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CHAPTER ONE 

WORLD ECONOMIC SITUATION 

AND DOMESTIC ECONOMIC DEVELOPMENTS 

 

 

(A) WORLD ECONOMIC DEVELOPMENTS 

Introduction 

In 2005 the world economy witnessed a continuation of the sharp 

fluctuations in exchange rates nominal as well as real, an 

escalation in energy costs and the prices of commodities and 

metals and a heightening of the risks of deterioration in the major 

economies. 
 

World oil prices surged in 2005 and global imbalances have been 

widening for several years as a result of strong world demand and 

fears of future oil supplies.  The picture was also compounded by 

natural disasters the Tsunami floods in the Indian Ocean in 

December 2004 and the Hurricane Katrina in the Gulf of Mexico 

in September 2005. 
 

The world economy grew by 4.8% in 2005, which is half a 

percentage point less than what was achieved in 2004.  

International short term interest rates continued to rise but 

international financial market conditions were not affected and in 

fact risk premiums were exceptionally narrower.  The growth of 
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world trade was in the double digit range, while global inflation 

increased in response to the movements in international oil 

prices, but its effects were limited. 
 

World growth in 2005 was mainly driven by industrial countries 

led by the United States, which acted as the major catalyst and 

engine of growth, in addition to China, India and Russia, where 

investment ratios increased at higher rates than was the case in 

other industrial countries. 

 

Advanced Economies 

In general, economic performance was low in most industrial and 

developing countries. Most advanced economies experienced a 

slowdown in growth, which remained weak in Europe.  Japan’s 

performance was stronger, while that of the United States was the 

strongest. 
 

The slowdown in the economies of the industrial countries was 

caused by weak domestic final demand and a fall in private 

consumption, reflecting the continuation of the slowdown 

experienced by most of these countries since 2001 (1990 in the 

case of Japan). The slowdown was also caused by weak foreign 

demand, owing to the increase in the prices of commodities and 

some major currencies.  Furthermore, widening budget deficits, 

huge debts, the rise of international oil prices to record levels and 
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the adoption of most of these countries, with the exception of 

Japan, restrictive monetary policies helped in curbing economic 

growth.  Growth in advanced countries fell from 3.3% in 2004 to 

2.7% in 2005.  Unemployment remained high at 6%, but inflation 

rates were low in the region of 2.3%    

 

The United States 

GDP growth in the United States fell from 4.2% in 2004 to 3.5% 

in 2005, owing to a fall in private consumption and domestic 

final demand, resulting from an increase in commodity and 

energy prices.  Unemployment fell from 5.5% in 2004 to 5.1% in 

2005, while inflation rose to 3.4% in 2005 after it was 2.7% in 

the previous year. 
 

Restrictive monetary policy and a sluggish real estate market also 

played a role in weakening domestic demand.  The increase in the 

inter bank lending rates restricted private investment and led to a 

reduction in sales.  By raising short term interest rates the Fed 

aims to fight inflation and keep it under control. 
 

The budget deficit in the United States fell from 4.7% of GDP in 

2004 to 4.1% in 2005, but is expected to be higher in 2006 as a 

result of reconstruction in the coastal areas and military 

operations in Iraq and Afghanistan.  The national debt rose 

slightly from 62.5% of GDP in 2004 to 62.9% in 2005.  The fall 
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in foreign demand also led to a reduction in the contribution of 

net exports to economic growth in 2005 in general. 
 

The current account deficit of the United States deteriorated from 

5.7% of GDP in 2004 to 6.4% in 2005, mainly as a result of an in 

increase in corporate and household imports from abroad.  The 

rising U.S. current account deficit was reflected in a rise in the 

current account surpluses of other countries, particularly oil 

exporters, China and Japan.  The increase in the U.S. dollar 

exchange rate against the other major currencies may have also 

helped in the deterioration of the U.S. current account deficit in 

2005 .    

 

The Euro Area 

The Euro Zone economy has been suffering from low economic 

growth during the last five years.  In 2005, Euro Zone GDP 

expanded by only 1.3% compared to 2.1% in 2004. 
 

The weak economic growth in the Euro Area in 2005 is attributed 

to sluggish consumption both corporate and household, low 

investor confidence and weak external demand for the exports of 

the area.  It is also attributed to the fragility of final domestic 

demand and the sharp increase in international oil prices. 
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High unemployment has persisted in the Euro Zone for a number 

of years even though it fell a little from 8.9% in 2004 to 8.5% in 

2005.  Inflation has been subdued but it rose a notch from 2.1% 

in 2004 to 2.2% in 2005. 
 

The large budget deficits and high levels of indebtedness 

afflicting most Euro Zone member countries are in violation of 

the economic convergence criteria as set out in the Maastricht 

Treaty. 
 

In Italy in 2005, for example, the national debt exceeded GDP 

while it exceeded two-thirds of GDP in both Germany and 

France.  These three countries are the largest economies in the 

Euro Area.  In recent years the budget deficit in the major 

member states exceeded the 3% of GDP level allowed by the 

Maastricht Treaty.  This also goes for the year 2005, with the 

exception of France where the deficit fell below the required 

ceiling.  For the Euro Zone as a whole the budget deficit was 

2.3% of GDP in 2005, while the national debt was 71.2% of 

GDP. 

 

Japan 

GDP expanded by 2.7% in 2005 which was 0.4 percentage points 

higher than the growth rate of 2004.  These rates are much higher 

than what had been achieved in the past.  Final domestic demand 
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has been increasingly the driving force behind the recent 

economic expansion.  Unemployment fell and corporate profits 

flourished.  The deflationary pressures of the past have been 

overcome by strong and rising private consumption. 
 

Exports in Japan witnessed rapid growth as a result of strong 

demand from the United States and China in addition to a weaker 

Yen.  All these developments have helped Japan overcome eight 

consecutive years of chronic deflation, which resulted in a sharp 

fall in per capita income in Japan relative to the United States in 

the nineties, despite the close convergence between the two 

countries in the seventies and eighties. 
 

The budget deficit shrank to 5.8% of GDP in 2005 but is still 

higher than what has been achieved in other major industrial 

countries.  Gross national debt, at 176% of GDP, was also the 

highest among leading economies.  On the other hand, 

unemployment fell from 4.7% in 2004 to 4.4% in 2005. 

 

Developing Countries        

Economic growth in developing countries fell from 7.6% in 2004 

to 7.2% in 2005, which is still relatively strong.  High rates of 

growth were achieved in 2005 in countries where there was an 

increase in oil production. 
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Asian Emerging Markets 

In the emerging markets in Asia economic growth fell slightly 

from 8.8% in 2004 to 8.6% in 2005, while in the Asian-Four 

countries GDP growth retreated from 5.8% in 2004 to 5.2% in 

2005.  The exports of electronics and medicines were the driving 

force behind economic growth in the Asian emerging markets, 

while in India and China strong domestic demand and increasing 

current account surpluses were the main factors behind the 

expansion in GDP. 
 

Improvements in the area of IT boosted activity in the remaining 

regions. The Asian economies’ strong demand for raw materials 

stimulated world growth, as most of these economies registered 

higher growth rates than the advanced countries.  Top performers 

in 2005 were China, India and Russia, the growth rates of which 

were 9.9%, 8.3% and 6.7% respectively. 

 

The Middle East 

Economic growth in the Middle Eastern countries as a group 

improved from 5.4% in 2004 to 5.9% in 2005, owing to the rise 

in international oil prices and the increase in the quantities of 

crude exported. 
 

International oil prices remain worryingly high even after 

discounting the effects of Hurricane Katrina.  Crude prices 
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fluctuated in the range of 60-66 dollars a barrel during the last 

three months of 2005, affected by inventory levels particularly in 

the United States and by escalating geopolitical factors including 

the turmoil in a number of countries.  Prices were also buoyed by 

the threats to oil production in Nigeria as well as weak refining 

capacity owing to sluggish investment in this area.  Although the 

effects of high oil prices on the world economy were less severe 

than expected, the harm suffered by oil importing developing 

countries was substantial and only partially mitigated by the 

firming of non-fuel commodities. 

 

Other Developing Countries 

Economic growth fell in Africa from 5.5% in 2004 to 5.2% in 

2005 and in Central and Eastern Europe from 6.5% to 5.3% 

during the same period.  In the Commonwealth of Independent 

States, economic growth shrank from 8.4% in 2004 to 6.5% in 

2005, while in the Western Hemisphere it fell from 5.6% to 4.3% 

during the same period. 
 

Growth improved in some individual countries as a result of the 

increase in the prices of primary commodities, oil and other 

goods. Substantial reductions in debt ratios also helped in 

boosting economic growth.  Turmoil and unrest however remain 

a cause for concern in several countries.  Furthermore, the 

Millennium Development Goals seem to be unattainable for 
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many of the developing countries, which are in need of more 

assistance and additional debt relief. 
 

In some developing countries inflation is in the one digit area but 

in most of them they are in the double or treble digit region. 

These inflation rates must come down if economic growth is to 

be boosted. 

 

(B) DOMESTIC ECONOMIC DEVELOPMENTS  

The year 2005 represented the last year of the second Five-Year 

Plan for Economic and Social Development (2001-2005) as well 

as of the Poverty Reduction Strategy PRSP (2003-2005).  The 

implementation of both plans was characterized by rising 

international oil prices, which registered record levels 

unprecedented in the past. 
  

The official figures show that the Government’s share in oil 

export revenues jumped to 3,115 million US dollars in 2005, 

which is 38% higher than what was achieved in 2004.  The main 

reason behind the sharp increase in oil revenues in 2005 was the 

substantial rise in international oil prices, which averaged US$ 

51.5 for the year or 41% higher than their level in 2004.  The 

quantity of oil exported in 2005, however, was 2% lower, in the 

region of 60.5 million barrels.   
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Oil revenues, as expected, have played a crucial role in the 

growth of GDP, the expansion in national income and the 

stimulation of economic activity in the country. 

In accordance with the national accounts, GDP growth 

accelerated from 3.9% in 2004 to 4.6% in 2005.  Non-oil GDP 

growth also firmed from 5.4% in 2004 to 6.1% in 2005.  Gross 

investment and domestic saving were respectively 22% and 

21.4% of GDP, while gross national product per capita, based on 

current prices, rose from US$ 650 in 2004 to US$ 724 in 2005. 
 

On the fiscal front, the budget deficit fell to 1.4% of GDP in 

2005, while gross public debt (domestic and external) shrank to 

46% of GDP and on a net basis it retreated to 39%.  External debt 

service obligations were 5.7% of exports of goods and services.  

In 2004 these ratios were 1.6%, 52%, 46% and 6.7% 

respectively. Government oil revenues increased from 23% of 

GDP in 2004 to 28% in 2005.  Public expenditures rose from 

34% of GDP in 2004 to 39% in 2005, while total revenue 

coverage of total expenditures went up from 91% to 94%.  
 

The increase in broad money supply retreated from 15% in 2004 

to 14.4% in 2005, while private sector credit increased by 21% 

during the latter year. The expansion in domestic liquidity was to 

a large extent caused by the increase in net foreign assets of the 
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banking sector, while the fall in net domestic assets played a 

negative role on the growth of domestic liquidity in 2005. 
 

The surplus in the overall balance of payments expanded from 

US$ 532.3 in 2004 to US$ 584.4 in 2005, in part as a result of the 

increase in international oil prices during the latter year, leading 

to a substantial rise in the trade balance surplus.  But the overall 

balance surplus fell from 3.9% of GDP in 2004 to 3.7% in 2005. 

The rise in the overall balance surplus was reflected in the 

increase in the Central Bank of Yemen’s own gross foreign 

reserves, which reached US$ 5,645.6 in 2005 equivalent to about 

13 months of imports. 
 

In response to the improvement in the foreign position, the 

Central Bank of Yemen intensified its intervention in the 

exchange market in order to replenish it with its needs of foreign 

currencies and absorb excess liquidity with the aim of preserving 

price stability.  The US dollar rose only by 5% against the 

Yemeni Rial in 2005, despite having risen by 15% against the 

Euro, 14% against the Yen, 12% against the Sterling Pound and 

8% against the SDR during the same year. 
 

Average inflation as measured by the CPI was 11.8% in 2005 in 

part owing to the adjustments in petroleum product prices, the 

adoption of the new general wage structure as well as the 
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increase in the international prices of imported goods.  On the 

other hand, the GDP implicit deflator was 13.6% in 2005. 

 

Output 

In 2005 the agriculture, forestry and fisheries sector achieved a 

high growth rate of 6.3% which was 3.2 percentage points higher 

what was realized in 2004.  Manufacturing also flourished for it 

grew at a fast rate of 8.8% in 2005, which is 5.1 percentage 

points higher than the 2004 rate.  Furthermore, the electricity, 

water and gas sector continued to show strong growth which 

increased from 8.1% in 2004 to 9.9% in 2005. 
 

Construction activity, however, slowed down from a growth rate 

of 6.7% in 2004 to 2.7% in 2005.  The oil sector contracted for 

the 3rd consecutive year registering a decline of 4.4% in 2005 

compared with 4.6% in 2004. 
 

On the other hand, the services sector continued to perform well 

achieving a growth rate of 5.6% in 2005 compared with 6.5% in 

2004.  The growth rate of finance, insurance, real estates and 

business services jumped from 3.7% in 2004 to 6.7% in 2005.  

Activity continued to flourish in the transport, warehousing and 

communications sector which grew at a rate of 7.5% in 2005 

compared to 10.4% in 2004.  Activity also continued to flourish 

in the area of wholesale and retail trade, restaurants and hotels, 
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the growth rate of which increased from 6.1% in 2004 to 6.8% in 

2005. 
 

Overall final consumption increased by 19.2% in 2005 to reach 

78.6% of GDP against 78.4% in 2004.  The growth rate of public 

final consumption fell from 10.5% in 2004 to 6.8% in 2005, 

while that of private final consumption increased from 18.9% in 

2004 to 21.8% in 2005, reflecting the high population growth rate 

and the flourishing economic activity. 
 

In view of the deficit in net factor income from abroad, gross 

national product at current prices expanded by 19.5% in 2005 

compared with 16.8% in 2004, while gross disposable national 

income at current prices grew by 19% in 2005 compared with 

13.4% in 2004, as a result of the increase in net current transfers 

from abroad.  

 

Public Finance 

Public revenues increased from 782.5 billion Rials (30.7% of 

GDP) in 2004 to 1108 billion Rials (36.5% of GDP) in 2005, 

reflecting an increase in oil as well as non-oil revenues.  Public 

expenditure also increased from 33.6% of GDP in 2004 to 38.8% 

in 2005, as a result of an increase in current and capital and 

development expenditures. Current expenditures increased by 

47% in 2005 representing 77% of total public expenditures and 
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30% of GDP. Capital expenditures, on the other hand, increased 

by 6.6% in 2005 and represented 18% of total expenditures and 

7% of GDP.  These developments led to an increase in the budget 

deficit on a cash basis. 

 

 Public Debt (domestic and external) 

Gross domestic public debt increased by 15.4% in 2005 to reach 

YR 395.8 billion or 13.1% of GDP, while on a net basis it was 

YR 179.8 billion or 5.9% of GDP, after taking into account 

government deposits at the Central Bank. The external public 

debt fell 3.2% in 2005 to reach US$ 5,167.9 million or 33% of 

GDP, which is one of the lowest ratios in the Middle East. The 

average external public debt per capita is US$ 258. 

 

Money and Credit 

The Central Bank of Yemen continued to conduct its monetary 

policy with the aim of achieving price stability. Reserve 

requirement ratio on foreign currency deposits, unchanged since 

February 2003, was raised from 20% to 30% at the end of June 

2005. These reserves bear no interest. The benchmark minimum 

interest rate and the reserve requirement ratio on Rial deposits 

remain unchanged since July 2000 at 13% and 10% respectively. 
 

In the context of the efforts made to improve the investment 

climate in the land, to implement the economic and social reform 
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programs, to strengthen the role of the private sector as an active 

partner in the development of the country and to spread and 

deepen the banking habit and awareness, a number of new bank 

branches, Islamic as well as conventional, were opened all over 

the country in 2005.  There has been a substantial increase in 

electronic bank services offered to the public.  Furthermore, 

licences were issued in 2005 for the opening of new banks in the 

country.  The number of cheques cleared in 2005 rose 

substantially.  So did the number of accounts opened at the 

banks.  Most banks raised their paid up capital in compliance 

with the orders of the Central Bank.  
 

In 2005, narrow money increased by YR 52 billion, demand 

deposits by YR 19 billion and currency outside banks by YR 33 

billion.  Quasi money increased by YR 80 billion as a result of 

the expansion of saving, earmarked, time and foreign currency 

deposits.  Foreign currency deposits, relative to Rial deposits, 

increased from 31% of broad money at the end of 2004 to 34% at 

the end of 2005.  Quasi-money in Rials fell from 38% of Rial 

broad money in 2004 to 36% in 2005, while currency in 

circulation increased a little to 48% of Rial broad money. 
 

The balance sheet of the Central Bank of Yemen increased in 

2005 by YR 150 billion (14%) to reach YR 1,230 billion, 

compared with a lesser increase in 2004 amounting to YR139 
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billion (15%).  On the assets side in 2005 the increase was 

concentrated in net foreign assets, while net claims on 

Government fell, as a result of the increase in oil revenues. On 

the liabilities side, the increase was concentrated in base money 

and public sector deposits, while the decrease was mainly in 

certificates of deposit.   
 

In order to replenish the exchange markets with foreign 

currencies for import financing, the Central Bank of Yemen sold 

US$ 1,174 million in 2005 against 740 million in 2004. There 

was a small increase in the rate of the dollar at the end of the year 

from 185.87 Rials in 2004 to 195.08 Rials in 2005.  The average 

exchange rate was 184.78 Rials in 2004 and 191.42 Rials in 

2005. 
 

The consolidated balance sheet of the banks operating in the 

country in 2005 showed an increase of YR 97 billion (14%) 

reaching a level of YR 784 billion at the end of the year. The 

deposits of the 15 conventional and Islamic banks rose by YR 64 

billion (11%) to a level of YR 638 billion.  Most of the increase 

was in foreign currency deposits, which rose by 20% while quasi-

money deposits increased by 5%. There was no change worth 

mentioning in Rial demand deposits.  Lending to the private 

sector rose from 33% of Rial deposits in 2004 to 38% in 2005. 
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Lending in foreign currencies also increased as a ratio of total 

lending to the private sector from 45% to 46%. 
 

There is no doubt that an increase in the volume of credit to the 

private sector stimulates economic activity and strengthens 

growth, but the role of banks in financial intermediation, despite 

the relative improvement, remains limited. In 2005, banks 

employed about 66% of their assets in guaranteed and risk-free 

investments consisting of foreign assets, treasury bills, 

certificates of deposit and Central Bank balances. This ratio was 

68% in 2004. Credit to the private sector increased from 27% of 

total bank assets in 2004 to 28% in 2005, two-fifths of which 

were taken up by trade finance.  However, most of the credit is 

concentrated in short term maturities.  Short-term loans and 

advances formed 38% of total credit, while  medium- and long-

term loans were unchanged at 4% of total credit. 

 

Balance of Payments 

The balance of payments showed an overall surplus of US$ 584.4 

million  in 2005 (3.7% of GDP) compared with a lower surplus 

of US$ 532.3 million in 2004. This outcome is to a large extent 

reflected in the surplus realized in 2005 in the current account. 

The financial and capital account balance moved from a surplus 

of US$ 255 million in 2004 to a deficit of US$253.5 million in 

2005.  The current account balance in 2005 registered a surplus 



 ــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــ
CHAPTER ONE     WORLD ECONOMIC SITUATION  18 

of US$ 633.2 million (4.1% of GDP) compared with US$ 224.6 

million (1.6% of GDP) in 2004.  
 

The surplus on the trade account registered unprecedented levels 

in 2005 reaching US$ 1,700 million or 10.8% of GDP. But the 

deficit on the services account widened from US$ 690 million in 

2004 to US$ 860 million in 2005. The large deficit on the income 

account, which hit US$ 1,613 million or more than 10% of GDP, 

had a negative effect on the current account surplus. 
 

Net current transfers played a positive role in maintaining the 

current account surplus at its present level, despite having 

declined slightly from US$ 1,444 million in 2004 to US$ 1,406 

million in 2005. 



 ــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــ
CHAPTER ONE     WORLD ECONOMIC SITUATION  19 

Table (1) 
Main Economic Indicators 

 2003 2004 *2005 
Population in millions 18.9 19.5 20.0 
Output and Prices       
Gross Domestic Product at current prices       
Billion rails 2,177.5 2,552.0 3,033.4 
Million dollars 11,870 13,811 15,847 
per capita Gross National aproduct in 
dollars 578 650 724 
 change in percent 
Gross Domestic Product at current prices 14.9 17.2 18.9 
Gross Domestic Product at constant prices 3.8 3.9 4.6 
Real non-oil Gross Domestic Product 4.9 5.4 6.1 
Real oil Gross Domestic Product -2.1  -5.0  -4.7  
Gross Domestic Product deflator 10.8 12.8 13.6 
CPI (average change) 10.8 12.5 11.8 
CPI (end of period change) 13.6 10.0 19.8 
Crude oil average export price   $/barrel 27.9 36.6 51.5 
Public Finance As % of GDP 
Total Revenues and grants 30.9 31.5 36.5 
Oil and gas revenues 22.1 22.7 27.8 
Non oil revenues 8.5 8.0 8.8 
Grants 0.4 0.7 … 
Total Expenditure 35.7 33.6 38.8 
Current expenditure 26.7 24.2 29.9 
Development expenditure 9.1 7.8 7.0 
Overall balance (cash basis) -4.4  -2.2  -2.3  
Financing 3.7 1.6 1.4 



 ــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــ
CHAPTER ONE     WORLD ECONOMIC SITUATION  20 

Table (1) ) Cont'd 
Main Economic Indicators 

 2003 2004 *2005 
Outstanding Total  Public Debt 51.8 45.7 39.1 
Domestic, net 6.9 6.8 5.9 
Foreign 44.9 38.9 33.2 
External Debt Service as % of exports of 
goods & services 4.6 6.7 5.7 
Money and credit change in percent 
Broad Money Supply (M2) 20.0 15.0 14.4 
Private sector Credit 26.3 33.5 21.3 
Benchmark deposit rate (% per annum) 13.0 13.0 13.0 
Velocity of Circulation (non oil GDP/M2) 1.9 1.9 2.0 
Foreign Sector Million dollars 
Exports (FOB), out of which 3,924.4  4,675.7  6,413.2  
Crude Oil 3,452.7  4,303.2  5,952.0  
Imports (FOB) -3,557.4  -3,858.6  -4,712.9  
Services, Income and Transfers (net) -191.3  -592.6  -1,067.1  
Financial & Capital Account including net 
errors & omissions 159.9  307.7  -48.8  
Overall Balance  335.6  532.3  584.4  
Gross Foreign Reserves of Central Bank 5,011.0  5,690.3  6,142.7  
Own Gross Foreign Reserves of Central 
Bank** 4,734.6  5,397.3  5,645.6  
In months of imports 14.0 14.8 12.6 
Current Account as % of GDP 1.5 1.6 4.1 
Exchange rate YR/US$ (end of period) 184.31 185.87 195.08 
* Preliminary 

** Gross reserves after deductingcommercial bank foreign currency deposits with  
Central Bank. 
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Chapter Two 

 

Production 

 

 

(1) GROSS DOMESTIC PRODUCT 

Despite the turbulence and turmoil experienced by the region, 

Yemen realized stability which had positive effect on the 

economic performance. Gross domestic product at constant 

market prices increased by 4.6% in 2005 compared with 3.9% in 

2004.  Real non-oil GDP expanded by 6.1% in 2005, compared 

with 5.4% in the previous year earmarked to the regional 

developments and the reform policy adopted.  As a result of the 

increase in the GDP deflator by 13.6%, GDP at current prices 

expanded by 18.9% in 2005 compared with a rate of 17.2% in 

2004. 
 

At constant prices, the personal and social services sector grew 

by 18.7% in 2005. It is still the highest among all the sectors of 

the economy with 0.7 percentage points increase over 2004 

growth.  The next highest growth rate 9.9% was achieved by the 

electricity, water and gas sector compared with 8.1% in 2004. 

The manufacturing industry sector achieved a substantial growth 

of 8.8% against 3.7% in 2004. Despite of the retraction of the 
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transport and communication sector from 10.3% in 2004 to 7.5% 

in 2005, it achieved progress in its relative share compared to 

other sectors. Trade, restaurants and hotels sector registered a 

growth rate of 6.8% compared with 6.0% in 2004 attributable 

partially to the improvement in the tourism industry. Next came 

the real estate and financial services sector with growth rate of 

6.7% in 2005 compared with 3.6% in 2004.  The agricultural and 

forestry sector achieved a growth of 6.3%. It was higher than the 

previous year's growth rate of 3.1% attributable to the positive 

effects of rain falls on the agriculture sector. The government 

services grew to 4.3% in 2005 against 4.0% in 2004. The 

activities of non-profit making enterprises realized a minor 

growth of 0.12 percentage points over 2004 growth rate. The 

construction sector growth rate retracted from 6.7% in 2004 to 

2.7% in 2005. The performance of the household sector improved 

achieving 1.5% growth compared with 0.9% in 2004. The 

extracting industry performance realized minor improvement. Its 

retraction rate declined from 4.6% in 2004 to 4.4% in 2005 

attributable to decline of output, despite price increase in 

international oil market.  
 

Taking into account that net factor income from abroad registered 

a negative figure of YR 239 billion in 2005 against YR 214 

billion in 2004, gross national product at current market prices 

increased by 19.5% in 2005 compared with 16.8% in 2004. 
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As a result of the increase in net current transfers from the rest of 

the world by YR13.0 billion or 4.9% in 2005, disposable gross 

national income at current prices rose by 19.0% in 2005 

compared with 13.4% in the previous year. National savings from 

disposable gross national income increased by 17.8% in 2005 

compared with a retraction of 3.3% last year. 

 

Table (2) 

Economic Growth Rates at Current and Constant Prices 

(Percentages) 
At Current Prices At Constant Prices 

(1990 = 100) 

 

 

 

Year 

Gross 

Domestic 

Product 

at Market 

Prices 

Non-Oil 

Gross 

Domestic 

Product 

National 

Disposable 

Income  

Gross 

Domestic 

Product 

at Market 

Prices 

Non-Oil 

Gross 

Domestic 

Product 

 

2002* 12.46 14.02 11.38 3.49 4.06 

2003** 14.94 14.34 12.57 3.77 4.88 

2004** 17.20 15.37 13.41 3.87 5.42 

2005** 18.86 17.46 18.97 4.60 6.07 

Source: Central Statistical Organization 

*    Preliminary 

** Preliminary Estimated Figures 
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The outcome of the above developments was that gross national 

product per capita increased by 11% from US dollars 650 in 2004 

to US dollars 724 in 2005. 

  

(2) GDP SECTOR DEVELOPMENTS 

In 2005 the rate of change in value added at constant market 

prices for most economic sectors ranged from a positive 18.7% 

for social and personal services to a negative 4.4% for extracting 

sector. As table (3) shows, goods producing sectors grew by 

3.52% in 2005 against 1.09% in the previous year.  Yet their 

contribution to GDP at constant market prices fell by 0.5 

percentage points from 2004. The combined services sectors 

expanded by 5.6% against 6.5% in 2004. Their contribution to 

GDP rose from 52.7% in 2004 to 53.2% in 2004.  
 

In the goods producing sectors, electricity, water, and gas sector 

is the highest among goods producing sectors achieving growth 

of 9.9% in 2005 against 8.1% in 2004, thus maintaining its last 

year's contribution to GDP of 1.4%. Next, was manufacturing 

sector with a growth rate of 8.8% in 2005, i.e. 5.1 percentage 

points higher than 2004. Yet, its contribution to GDP increased 

by only 0.4 percentage points. Agriculture and fisheries increased 

by 6.3% in 2005 against 3.1% in 2004. However, the sector’s 

contribution to GDP increased slightly by 0.32 percentage points 

attributable to a favorable weather conditions. The construction 
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sector witnessed a remarkable decrease of 4.1 percentage points 

compared with last year. Its contribution to GDP retracted by 

0.04 percentage points in 2005. Despite the improvement in the 

retraction rate of the extracting sector from 4.6% in 2004 to 4.4% 

in 2005, its contribution to GDP decreased by 1.23 percentage 

points in 2005 attributable to the decline in crude oil production. 
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Table (3) 

Growth Rates of Economic Sectors at Constant Market Prices 

(1990 = 100) 

         (In Percentages) 

Description 2002* 2003** 2004** 2005** 

Agriculture and Fishing  0.18 2.13 3.14 6.30 

Mining Industries  0.75 -1.76 -4.56 -4.40 

Manufacturing Industries  3.86 3.94 3.68 8.82 

Electricity and Water  6.46 7.23 8.05 9.93 

Construction 6.59 7.50 6.74 2.68 

Total Commodity Producing 

Sectors  

1.46 1.55 1.09 3.52 

Trade, Restaurants and Hotels  6.99 7.10 6.05 6.75 

Transport  and 

Communication  

6.04 5.90 10.35 7.51 

Finance, Real Estate & 

Business Services 

-2.75 4.03 3.60 6.68 

Social and Personal Services  13.49 24.68 18.05 18.72 

Producers  of Government 

Services  

4.23 4.01 4.04 4.26 

Non-Profit Institutions   1.27 0.63 0.93 1.54 

Household Sector 2.79 3.83 3.33 3.45 

Total Services Sectors  5.57 5.98 6.50 5.57 

GDP at Market Prices  3.49 3.77 3.87 4.6 
Source: Central Statistical Organization 

* Actual Preliminary Figures 

** Estimated Preliminary Figures 



 ــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــــ
Chapter Two   Production  28 

Table (4) 
Relative Importance of Economic Sectors to 

Gross Domestic Product at Constant Market Prices (1990=100) 
(In Percentages) 

Description 2002* 2003** 2004** 2005** 

Agriculture and Fishing  20.52 20.20 20.06 20.38 

Mining  16.37 15.49 14.24 13.01 

Manufacturing Industries  9.45 9.46 9.44 9.82 

Electricity and Water  1.27 1.31 1.36 1.43 

Construction 2.11 2.19 2.25 2.21 

Total Commodity 

Producing Sectors  

49.72 48.65 47.35 46.85 

Trade, Restaurants and 

Hotels  

8.54 8.81 8.99 9.18 

Transport and 

Communication  

12.23 12.48 13.25 13.62 

  Finance, Real Estate & 

Business Services 

8.87 8.89 8.87 9.05 

Producers of Government 

Services 

20.40 20.45 20.48 20.41 

Other    0.24 0.72 1.06 0.89 

Total Services Sectors  50.28 51.35 52.65 53.15 

GDP at Market Prices 100.00 100.00 100.00 100.00 
Source: Central Statistical Organization 

* Actual Preliminary Figures 

** Estimated Preliminary Figures 
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In the services sectors, social and personal services maintained its 

highest growth rate in 2005. It achieved 18.7% growth rate i.e. 

0.7 percentage points higher than what was realized in 2004.  The 

growth rate of transportation and communications sector fell 

from 10.3% in 2004 to 7.5% in 2005 while its contribution to 

GDP rose slightly to 13.6% in 2005 from 13.3% in the previous 

year. The real growth rate of trade, restaurants and hotels realized 

a 0.7 percentage points than what was realized last year with a 

slight increase in its contribution to GDP at constant market 

prices by 0.2 percentage points over what was achieved in the 

previous year attributable to improvements in the tourism 

industry. 

 
Financial and real estate services achieved a growth rate of to 

6.7% in 2005 against 3.6% in 2004 and its contribution to GDP 

increased to 9% compared with 8.9% in 2004.  Government 

services expanded by 4.3% in 2005 and its contribution to GDP 

remained unchanged in 2005 at a rate of 20.4%.  Non-profit 

enterprises' growth improved from3.3% in 2004 to 3.5% in 2005. 

The rate of growth of the household sector improved slightly 

from 0.9% in 2004 to 1.5% in 2005. 
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(3) EXPENDITURE ON GROSS DOMESTIC PRODUCT 

There has been a remarkable change in 2005 vis-à-vis 2004 in the 

growth rates of expenditure items on GDP and their relative 

contribution to it at current market prices. Gross fixed capital 

formation contributed positively to GDP growth. The expenditure 

on total consumption was the main contributor to GDP and its 

growth and in particular private consumption. 
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Table (5) 
Main Indicators of GDP Expenditure Components at 

Current Market Prices 
                    (In percentage) 

 2004* 2005* 
 
Description 

Relative 
import-
ance to 
GDP 

Growth 
Rate 

Contri-
bution 
to GDP 
Growth 

Relative 
import-
ance to 
GDP 

Growth 
Rate 

Contri-
bution 
to GDP 
Growth 

Final Gross 
Consumption 

78.41 17.40 13.62 78.64 19.21 15.06 

Final Public   
Consumption  

13.49 10.54 1.51 12.13 6.83 0.92 

Final Private 
Consumption  

64.92 18.94 12.11 66.51 21.77 14.13 

Gross 
Investment 

18.98 -4.20 -0.98 21.88 37.03 7.03 

Gross Fixed 
Capital 
Formation  

19.50 2.38 0.53 21.18 29.13 5.68 

Change in 
Stock  

-0.52 -167.81 -1.51 0.70 259.64 1.35 

Exports of 
goods and 
services 

36.77 19.22 6.95 34.01 9.92 3.65 

Less imports 
of goods and 
services 

-34.16 6.36 2.39 -34.35 20.10 6.87 

GDP at 
Market  
Price  

100.00 17.20 17.20 100.0 18.86 18.86 

Source: Central Statistical Organization 

*    Estimated Preliminary Figures 
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Estimates of expenditure on total consumption increased by 

19.2% in 2005 against 17.4% last year.  Public consumption 

expanded by 6.83% in 2005 and its contribution to GDP at 

current market prices was 12.13%.  It accounted for 0.92 

percentage points of the GDP growth rate that year.  The increase 

in private final consumption was 21.77% in 2005.  Its 

contribution to GDP was 66.51% and accounted for 14.1 

percentage points of GDP growth rate.  Gross fixed capital 

formation grew by 29.13% in 2005. Its contribution to GDP was 

21.18% and positively accounted for 5.68 percentage points of 

the GDP growth. In the external balance on goods and services, 

exports of goods and services contributed for 3.65 percentage 

points of the GDP growth rate, while imports of goods and 

services accounted for 6.87 percentage points of the GDP growth 

rate. 

 

(4) PRICES 

Annual average inflation (CPI) declined from 12.5% in 2004 to 

11.8% in 2005 partially as a result of favorable weather 

conditions and heavy rain fall which led to the increase of supply 

of goods. Furthermore, the depreciation of the Euro, Japanese 

Yen and Pound Sterling might have an effect on decline of the 

annual average inflation. The price adjustments undertaken by 

the government on some oil products in July 2005, and the shift 
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to the new wages and salaries structure commencing July 2005 

led to the increase of end of period inflation rate, but its effect on 

the average annual inflation rate was slighter, since the price and 

wage adjustments were undertaken in the second half and were 

not reflected in the first half of the year. 
 

The GDP deflator rose from 12.8% in 2004 to 13.6% in 2005 

while the deflator for non-oil GDP rose from 9.4% in 2004 to 

10.7% in 2005. 

Table (6) 
Inflation Rates* 

                 (Changes in %) 
Description 2002 2003 2004 2005 

Consumer Price Index1 
(annual average) 

    

  All-items 12.2 10.8 12.5 11.8 
  Core Inflation2 6.8 11.9 12.0 14.6 
Consumer price Index  
(end  of period) 

    

  All-items   4.3 13.6 10.0 19.8 
  Core Inflation2 4.5 12.1 14.6 20.2 
GDP deflator 8.7 10.8 12.8 13.6 
Non-oil GDP deflator 9.6 9.0 9.4 10.7 

 

 

                                                 
* Source : Central Statistical Organization 
1 November 1999=100 
2 Excluding Qat 
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(5) INVESTMENT 
The General Investment Authority issued licenses for 333 
projects in 2005, lower by 29 projects from the previous year's 
level or 8%. Yet, total cost of the projects increased by YR 1885 
million or 1.7% over last year's level. 
 

In 2005 the number of licenses issued for investment projects in 
manufacturing were 182 or 54.7% of total projects licensed in 
that year. It retracted by 6 projects or 3.2% from 2004 level, 
accounting for 75.4% of the total value in 2005 against 66% in 
2004. Licenses for investment in services were next in number 
amounting to 71 projects compared with 81 projects in 2004, and 
its ratio to total number of projects was 21.3% in 2005 against 
22.4% in 2004. Its value was less by YR5360 million accounting 
for 14.6% of total value in 2005 compared with 19.6% in 2004. 
Investment projects licensed for tourism amounted to 47 projects 
accounting for 14.1% of the total number of licenses and 6.9% of 
the total value in 2005. It is 23% below the number of licenses 
and 2.3% below the total value of 2004. Licenses were given for 
investment projects in agriculture amounting to 25 projects 
accounting for 7.5% of total number of licenses and 2.1% of total 
value in 2005 compared with 23 projects accounting for 6.4% of 
total projects and 2.3% of total value. Licensed projects in 
fisheries were 8 projects accounting for 1% of total value in 2005 
compared with 9 projects accounting for 4.9% of total value in 
2004. 
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Table (7) 

Distribution of Investment Projects 

licensed by the General Investment Authority  

       (in YR Million) 

 

 

(6) AGRICULTURAL PRODUCTION 

Area and output of main agricultural crops table shows that the 

area allocated for cereals production increased by 0.48% and 

production by 1.57%. It is below 2004 achievements where area 

cultivated increased by 28.78% and production by 16.75%. The 

acreage of vegetables increased by 1.71% and their production 

retracted by 1.84%.  It is remarkable that the area dedicated for 

the cultivation of cash crops continued its retraction by 79.11% in 

2005 against 7.79% in 2004. The area allocated for fruit 

cultivation which shrank by 17.78% in 2004 increased by 2.43% 

2004 2005  

No. % Value % No. % Value % 

Manufacturing 188 51.9 75355 66.0 182 54.7 87426 75.4 

Agriculture 23 6.4 2650 2.3 25 7.5 2421 2.1 

Fishery 9 2.5 5560 4.9 8 2.4 1154 1.0 

Services 81 22.4 22363 19.6 71 21.3 17003 14.6 

Tourism 61 16.8 8246 7.2 47 14.1 8055 6.9 

Total 362 100 114174 100 333 100 116059 100 
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in 2005 accompanied by production increase of 3.01%. The 

acreage of legume production which shrank by 31.17% in 2004 

registered an increase of 8.85% in 2005. Production of legumes 

increased by 10.34% compared with a retraction of 8.84% in 

2004. Fodder cultivation acreage increased by 0.76% with 

production increase of 0.53%. 

 

Table (8) 

Area and Output of Main 

Agricultural Crops* 
2004 2005  

Agricultural 

Crops 

Area1 Grow

-th 

Prod.2 Growth Area1 Grow-

th 

Prod.2 Grow

-th 

Cereals 685491 28.78 487944 16.75 688752 0.48 495591 1.57 

Vegetables  72364 1.26 898586 7.83 73599 1.71 882053 -1.84 

Cash Crops3  944291 -7.79 843951 43.5 197273 -79.11 190360 -77.4 

Fruits 80835 -17.8 742408 0.84 82796 2.43 764790 3.01 

Legumes 33891 -31.2 54222 -8.84 36890 8.85 59831 10.34 

Fodder 121878 6.11 1533159 7.04 122803 0.76 1541288 0.53 

 

 

 

 
                                                 
* Source : Ministry of Agriculture 
1 Area in Hectares 
2 Production In Tons 
3 Coffee, Sesame, Cotton, Tobacco and Qat 
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Table (9) 

Number of Animals 

2004 2005  

Number 

(1000) 

Growth % Number 

(1000) 

Growth % 

Goats 7755 17.7 8012 3.3 

Lamb 7668 4.9 7835 2.2 

Cows 1398 2.9 1442 3.1 

Camels 347 25.3 365 5.2 
Source : Ministry of Agriculture. 

 

 

Table (10) 

Animal Productions in Tons 

2004 2005  

Production Growth  

(%) 

Production Growth 

(%) 

White meat 110976 2.0 113195 2.0 

Eggs (millions) 908 2.0 930 2.4 

Hides & skins 9515 2.0 9715 2.1 

Wool 3501 2.0 3573 2.1 

Honey 759 1.1 807 6.3 

Source : Ministry of Agriculture. 
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Table (11) 

Fish and Aquatic Catch 

(Quantity in Thousand Tons, Growth in 

 Percent and Value in Million rials) 

2004 2005  

Qty % Value % Qty % Value % 

Superficies 228 12.3 36747 32.3 216 -5.26 44118 20.06 

Deep Sea Fish 2.4 -81.8 276 -75.9 1.5 -37.5 179 -35.14 

Molluses & 

Crustaceans 

27 92.9 7528 -21.4 21 -22.22 6654 -11.61 

Total 257 12.7 44551 15.7 239 7.0 50951 14.37 

Source: Ministry of Fish Wealth 

 

 

In 2005 the number of goats went up by 3.3%, lamb by 2.2%, 

cows by3.1% and camels by 5.2 %.  The production of white 

meat increased by 2%, eggs by 2.4%, hides and skins by 2.1% in 

2005. Honey production increased by 6.3% in 2005 compared 

1.1% last year. 
 

In 2005, fish real production retracted by 7.0% partially due to 

the effect of tsunami hurricane on fish farms and the increase of 

production costs as a result of the oil price adjustments 

implemented in July 2005, while production value increased by 

14.37% attributed to the increase of fish prices.  
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(7) EDUCATION 

Table 12 shows that in academic year 2004/2005 the number of 

students attending various stages of education increased by 309 

thousand or 6.8% compared with 5.7%  in the academic year 

2003/2004.  

 

Table (12) 

Number of students at various stages 

of Education 

                                                                           (In thousands)  

2003/2004 2004/2005  

         Stage Male Female Total Male Female Total 

Basic 

Education 

2425 1530 3955 2660 1574 4234 

Secondary 

Education 

411 178 589 412 207 619 

Total  2836 1708 4544 3072 1781 4853 

Source: Ministry of Education 

 

In basic education, the number of male students increased by 

9.7%, while the number of female students increased by 2.9% in 

2004/2005. In secondary education, the number of male students 

increased by 0.2% while the number of female students increased 

sharply by 16.3%.  
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Chapter Three 
 

Government Finance 

 

 

Domestic and foreign financing data of 2005 budget indicates 

that a deficit of YR 41.1 billion or 1.4% of GDP was realized, 

against a deficit of YR 40.9 billion or 1.6% of GDP in 2004. 
 

I. Public Revenues: 

In 2005, public revenues recorded an increase by YR 325.5 

billion, or 42.0% of that of last year, whereby they rose from YR 

782.5 billion in 2004 to YR 1108 billion in 2005. The increase 

concentrated in oil and gas revenues. Revenues from exports of 

crude oil recorded an increase of 39.0%, while domestic oil and 

gas revenues rose by 55.0%. Additionally, non-oil revenues 

(represented by tax and non-tax revenues) grew by 31.0%.The 

ratio of public revenues to GDP rose from 30.7% in 2004 to 

36.5% in 2005. 
 

1.Oil and Gas Revenues: 

In 2005, oil and gas revenues increased by YR 263.1 billion, or 

45.0% of that of last year, whereby they rose from YR 579.1 

billion in 2004 to YR 842.2 billion in 2005. Contribution of oil and 

gas revenues to total government revenues increased from 74.0% 
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in 2004 to 76.0% in 2005. Their ratio to GDP rose from 22.7% in 

2004 to 27.8% in 2005. Oil and gas revenues include revenues of 

exports of crude oil and revenues of domestic oil and gas. 
 

(a) Exports of Crude Oil: 

In 2005, exports of crude oil recorded an increase of YR 141.9 

billion or 39.0% of that of last year. They rose from YR 360.7 

billion in 2004 to YR 502.6 billion in 2005. Accordingly, ratio of 

revenues from crude oil exports to GDP increased from 14.1% in 

2004 to 16.6% in 2005 as a result of the rise of average export 

prices from US$36.6/barrel to US$51.5/barrel. 

Table (13) 
Government Revenues   (YR billions) 

Items 2004 2005* 
Total Revenues and Grants: 
  Total Revenues: 
- Oil and Gas Revenues 
   -Crude Oil Exports 
   -Domestic Oil & Gas Revenues 
    - Non-oil Revenues 

-  Tax Revenues, of which: 
  - Direct Taxes 
  - Indirect Taxes, of which :  

               - Customs Duties 
          -  Non-tax Revenues 
  Grants 

801.2 
782.5 
579.1 
360.7 
218.4 
203.4 
177.3 

70.3 
107.0 

51.9 
26.1 
18.7 

1108.0 
1108.0 
842.2 
502.6 
339.6 
265.8 
215.7 
95.7 

120.1 
52.1 
50.1 

 
* Preliminary 
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(b) Domestic Oil and Gas Revenues: 

In 2005, domestic oil and gas revenues recorded an increase of 

YR121.2 billion, or 55.5% than that of last year. They rose from 

YR 218.4 billion in 2004 to YR 339.6 billion in 2005. 

Accordingly, their ratio to GDP increased from 8.6% in 2004 to 

11.2% in 2005, while their contribution to total oil revenues 

stepped up from 38.0% to 40.0%. This was basically attributed to 

adjustment in oil products prices, which took place in July 2005. 

 

2. Non-oil Revenues: 

Non-oil revenues realized an increase of YR 62.4 billion, or 

31.0% over that of 2004. These revenues rose from YR 203.4 

billion in 2004 to YR 265.8 billion in 2005. However, their 

contribution to total government revenues retracted from 26.0% 

to 24.0%, while their ratio to GDP increased from 8.0% to 8.8%. 

Non-oil revenues include tax and non-tax revenues. 

 

(a) Tax revenues: 

In the year 2005, tax revenues recorded an increase of YR 38.4 

billion, or 22.0% over that of 2004. They grew from YR 177.3 

billion in 2004 to YR 215.7 billion in 2005. Their contribution to 

total non-oil revenues decreased from 87.0% in 2004 to 81.0% in 

2005, while their ratio to GDP slightly increased from 7.0% to  

7.1%. Tax revenues include direct and indirect taxes. Direct taxes  
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increased by 36.0% from 70.3 billion in 2004 to YR95.7 billion 

2005. Indirect taxes (which include customs duties) increased 

from YR107.0 billion in 2004 to YR120.1 billion in 2005, an 

increase of YR13.1 or 12.2%. On July 18, 2005 two laws were 

issued : Law No.(41) concerning customs duties tariff which 

includes exemptions and large decrease of tariff and law No.(42) 

concerning general sales tax which states 5% as (GST) over large 

range of goods. 

 

(b) Non-tax Revenues: 

In 2005, non-tax revenues (which include charges and profit 

transfers) realized an increase of YR 24.0 billion or 92.0%. They 

grew from YR 26.1 billion in 2004 to YR 50.1 billion in 2005. 

Their contribution to total non-tax revenues increased from 

13.0% in 2004 to 19.0% in 2005, while their ratio to GDP rose 

from 1.0% in 2004 to 1.7% in 2005. 

 

II. Public Expenditures: 

In 2005, public expenditures increased by YR 319.7 billion or 

37.0%. It boosted from YR 858.0 billion in 2004 to YR 1177.7 

billion in 2005. Its ratio to GDP also rose from 33.6% in 2004 to 

38.8% in 2005. Public expenditures include current expenditures 

and development capital expenditures. 
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1.Current Expenditures: 

In 2005, current expenditures recorded an increase of YR 289.4 

billion or 47.0%. It grew from YR 618.5 billion in 2004 to YR 

907.9 billion in 2005. Its contribution to total public expenditures 

increased from 72.1% in 2004 to 77.1% in 2005, while its ratio to 

GDP rose from 24.2% to 29.9%. Current expenditures include 

wages and salaries (civilian), materials and services, defense 

(wage and non wage), interest obligations, transfers and subsidies 

and other current expenditures. 

 

(a) Wages and Salaries (Civilian): 

In 2005, civilian wages and salaries recorded an increase of YR 

38.1 billion or 24%. They rose from YR159.5 billion in 2004 to 

YR 197.6 billion in 2005, attributable to the increase of wages 

and salaries of public sector low-income civil servants by 40.0% 

and for high-income civil servants by 20.0% commencing June 

2004 and to the increase resulted to the shift in the general 

structure of wages and salaries commencing July 2005. 

 

(b) Materials and Services: 

Materials and services expenses increased by YR13.1 billion, or 

92.0%. They rose from YR 14.2 billion in 2004 to YR 27.3 

billion in 2005. Their contribution to total current expenditures 

increased from 2.3% in 2004 to 3.0% in 2005. 
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(c) Defense (Wage and Non Wage): 

Defense expenditures increased by YR 57.4 billion or 42.0%. It 

rose from YR 135.9 billion in 2004 to YR 193.3 billion in 2005. 

However, its contribution to total current expenditures decreased 

from 22.0% in 2004 to 21.0% in 2005. Its ratio to GDP increased 

from 5.3% in 2004 to 6.4% in 2005 partly as a result of the 

increase of wages and salaries. 

Table (14) 
Government Expenditure 

                                                      (YR billion) 
Item 2004 2005* 

Total Government Expenditure 858.0 1177.7 
  Current Expenditures: 618.5 907.9 
      - Wages and Salaries (Civilian) 159.5 197.6 
      - Materials and Services 14.2 27.3 
      - Defense (wage and nonwage) 135.9 193.3 
      - Interest Obligations 54.0 70.7 
         - Domestic (Net) 44.9 60.1 
         - Foreign 9.1 10.6 
      - Transfers & Subsidies 230.6 384.9 
         - Subsidies  152.4 286.0 
         - Current Transfers 78.2 98.9 
      - Other Current Expenses 24.3 34.1 
  Capital Development Expenditures 198.9 212.0 
 Net Lending 40.5 57.7 

*  Preliminary 
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(d) Interest Obligations: 

In 2005, interest obligations recorded an increase of YR 16.7 

billion or 31.0%. They rose from YR 54.0 billion in 2004 to YR 

70.7 billion in 2005. However, their contribution to total current 

expenditures retracted from 8.7% in 2004 to 7.8% in 2005, while 

their ratio to GDP increased from 2.1%  in 2004 to 2.3% in 2005. 

Interest obligations include domestic and foreign interest 

obligations. Domestic interest obligations represent 85.0% of the 

total interest obligations in the year 2005, against 83.0% in 2004. 

They increased from YR 44.9 billion in 2004 to YR 60.1 billion, 

or 34%. Foreign interest obligations rose by YR 1.5 billion, or 

16.5% from YR 9.1 billion in 2004 to YR 10.6 billion in 2005. 

However, their ratio to total interest obligations dropped from 

17.0% in 2004 to 15.0% this year. 
 

(e) Transfers and Subsidies: 

Transfers and subsidies expenditures increased by YR154.3 

billion or 66.9% in 2005. They boosted from YR 230.6 billion in 

2004 to YR 384.9 billion in 2005. Their ratio to total current 

expenditures rose from 37.3% in 2004 to 42.4% in 2005 and to 

GDP from 9.0% to 12.7%. Transfers and subsidies expenditures 

represent amounts of subsidies and current transfers. Amounts of 

subsidies increased by YR 133.6 billion or 88.0%. They rose 

from YR152.4 billion in 2004 to YR 286.0 billion in 2005. Their 

ratio to GDP hiked from 6.0% in 2004 to 9.4% in 2005. This was 
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attributable basically to the rise in international oil prices (despite 

the price adjustment of some oil products in July 2005). 

However, current transfers rose by YR 20.7 billion or 26.0% 

from YR78.2 billion in 2004 to YR 98.9 billion in 2005. 
 

(f) Other Current Expenditures: 

Other current expenditures recorded an increase of YR 9.8 

billion, or 40.0%. It rose from YR 24.3 billion in 2004 to YR 

34.1 billion in 2005. Its ratio to total current expenditures slightly 

decreased from 3.9% in 2004 to 3.8% in 2005. 

 

2. Development Capital Expenditures: 

In 2005, development capital expenditures realized an increase of 

YR 13.1 billion or 6.6%. It increased from YR 198.9 billion in 

2004 to YR 212.0 billion in 2005. Its ratio to total public 

expenditures dropped from 23.0% in 2004 to 18.0% in 2005 

while its ratio to GDP decreased slightly from 7.8% to 7.0%. 
 

Overall Balance 

Domestic and foreign financing data of 2005 budget indicates 

that a deficit of YR41.1 billion was realized compared with a 

deficit  of YR 40.9 billion in 2004. The deficit realized in 2005 

represents 1.4% of GDP, compared with 1.6% of GDP in 2004. 

Coverage of revenues for expenditures rose from 91.2% in 2004 

to 94.1% in 2005.  
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Table (15) 

Overall Balance of Government Finance 

             (YR billion) 

Item 2004 2005* 

Total Public Revenues 782.5 1108.0 

   - Grants 18.7 … 

Total Public Expenditures 858.0 1177.7 

Overall Balance (on commitment basis) -56.8 -69.7 

Pending Obligations … …. 

Overall Balance (on cash basis) -56.8 -69.7 

   - Financing  40.9 41.1 

        Privatization … … 

        External Financing (Net) 17.1 34.2 

        Domestic Financing (Net): 23.8 6.9 

           - Banking System -20.0 -27.0 

                 - Central Bank of Yemen -66.1 -48.7 

                 - Commercial Banks 46.1 21.7 

           - Non-Banking Financing 43.8 33.9 

Discrepency 15.9 28.6 
* Preliminary 
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 رسم بياني
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III. Domestic Public Debt: 

Under circumstances of rising government expenditures and the 

budget deficit realized, gross domestic public debt increased by 

YR 52.8 billion in 2005, or 15.4% over that of last year. It rose 

from YR 343.0 billion in 2004 to YR 395.8 billion in 2005, while 

its ratio to GDP decreased from 13.4% to 13.1%. This contributes 

to the absorption of surpluses of pension funds and sterilization 

of excess liquidity in the economy. Treasury bills in the original 

auction (primary market) formed the basic tool for domestic 

borrowing. At the end of 2005, its share in total domestic debt 

amounted to 83.0% compared with 80.4% in 2004. Purchase 

value of treasury bills in circulation amounted to YR 328.5 

billion at the end of 2005 compared with YR 275.7 billion at the 

end of 2004. Re-purchase operations did not record significant 

change at the end of 2005 and remained at the level of 2004 at 

YR 65 billion. Its share in gross domestic public debt retracted 

from 19.0% in 2004 to 16.4% this year. 
 

On considering government deposits at the Central Bank of 

Yemen, net domestic public debt, at the end of 2005, decreased to 

YR 179.8 billion or 5.9% of GDP, compared with YR 174.0 

billion at the end of 2004, or 6.8% of GDP. Also, the ratio of net 

domestic public debt to total public debt has increased from 

14.9% in 2004 to 15.1% in 2005. 
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Distribution of Treasury Bills by Subscribers: 

Out of the total purchase value of the outstanding treasury bills, 

the portfolio of banking sector recorded an increase in its share 

from 34.0% at the end of 2004 to 34.3% at the end of 2005. This 

portfolio boosted from YR 93.8 billion in 2004 to YR 112.7 

billion in 2005, or 20%. On the other hand, the portfolio of the 

non-banking sector (pension funds, public enterprises and private 

sector) of treasury bills in the original auction rose by 18.6% 

amounting to YR215.8 billion in 2005 compared with YR181.9 

billion at the end of 2004. However, its share to total treasury 

bills retracted from 66.0% in 2004 to 65.7% at the end of 2005. 

Table (16) 

                                 Domestic Public Debt              (YR. billion) 

 Items 2004 2005 
1- Overdrafts from Central Bank -- -- 
2- Treasury Bills (Purchasing Value): 275.7 328.5 
         Banking Sector 93.8 112.7 
         Non-Banking Sector 181.9 215.8 
3- Government Bills (Sold to YBRD) 2.3 2.3 
4- Re-Purchasing: 65.0 65.0 
         Banking Sector 65.0 65.0 
         Non-Banking Sector … … 
5- Gross Domestic Public Debt 343.0 395.8 
6- Government Deposits at the Central Bank -169.0 -216.0 
7- Net Domestic Public Debt 174.0 179.8 
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Distribution of Treasury Bills by Terms: 

The ratio of 3-month bills to the total purchase value of treasury 

bills increased from 42.2% at the end of 2004 to 43.0% at the end 

of 2005. Also the share of the 6-month bills increased slightly 

from 20.9% to 21.5%. In contrast the share of one-year bills 

retracted from 36.9% to 35.5. 

 

Table (17) 

Distribution of Treasury Bills by Terms (Purchase Value) 

Million Rials In Percent  

2004 2005 2004 2005 

3-months 116394.4 141100.5 42.2 43.0 

6-months 57637.9 70666.0 20.9 21.5 

12-months 101693.4 116779.2 36.9 35.5 

Total 275725.7 328545.7 100.0 100.0 

 

 

IV. External Public Debt: 

Outstanding balance of external public debt amounted to 

US$5167.85 million at the end of 2005 against US$5335.82 

million at the end of 2004. It decreased by US$167.9 million or 

3.2% over that of last year. The main reasons behind this 

decrease are the depreciation of exchange rates of currencies of 

some main creditors, in addition to the write-off of Abu Dhabi, 
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Hungary and some Japanese debts. These figures include in 

addition to long-term rescheduled debts, the new loans and 

credits concluded with the international and regional institutions 

after Paris Club arrangements in the years 1996, 1997 and 2001. 

Accordingly, the ratio of outstanding external public debt to GDP 

declined from 39% at the end of 2004 to 33% at the end of 2005. 

This ratio is considered among the lowest in the Middle East. Per 

capita share of external debt amounts to US$258. The share of 

external public debt to total public debt represents 84.9% at the 

end of 2005, against 85.0% at the end of 2004. Out of the 

outstanding external debt, the grant element amounted to 

35.0%%, whereby the present value of external debt amounted to 

US$3371.21 million as of 31/12/2005. In 2005, the ratio of 

external debt service to export of goods and services amounted to 

5.7% against 6.7% in 2004. Among debt creditors, there are three 

groups of donors: 

 

1.International Institutions: 

Out of total external public debt outstanding at the end of 2005, 

international institutions brought together the lion’s share, with 

an outstanding debt of US$2513.81 million, or 48.64% of the 

total outstanding debt. Loans of international institutions, 

particularly IDA, do not bear interest and repaid through long 

periods with 10 years of grace period. 
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Among this creditor’s group, IDA ranked the first, with a total 

debt amounting to US$1682.40 million, forming 32.56% of the 

total outstanding balance of utilized loans. The Arab Fund for 

Economic and Social Development ranked the second, with a 

total amount of US$309.89 million, or 6.0% of the outstanding 

balance. The International Monetary Fund (IMF) ranked the 

third, with a total amount of US$292.27 million, or 5.66% of the 

outstanding balance. Then, comes the International Fund for 

Agricultural Development (IFAD), with a total amount of 

US$104.03 million, or 2.01% of the total outstanding debt, 

followed by the Islamic Bank for Development with a total 

amount of US$55.9 million, or 1.08% of the total outstanding 

debt. Other agencies within the framework of this group 

represented by OPEC Fund, OAPEC Fund, European Union and 

Arab Cities Organization with loan balances of US$35.55 

million, US$28.36 million, US$5.19 million, and US$0.21 

million, respectively.  
 

2. Member countries of Paris Club: 

The outstanding debt of Paris Club member countries on 

31/12/2005 amounted to US$1743.04 million, or 33.73% of the 

total outstanding debt. Among states of this group, Russia ranked 

the first with a total debt of US$1257.45 million or 24.33% of the 

total outstanding debt, followed by Japan, with an amount of 

US$249.04 million, or 4.82% of the total outstanding balance. 
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The USA ranked the third with a balance of US$99.59 million, or 

1.93% of the total outstanding debt, followed by France, in the 

fourth grade, with an amount of US$76.61million, or 1.48% of 

the total outstanding debt. Loans extended by Spain, Italy, 

Denmark, Netherlands and Germany amounted to US$28.87 

million, US$24.24 million, US$3.10 million, US$2.5 million and 

US$1.63 million, respectively. 
 

3. Non-Member Countries of Paris Club: 

The outstanding debt of non-member countries of Paris Club on 

31/12/2005 amounted to US$910.99 million, or 17.63% of the 

total outstanding debt. Among donors of this group, the Saudi 

Development Fund came in the forefront, with an amount of 

US$287.47 million, or 5.56% of the total outstanding debt. The 

Kuwaiti Development Fund occupied the second class, with an 

amount of US$175.55 million, or 3.40% of the total outstanding 

balance. The Kuwaiti deposits ranked the third, with an amount 

of US$144.6 million, or 2.80% of the total debt outstanding, 

followed by China, with an amount of US$136.25 million, or 

2.64% of the total debt outstanding, followed by Algeria with an 

amount of US$80.25 million or 1.55% of the total outstanding 

debt. Then come Poland, Korea, the the Iraqi Development Fund, 

and India with loan balances  of US$44.86 million, US$22.82 

million, US$18.99 million and US$0.17 million respectively.  
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Table (18) 

External Public Debt as at 31st December 2005 

 (US$ millions) 

Creditor Outstand-

ing Incl. 

Arears 

 

(%) 

Present 

Value 

Grant 

Elem-

ent (%) 

Paris Club Countries 1743.04 33.73 1001.95 42.52 

  Russian Federation 1257.45 24.33 650.49 48.27 

  Japan 249.04 4,82 201.32 19.16 

  U.S.A 99.59 1.93 61.50 38.25 

  France 76.61 1.48 48.62 36.25 

  Spain 28.87 0.56 19.27 33.27 

  Italy 24.24 0.47 13.53 40.17 

  Denamrk 3.10 0.06 2.23 28.24 

  Netherlands 2.52 0.05 3.53 -21.32 

  Germany 1.63 0.03 1.95 -19.78 

Non-Paris Club Countries 910.99 17.63 666.10 26.89 

  Saudi Arabia 287.47 5.56 146.89 48.90 

  Kuwait Dev. Fund 175.55 3.40 125.94 28.26 

  Kuwait (Deposit) 144.63 2.80 144.63 0.00 

  China 136.25 2.64 114.29 16.23 

  Algeria 80.25 1.55 70.47 12.19 

  Iraqi Dev. Fund 18.99 0.37 12.73 32.99 

  Poland  44.86 0.87 41.11 8.35 

  Korea 22.82 0.44 9.99 56.23 
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Table (18) Cont'd 

External Public Debt as at 31st December 2005 

 (US$ millions) 

Creditor Outstand-

ing Incl. 

Arears 

 

(%) 

Present 

Value 

Grant 

Elem-

ent (%) 

  India 0.17 0.0 0.17 0.00 

Int'l & Regional Financing 

Institutions 

2513.81 48.64 1703.20 32.25 

  IDA 1682.4 32.56 967.40 42.50 

  AFESD 309.88 6.0 298.24 3.76 

  IMF 292.27 5.66 267.04 8.63 

  IFAD 104.03 2.01 65.05 37.47 

  Islamic Dev. Bank 55.93 1.08 42.14 24.65 

  OPEC 35.55 0.69 31.24 12.11 

  OAPEC 28.36 0.55 28.36 0.00 

  EEC 5.19 0.10 3.52 32.19 

  Arab Cities Org. 0.21 0.0 0.20 3.43 

Grand Total 5167.85 100.00 3371.21 34.77 

 

 

 




