6		-6.0		-5.2		-5.9		-7.4		-9.5		-11.5		-13.1

		Overall Cen Gov Balance (% of Non-oil GDP)		-7.4		-8.2		-5.6		-6.0		-7.4		-9.6		-11.6		-13.1

		Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues		-28.8		-31.0		-25.7		-20.8		-18.0		-17.2		-17.1		-17.1

		Total Cen Gov total revenues incl.grants (% of GDP)		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Cen Gov oil revenues (% of GDP)		23.6		25.2		21.4		15.8		11.5		8.5		6.3		4.7

		Total Cen Gov expenditures (% of GDP)		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Current Cen Gov expenditures (% of GDP)		26.7		29.0		24.4		20.5		18.8		18.8		18.9		19.1

		Cen Gov interest payments (% of GDP)		1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Capital expenditures		9.7		9.6		9.6		9.4		9.2		8.8		8.8		8.7

		Cen Gov Investment expenditures		6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Foreign financing (borrowing+exceptional finance )		0.8		1.3		1.1		0.7		0.6		0.6		0.9		0.6

		EXTERNAL SECTOR

		Current Ac Balance (Mln US$)		128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)		191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)		501		619		120		-635		-1462		-2128		-2563		-2909

		Exports of Goods & Services (Mln US$)		3923		4503		4250		3800		3352		3068		3050		3100

		o.w. Oil & gas (Mln US$)		3417		3887		3618		3109		2643		2341		2134		1937

		Imports (Mln US$)		3422		3884		4130		4435		4814		5196		5613		6009

		Net Direct foreign investment (Mln US$)		-131		194		-110		-95		-69		-45		-26		-25

		Net LT loan disbursements(excl. gapfill)- Mln US$		125		96		57		66		98		155		136		159

		Capital outflow (Capital n.e.i) -- Mln US$		461		256		192		298		284		347		325		325

		Gross Reserves of Monetary Authority (Mln US$)		4445		4941		4885		4843		4551		4716		4966		5254

		Foreign reserves (months of imports of GNFS+I)-excl gold		16		15		14		13		11		11		11		10

		Gapfill financing requirements (Mln US$)		0		0		21		238		474		1239		1638		1892

		Exports GNFS Volume Growth (%, annual) - GNFS				-11.4		1.7		0.2		-6.9		-3.9		3.3		4.8

		o.w. Oil & gas				-15.7		0.8		-3.3		-10.5		-6.7		-4.0		-4.4

		Imports GNFS Volume Growth (%, annual) --GNFS				8.3		4.6		4.9		5.2		5.3		5.5		5.6

		Nominal Exports Growth (%, annual) --GNFS				14.3		-5.2		-9.7		-10.6		-7.4		-0.3		1.7

		Nominal Imports Growth (%, annual) --GNFS				13.9		3.8		4.5		5.8		5.9		6.1		6.2

		Current Ac Balance (% GDP)		1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)		8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)		4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Total Debt Service (US$ Mln)		128.0		226.0		276.2		280.6		299.8		286.0		341.2		397.8

		Debt Service/Exports GNFS (%)		2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)		3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)		1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD (Mln US$)		5547		5462		5497		5749		6233		7530		9262		11287

		Total DOD/GDP (%)		50		42		39		38		37		40		42		45

		Some key Assumptions

		Indicative Nominal Exchange Rate (ave)		183.4		183.4		183.4		183.4		183.4		183.4		183.4		183.4

		World Crude Oil Price (US$/bbl) -- WB		28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB		27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1

		Nominal GDP (Bln YR)		2035.4911960357		2385.7402635256		2559.0183701764		2764.2877278		3086.882018029		3489.4552428474		4018.4779760909		4652.1722635462
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		YEMEN

												Yemen Base Case - Subsidies Phased Out

				Actuals								Projections

		Selected Indicators		2000		2001		2002		2003		2004		2005		2006		2007		2008		2009		2010

		GDP Growth (%)										2.7		3.6		3.1		3.0		3.3		3.9		4.0

		Consumption Growth (%)										9.7		2.7		2.8		5.8		4.8		2.1		0.9

		Gross Domestic Investment (% of GDP)								21.0		22.3		23.6		25.0		25.7		26.2		27.1		28.2

		Gross Domestic Private Investment (% of GDP)								14.9		13.6		15.2		16.7		17.5		18.3		19.0		20.2

		Gross Domestic Savings (% of GDP)								18.8		20.2		18.5		15.7		12.9		11.6		12.7		14.4

		Inflation (% annual GDP def change)								12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Broad Money Growth								18.3		30.9		13.1		7.4		14.5		15.3		16.5		17.0

		FISCAL OPERATIONS

		Overall Cen Gov Balance (% of GDP)-incl grants								-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Overall Cen Gov Balance (% of GDP)-excl grants								-5.6		-6.0		-5.2		-5.9		-7.4		-9.5		-11.5		-13.1

		Overall Cen Gov Balance (% of Non-oil GDP)								-7.4		-8.2		-5.6		-6.0		-7.4		-9.6		-11.6		-13.1

		Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues								-28.8		-31.0		-25.7		-20.8		-18.0		-17.2		-17.1		-17.1

		Total Cen Gov total revenues incl.grants (% of GDP)								33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Cen Gov oil revenues (% of GDP)								23.6		25.2		21.4		15.8		11.5		8.5		6.3		4.7

		Total Cen Gov expenditures (% of GDP)								38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Current Cen Gov expenditures (% of GDP)								26.7		29.0		24.4		20.5		18.8		18.8		18.9		19.1

		Cen Gov interest payments (% of GDP)								1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)								5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Capital expenditures								9.7		9.6		9.6		9.4		9.2		8.8		8.8		8.7

		Cen Gov Investment expenditures								6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Foreign financing (borrowing+exceptional finance )								0.8		1.3		1.1		0.7		0.6		0.6		0.9		0.6

		EXTERNAL SECTOR

		Current Ac Balance (Mln US$)								128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)								191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)								501		619		120		-635		-1462		-2128		-2563		-2909

		Exports of Goods & Services (Mln US$)								3923		4503		4250		3800		3352		3068		3050		3100

		o.w. Oil & gas (Mln US$)								3417		3887		3618		3109		2643		2341		2134		1937

		Imports (Mln US$)								3422		3884		4130		4435		4814		5196		5613		6009

		Net Direct foreign investment (Mln US$)								-131		194		-110		-95		-69		-45		-26		-25

		Net LT loan disbursements(excl. gapfill)- Mln US$								125		96		57		66		98		155		136		159

		Capital outflow (Capital n.e.i) -- Mln US$								461		256		192		298		284		347		325		325

		Gross Reserves of Monetary Authority (Mln US$)								4445		4941		4885		4843		4551		4716		4966		5254

		Foreign reserves (months of imports of GNFS+I)-excl gold								16		15		14		13		11		11		11		10

		Gapfill financing requirements (Mln US$)								0		0		21		238		474		1239		1638		1892

		Exports GNFS Volume Growth (%, annual) - GNFS										-11.4		1.7		0.2		-6.9		-3.9		3.3		4.8

		o.w. Oil & gas										-15.7		0.8		-3.3		-10.5		-6.7		-4.0		-4.4

		Imports GNFS Volume Growth (%, annual) --GNFS										8.3		4.6		4.9		5.2		5.3		5.5		5.6

		Nominal Exports Growth (%, annual) --GNFS										14.3		-5.2		-9.7		-10.6		-7.4		-0.3		1.7

		Nominal Imports Growth (%, annual) --GNFS										13.9		3.8		4.5		5.8		5.9		6.1		6.2

		Current Ac Balance (% GDP)								1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)								8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)								4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Total Debt Service (US$ Mln)								128.0		226.0		276.2		280.6		299.8		286.0		341.2		397.8

		Debt Service/Exports GNFS (%)								2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)								3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)								1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD (Mln US$)								5547		5462		5497		5749		6233		7530		9262		11287

		Total DOD/GDP (%)								50		42		39		38		37		40		42		45

		Some key Assumptions

		Indicative Nominal Exchange Rate (ave)								183.4		183.4		183.4		183.4		183.4		183.4		183.4		183.4

		World Crude Oil Price (US$/bbl) -- WB								28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB								27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1

		Nominal GDP (Bln YR)								2035.4911960357		2385.7402635256		2559.0183701764		2764.2877278		3086.882018029		3489.4552428474		4018.4779760909		4652.1722635462
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				2003		2004		2005		2006		2007		2008		2009		2010

		Inflation with subsidy		12.5		14.1		2.5		3.4		6.9		8.2		10.1		10.8

		Inflation:subsidy ph out		12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Overall Cen Gov Balance:with subsidy		-5.2		-5.8		-6.6		-8.4		-11.0		-12.7		-14.4		-15.7

		Overall Cen Gov Balance:subsidy PO		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Subsidy		5.2		7.7		6.7		5.4		4.7		4.1		3.4		2.8

		Subsidy phase out		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Indirect taxes: with subsidies		3.78		4.38		4.47		4.68		4.77		4.79		4.72		4.63

		Indirect taxes: without subsidies		3.78		4.38		4.44		4.63		4.71		4.73		4.68		4.60

		Net Indirect taxes: with subsidies		-1.5		-3.3		-2.3		-0.8		0.0		0.7		1.4		1.9

		Net Indirect taxes: without subsidies		-1.5		-3.3		0.4		3.0		4.7		4.7		4.7		4.6

		Total Revenue: with subsidies		33.1		35.0		33.0		28.3		24.5		21.5		19.5		17.6

		Total Revenue: without subsidies		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Expenditure: with subsidies		38.2		40.8		39.6		36.6		35.4		34.2		33.8		33.3

		Total Expenditure: without subsidies		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Consumer prices: with subsidies		1.00		1.05		1.11		1.19		1.28		1.39		1.54		1.73

		Consumer prices: without subsidies		1.00		1.05		1.12		1.22		1.33		1.45		1.62		1.82

		Consumer prices: with subsidies				4.91%		5.5%		7.4%		7.7%		8.5%		11.0%		12.2%

		Consumer prices: without subsidies				4.91%		6.7%		8.7%		9.0%		9.5%		11.5%		12.5%

		Priv. Consumption (Real): with sub				62.2		65.0		68.5		71.1		72.2		70.6		68.2

		Priv. Consumption (Real): sub PO				62.2		64.9		68.5		71.3		72.5		71.4		69.5

		Real Exchange rate: with subsidies				-7.8		-3.2		-3.7		-5.9		-7.1		-8.6		-9.2

		Real Exchange rate: without subsidies				-7.8		-4.2		-4.9		-7.2		-8.1		-9.3		-9.6

		Current Ac Balance: with subsidies		1.15		-0.06		-1.32		-3.34		-5.90		-7.58		-7.74		-7.37

		Current Ac Balance: without subsidies		1.15		-0.06		-1.15		-3.24		-5.92		-7.70		-8.13		-8.03
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Yemen: Current Account Balance with and without subsidies

1.15359595

1.15359595

-0.0625748332

-0.0625748332

-1.3158088108
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				2003		2004		2005		2006		2007		2008		2009		2010

		Overall Cen Gov Balance (% of GDP)-incl grants		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Total Cen Gov total revenues incl.grants (% of GDP)		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Cen Gov expenditures (% of GDP)		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Cen Gov interest payments (% of GDP)		1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Investment expenditures		6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Current Ac Balance (Mln US$)		128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)		191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)		501		619		120		-635		-1462		-2128		-2563		-2909

		Current Ac Balance (% GDP)		1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)		8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)		4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Debt Service/Exports GNFS (%)		2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)		3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)		1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD/GDP (%)		50		42		39		38		37		40		42		45

		World Crude Oil Price (US$/bbl) -- WB		28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB		27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1
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		YEMEN

												Base Case - Subsidies Phased Out

				Actuals								Projections

		Selected Indicators		2000		2001		2002		2003		2004		2005		2006		2007		2008		2009		2010

		GDP Growth (%)										2.7		3.6		3.1		3.0		3.3		3.9		4.0

		Consumption Growth (%)										9.7		2.7		2.8		5.8		4.8		2.1		0.9

		Gross Domestic Investment (% of GDP)								21.0		22.3		23.6		25.0		25.7		26.2		27.1		28.2

		Gross Domestic Private Investment (% of GDP)								14.9		13.6		15.2		16.7		17.5		18.3		19.0		20.2

		Gross Domestic Savings (% of GDP)								18.8		20.2		18.5		15.7		12.9		11.6		12.7		14.4

		Inflation (% annual GDP def change)								12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Broad Money Growth								18.3		30.9		13.1		7.4		14.5		15.3		16.5		17.0

		FISCAL OPERATIONS

		Overall Cen Gov Balance (% of GDP)-incl grants								-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Overall Cen Gov Balance (% of GDP)-excl grants								-5.6		-6.0		-5.2		-5.9		-7.4		-9.5		-11.5		-13.1

		Overall Cen Gov Balance (% of Non-oil GDP)								-7.4		-8.2		-5.6		-6.0		-7.4		-9.6		-11.6		-13.1

		Overall Cen Gov Non-oil Balance (% of GDP)-excl oil revenues								-28.8		-31.0		-25.7		-20.8		-18.0		-17.2		-17.1		-17.1

		Total Cen Gov total revenues incl.grants (% of GDP)								33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Cen Gov oil revenues (% of GDP)								23.6		25.2		21.4		15.8		11.5		8.5		6.3		4.7

		Total Cen Gov expenditures (% of GDP)								38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Current Cen Gov expenditures (% of GDP)								26.7		29.0		24.4		20.5		18.8		18.8		18.9		19.1

		Cen Gov interest payments (% of GDP)								1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)								5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Capital expenditures								9.7		9.6		9.6		9.4		9.2		8.8		8.8		8.7

		Cen Gov Investment expenditures								6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Foreign financing (borrowing+exceptional finance )								0.8		1.3		1.1		0.7		0.6		0.6		0.9		0.6

		EXTERNAL SECTOR

		Current Ac Balance (Mln US$)								128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)								191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)								501		619		120		-635		-1462		-2128		-2563		-2909

		Exports of Goods & Services (Mln US$)								3923		4503		4250		3800		3352		3068		3050		3100

		o.w. Oil & gas (Mln US$)								3417		3887		3618		3109		2643		2341		2134		1937

		Imports (Mln US$)								3422		3884		4130		4435		4814		5196		5613		6009

		Net Direct foreign investment (Mln US$)								-131		194		-110		-95		-69		-45		-26		-25

		Net LT loan disbursements(excl. gapfill)- Mln US$								125		96		57		66		98		155		136		159

		Capital outflow (Capital n.e.i) -- Mln US$								461		256		192		298		284		347		325		325

		Gross Reserves of Monetary Authority (Mln US$)								4445		4941		4885		4843		4551		4716		4966		5254

		Foreign reserves (months of imports of GNFS+I)-excl gold								16		15		14		13		11		11		11		10

		Gapfill financing requirements (Mln US$)								0		0		21		238		474		1239		1638		1892

		Exports GNFS Volume Growth (%, annual) - GNFS										-11.4		1.7		0.2		-6.9		-3.9		3.3		4.8

		o.w. Oil & gas										-15.7		0.8		-3.3		-10.5		-6.7		-4.0		-4.4

		Imports GNFS Volume Growth (%, annual) --GNFS										8.3		4.6		4.9		5.2		5.3		5.5		5.6

		Nominal Exports Growth (%, annual) --GNFS										14.3		-5.2		-9.7		-10.6		-7.4		-0.3		1.7

		Nominal Imports Growth (%, annual) --GNFS										13.9		3.8		4.5		5.8		5.9		6.1		6.2

		Current Ac Balance (% GDP)								1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)								8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)								4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Total Debt Service (US$ Mln)								128.0		226.0		276.2		280.6		299.8		286.0		341.2		397.8

		Debt Service/Exports GNFS (%)								2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)								3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)								1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD (Mln US$)								5547		5462		5497		5749		6233		7530		9262		11287

		Total DOD/GDP (%)								50		42		39		38		37		40		42		45

		Some key Assumptions

		Indicative Nominal Exchange Rate (ave)								183.4		183.4		183.4		183.4		183.4		183.4		183.4		183.4

		World Crude Oil Price (US$/bbl) -- WB								28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB								27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1

		Nominal GDP (Bln YR)								2035.4911960357		2385.7402635256		2559.0183701764		2764.2877278		3086.882018029		3489.4552428474		4018.4779760909		4652.1722635462
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				2003		2004		2005		2006		2007		2008		2009		2010

		Inflation with subsidy		12.5		14.1		2.5		3.4		6.9		8.2		10.1		10.8

		Inflation:subsidy ph out		12.5		14.1		3.6		4.8		8.4		9.4		10.8		11.3

		Overall Cen Gov Balance:with subsidy		-5.2		-5.8		-6.6		-8.4		-11.0		-12.7		-14.4		-15.7

		Overall Cen Gov Balance:subsidy PO		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Subsidy		5.2		7.7		6.7		5.4		4.7		4.1		3.4		2.8

		Subsidy phase out		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Indirect taxes: with subsidies		3.78		4.38		4.47		4.68		4.77		4.79		4.72		4.63

		Indirect taxes: without subsidies		3.78		4.38		4.44		4.63		4.71		4.73		4.68		4.60

		Net Indirect taxes: with subsidies		-1.5		-3.3		-2.3		-0.8		0.0		0.7		1.4		1.9

		Net Indirect taxes: without subsidies		-1.5		-3.3		0.4		3.0		4.7		4.7		4.7		4.6

		Total Revenue: with subsidies		33.1		35.0		33.0		28.3		24.5		21.5		19.5		17.6

		Total Revenue: without subsidies		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Expenditure: with subsidies		38.2		40.8		39.6		36.6		35.4		34.2		33.8		33.3

		Total Expenditure: without subsidies		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Consumer prices: with subsidies		1.00		1.05		1.11		1.19		1.28		1.39		1.54		1.73

		Consumer prices: without subsidies		1.00		1.05		1.12		1.22		1.33		1.45		1.62		1.82

		Consumer prices: with subsidies				4.91%		5.5%		7.4%		7.7%		8.5%		11.0%		12.2%

		Consumer prices: without subsidies				4.91%		6.7%		8.7%		9.0%		9.5%		11.5%		12.5%

		Priv. Consumption (Real): with sub				62.2		65.0		68.5		71.1		72.2		70.6		68.2

		Priv. Consumption (Real): sub PO				62.2		64.9		68.5		71.3		72.5		71.4		69.5

		Real Exchange rate: with subsidies				-7.8		-3.2		-3.7		-5.9		-7.1		-8.6		-9.2

		Real Exchange rate: without subsidies				-7.8		-4.2		-4.9		-7.2		-8.1		-9.3		-9.6





		





		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



Inflation-with subsidy

Inflation-subsidy phase out

Years

Inflation  Rate

Yemen: Inflation Under Subsidy Phase Out

12.5430530342

12.5430530342

14.1083367756

14.1083367756

2.4995648213

3.5549077068

3.447109216

4.7956409101

6.8526980831

8.4209500984

8.2475606622

9.3881971976

10.1006630345

10.8419156468

10.7685892122

11.2639622443



		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



Deficit with subsidy

Deficit without subsidy

Years

Budget deficit

Yemen:Govt Balance with/without Subsidy

-5.1781113181

-5.1781113181

-5.7886627262

-5.7886627262

-6.5914576957

-4.3178653292

-8.3735543056

-4.9899771633

-10.9542502736

-6.5100574009

-12.7084794853

-8.6917288127

-14.3613427616

-10.7350542031

-15.6630650092

-12.3926683572



		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



Subsidy

Subsidy phase out

Years

Subsidy/GDP Ratio(%)

Yemen: Subsidy Phase Out

5.2499367331

5.2499367331

7.6976881903

7.6976881903

6.7215185807

4.0200242057

5.4484078094

1.6700891932

4.7463215844

0

4.0524721624

0

3.3688850803

0

2.7656362076

0



		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



Net Indirect taxes with subsides

Net indirect taxes: subsidy phase out

Years

Percent of GDP

Yemen: Net Indirect Taxes with/without subsides

-1.4746317773

-1.4746317773

-3.3133047937

-3.3133047937

-2.2513190263

0.4222410924

-0.7701836897

2.9636297023

0.0230792759

4.7148171238

0.736893927

4.7329095033

1.3552538531

4.6825874491

1.8627892206

4.603545403



		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



Total Exp with subsidies

Total Exp without subsidies

Year

% of GDP

Yemen: Total Budget Expenditures

38.2315581377

38.2315581377

40.7657278106

40.7657278106

39.6248927364

36.9985522906

36.6494842019

32.6877965864

35.4371551748

30.2814721982

34.2452110897

29.5597158518

33.8327135866

29.637444102

33.2631794471

29.5324786976



		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



CPIwithsubsidies

CPIwithoutsubsidies

Years

% Change

Yemen: Consumer Prices (with/without subsidies)

0.0551339755

0.0665494119

0.0735260313

0.0869543971

0.0767239565

0.0904968087

0.0853639212

0.094751305

0.1095162584

0.1151117279

0.1218681561

0.1248088008



		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008

		2009		2009

		2010		2010



RER with subsidies

RER subsidy PO

Years

Percentage Change

Yemen: Real Exchange Rate with Subsidy Phase out

-7.8351478695

-7.8351478695

-3.1798403039

-4.1665484085

-3.6622044872

-4.9018989008

-5.869858161

-7.2314011515

-7.082805701

-8.0516921924

-8.6466934055

-9.2576165123

-9.1975469041

-9.6018209591



				2003		2004		2005		2006		2007		2008		2009		2010

		Overall Cen Gov Balance (% of GDP)-incl grants		-5.2		-5.8		-4.3		-5.0		-6.5		-8.7		-10.7		-12.4

		Total Cen Gov total revenues incl.grants (% of GDP)		33.1		35.0		32.7		27.7		23.8		20.9		18.9		17.1

		Total Cen Gov expenditures (% of GDP)		38.2		40.8		37.0		32.7		30.3		29.6		29.6		29.5

		Cen Gov interest payments (% of GDP)		1.9		2.2		3.0		2.8		2.3		1.9		1.9		1.8

		Cen Gov Subsidies (% of GDP)		5.2		7.7		4.0		1.7		0.0		0.0		0.0		0.0

		Cen Gov Investment expenditures		6.1		8.7		8.4		8.3		8.2		7.9		8.1		8.0

		Current Ac Balance (Mln US$)		128		-8		-160		-489		-996		-1465		-1782		-2037

		Non-interest Current Ac Balance (Mln US$)		191		50		-103		-430		-929		-1380		-1647		-1838

		Trade Balance (Mln US$)		501		619		120		-635		-1462		-2128		-2563		-2909

		Current Ac Balance (% GDP)		1.2		-0.1		-1.1		-3.2		-5.9		-7.7		-8.1		-8.0

		Non-interest Current Ac Bal (% GDP)		8.6		7.8		4.8		0.0		-3.9		-6.3		-6.8		-7.0

		Trade Balance (% GDP)		4.5		4.8		0.9		-4.2		-8.7		-11.2		-11.7		-11.5

		Debt Service/Exports GNFS (%)		2.3		3.7		4.7		5.0		5.8		5.9		7.0		8.0

		Total Debt Service/Revenue (%)		3.5		5.0		6.1		6.7		7.5		7.2		8.2		9.2

		Debt Service/GDP (%)		1.2		1.7		2.0		1.9		1.8		1.5		1.6		1.6

		Total DOD/GDP (%)		50		42		39		38		37		40		42		45

		World Crude Oil Price (US$/bbl) -- WB		28.9		39.0		36.0		32.0		30.4		28.8		27.4		26.0

		Yemen Crude Oil Price (US$/bbl) -- WB		27.9		37.7		34.8		30.9		29.4		27.9		26.5		25.1
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