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Yemen Arab Republic

Basic Data

Area and population

Area
Resident population
Per capita GDP (1981)

Production and prices

GDP 1in current prices

GDP 1n constant 1975/76 prices

Percentage growth of real GDP

Percentage change 1n Sana'a
retail price 1index

Public finances

Total revenues and grants
Revenues
Grants
Total expenditures
Current expenditures
Capital expenditures
Overall deficit (-)
External financing
Domest 1c bank financing
Statistical adjustment
Deficit as a percentage of GDP

Money and credit (change

during period)

Monevy

Domestic liquidity (mouney and
quasi-money)

Net foreign assets

Net claims on Government

Claims on nongovernment sector
Public and mixed enterprises
Private sector

Percentage change 1n domestic
liquidaity

Rat1os of
GDP to money 2/
GDP to domestic liquidiry 2/

195,000 square kilometers

1978/79 1/

6 6 mi1lion
¥YR1s 2,025 (US$450)

1979/80 1/ 1981

(In m1llions of Yemen rials)

10,166
5,988
(6 6)

(21.8)

3,525
(2,175)
(1,351)

4,465
(1,547)
(2,618)

-940

554

381

5
(9.2)

1,192

1,378
574
381
645

(188)
(&456)

(22)

(1 79)
(1.47)

11,919 12,949
6,318 6,635
(5 5) (5 0)
(10 o) (4 9)
3,214 4,799
(2,763) (3,283)
(451) (1,516)
5,024 7,061
(2,531) (3,253)
(2,492) (3,807)
-1,810 -2,262
525 921
1,808 2,023
-523 -681
(15.2) (17 5)
1,077 303
1,240 726
-127 -1,326
1,808 2,023
630 294
(316) (264)
(315) (30)
(16) (8)
(1 75) (1 68)
(1.45) (1 36)

1/ Year ended June 30.

zy Denominators are oveginning and end of period averages.



Yeme1 Arab Republaic:

vi -

Basic Data (concluded)

Balance of payments

Exports, f.o.b.

Imports, f.o b.
Trade balance

Services (net)

Private transfers (net)

Offici1al transfers (net)
Current account

Nonmonetary capital

Commercial banks (net)

Errors and omissions (net)
Overall balance

Current deficit as percentage
of GDP

Total r:serves (end of period)
In months of imports

Disbursed external debt outstanding
(end of period)
Percentages of
External debt to GDP
External debt service to GDP
External debt service to
current account recel1pts

1978/79 1/

1979/80 1/

1981

(In millions of U.S. dollars) 2/

3
-1,250
-1,247

-36
833
312
-138
116
i3
150
160

(6 1)
1,551
(15)
543

(24)
(0.6)

(0.9)

7
-1,546

-1,539

1,099
112
-329
158
-119
143
-148

(12.4)

1,430
(11)
592

(22)
(0.4)

(0.7)

10
-1,748
-1,738

=51
788
337
-664
230
1
102
-331

(23.1)
967

@)
1,101

(38)
(2.4)

(5.0)

1/ Year ended June 30.
g/ Converted at USS1 = YRls 4.5.



I Production, Employment, and Prices

1 Overail eccnomic actaivity

During the early 1970s the economy of the Yemen Arab Republic (Y.A.R.)
began the transition from a stage of development dominated by subsistence
agriculture and a rudimentary 1nfrastructure to a more advanced stage
characterized by modern 1nstitutions and more vigorous economic activity.
Economic growth was strongest in the modern sectors, reflecting the
influence of rapidly growing cash 1ncomes generated mainly from workers'
remittances, which opened new markets for 1mports and domestic trade and
provided funds f{or private investment 1n housing, as well as in agrai-
culture and i1ndustry The activities of the private sector were augmented
by a sharp expansion of government development expenditures during the
Three-Year Program and the First Five-Year Plan (FFYP). Despite the
achievements of the 1970s, however, the Y A R remains one of the world's
least developed countries

During the three years ended 1978/79, real GDP grew at an average
annual rate of 6 7 per cent, but signs of weakening economic activity
emerged 1n the final year of this period and the growth rate declined
steadily from 2 peak ¢f 8 3 per cent 1n 1977/78 to 1 3 per cent 1in 1981
(Table 1) 1/ This slowdown was mainly due to the performance of the
nonagricultural sectors, which grew at an average annual rate of 3 4 per
cent between 1977/78 and 1981, compared with 16 7 per cent per annum 1n
the preceding three years Agriculture, on the other hand, grew at
5 0 per cent per annum during the two and one-half years following 1its
recovery 1n 1978/79, which stopped the earlier trend whereby 1ts share
of GDP had dropped from 52 per cent in 1969/70 to 29 per cent in 1977/78
(Chart 1 and Appendix Table 16) At an 11 per cent growth rate, government
services and public utilities, which jointly accounted for 15 per cent of
GDP, were the fastest growing sectors in 1981, followed by housing and
manufacturing which expanded by 8 4 per cent and 6 9 per cent, respectively

The poorer performance of the nonagricultural sectors since 1978/79
reflects the tapering off of expenditures financed by wotrkeds' remittances
and the emergence of other (mainly skilled manpower) constraints on develop-
ment The sectors most affected have been manufacturing, construction, and
wnolesale and retail trade After having attained !6 per cent per annum 1n
the two years ended 1979/80, growth of manufacturing declined to an average
annual rate of 7 per cent over the next 18 months Constructior peaked 1n
1978/79, contracted by 17 per cent 1n 1979/80, and has shown no growth
since then Wholesale and retail trade has also fluctuated widely and 1in
1981 was only 7 per cent above 1its level in 1978/79

1/ The recently revised national accounts statistics, on which much of
the discussion 1n this section 1s based, are believed to be generally
reliable, although because of weaknesses in th. underlying data they must
be regarded as having sigunificant margins of error,.



Table 1 Yemen Arab Republic

Gross

Economic Activity, 1976/

Domestic Product by
77-1791

Prov,
1976/77 1977/78 1978/79  1979/80 1981
(In millions of Yemen rials
at current prices)
Agriculture, forestrv,
and fishing 2,313 2,409 3,049 3,458 3,690
Mining and quarrying 53 100 133 149 156
Manufacturing 301 381 504 655 770
Electricity and water 17 23 38 66 89
Constructi1on 477 796 1,045 1,002 1,140
Housing and business
services 260 350 465 578 552
Wholesale and retail trade 1,185 1,448 1,686 2,060 2,124
Transpeortation and
comaunication 215 308 370 431 483
Financial services 293 512 707 874 1,013
Other private services 143 180 226 273 298
Government services 567 858 1,202 1,505 1,906
LLess acrounted for banking
services -266 -449 -645 -802 -589
Custom dut.ies 929 1,304 1,386 1,670 1,617
Gross domest1c
product 5,487 8,220 10,166 11,919 12,949
Real gross domestic
product 1/ 5,186 5,015 5,988 6,318 6,635
(In per cent)
Memorandum 1tems 1/
Growth rate of GDP 51 5§ 13 6 6 5 5 33
Growth rate of
agriculture -8 0 -10 6 16 5 4 3 55
Growth rate of non-
agricultural GDP 14 1 18 8 2.5 6 1 23

Source Appendix Table 16

1/ At constant 1975/76 prices
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During the early and m1d-1970s the Y A.R.'s financial resources were
augmented by very large 1incieases 1n the net inflow of factor 1ncome and
ather current transfers from the rest of the world, however, these two
sources, which accounted for 41 per cent of GNP between 1975/76 and
1977/78, dropped Lo 30 per cent by 1981 This sharp deceleration in the
inflow of net 1income from abroad resulted 1n a reversal of Lhe trend
from 1969/70-1977/78, when nominal GNP grew at an average annual rate of
32 per cent as agalnst a growth rate of 27 per cent for nominal GDP. More
recently, bhetween 1977/78 and 1981 the growth rate of GDP outstripped that
of GNP, 14 per cent per annum versus 8 per cent per annum, respectively
(Table 2 and Appendix Table 17)

The Y A R 's reliance on foreign rescurces-—-remittances as well as
foreign loans and grants—-has 1ncreased significantly since the mi1d-1970s
Total domestic demand, which was 29 per cent higher than GDP 1r 1974/75,
grew much faster than either GDP or GNP and bv 1981 was more than 65 per
cent higher than GDP (Appendix Table 18) Consumpt1ion alone was 121 per
cent of GDP 1in 1981 From 1977/78 to 1981 consumption grew at an average
annudal rate of 18 per c(ent 1n nominal terms, more than twice the rate of
growth of GNP over the same taree and cone—half years As a result,
national savings declined sceadily from a peak of 35 per cent of GNP 1n
1977/78 to 13 per cent 1n 1981

Gross domestic 1nvestmenl, at 45 per cent of GDP 1n 1981, was over
double 1ts share 1in 1975/76 This high rate of 1nvestment, combhined
with the declining trend in national savings, led to a reversal in the
Y A R 's net transactious with the rest of the world from a large positive
balance in 1977/78 tc an even larger negative balance 1n 1981 (Appendix
Table 19) The national savings—-investment gap increased sharply from
6 per cent of GDP 1n 1978/79 to 26 per cent 1n 1981 The resource gap
widened from 50 per cent of GDP in 1976/77 to 66 per cent 1n 1981

Reflecting the rapid development of physical and social infrastructure
as well as political and administrative institution building, the share
of the Government 1n total expenditure more than doubled between 1976/77
and 1981 and accounted for 45 per cent of GDP 1in the latter year Over
the same period the Goverument increased 1ts share 1in total consumption
from 10 per cent to 19 per cent and 1ts share 1in gross domestic 1nvestment
from less than one third to more than one half

2 Sectoral origin of gross domestic product

a Agriculture

Agriculture 1n the Y A R 1s still predominantly a subsistence
activity heavily dependent on Jeathe: conditions characterized by erratic
rainfall (75 per cent of the arabli> land 1s rainfed) and recurrent droughts
and floods A recent agricultural survey i1ndicated that 92 per cent of
land holdings were of less than five hectares, with 66 per cent of less
than one heclare This fragmentation, coupled with the country's rugged
terrain, has posed a problem for efforts at mechanization of agriculture to
compensate for labor scarcities (especially during planting and harvesting



seasons) causcd by the emigration of Yemeni workers to neighboring
countries In addition, the modernization and transformation of agri-
cultural activity have been hinde.ed by the inadequacy of complementary
infrastructure, financing, and skilled administrative and technical
manpower, as well as by a lack of modern inputs and poor production
techniques. As a result, the productivity of the agricultural sector
remains relatively low

In 1981 crops accounted for about 71 per cent of the total value of
agricultural production, with about 24 per cent coming from livestock
and poultry, 3 per cent from fisheries, and the remainder from forestry.
There are two main rainy seasons, March-May and July-September. Sorghum
and millet depend on the first light rainy season, while wheat and barley
rely on the heavy rtains of the second season. In the highland temperate
zone, potatoes, grapes, and deciduous fruits are grown. Various legumes
such as beans and pulses are planted throughout most of the country. 1In
the <ubtropical climate and relatively ample rainfall of the southern
uplands, a large variety of fruits and vegetables are cultivated. On the
Tihama Plain, with 1ts warm tropical climate and scant rainfall, millet
1s the main dryland ¢rop and 1irrigated products 1include cotton, tobaccec,
sesame, and vegetables

The low rates of growth of the agricultural sector in the 1970s
failed to meet the upsurge 1n demand for food that resulted from the sharp
rise 1in personal disposable 1ncome. This, concurrent with tightening
labor markets and increasing labor costs, put upward pressure on the
prices of domestically produced agricultural products. 1In the latter half
of the decade agricultural production fluctuated widely, recovering from
the declines of 1976/77 and 1977/78 1in the subsequent two years; overall,
between 1975/76 and 1981 agriculture grew by 1 5 per cent per annum while
nonagricultural GDP expanded at an average annual rate of 8 per cent.

Recently revised production estimates for major crops are given 1n
Table 3 Significant shifts 1n the cropping pattern over the period
1975/76=-1981 1include an expansion 1in the area planted to fruits and
vegetables and a decrease i1n the area devoted to cereals and cotton.
There was a si1zable increase i1n marglnal lands left fallow which partly
explains some of the observed higher yields. Some of the areas taken
out of production of other crops, however, may have been allocated to
qat Maize, which serves as a foodgrain and fodder, 1s the only crop
that has i1n.reased both its area and yield consistently since 1975/76.
Wheat , which 1s rapidly replacing sorghum as the main fcodgrain, expanded
1ts area and yield i1n 1981, but sustained output growth has been hampered
by rising harvesting costs and the availability of cheaper 1imports.
Because of good weather, the production of most other crops i1mproved 1in
1979/80 and 1n 1981.

Production of cotton, which used to be the Y.A.R.'s main export
commodity, peaked 1n 1974/75 at 27,000 tons and then declined sharply to
less than 3,000 tons 1in 1979/80. This adverse trend resulted from several
factors including a change in relative prices which caused farmers to
shi1ft to vegetables, oilseeds, and malze, increased wage costs, shortages
of cotton pickers, and the suspension of subsidized government credits.



Table 2. Yemen Arab Republic: National Disposable Income
and Gross National Product, 1976/77-1981

(In millions of Yemen rials at current prices)

Prov.
1976/77 1977/78 1978/79 1979/80 1981

NDomest ic factor income 5,335 5,555 8,328 9,661 10,576
Vet inflow of factor income
and other current transfers

from rest of world 4,484 5,714 5,679 6,182 5,516
Indirect taxes less subsidies 1,019 1,471 1,593 1,967 2,050
National disposahle
1ncome 10,838 13,740 15,600 17,810 18,142
Gross national savings 2,515 4,846 3,609 3,466 2,465
Private consumption 7,462 7,652 10,205 12,154 12,707
Government consumption 861 1,242 1,786 2,190 2,970
Capital consumption allowance 133 194 245 291 323
Gross national
product 1/ 10,971 13,934 15,845 18,101 18,465
Memorandum 1i1tems
Gross domestic 1nvestment 1,391 3,567 4,475 5,237 5,778
Nationzl savings-investment
gap 1,124 1,279 -591 -1,771 -3,313

———

Sources  Appendix Tables 17 and 18.

1/ Adjusted to include other current transfers from rest of world
(mostly composed of remittances from Yemenis working abroad for more than
one year).



Tatrie 3 Yamen Avabs Republi Production, Area, and
Yi ld >t Major Crops, 1975%/76-1981

(Productian 1n thousard metric tonk, area 3in

thousand hectares, yield in tons_per _heclare)

Prov
1¥75/70 1970/77 19777738 1978/79 1979/60 1981
terrala (tHtal)
Product ion 940 760 2 778 788 812
Area 1,197 924 783 826 812 849
Yield 079 0 B2 0 91 0 94 0 97 0 96
Sorghum and miillet
Froduct ton 785 613 585 627 632 635
Arca 1,060 782 644 683 6713 %97
Yield 0 74 078 o 91 0 92 0 94 Q 91
Wneat
Product 1on 62 61 45 63 63 70
Areca 60 65 60 66 62 66
Yield 1 03 0 94 075 0 96 1 02 1 06
Barl.vy
Prosduction 58 42 39 42 45 S4
Av & 23 a7 48 46 46 52
Yield 1 09 0 89 0 81 0 9 0 98 1 04
Mai1zc
Product ian s L4id 43 46 48 53
Areca 24 30 71l 31 31 34
Yield 1 W6 1 47 1 39 L 48 1 55 1 57
Legume »
Production 76 82 17 79 80 80
Are 3 76 72 76 74 712 74
Yield 1 00 1 14 1 01 1 07 111 1 08
Potatod s
Pr »duction 76 100 107 116 127 138
Area 6 8 8 6 9 3 9 5 10 6 11 5
Yield il 18 11 63 11 51 12 21 11 98 12 00
Vegrtables
: v duction 183 210 226 230 254 291
Area 20 0 22 2 23 6 26 9 26 4 29 4
Yield 9 15 9 46 9 58 8 55 9 62 9 91
Fruits
Produ« t10on 65 0 72 0 77 0 73 0 76 0 8o 7
Arei 12 3 13 4 13 9 13 9 l4a 2 i4 5
freld 5 28 5 37 5 54 5 25 5 35 5 57
Coffee
Produ-tion 30 3 4 39 3 6 35 39
Area 70 75 77 17 77 77
Y (14 0 43 O 45 0 51 047 0 45 0 45
Grape s
Proaiction 42 0 47 0 45 0 49 0 55 0 64 3
Aled 8 4 10 0 Lo 2 10 2 I1 5 12 5
Yield 4 77 4 70 4 41 4 80 4 74 5 14
votton
Product 1on 13 5 > 3 3 3 4 8 2 8 50
Area 15 0 6 3 4 7 9 b 30 5 3
Yield 091 0 R4 G B) 0 86 0 93 L 44
Tobacco
Praduect 1on 5 6 6 4 4 6 € &4 70 6 3
Arca 4 6 2 3 5 6 5 6 6 1 6 1
Yielc 1 22 121 0 82 1 14 1 15 1 03
S5esame
Product Lon 55 6 4 6 4 6 3 6 0 5 2
Area 9 7 0 2 19 2 lo 2 17 1 9 9
Yield n 57 0 63 0 62 0o 59 0 59 0 53
Altalfa
Product 1an 40 41 41 42 63 495
Area 33 34 3 4 35 36 3 8
Yield 12 12 12 06 12 06 12 0o L1 94 11 B4

Sources Ministry of Agriculture amd Central Planning Organizabion
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In an effort to revive the domestic textile i1ndustry, the General Cotton
(ompanv (GLC) has la nched a rehabilitation program aimed at 1i1ncreasing
cotton output to 36,300 tons by 1986 The GCC inttroduced a package of
incent tves designed to make cotton production more remunerative to farmers,
and as a result, the area planted to cotton expanded by over three quarters
in 1981 and output 1ncreased to 5,000 tons.

Qat, which 1s a plant whose leaves act as a mild stimulant when
chewed, has become an 1ncreasingly i1mportant cash crop 1n the Y.A.R.
Although no systematic data are collected on 1ts cultivation, the Ministry
of Agriculture has recently estimated that 40,000-45,000 hectares are

devoted to gat Production has expanded rapidly in response to high
demand and escalating prices, which have risen severalfold 1n recent
vears Because of 1t< low production costs ana labor requirements, qat

tends Lo be more profitable than most alternative crops, and 1ts high
returns have significantly bolstered agricultural 1ncomes

Est 1males based on regional surveys and vaccinmation records 1indicate
that there has been some 1ncrease 1n the number of cattle, sheep, ana
goats over the past two years (Appendix Table 20) The number of cattle,
however, sti1ll falls short of 1ts 1975 level, and there has also been a
decline 1n the number of camels The lack of grazing facilities and the
inadequacy of disease control remain the major obstacles to the expansion
of livestock production Poultry output has 1ncreased rapidly 1n recent
vears as a4 result of the i1ntroduction of commercial production methods
Reflecting the strong demand for domestically produced livestock and
poultry, they fetch prices that are as much as two and one-half times
those of trozen 1mports The estimated fish catch grew bv 8 per cent in
1981, continuing the steady upward trend it has shown since 1975/76

Puring the FFYP period a number of major agricultural development
projects were completed or nearly completed, such as the Wadi Zabaid
proect, the construction of a 20,000-ton port silo, and several projects

in the Tihama area In 1981 the Government began i1mplementation of the
second phase of the Southern Uplands Rural Development Project, which 1s
planned to benefit 86,000 hectares 1n the Ibb and Taiz Governorates. Thais

1s a tontinuation of the first rural development project in the Y A R
(1976-80), which seeks to provide 1ntegrated extension, social, and health
services, water supplies, farm roads, research centers, and management
and engineeiing services, as well as to coordinate the roles of the
Ministry of Agriculture and the Agricultural Cooperative Credit Bank 1n
supplying modern production 1inputs Gross fixed capital formation 1in
agriculture accounted for over 7 per cent of the total during the FFYP
However, the i1mmediate output effect of thls 1nvestment was limited
because of 1ts concentration on infrastructure and services, which yield
their benefits only over time  The Second Five-Year Plan (SFYP) places
more emphasis on directly 1ncreasing commodity production.
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The Y A R 's 1industrial base 1s very small. 1In 1981 manufacturing
accounted for 6 per cent of GDP and mining and quarrying for 1 per cent,
and they jointly employed somewhat less than 5 per cent of the total
labor force. 1In the 1960s the 1ndustrial sector was limited to traditional
and artisan activities, but by 1975 an industrial survey showed that there
had been considerable expansion 1n modern manufacturing such as textiles,
soft drinks, cottonseed o1l pressing, aluminum stamping, and cement Over
50 establishments (employing ten workers or more) were engaged 1n producing
simp'e consumer goods and building materials. Since 1975 fragmentary
evidence points to a significant 1ncrease in the number of projects under-
taken by the private sector, and over the FFYP period manufacturing grew
by an average annual rate of almost 12 per cent

Most manufacturing production 1s of the 1mport-substituting type,
with only small amounts of a few 1tems such as biscuits, salt, and dairy
products being exported Est imates of the output of major industrial
products are given i1n Appendix Table 21

The food processing and beverages subsector 1s the dominant 1ndustrial
activity, accounting for about 45 per cent of total industrial value added
Preliminary results of the 1980 industrial survey 1ndicacre that the
building materials, chemicals, and metal processing subsectors contributed
22 per cent, 11 per cent, and 9 per cent of total industrial value added,
respectively The chemicals subsector has sihown the fastest growth rate,
1n parl because 1t started from a very low base of 3 per cent of total
industrial value added 1n 1975 This subsector 1s sti1ll i1n an early stage
of development and 1ts activities mostly 1involve last-stage transformation
and packaging

The principal domestic resource-based activities are the building
materials, textiles, and hide processing 1ndustries Expansion of the
building materials 1ndustry was fostered by the recent construction

Yom Several small- to medium-sized private enterprises produce red
bricks, ready-made concrete, concrete blocrks, gvpsum plaster, floor
ti1les, and various types of stone blocks and slabs Cement production
1s undertaken by the goverument-owned Bejil plant which meets 10 per cent
of the country's requirements. Its annual capacity 1s belng 1ncreased
from 80,000 toms to 300,000 tons, and 1n addition, a 500,000 ton per
year plant 1s nearing completion 1n Amran and another of equal capactity
1s planned for Mafrak As a result of the recent decline 1n cotton
production, the two government-owned textile mills have been operating at
below capacity

An 1mportant factor behind the increase in private investment 1n
industry 1in recent years has been the Investment Law of 1975, which
offers duty exemptions and reducticas on 1mports of capital goods and
raw materials, profits tax holidays, and complete freedom of capital and
profits repatriation, This law applies to domestic as well as foreign
investors and has 1nduced an expanded 1nflow of foreign private 1investment,



especially from neighboring o1l producing countries Essentially,

these 1ncentives are granted to all licensed projects, and 1nvestment
licenses 1n turn have been liberally approved by the Ministry of

Economy and Industry In addition, the Industrial Bank of Yemen (IBY)
provides financing for i1ndustrial projects at relatively low 1interest
rates (Section IV, subsection 4) Recent measures to further promote
1industrial development 1nclude strengthening the IBY, establishing
industrial estates 1in the three mawin cities of Sana'a, Taiz, and Hodeidah,
and entering 1nto several bilateral and regional agreements guaranteeing
foreign i1nvestments against arbitrary action The major obstacles
confronting the i1ndustrial sector are high wage rates and shortages of
ski1lled laborers, technicians, and managers, excessive dependence on
imported raw materials and fuel, competition from imports and the small
size of the domestic market, and 1nadequate 1nfrastructure along with

the limited endowment of natural resources to support resource-based
manufacturing There 1s very little scope for providing protection from
imports as the extensive and open border trade cannot be effectavely
controlled Under the SFYP the 1ntention 13 to expand heavier 1ndustries,
such as cement, 1ron bars, marble quarrying, and other building materials
Project selection 1s to emphasize utllization of existing productaive
capacity, 1mport substitution, exploitation of domestic resources, and
attraction of foreign and private i1nv-stors.

c Construction

Nati1onal accounts data indicate that, following a three-year
construction boom during which the sector grew at an average annual
rate of 41 per cent, the 1increase 1n real value added 1n construction
slowed down to 14 per cent in 1978/79 More recently, construction
activity has stagnated, with no growth 1in the l8-month period ended 198}
coming after a drop of 17 per cent 1n 1979/80 This downturn reflects
the combined effects of several factors, 1including the completion of a
numbe: of major roads and government buildings and the slow 1mplementation
of public sector construction projects included i1n the FFYP, the tapering
off of private 1investment 1n housing due to the decline 1n remittances,
and the reduced level of activity 1in the rest of the economy The value
added figures, however, are based on the number of resident:ial construction
licenses 1ssued which are very limited 1n coverage and, because of the time
lags .nvolved, are not a good indicator of overall construction activity
Table 4 shows that the number of residential constructlon licenses
increased by 2 per cent in 1981 but remained below the 1979 level Th:ts,
together with the reduction 1in floor space, indicates that the construction
sector was stagnant during 1981, although the growth of the sare two 1ndi-
cators for Sana'a may reflect signs of recovery. There 1is no reliable
information about building activity 1n rural areas since licenses are
not required and this activity 1s not captured in the estimates of value
added 1n construction Construction activity in nonresidential publac
sectur buildings 15 also not fulily reflected.
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Table 4. Yemen Arab Republic: Residential
Conatruction Licenses, 1976-81

Area Covered

Number of Licenses (In thousand square meters)

Main cities 1/ Sana'a Main cities 1/ " Sana'a
1976 3,744 1,598 1,170 552
1977 4,147 2,423 1,248 785
1978 5,185 2,862 1,598 994
1979 4,450 2,172 1,488 829
1980 4,335 1,674 1,417 570
1981 4,418 2,362 1,196 753

Source Central Planning Organization.

1/ Sana'a, Hodeidah, Taiz, and Ibb.

Some major constraints facing the construction sector are labor
shortages, the high cost of construction materials, the inadequacy of
electricity and water supplies, and high interest rates. To ease the
labor problem, the Government has permitted package building contracts
which allow the recruitment of workers abroad, although this practice
has decreased of late as the supply of Yemeni workers has stabilized.

d. Services

More than one fourth of the total value added in services 18 provided
by the government sector, mainly in the form of defense, general adminis-
tration, health, and education services. Real value added in government
services grew by 10 per cent per annum during the FFYP and as a result,
raised 1ts share 1n GDP from 10 per cent in 1975/76 to 13 per cent in
1980/81. The fastest growing sector during this period was financial
services, reflecting the large i1inflows of remittances and the expanded
activities of private money changers, as well as the rapid development
of the commercial banking system Financial services 1ncreased their
share 1n GDP from 3 per cent in 1975/76 to 7 per cent in 1980/81. Value
added 1. wholesale and retail trade has fluctuated widely depending on
the level of imports and on remittances from Yemenis working abroad.
Overall, the share of services i1n GDP rose from 20 per cent in 1975/76
to 26 per cent 1n 1980/81.



3 Employment, wages, and prices

a Employment and wages

The Y.A.R.'s economy has traditionally been characterized by a high
population growth rate, substantial underemployment, and concentration
of the labor force 1n the agricultural sector. This has mitigated the
impact on agriculture of the massive outflow of labor to urban areas
and to neighboring countries The 1975 census estimated the resident
population at 5.3 million and the population outside the country at
1 2 million Estimates based on the 1980 census put the resident popu-
lati1on at between % million and 7 million There are no reliable data
on Yemen1s residing abroad, although they are believed to number more
than 1 million, about two thirds of whom are i1in Saudi Arabia where they
are employed mostly 1n the construction and services sectors. The number
of emigrant workers appears to have peaked some time 1n 1979 or 1980
and then declined reflecting a slackening of demand (particularly for
unskilled workers) in the Gulf region combined with improved employment
opportunitlies at home

In 1975 the labor force was about 25 per cent of the total resident
population, with the ratio of female participation approximately 6 per
cent Recent employment statistics 1ndicate a decline in agricultural
employment from 75 per cent of the total in 1975/76 to 69 per cent 1in
1980/81 The growth of employment 1in the nonagricultural sectors has

been highest 1n services (espec1a11y government services), construction,
and manufacturing

Comprehensive data on wage rates in the private sector are not
available, but the slowdown i1n emigration and subsequent alleviation of
the labor shortage may have helped to stabilirze ‘s during 1980 and
1981 According to national accounts statistics, .ompensation of employees
1n the aggregate increased by 12 per ccnt over the 18 months ended 1981,
continuing the deceleration that has occurred 1in recent years The sharp
rise 1n wages during the mid-1970s reflected similar i1ncreases that were
taking place 1n neighboring countries The Government's liberal policy
toward the employment of foreign nationals has continued, although there
are s1gns of this policy being tightened for some categories of labor.
Despite the large increases 1in public sector wages and salaries in 1979

and 1982, public sector employees receive, on average, lower remuneration
than their private sector counterparts,

The Y A R suffers from problems of low labor productivity, and unit
labor costs have risen rapidly in recent years In order to improve the
quality of the country's labor force, government-sponsored vocational
centers are being set up to train workers in various skills. Enrollment
1n these centers has been 1ncreasing although their capacity 1s limited
by the shortage of qualified teachers Starting from a very low base,

overali school enrollment rose by about 60 per cent per annum during the
FFYP period



b. Prices

Table 5 shows the index of retail prices for Sana'a which 1s the
only price index for which data are available prior to 1980. Since the
behavior of the five-city index has been broadly similar to that of the
Sana'a index, the discussion 1s confined to the latter.

The rate of increase 1n the Sana'a retail price index has decelerated
significantly since 1978/79 when 1t was 21.8 per cent, dropping to half
as much 1n 1979/80 and stabilizing at 5 per cent per annum during the
18-month period ended 198l. The moderating trend in the general index
mainly reflected the substantial improvement in 1ts component indices of
housing, services, and clothing. Movements of the deflator for consumption
expenditure 1n the national accounts closely parallel those of the retail
price i1ndex during the same period. The i1mproved price performance 1in
1981 was a reflection of the general slowdown 1n economic activity as
well as the appreciation of the U.S. dollar, to which the Yemen rial ais

pegged

Reliance on price controls 1s very limited in the Y.A.R, with only
four categories of goods subject to some form of control Petroleum
product prices are determined by the government-owned Yemen 01l and Mineral
Resources Corporation (see following subsection) Cement , wheat, flour,
rice, and sugar are subject to price fixing, on a cost-plus basis, by
the Ministry of Supply, and for a number of 1mported foodstuffs domestic
selling prices are i1influenced by the authorities through the setting of
profit margins for 1mporters, wholesalers, and retailers. Of locally
produced manufactures, only soft drinks and mineral water are price
controlled In actualaity, most of the existing price regulations function
more 1n the nature of price guidelines Other price interventions are
undertaken by the Agricultural Cooperative Credit Bank 1n 1ts distribution
of agricultural i1nputs and by the Public Organization for Consumer Goods
which sells imported consumer 1i1tems at discount prices Both of these
organizat 1ons operate on a cnst-plys basis, but are believed to have a
restraining effect on private sector prices.

4 Energx

The Y A.R has almost no conventional energy sources of 1ts own, and
most of the rural populaticn and about 60 per cent of urban households
st1ll use fuel wood and animal waste as primary sources of energy. However,
the Y A.R 's use of commercial energy, mainly in rhe form of 1mported
petroleum products, rocse rapidly during the 1970s and was estimated at
about 20 per cent ¢f total energy consumption in 1980 During the FFYP
period installed electricity generating capacity quadrupled. Some o1l and
gas exploration has taken place, but to date no commercial deposits have
been found The possibility of developing known low—quality coal rese.ves
1s beirg 1investigated and, with the help of 1nternational organizations,
the Y A R. has also undertaken studies relating to the development of
solar and geothermal energy sources.
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Table 5. Yemen Arab Republic:
for Sana'a, 1976/77-1981

(1975/76 =

Index of Retail Prices

100)

End of Period

General index
(Per cent change
at annual rate)

Foodstuffs
Cereals
Dry vegetables
Meat, fish, and eggs
Vegetables
Dairy products
Edible o1ls and fats
Fruits
Sugar and sweets
Soft drinks
Tobacco, etc.
Other

Clothing

Hous1ing
Furniture
Durable goods
Rent and water
Fuel and lighting

Miscellaneous
Transportation
Education
Medical care
Household cleaning

1tems
Cosmet 1cs and other
personal 1items

Memorandum i1tems:'
Consumpt ion deflator
(Per cent change)
GDP deflator
(Per cent change)

Weights 1976/77 1977/78 1978/79 1979/80 1980 1981
10,000 126 147 179 198 206 216
(26.0) (16.7) (21.8) (10.6) (5.1) 4.9)
6,500 123 143 167 181 190 202
1,735 101 =35 To0d T20 128 143
130 117 135 150 179 212 250
1,205 138 177 200 206 197 202
447 150 188 205 221 228 254
301 151 196 235 274 316 )
295 109 116 135 148 151 153
513 113 119 127 131 126 129
382 90 88 89 113 191 .
148 124 150 152 173 179 183
967 147 198 255 280 303 310
377 98 123 160 162 166
581 119 133 162 190 194 197
1,946 134 160 213 241 245 251
206 121 134 163 175 177 177
407 111 123 146 153 154 155
609 133 179 249 282 283 274
724 143 162 178 211 238 300
973 120 136 166 200 204 212
326 129 145 210 242 252 268
87 110 121 179 219 223 224
268 121 142 166 184 190 202
166 109 116 123 141 146 149
12¢ 111 127 151 164 168 169
126.1 147.5 176.3 196.1 .. 202.4
(26.1) (17.0) (19.5) (11.2)  (...) (...)
125.1 146.4 170.1 188.7 e 195.2
(25%.1) (17.0) (16.2) (10.9) (...) (...)

Source: Central Planning Organization,
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Imports of petroleum products are handled b; the Yemen 0Oil and
Mineral Resources Corporation (YOMRC), which also distributes all
petroleum products in the domestic market either directly or through
privately owned distribution outlets. Most petroleum products are imported
from Kuwait, but recently Saudi Arabia has begun to supply the Y.A.R. with
small amounts of various products, in some cases in the form of commodity
aid. 1In addition, substantial amounts of motor gasoline are smuggled
into the Y.A.R., largely from Saudi Arabia, by individual operators who
in turn sell these supplies either to the YOMRC or directly to consumers.
Estimates of the quantities of gasoline obtained from individual operators
by the YOMRC indicate that the proportion of total gasoline imports
entering the Y,A.R. in this way may have increased from about one third
1in 1980 to about one half in 1981,

Although commercial energy consumption in the Y.A.R. has increased
considerably, 1n per capita terms it remains among the lowest in the
world. 1In 1979 per capita consumption stood at 73 kilograms of coal
equivalent, about half of the average for comparable low-income developing
countries. In 1981 the YOMRC's imports of petroleum products were esti-
mated to have risen by about 10 per cent to approximately 735,000 tons. 1/
About 50 per cent of this amount was diesel oil, which 1s used for public
transportation and for small household electric generators and water
pumps, and approximately 30 per cent was motor gasoline; kerosene, which
1s used largely by rural households, accounted for most of the remainder.

Domestic selling prices for petroleum productg are set by the YOMRC
according to a formula which adds to the c.1.f. 1mport cost proportional
charges for local transport and other costs. In addition, 1mport duties,
excise taxes, and a surcharge or undercharge (which accrues to the
Government) are added to arrive at the total cost to the YOMRC. The
difference between this and the domestic selling price determines the
YOMRC's operating sarplus or loss on each product (Appendix Table 22).

Domestic selling prices have been adjusted frequently to reflect
higher import costs (Appendix Table 23). Following the large price
increases 1ntroduced i1n December 1980, only diesel o1l remained subject
to a subsidy (previously kerosene was also subsidized), all pther products
earn a surplus. The surpluses that accrue to the YOMRC from the sale of
these products have been used 1n part to offset the losses it has sustained
on the sale of diesel o1l. The YOMRC 1ncurred a small net loss in 1980
as a tesult of the sharp rises in world petroleum prices in 1979 and 1980
not being matched by equivalent movements i1n domestic prices. However,
as world prices of petroleum products eased in 1981, the financial position
of the YOMRC improved.

lfﬁ This figure does not take 1nto account smuggled motor gasolaine.



11. Development Planning

1. The Cirat Five-Year Plan

The jprowth rate o” real GDP during the FFYP perind was 5.9 per cent
per anaum, compared with a target of B.2 pet cent per annum. 1/ The
sectors Lhat perfcrried «ignificantly bel. w expectat ton were agriculture,
which greu by onlv per cent per annum compared wiLh a planned 5.5 per
cent ; wholesale a d rets1l trade, which expanded at 2.2 per cent per
annum 1nstead of an anticipated 10.1 per cent, and transportation and
commuilicat 1on, wt c} increased by 7.7 per cent per annum relative to &
targeied 11.3 per cent (Table 6). On the other hatd, the manufacturing,
public uti1liti1es, construction, and government services sectors all
achieved growth rates i1n exress of 10 per cent per annum,

The FFYP gave priority to developing the country's infrastructure.
46 per cenl of total i1nvestment was allocated to construction, transpor-
tation and communication, and public utilities, 18 per cent to institution
building in the services sectors, and 25 per cent to the commodity
producing sectors of agriculture and i1ndustry. After peaking in 1977/78
the rate of growth of gross fixed capital formation decelerated 1in the
latter half of the Plan period, 1n the year and one half ended 1981, the
increase was only 4 per cent per annum 1n real terms (Appendix Table 24).
The overall implementation ratio under the FFYP was 63 per cent, the
private sector invested 53 5 per cent of the total, while the Government
accounted for the remaining 46,5 per cent In 1980/81 .nvestment expendi-
ture was equivalent to 44 per cent of GDP, compared with the planned
rati1o of 74 per cent (Appendix Table 25)

Investment 1mplementation 1n the transportation and communication
sector exceeded the planned amount by 24 per cent, and in housing 1t was
almost twice the Plan target (Table 7). These two sectors jointly
accounted for 55 per cent of total gross fixed capital formation, the
share of each being more than 25 per cent On the other hand, 1mplemen-
tation ratios for agriculture, 1ndustry, and construction were 33 per
cent, 46 per cent, and 19 per cent, respectively, and for services and
public utilities they averaged 53 per cent. As a i1esult, the share 1n
total investment during the FFYP was about 7.5 per cent for each of
agriculture, public utilities, and construction, and was 9 per cent for
industry The investment shortfalls occurred mainly 1in the latter half
cf the FFYP period and reflected shortages of professional and managerial

manpower, absorptive constra:ints, and difficulties 1n mobilizing domestic
resources

L]_ The FFYP was originally intended to cover the period 1976/77-1680/81
({iscal year ended June 30), 1t was subsequently extended to the end of
calendar year 1981.
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Financing of investment during the FFYP relied entirely on factor
income and current transfers from abroad, which amounted to 135 per cent
of total gross capital formation (domestic savings were negative). Gross
national savings financed 88 per cent of investment spending, with the
gap of 12 per cent being covered mostly by foreign borrowing and by some
capital transfers from abroad.

Over the FFYP period the consumption/GDP ratio rose from 113 per
cent to 117 per cent despite the Plan's intention to reduce this ratio to
98 per cent This resulted from the weakness in domestic resource mobili-
zati1on efforts, particularly as the increase in the consumption ratio was
wholly on account of the Government. The ratio of imports to GDP increased
to 66 per cent in 1980/81, and the resource gap widened to 61 per cent
of GDP. This gap was significantly smaller than planned, as imports
(particularly of capital good« a..d raw materials) were kept in check,
partly because of the slowdown 1n Lnvestment.

2 The Second Five-Year Plan

The SFYP 1/ aims at a real GDP growth rate of 7 per cent per annum.
The commodity producing sectors are projected to enlarge their overall
share of GDP, with the agriculture, manufacturing, and public utilities
sectors growing at 4 B per cent, 14.5 per cent, and 25 per cent per
annum, respectively (Table 6). Total investment 18 set at YRls 29.3
billion, 2/ which 1s 45 per cent more than was 1invested during the FFYP,
and a substantially larger proportion 1s allocated to the commodity
producing sectors (40 per cent compared with 24 per cent under the First
Plan) The Second Plan calls for a reduction in the ratio of consumption
to GDP, from 121 per cent 1in 1981 to 110 per cent 1in 1986, as well as
for substanti1al increases 1n government and private savings.

The SFYP will be subject to annual and quarterly reviews as 1t is
translated 1nto more concrete and detailed investment projects. Planned
gross fixed capital formation by sector is shown in Table 7. The largest
share of i1nvestment will go to the services sector, which includes
government as well as financial services. About 16 per cent of total
investment 15 planned for each of agriculture, industry, and transportation
and communication. The Government's share in total gross capital formation
1s projected to rise to 66 per cent, compared with 46.5 per cent under
the FFYP (Table 8). The investment/GDP ratio, which was 45 per cent 1in
1981, 1s expected to fall to 34 per cent 1in 1986; however, a lower
capital/output ratio 1s anticipated because of the higher concentration
of 1nvestment 1n the productive sectors,.

1/ 1.2 SFYP cover.- the period 1982-86 but the Plan document was
intentionally left in draft form 1in order to incorporate the views of
participants 1n the Y-men Second International Development Conference,
which was convened .n April 1982. The Plan is expected to be finalized
and ratified by m1d-1982,

2/ This figure 1s 1n constant 1981 prices, in current prices both the
amount of i1nvestment and the increase over the FFYP would be higher.
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Table 8. Yemen Arab Republic:

Sources of Finance ol Gross
Capital Formation in the First and Second Five-Year Plans,

1976/77~-1980/8]1 and 1982-86

(In millions of Yemen rials and per cent of total)

First Five-Year Plan

Second Five-Year Plan

(1976/77-1980/81) — (1982-86)
Actual Per cent Planned Per cent
total 1/ share total 2/ share

Negat ive savings from

gross domestic product -9,481 ~46.9 -11,765 -40.2
Net current transfers

and factor income

from abroad 27,320 135.3 25,600 87.4

Gross national
savings 17,839 88.4 13,835 47.2

Net capital transfers

from abroad 042 3.2 500 1.7
Net drawings on foreign

loans 1,709 8.4 13,500 46.1
Direct praivate foreign

investment - - 1,500 5.1

Gross ipital
format 1on 20,190 100.0 29,292 3/ 100.0

Government 4/ 46.5 66.0
Praivate 53.¢ 34.0

Source Central Planning Organization, Second Five-Year Plan (draft),
March 1982

1/ 1In current prices.

2/ 1In constant 1981 prices
/ Includes a net change (-) in reserves of YRls 43 million.
/ Includes cooperative and mixed sectors.



The macroeconomic objectives of the SFYP envisage a reduction in
the domestic savings gap from 21 per cent of GDP in 1981 to 10 per cent
in 1986. This 1s based on the assumption that all of the decrease in
consumntion will be borme by the private sector. The SFYP also projects
a decline 1n i1mports from 74 per cent of GDP in 1981 to 56 per cent in
1966. Combined with the assumed 1ncrease 1n exports, this would enable
the resource gap to be narrowed from 66 per cent of GDP to 44 per cent
over the Plan period

The reliance of i1nvestment on the inflow of factor income and current
transfers from abroad, which characterized the FFYP and contributed to
the slowdown 1in 1nvestment i1mplementation in the latter part of the Plan
period, 1s reduced in the SFYP projections. However, gross capital
formation 1s still assumed financed entirely from abroad, financing, with
the projected decline 1n remittances substituted for by 1ncreased foreign
borrowing

111 Public Finance }j

1 Insti1tutional background

The public sector 1n the Y A R consists of the Central Government,
regional governorates and municipalities, public enterprises, and the
Central Government's share in mixed (public and private) enterprises
The governorates and municipalities do not possess any significant revenue
sources of their own and depend on the Central Government for most of their

current and capital expenditure requirements In most local jurisdictions,
howeve:, Local Development Associations mobilize resources, 1n cash
and 11 kind, for infrastructural projects In such cases, the Central

Government provides 1ts share of the cost either directly or through the
Agricnaltural Cooperative Credit Bank {Section IV, subsection 4).

The coverage of the budget 2/ 1s confined to the operations of the
Central Government, including all findancial allocations to, and from,
public and mixed enterprises Int1l 1980 the fiscal year ran from July 1

1/ For a detailed discussion of the fiscal system i1n the Y.A R , see
World Bank, Mobilization of Domestic Financial Resources 1n the Yemen Arab
Republic, Report No 3554a-YAR, January 6, 1982.

T The budget document divides revenues 1nto five and expendituras 1anto
s1X chapters The first three revenue chapters are tax revenues, adminis-
trative fees and fines, and property 1income Chapter IV, capital revenues,
1s a minor 1tem Chapter V consists malinly of certain financing items whaich
are normally excluded from revenues. Chapters I-I'" of expenditures comprise
employees' compensation (wages, salaries, and benefits), other purchases of
goods and services, current transfer payments, and unclassified 1items
relating mostly to defense expenditures Chapter V of expenditures covers
budgeted capital expenditures while Chapter VI comprises capital transfers,
which 1nclude external and domestic loan repayments. The expenditure
counterpart of external project and commodity loans 1s not included in the
officiral budget document (this item 18, however, incorporated 1into the
tables 1ncluded i1n this report).




to June 30, a transitional period was designated for the second half of

1980 and since 198l the Goverument and all public enterprises have adopted
the calendar year as their accounting period. Budgetary revenues and
expenditures are recorded on a cash basis, but a number of intragovernmental
revenue and expenditure obligations continue to be settled on a noncash
basis, giving rise to discrepancies between the budgetary accounts and the
Government 's cash accounts with the Central Bank.

Publicly owned enterprises do not play a major role in the economy
except 1n the financial sector. Most nonfinancial public entergrises are
erther public utilities or agencies engaged in sectors such as broadcasting,
distribution, tourism, and transportation. Among manufacturing concerns
are establishments specializing in the production of cement, textiles,
matches, medicines, and printed matter. The YOMRC has overall responsai-
bility for the importation and distribution of petroleum products. Public
financial institutions include, i1n addition to the Central Bank, the Yemen
Bank for Reconstruction and Development and three specialized credit
1nstttutions. The nonfinancial public enterpri:es publish budgetary
estimates of revenues and expenditures, but historical balance sheets and
1income statemeats are not available. As a rule, these enterprises do not
recelve any subsidies for their current operations, but they do relvy on
the Government for capital expansion. A minimal amount of profits taxes
has been collected from them

2. Recent fiscal developments

a Overall budgetary position

During the early years of the FFYP sharp 1ncreases 1in government
revenues, coupled with substaatial inflows of foreign aid, enabled the
Government to rapidly expand 1ts current and capital outlays without
resorting to domestic borrowing. Between 1975/76 and 1977/78, government
revenues rose from YRls 0 6 billion to YRls 2.0 billion, two thirds of
which were from import duties. Expenditures on all items, particularly
on education, health, and economic infrastructure, increased considerably,
boosting total expenditures from YRls 1.0 billion to YRlIs 2.4 billion
(Table 9). With external grants of about YRls 0.4 billion 1n 1977/78,
the budget was 2ssentially in balance. Project and commodity loans,
which comprise the bulk of the external financing received by the Y.A.R.,
rose to YRls 0.3 bi1illion and allowed the Government Lo continue to add
to i1ts deposits with the Central Bank, albeit by a sharply reduced amount.
In 1978/79, however, total expenditures jumped to YRlIs 4.5 billion, with
over half of the 1ncrease accounted for by a rise i1n defense outlays to
¥YRls 1.7 billion, while revenues expanded by only 9 per cent, compared
with an average growth of over 80 per cent in the preceding two years.
Degpite a YRls 1.0 billion increase in external grants received, equiva-
lent to the rise in defense expenditures, the budget recorded a deficit
of YRls 0.9 billion. The Government increased its foreign borrowing
from YR1s 0.3 billion to almost YRls 0.6 billion and, for the first time
in several years, resorted to borrowing from the Central Bank in order
to finance the remainder of the deficit. In 1979/80 the bndgetary deficit
widened further from 9 per cent of GDP to 15 per ceant despite an improvement
in revenue collections and the containment of expenditure growth (Table 10).
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Reve.,ues rose by 27 per cent (to YRls 2.8 billion) while the rate of growth
of expenditures was held to 12 per cent (to YRls 5.0 billion), largely as
the result of a 5 per cent reduction in defense spending. Nonetheless,

as external grants received returned to their pre-1978/79 levels (of
approximately one third the YRls 1.4 billion obtained in 1978/79), the
budgetary deficit doubled to YRlIs 1.8 billion. To finance this deficat,
the Government borrowed YRls 1.8 bil.ion from the Central Bank, compared
with YRls 351 million an 1978/79.

Table 10. Yemen Arab Republic*® Government Revenues and
Expenditures in Relation to GDP, 1976/77-1981

(In per cent)

1976/77 1977/78 1978/79 1979/80 1980 1981
Revenues 20.0 24 2 21 4 23 2 24.9 25.4
0f which tax

revenues (16.6) (19 5) (17.0) (17.9) (19.8) (20.2)

Grants 6 4 50 13.3 38 5 4 11.7

Expenditures 22 3 29 4 43.9 42.1 56 0 54 5

Current 13 0 15 2 18 2 21 2 24,1 25.1

Capital 9.3 14 2 25 7 20.9 31 9 29.4
Overall surplus

or deficit (-) 4.2 -0.2 -9 2 -15 2 -25.7 -17 5
Bank-financed surplus

or deficit (=) 8 2 0 6 -1 7 -15 2 -10 3 -15.6

Sources* Ministry of Finance and Central Bank of Yemen,

Preliminary actual data for 1981 indicate that revenues grew by less
than 8 per cent to YRls 3 3 billion 1/ External grants more than doubled to
YRls 1 5 billion, thus bringing total government receipts to a level of
YRls 4 8 billion. Total expenditures, on the other hand, were YRls 7.1
billion, with capital outlays decreasing somewhat and current expenditures

1/ For comparison purposes, fiscal data for 1980 were constructed by aggre-
gating figures for the last half of 1979/80 and for the transitional period
July-December 1980.



-2 -

rising by 10 per cent. However, comparisons of expenditures in 1980 and
1981 are strongly affected by a US$207 million commodity loan from the
U.S.S.R. received 1n the second half of 1980 (the counterpart of which was
recorded as a capital expeaditure). Compared with 1979/80, current
expenditures rose by 18 per cent per annum and capital expenditures

by 33 per cent per annum, bringing the growth rate of total expenditures
to 26 per cent per annum. The resulting YRls 2.3 billion deficit
amounted to 17 per cent of GDP, somewhat higher than the 15 per cent
recorded in 1979/80. The deficit was financed by borrowing YRls 0.9
billion from foreign sources and YRls 2.0 billion from the Central Bank.
As a proportion of GDP, Central Bank financing of the deficit amounted
to 16 per cent.

Budget estimates for 1982 indicate that revenues are to rise by
56 per cent over their 1981 level (to YRls 5.1 billion), while expendi-
tures are to i1ncrease by one third (to YRls 9.4 billion). The hudget
does not 1nclude an estimate of foreign grants.

b. Revenues

Government revenues rose rapidly during the FFYP as a result of
increased tax coverage and improved efficiency of collection. Between
1975/76 and 1979/80 total revenues grew at an average annual rate of
46 per cent and expanded as a proportion of GDP from 12 per cent to
23 per cent. Tax receipts, four fifths of wh.ch were from import
dut tes, more than quadrupled in the first foar years of the Plan and
accounted for about B0 per cent of total revenues. lj Taxes on net
1ncome and profits and indirect taxes on goods and services also
registered high growth rates, with receipts from the former increzsing
by 72 per cent per annum and those from the latter by 49 per cent per
annum (Table 11) Nontax revenues, about four fifths of which were
transfers of Central Bank profits, rose steadily from YRls 112 million
1n 1975/76 to YRls 632 million 1n 1979/80.

Tax revenues showed considerable variability during the FFYP
period, rising rapidly in the first two years, slumping in 1978/79,
and then recovering in the following year. Between 1975/76 and 1977/78
taxes on net income and profits more than quadrupled, taxes on goods
and s.1v1re almost doubled, and all other taxes tripled. 1In 1978/79,
rowever, the growth of tax .+ -1ues fell to 8 per cent compared with
about 80 per cent per annum 1in the preceding two years. Religious and
stamp taxes declined in 1978//9 while 1mport duties, whose growth had
exceeded the growth of private imports 1in earl:ier years, rose by only
6 per cent despite a 47 per cent increase 1n private import payments.
Tre slackening off of import duties resulted from a reduction in the
average tari1ff rate and from 1ncreased exemptions of i1nvestment goods.

1/ For a summary of the Y.A.R. tax system, see Yemen Arab Republic -
Recent Economic Developments, SM/81/173 (8/19/81), Appendix 11, pp. 76-82.
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(In millions of Yemen viale)

Government Revenues, 1976/77-1982

Actuals ludrt
ircent revenues 1,292.8 1,985 4 2,160.6 2,755.4 3,061.6 3,277.4 5,120 8
Tax revenues 1,074.4 1,603.0 1,711 9 2,123.4 2,424.9 2,621.0 3,918 &
Taxes on net i1ncome and profita 40 3 100 9 139.0 204 .2 225 9 310.6 445.5
Wages and nalaries 15 ¢ 38 7 117 3 . 750 0
Commercial and 1-dustreaal
profits 21 7 56.8 66 7 733 73 2 116 0 155 0
Rental 1ncome 2.3 4 S 45 109 10.3 17 7 25 0
Othet 0.7 0.9 05 T2 813 7.1 15 5
Taxes on property 3.4 [ 6.2 55 5.2 4.0 12 0
Real estate transfers Th '3 " ] LR T 7 50 T2 0
Taxea on goods and services 34.8 69 0 104 5 189.3 287.4 306 2 498 7
Selective excises on goods T8 Ty 5T 2 . T 2 I88 0
Tobacco and cigarettes 4 1) (1 6) (0.3) (5 1) (4 8) (5.4) (8 0)
Pet roleum products (21 1) (39.4) (44 &) (106 2) (162 8) (114 0) (170 0)
Soft drinks (1 5) (19) (29) 5" (11 5) (25 5) 35 0)
Qat (--) (--) (--) (9 0) (42 2) (87 3) (175 0)
Selective taxes on services 07 06 0.6 06 0.7 0.5 07
Transport (0 1) (-=) (-=) (~=) (-=) (-=) (--)
Cinemas (0 6) (0 6) (0 6) (0.6) (0 7) (0 5) (o71)
Motor vehicle taxes 61 21 7 48 1 62 5 65 4 7135 110 0
Nther 1.2 38 8.6 0.2 - -- --
Taxes on 1nternational trade 928 9 1,306 6 1,385 9 1,619,9 1,794 5 1,613.6 2,348 2
Import duti1es and taxes N 1,385 & 1,619 8 I,7§Z 5 1,813 % 7,348 2
Customs duties (675.0) (950 5) (1,021 1) (1,169 &) (1,291 3) (1,159 2) (1,550 0)
Defense tax (176 0) (235 6) (245 2) (320.8) (369 6} (301 3) (555 0)
Statistical tax (68.9) (111 4) (117 5) (126 7) (120 5) (124 7) (222 0)
Other (8 7) (6 5) (17 (2 9) (3 1) (28.2) (21 2)
Export duties and taxes 03 0S 04 01 - 02 -~
Other taxes 67.0 124 1 98 3 104.5 111 9 386 L 614.0
Religious taxes (Zakat) 59.9 %0 0 %6.6 38.3 25 1 184 0
Stamp raxes 34 2 64 2 58 3 57 9 73 6 361 5 430 0
Stamp duties (--) (19 6) (16 2) (27.8) (32 3) (55 6) (80 0)
Consular fees (-=) (44 6) (62 1) (30.1) (41.3) (305 9) (350 0)
Nontax revenues 218 4 382 4 428.7 632 0 616 7 655 4 1,202 &4
Property lacome 157 2 306 &4 3377 §10 1 187 & %69.8 893 6
Administrative fees and charges 47.1 61 6 73.1 96 5 98 4 160 0 264 4
Fines and forfeitures 11 « 111 14,0 200 24 5 24.4 44 4
Other 217 313 39 54 6.1 22 2 -
pital revenues 3.7 30 14.1 7.5 85 36 8 0
Total 1,298 5 1,988 4 2,174 7 2,762 9 3,050 1 3,283.0 5,128 8
Source Minietry of Finance

1/ Provisional (April 27, 1982),



Collections of all taxes improved in 1979/80. Taxes on net income and
profits increased from YRls 139 million to YRlas 204 million as a result

of the collection of past due Laxes which had accumulated since 1972,

and excise taxes on petroleum products rose from YRls 44 million to

YRls 106 million mainly as & consequence of the settlement of accounts
between the YOMRC and the Ministry of Finance. With significant increases
in collections of most other taxes, total tax revenues were 23 per cent
higher in 1979/80, while nontax receipts were up by 47 per cent, reflecting
the growth i1n the Central Bank's foreign assets and the relatively high
international interest rates.

Preliminary actual data for 1981 indicate a decline in the growth
rate of govermment revenues to B per cent largely as the cresult of an
absolute decrease 1n the collection of i1mport duties. Import duties
fell from YRla 1.8 billion to YRls 1.6 billion, their share in total
revenues dropping from 59 per cent to 49 per cent. This downturn was
attributable to a number of causes® the value of imports decreased as a
result of the sluggish domestic economy and the relatively large imported
goods 1nventories; the valuation of i1mports for customs duty purposes
was lowered from YRls 5.5 to YRls 5.0 per U.S. dollar; and a higher
proportion of imports, amounting to about one fifth, was exempt from
duty. Furthermore, as 1in earlier years, difficulties were encountered
in the full collection of duties on overland imports. The decline in
import duties was accompanied by a decrease 1n exclse taxes on petroleum
products from YRls 163 millicn in 1980 to YRls 114 million in 1981, as
the YOMRC continued to offset 1ts liability arising from the collection
of excise taxes aga nst purchases of petroleum products by the Government.
However, the poor pe-formances of 1mport duty and petroleum excise Lax
receipts were more than offset by increased collections of other taxes.
Taxes on net income and profits rose by 37 per cent as the authorities
cleared all the large. tax arrears cases and instituted simplified
procedures for tax collection; the excis~ tax on gat doubled to YRls 87
mi1llion with the opening of the Hodeidah central market; and the intro-
duction of a YRls 2,000 annual fee for the postponement of military
service led to an i1ncrease in consilar fees from YRls 41 million in 1980
to YRls 306 million 1n 1981, Nontax revenues were up only slightly as
Central Bank profits declined as a result of the lower level of inter-
national reserves.

Revenues for 1982 are budgeted at YRls 5.1 billion, with tax
collections rising by 50 per cent to YRls 3.9 billion and nontax receaipts
doubling to YRls 1.2 billion. A number of administrative improvements
and additional taxes are expected to have a significantly favorable
effect on tax revenues. Taxes on net income and profits are budgeted
to 1ncrease by 43 per cent as a result of the continued application of
the simplified collection procedures introduied in 1980, settling the
remalning tax arrears cases, and subjectiag the salaries of members of
the armed forces to taxabtion. Exclse taxes on petroleum products are
estimated to rise by almost 50 per cent as the practice of offsetting
excise tax liabilities against goveramen. purchases of petroleum products
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has been discontinued. 1In addition, a further increase ia consular fees
is expected as the Y.A.R.'s embassies abroad start collecting the annual
fee for the postponement of military service. Although collections of
these taxes during the first quarter of 1982 fell short of their budgetary
estimates, they nonetheless displayed sharp rises compared with the
corresponding period of 198l. The reduction in the real estate transfer
tax rate from 10 per cent to 2 per cent, coupled with the removal of the
exempt ion for transfers of small parcels, caused first quarter receipte
to more than double; however, this is not likely to have a noticeable
effect on the overall fiscal outcome., 1In contrast, first quarter import
duty collections declined slightly despite the sharp budgeted increase
from YRlIs 1.6 billion to YRls 2.3 billion., Exciee taxes on qat are also
expected to rise significantly with the coming into operation of the
Sana'a and Taiz central markets.

c. Expenditures

During the first four years of the FFYP total government expendi-
tures increased by cver 400 per cent to a level of YRlIs 5.0 billion,
rising from 20 per cent of GDP in 1975/76 to 42 per cent in 1979/80.
Current expenditures grew from YRls 617 million to YRls 2.5 billion,
while capital outlays expanded from YRls 361 million to about the same
level as current expenditures, All components of current and capital
spending 1ncreased rapidly, particularly outlays on health, education,
and economic and social services, the result of which was a reduction in
the share of the defense and general public services categories from 72
per cent to 55 per cent of total budgeted expenditures (Table 12). 1/
Outlays on health, education, and economic and social services rose from
YRls 169 million 1n 1975/76 to YRls 1.5 billion in 1979/80, equivalent
to 22 per cent and 33 per cent of total budgeted spending, respectively.

Between 1979/80 and 1981 total outlays rose by 41 per cent to
YRls 7.1 billion (55 per cent of GDP). Capital expenditures increased
by 53 per cent, with the externally financed portion rising by over
two thirds from YRls 559 million to YR1ls 941 million, while current
spending was up by 29 per cent. As in the earlier years of the Plan,
expeaditures on health, education, and economic and social services
grew faster than defense and general public services outlays. In
terms of the budgetary classification of expenditures, the share of
salaries and wages 1in current spending, which had increased signifi-
cantly 1n earlier years as a result of the expanding size of the public
administration, remainel unchanged at 40 per cent (Appendix Table 26).

1/ Data on the functional classification of externally financed capital
expeniitures are not available, and therefore only budgeted current and
capital outlays are taken ianto account in calculating the functional
distribution of government expenditures,
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Table 12. Yemen Arab Republic: PFunctional Classification of Governmeat
Total Expenditures, 1976/77-1982

(In millions of Yemen rials)

Actuals

Iudlot

leneral public services 328.9 518.6 736.2 940.6 1,087.6 1,169.2 1,723.1
General adainistration 219.% nrE 471.% 3956.7 748.3 718.% I.II T
Public order and safety 109.5 186.8 264.9 349.9 341.3 452.7 586.0

defense 488.9 655.7 1,705.1 1,507.8 1,545 3 2,025.2 2,403.9

tducation 96.0 220.0 427.7 568.8 673.0 873.5 1,420.6

iealth 37.5 86.0 135.3 180.1 2056.6 223.9 467.0

Jommunity and social

services 29.3 56.1 98.7 154.2 104.1 112.1 163.9
Recreational and

related activities 12.0 31.6 51.3 60.4 51.9 39.2 53 5
Broadcasting, press,

and information 7.1 9.6 15.2 56 4 52.2 72.8 110 &4
Religion 9.6 14.9 32.2 37.4 -- —_ -

tconomic services 124.2 312.3 359.2 578.3 795.0 830.6 987.5
Agriculture 19.1 %2.0 1 €1.7 16 4 10850 | 1392
Mining 0.9 6.3 -- - -- - . --
Electricity and water - - -- - - 06 5.3
Congtruction 70.4 190 5 204.5 255.6 364 6 404 5 649 3
Transportation and

communication 30.4 60.8 91.2 244.7 338.2 300.2 169 3
Commerce 3.4 12.7 20.4 16.3 15.8 17 3 24.4

(nterest on public debt 10.6 15.4 17.0 22.1 27.0 35.3 20.0

Japital transfers 140.9 276 .4 404.0 513 0 515 9 641.8 1,026.8

Inclassified capitsl
expenditures i ol fnind et ol 208.0 -

judgeted expenditures 1,256.3 2,140.5 3,883.3 4,464.9 4,954 5 6,119.6 8,212 8

lapital expenditures
financed by external
loans Zj 188 1 276.9 581.6 558 8 1,918 4 940 9 1,215 0

Total 1,444 .4 2,417 &4 4,464.9 5,023 7 6,872.9 7,060 5 9,427.8

]

[

Source: Ministry of Finance.

1/ Provisional (April 27, 1982)
2/ Counterpart of project and commodity loans, which 1s not 1included 1n the budget documents.
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More than 40 per cent of all current outlays were on defense in 1981,

29 per cent on general administration and public safety, and the rest

on health, education, and other services, with expenditures on education
exceeding those on health and other services combined (Appendix Table 27).
As regards capital expenditures, defense, economic services, and capital
transfers each accounted for about one quarter of total budgeted outlays
(excluding YRls 208 million of unclassified expenditures), with the
remaining quarter allocated mainly to general public services, health,
and education, capital spending on education increased by 50 per cent in
1981 (Appendix Table 28). In addition to budgeted capital expenditures,
YRls 941 million of capital spending was externally financed in 1981,

thus bringing total capital outlays to YR1s 3.8 billion, equivalent to
29 per cent of GDP

For 1982 current expenditures are estimated to increase by 38 per
cent to YRls 4 5 billion, while budgeted capital outlays are projected
to rise by 30 per cent to YRlIs 3 7 billion., With an anticipated 29 per
cent 1increase 1n externally financed capital spending, total capital
out lays would be YRls 4.9 billion, leading to an overall level of
government expenditures of YRls 9 4 billion In terms of the budgetary
classification of expenditures, salaries and wages are estimated to rise
by 50 per cent 'n 1982 and to account for 43 per cent of total current
outlays. Except for education, health, and econcmic services, all
functi1onal current expenditure categories are budgeted to expand by
about one thaird Current outlays on education are projected to 1ncrease
by 58 per cent to YRls 879 million, while current speuading on health,
which had decreased to YRls 103 million 1n 1981, 1s estimated to rise
to YRIs 193 million 1n 1982 Current expenditures on economlc services,
in contrast, are expected to grow by only l4 per cent, to a level of
YRls 207 million Similar to the allocations for current spending,
capital expenditure allocations for education and health are sharply
higher. Substantial increases are also budgeted for capital spending on
general administration, broadcasting, and construction, as well as for
capital transfers. The allocation for capital projects in defense, on

the other hand, 1s sligntly lower than the preliminary actual figure for
1981

v Money and Credit

1 Introduction

The banking system i1in the Y A R consists of the Central Bank of
Yemen (established 1n 1971), eleven commercial banks, and three specialized
banks The Yemen Bank for Reconstruction and Development 1s the largest
commercial bank (with about two thirds of the commercial banks' total
assets) and 1s the only one with brdnches outside the main cities, 1t 18
51 per cent owned by the Government Eight of the other ten commercial
banks are branches of foreign banks, while the remaining two are locally
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incorporatsd joinl ventures with the Y.A.R. and foreign participation. 1/
The number ot specialized banks was reduced from four to three at the
end of 1981 with the merger of the Agricultural Credit Bank and the

Nat ional Cooperative Development Bank into the Agricultural Cooperative
Credit Bank. This bank, along with the Industrial Bank of Yemen and

the Housing Credit Bank, are government-sponsored 1nstitutions set up

to promote economic activity in their respective sectors; they do not
generally accept deposits from the public and are not included in the
monetary survey.

2. Recent developments

The rate of growth of domestic liquidity (money and quasi-money)
declined steadily from 74 per cent in 1976/77 to B per cent in 1981
(Table 13 and Appendix Tables 29-32). in the first two years uof this
period, external transactions exerted a highly expansionary impact on
domestic liquidity as reflected i1n the large increases in the net foreign
assets of the banking system, while the liquidity effect of the Government's
financial operations was contractionary. The year 1978/79 was pivotal,
with the addition to net foreign assets being considerably smaller than
in the previous vear and the Government becoming a net borrower from the
banking system for the first time in several years. The continued
deceleration 1n monetary expansion in the following two and one-half
years occurred as the Goveraoment's bank-financed budgetery deficit widened
substantially As government financial operations became more expansionary,
their liquidity i1mpact was offset by rising overall balance of payments
defic1ts.

In 1981 the growth of domestic liquidity was less than in the
preceding sevcral years 1n absolute as well as 1n relative terms. This
reduced monetary, expansion reflected the weakening overall balance of
payments positior and the resulting very large decrease in the net foreign
assets of the barking system. Net bank borrowing by the Government, at
over YRls 2 0 billion, was 60 per cent higher than i1n the preceding
year Credit to the nongovernment sector was less than half 1ts .evel
1n 1980 as public and mixed enterprises and particularly the private
sector reduced their borrowing. Most of Lhe public and mixed enterprises’
borrowing was from the Central Bank to obtain counterpart funds for
matching with foreign financing or to cover project expenditures pending
the disbursement of external loans, borrowing of working capital from the
commerci1al banks 1increased very little (Appendix Table 33)., The very
substanti1al drop in credit to the private sector was a consequence of
several factors the less buoyant economic conditions 1in the Y.A.R. and
abroad which, among other things, led to a reduction 1n private sector
1mports, more restrained lending practices on the part of the foreign
branch banks, which 1n earlier years had been trying to establish a
presence in the local market, the growing proportion of imports trans-
ported over land routes, which tend to be financed outside the banking
system, and the high level of interest rates.

1/ For a detailed discussion of commercial banking in the Y.A.R., see
Yemen Arab Republic - Recent Economic Developments, SM/81/173 (8/19/81),
PP. J4-35. ) i




*9aBwasar polriad jo pud pus BuruniBaq axe siojwuTImOUR( \M
*8UOTIBNIINTJ 2391 aBuwyoxa moiaj Burjjnsaz 8213
-¥1IQ911 puw $J3se% UB1II0] #,3UPY [F13U3a) 3yl JO molenies a3yl ur sIBuRyd 30 309339 aY) Iaomax 0] paisnlpy /|

‘uvorezrueBig Butuueyqd [PIIUI0 puw UIWIX JO NUBg [PIIWP) :822IN0S

e e 9t°1 oY1 v 1 191 6S°1 68°1 /T Katpynbry
U.Nunulb—u 0] 4@ uo o.mulm
b coe 89°1 89°1 sL°1 6L°1 16°1 L A /T &suom 03 4@9 jo orjey
.nlUu..- N pURIoWay
(or3%y)
ot 9 1 61 81 4+ 9- 102 3103238 318ATId UO SWIE])
- v1- 6T 111 74 8L 602 yT- 89s11d193ue paxim
pug 211qnd uo swIwy)
99 81 001 891 e 8¢ ¢- 1€1- (39u) 3judEUIaIA0) UO SWIR])
9- 99~ it- €~ - o1 Ly 09 /1 8328w uBraioy a9y
(114 - 8 n 91 A (4] L 74 £31pInbiy ovasamoq
:Jo BaJWa Ymoxn
. (enuus 13d Juad 1xd u])
- 1"LZl-  v¢9 9°¢9Z- 9°¢58- L°1o't-  ¢rizz- L"801- € CE- (39u) sWa3T 19y3Q
! (T°SS1) (8°82) (8°62) (€°92¢) (L %1€) (€°9S%) (1°78-) (L°1€6) 101238 33IWATIY
(1°221-) (€°1¢€-) ($°997) (6°92¢) (9°61¢€) (T°881)  (6°791) (S°%Z-) $9511d23309
pXIm puU® O11qnd
1°€€ ¢I- € 962 1°6%9 £°0€9 S 4y9 108 7°806 103538
jJuamuidaoluou vo swiwyy
£999 g6 9°z20°7  1°g9r' L08'T  L-08¢ 11¢- 1°2¢¢- (39u) jusemianc uo swiRy)
[$¥ 713 1°896 £°150°2 1°850°1 $99¢€1 6°€08 1'64- 8 0%¢ 81268% J131samoq
€ 1L- 2°'086- 0°9Z¢"1- %°9/1- € LZ1- 0°9LS 8'c16't  L0zs'1 /1 s39sse uStaioy a9y
v'z9 0°%1 -2ty 1°19¢ 9°291 6 S8 8°697 L el £sucu-1ewnd
[ M 1% $- yeot 0°1%¢ 0°LL0'Y  9°T61°'1  6°%9S°I L' L8%°1 Lsuoy
T°108 e $ ST 1°288 9°6ET'T  6°LLE1 L 9EB'T v 198°1 £31prnbi] a1383m0q
‘ur sefuey
(S1%11 USEAL jO SUOII[IW U])
1861 0861 0B/6L61 6L/8L61 8L/LL61  LL/9L61

1861-LL/9.61 ‘K1rpinbiq d1isamog Bu11d93]y 8101394

S1iqnday qeay uemay g1 21qel



- 32 -

In the first quarter of 1982, on the other hand, monetary expansion
accelerated to 20 per cent at an annual rate, compared with no growth in
the same period of the preceding year. The liquidity impact of external
transactions was nmuch less contractionary, as substantial foreign cash
grants were received, and this factor aleo led to a reduced need for bank
financing of the budgetary deficit. Credit to public and mixed enter-
prises contracted by a larger amount than in the first quarter of 1981,
but this was more than offset by increased lending to the private sector.
Private sector demand for credit was stimulated by optimism engendered
by the initiation of the SFYP, a higher level of private sector imports,
and the lowering of commercial bank i1nterest rates in December 1981.

The velocity of money (as measured by the ratio of GDP to either
money alcre or to domestic liquidity) has more or less stabilized in
recent years after having declined significantly during the mid-1970s.
The decrease in velocity during the earlier period reflected the growing
monetization of the economy which helped mitigate the impact of the
rapid monetary expansion on the domestic price level and the balance of
payments.

3. Monetary policies

Conmercial banks are subject to two reserve requirements--one obliging
them to hold clearing balances with the Central Bank and vault cash
(termed cash reserves) and the other requiring them to hold additional
deposits with the Central Bank (termed statutory reserves). Prior to
March 1981 these reserves had to be held against deposits in both domestic
and fore.3n currency, and against all deposits and borrowings from banks,
1ncluding the head office and other branches of the same bank. To stimu-
late the local interbank market, i1nterbank deposits and borrowings were
exenpted from the reserve requirements in March 1981, and in June 1981
foreign currency deposits were also exempted. Furthermore, to deal with
an anomaly in the interest rate/reserve requirement structure which had
discouraged banks from accepting longer—term deposits, in November 1981
time deposits with a maturity of nine months or more were exempted from
the cash reserve requirement and those with a maturity of one year or more
were exempted from both the cash and the statutory reserve requirewments.

Since the end of 1975 both the cash and the statutory reserve
requirements have been set at 10 per cent, for a combined ratio of 20 per
cent. However, to encourage banks to provide low-cost financing to certain
development projects, from time to time they have been permitted to deduct
amounts lozned to these projects from their required reserves. 1In addition,
s0 that the cotton crop can be marketed at low intereat rates, banks have
annually been allowed to reduce their required reserves by the amount of
their seasonal lending to the government-owned General Cotton Company.

The structure of interest rates on commercilal bank loans and deposits
in Yemen rials was revised on several occasions in 1980 and was changed
again in May and 1in December 1981 (Appendix Table 34). 1In May the maximum
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interest rate allowed to be charged on loans was raised by 2 percentage
points and the minimum rates to be paid on deposits were increased by

1l percentage point for each category of deposit. 1In Decemdber, on the
other hand, the maximum lending rate was lowered to the level (15 per
cent) that had prevailed before May and the minimum deposit rates were
decreased by 1-2 percentage points (making the rate on savings deposite
10 per cent and the rates on time deposits 912 per cent depending on
maturity). The interest rate adjustments in the last two years have
been undertaken in the light of movements in international rates and
also taking into account domestic economic and financial conditions.
Frequently, there has been a differential in favor of Eurodollar rates,
which has encnuraged some (apital outflow,

Unt 1l November 1980 the specialized banks' lending rates were adjusted
1n line with the commer.1al banks' maximum lending rate so that the
specialized banks' rates on short—term and on medium- and long-term lvans
were 3 percentage puints and 4 percentage points below the commercial
banks' maximum lending rate, respectively. Since November 1980, however,
the lending rates of the specialized banks have been held constant at
11 per cent for short-term loans and 10 per cent for medium- and long-term
loans. The lower 1nterest rates offered by specialized banks are intended
to encourage 1nvestment in priority sectors.

4. Specialized banks

The specialized banks--the Agricultural Cooperative Credit Bank
(ACCB), the Industrial Bank uof Yemen (IBY), and the Housing Credit Bank
(HCB)--were set up by the Government to provide credit and foster the
development of theLr respective secturs. The ACCB 13 wholly owned by
the Government, and the Government 18 the major shareholder 1n the IBY
and HCB. Through 1ts capital subscriptions and loans, the Government had
furnished over 60 per cent of the banks' resources as of the end of 1981.
The ACCB and the IBY have also obrained financing from bilateral and
multilateral foreign sources. The balance sheets of the specialized banks
are shown 1n Appendix Tables 35-38. 1/

As of the end of 1981, the Agricultural Cred.it Bank (ACB), which
had been established i1in 1975, and the National Cooperative Development
Bank (NCDB), which had begun operations in 1980, were merged into the
ACCB. This organizational move was 1ntended mainly to reduce adminis-
trative duplication and 1mprove coordination. The ACB was the oldest as
well as the largest of the specialized bhanks, and was set up to provide
low-cost production credit to farmers. 1Its loans were mainly seasonal
1in nature and generally took the form of fertilizers, insecticides, or
other production inputs rather than cash; the average size of loan
appears to have been about YRls 500. The NCDB was 1inteuded to supply

l] The ACCB was created at the end of 1931 by the merger of the
Agricultural Credit Bank and the National Cooperative Development Bank,
but separate balance sheets for the latter two banks continued to be
prepared pending the completion of some legal formalities.



banking services and credit to cooperatives and Local Development
Assoc.ations rather than to i1ndividual farmers. The NCDB could lend up to
half the cost of a project; the maximum maturity of its loans was fixed

at three years or the period remaining until the term of the borrowing
organization's board of directors expired, whichever was shorter. The
ACCB will carry out the functions of both the ACB and the NCDB, while
endeavoring to eliminate overlap.

The IBY was established 1in 1976 to prumote new industries and foster
the expansion of existing ones including small-scale operations and handi-
crafts. The IBY may take an equity i1nterest i1n an enterprise as well as
lend for the acquisition of fixed assets, but its combined equity and
lending exposure 1n any one firm may not exceed half the firm's capital
or 10 per cent of i1ts own capital, the maturities of 1ts loans raunge from
1-7 years The IBY alsc has a unit to undertake project i1dentification
and feasibility studies.

The HCB was set up 1n 1977 to provide housing credit to low-income
earners The HCB's loans have a maximum maturity of seven years and an
average s1ze of about YRls 60,000, most have i1in fact been accorded to
government employees The HCB also finances housing projects, and has
1nvested 1in construction firms to stimulate house build:ng.

Y External Sector

1 Recent balance of pesyments developments

After showing considerable strength during the mi1d-1970s, the
Y AR 's balance of payments began to weaken 1n the latter part of the
decade (Table 14 and Appendix Table 39). Inflows of workers' remittances,
by far the largest source uf foreign receipts, and i1mports, the main
payment 1item, have been the principal determinants of the overall balance
of payments position, although 1n some years receipts of official grants
and loans have also been 1mportant. Through the mi1d-1970s th= Y A.R.
experienced an extraordinary growth 1n remittances from 1ts nationals
working abroad, principally in Saudi Arabia At the same tiwe, the
growth of 1mports was restrained by transportation bottlenecks and by
the lagged response of 1mport demand to the remittance—induged 1increases
1n disposable 1ncome. As a consequence, in 1976/77 and 1977/78 the
balance of payments recorded both current and overall surpluses (averaging
about US$260 million and US$405 million, respectively). However, 1in
1978/79 remittances declined somewhat reflecting regional uncertainties
as well as a tapering off of demand for Yemeni workers while 1mports
expanded sharply, leading to a current deficait for the first time 1in
several years and to a drop 1in the overall surplus to US$160 mil: n.
These trends have more or less continued since then with the result that
the overall balance, which slipped from surplus to deficit in 1979/80,
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has remained in deficit. Slackening demand for labor in neighboring
countries has caused remittances to ebb, while imports, stimulated by
improvements in the domestic tLransportation system, the delayed response
of demand to income growth, and the large injections of liquidity into
the economy through the bank-financed budgetary deficit, have continued
to expand, although there was a decrease in dollar terms in 1981.

In 1981 inward remittances declined by 26 per cent to US$988 million.
This sharp drop was a result of two main factors: reduced emigration
caused by narrowing wage differentials and by increased competition for
jobs in the o1l producing countries from workers of other uationalities;
and a greater tendency for expatriate workers to remit their earnings
through money changers or in the form of imports brought overland (in
both of which cases the remittances are likely to go unrecorded in the
talance of payments). Imports also decreased in dollar terms from US$1,915
million 1n 1980 to US$1,748 million in 1981, although because of the
appreciation of the dollar over this period this exaggerates the aciual
fall i1n i1mport payments, 1/ Service payments were somewhat higher in
1981 than in 1980 while service receipts remained about the same, leading
to a small widening of the deficit on services account. Government
transfer receipts rose reflecting the receipt of large external grants,
but this was not sufficient to offset the decrease in private remittances
and the transfers accouat also showed a slight deterioration. With the
improved trade balance there was some narrowing of the current defic-"
to US$664 m1llion, but the return of foreign loan disbursements to closer
to their historical trend (they were also affected in 1980 by the U.S.S.R.
commodity loan) meant that the overall deficit more than doubled from
US$147 million in 1980 to US$331 million 1n 1981,

In the first quarter of 1982 imports 1n dollar terms were up by
almost 50 per cent from their l-.vel in the corresponding period of the
preceding year, with much of the i1ncrease occurring in government imports.
The continued rise 1n service payments, combined with the stagnation of
receipts, led to a further deterioration 1n the services account, but
the receipt of additional foreign grants and the somewhat higher level of
inward remittances caused a substantial improvement 1in the transfers
account. The current deficit remained virtually unchanged, but with the
increased distursements of external loans (combined with lower repayments)
and the turnarvund 1n the 1mpact of net errors and omissions, the cverall

deficit declined to US$30 million from US$233 million 1n the first quarter
of 1981,

1/ This comparison 1s also affected by the fact that government imports
1n 1980 were above trend due to the receipt of a large commodity loan from
the U.5.5.R.; moreover, imports in 1981 may be understated as a result of
the shift to overland trade routes (which is the counterpart of the under-
recording of remittances mentioned above).
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Balancy of Payments, 197¢’/77-1982

(In millions of U.S. do.lars) 1/
January-March
1976/77 1977/78 1978/19 1979/80 1980 1981 1981 1982
Trade balance -619.0 -794.0 -1,247.% -1,539.0 -1,902.6 -1,737.9 -342.6 =507 6
Exports, f.0.b. 2/ 6.6 7.1 2.9 T1 1.8 15.% . 0.9
Imports, f.o.b. !? -637.6 -801.1 -1,250.3 -1,546.1 -1,915.4 -1,748.4 -346.3 -508.«
Government {-72 4) (-134.5) (-268.3) (-308.2) (-516.4) 4/ (-364.1) (-48 4) (-174.1)
Private (-565 2) (-666.6) (-982.0) (-1,237 9) (-1,399.0) (~-1,384.3) (-297.9) (-334.4)
Services (net) =56 0 -69 0 -35 7 -0 3 -20.8 =51.5 -28 3 =-54.2
Receipts 938 1370 271 7 9T 345.3 7T . 59 2
Government 5/ (38 6) (70.5) (113 8) (161 0) (136.3) (111.6) (27.8) (17.0)
Praivats (55 2) (60 5) (107 9) (178.1) (209.0) (245.5) (32 8) 42 2)
Payments -149 8 -200.0 -257.4 -339 4 -366.2 -408.5 -88 9 -1 3.4
Government 6/ (-22 7) (<46 1) (-55.8) (=26 3) (-29.8) (-79.8) (-16 1) (<35 7)
Private (~127 1) (~153 9) (-201.6) (-313.1) (=336 4) (-328.7) (-72.8) (<77 7)
Unrequited transfers (net) 922 7 1,139.4 1,145 0 1,210 3 1,232,2 1,125.1 206.3 395 3
Receipts 1,055.5 1,412 8 I.SS! 4] 1,871 & 1,488 & 1,325.% 274.0 Z73 6
Government 1/ (104.4) {100 5) (311.7) (111 8) (148 0) (336 8) (31 &) (212 8)
Private 8/ (935 4) (1,312 3) (1,243 3) (1,359 6) (1,340 8) (987 6) (242 6) (260 8)
Payments -117 1 -273 4 =410 0 -261.1 -256 6 -199.4 -67.7 -78 2
Government (--) (--) (--) (--) (--) (--) -=) (-0 2)
Private 8/ (-117 1) (~273 4) (-410.0) (-261 1) (-256.6) (-199 4) (-67.7) (-78 0)
Currenr account 247.7 276 4 -138 1 ~329 0 -691 2 -664 3 -164 6 -166 &4
Nonmonet ary capital 49 4 75 6 116 O 157 8 494 7 230.0 11 0 115 7
Drawings on loans 53 7 81 4 113 7 124 2 %66.5 &j 262 1 0.4 106 6
Repaymente of loans ~4.3 -5 8 -9.8 =7 4 -15.2 =57 5 -46.1 -16
Investments (net) 9/ - -- 12 1 41 0 43 4 25 & 67 10 8
Commercial banks (net) 109 1 -62 1 32 8 =119 &4 -72 3 10 24 2 -13 7
Capital account 158 5 13 5 148 8 38 4 422.4 231 0 35 2 102 0
Net errore and omissions lg/ 40,8 73 3 149 7 142.9 121 7 102.0 -103 1 34 7
Overall balance 447 .0 363 2 160,4 ~147 7 =147 1 =331 3 -232 5 =29 6
Reserve movements (increase
1n assets-) =4u7 0 -363 2 -160 4 147 7 147 1 331.3 232 S5 29 6
Changes 1in net foreign
assets of Central Bank ~442 3 -385 2 -202 6 121 2 179 5 369.1 271 6 29 6
Valuation adjustments ~4 17 22 0 42 2 26 5 -32 &4 -37 8 -39 1 --

Source Central Bank of Yemen

1/ Converted at US$l = YRls 4 5

7/ 1Includes re-exporis until 1978/79

7/ 1lmport figures before 1979/80 were estimated by assuming that 3 per cent and 12 per cent of total ¢ 1 f
lmert payments were insurance and freight costs, respectively, and these amounts were added to private service
payments. Government 1mport figures 1nclude some government service payments

4/ Adjusted to reflect disbursement of commodity loan of US$207 4 million from the U 8 S K

5/ Consists meinly of i1avestment income from official reserves and local expenditures of foreign aid agencies

1! Includes cash grants and counterpart of commodity grants
B/ Consists mainly of workers' remittances
9/ Includes both government and private 1nvestments
10/ 1Includes short-term nonmonetary capital flows

6/ Some government service payments are included in jovernment 1mports



2. Merchandise trade

a. Exgorts

The Y.A.R.'s exports are negligible relative to its imports (USS$11
million versus US$1,748 million in 1981, respectively). 1/ The stagnation
of exporc receipts in recent years has been mainly due to a decline in
the traditional exports of cotton and coffee. Production of these crops
has been adversely affected by agricultural labor shortages and rising
tural wages. The composition of exports has shifted toward more remunera-
tive agricultural products such as vegetables and fruits, and toward
simple manufactures such as biscuits and plastic pipes (Appendix Table 40),
As regards the direction of exports, the Y,A.R.'s principal export markets
are Saudi Arabia and the People's Democratic Republic of Yemen.

b. Imports 3/

According to balance of payments data, imports i1n dollar terms
declined by 9 per cent in 1981 after having risen by 47 per cent per annum
in the preceding four and one-half years. This turnaround partially
reflected the appreciation of the dollar, which rose against the SDR by
9 per cent from 1980 to 1981, and was also affected by the abnormally
high level of govermment imports 1in 1980 (due to the receipt of a large
commodity loan from the U.S.S.R.) and by the increasing volume of imports

1/ Exports are believed to be understated i1n the balance of payments as a
result of the growing border trade and the financing of exports outside the
banking system.

2/ This subsection makes use of voth balance of payments end customs
data on 1mports. The balance of payments data are compiled by the Central
Bank of Yemen on the basis of letters of credit settled through the banking
system, and differ from actual i1mports as a result of the differences 1n
timing between payments for imports and their arrival in the Y.A.R. These
data also understate imports to the extent that they are financed outside
the banking system. With the development of the transportation system and
the growing border trade, a sizable volume of 1mports 18 now shipped over-
land, and a substantial part of these 1mports 18 financed by merchants and
money changers and by returning workers who are remitting their earnings
1in the form of goods. Smuggling 1s also on the rise. Tc partially correct
for these factors, recorded private imports over land routesl are adjusted
upward by 10 per cent, with the counterpart added to private transfe:
receipts.

Since 1979/80 i1mport data have been reported on an f.o.b. basis. In
order to convert the earlier data from c.1.f. to f.o.b., freight and
1nsurance payments were estimated to be equal to 12 per cent and 3 per c:2ut,
respectively, of private imports ¢ 1.f , and these amounts were added to
private service payments. Government 1mport dsia were left intact becausc
most payments for freight and 1insurance on government 1mports were already
recorded 1n the services account. However, data on government 1mports
financed by official project and commodity loans 1include some sa2rvice
payments for which no separate estimates are avallable



transported over land routes (a substantial portion of which is not

caught in the balance of payments). Excluding the import counterpart

of the U.S.5.R, commodity loan 1n 1980, government imports have grown
steadily in recent years and 1n 1981 accounted for 21 per cent of total
imports, compared with 11 per cent in 1976/77. Private imports, on the
nther hand, decreased from 89 per cent to 79 per cant of the total over
the same period. In addition to the factors mentioned above, the 1 per
cent fall in the dollar value of private imports in 1981 was due to
inventory adjustments on the part of importers in response to the slowdown
in demestic economic activaty. In the first quarter of 1982, in contrast,
private 1mports were up by 12 per cent compared with the corresponding
peri1od of 1981, while government 1mports were over three and one-half
times their earlier level. Total i1mports were 47 per cent higher than

in the same period of the preceding year, and were running at an annual
rate of US$2,034 million, compared with US$1,748 million 1n 1981.

As regards the commodity composition of imports, customs data indi-
cate that machinery and equipment, foodstuffs, and basic manufactures have
been the most important categories of imports (Appendix Table 41). The
substantial food 1mports are attributable to the poor performance of the
domestic sgricultural sector 1n recent years 1n the face of rapid growth
of population and disposable 1ncome The machinery and equipment and basic
manufactured goods imports, on the other hand, have been concentrated
in capital and intermediate goods such as i1ron and steel, cement, and
transport and other machinery and equipment. Most of these i1imports have
been 1nputs 1nto the development effort i1ncluding the strong expansion in
housing construction The Y.A R. must import all of 1ts energy requirements
in the form of refined petroleum products (Section I, subsection 4). These
imports are considerably understated in the customs data, which nonetheless
show them to be the fastest growing category of imports At present,
imports of petroleum products are reported to be about US$350 million per
annum, equilvalent to 17 per cent of total i1mports at the rate recorded 1in
the first quarter of 1982

The customs data on the geographical distribution of imports (Appendix
Table 42) show that the share of the Arab League countries in the Y.A R.'s
total 1mports dropped from 30 per cent 1n 1978/79 to 24 per cent in 1980,
mainly reflecting a decline 1n Saudi Arabia's share from 24 per cent to
19 per cent 1/ 1In contrast, the share of Asian countries (principally
Japan and the People's Republic of China) rose from 26 per cent to 32 per
cent over the same period The third major source of i1mports has been the
European Economic Community (EEC) countries The EEC's share was 30 per
cent 1n 1980, with France, the Federal Republic of Germany, the United
Kingdom, Italy, and the Netherlands each supplying 5 per cent or more of
total imports

1/ 1t should be noted that the share of Saudi Arabia in the Y.A.R.'s
1mports 1s overstated to the extent that 1mports transshipped through that
country are recorded as originating there,



3. Services and transfers
a. Services

The services account of the balance of payments has shown continuous
relatively small deficits in recent years as both receipts and payments
have risen rapidly, Following movements in the Y.A.R.'s official reserves,
government service receipts, which are primarily the interest earnings
thereon, increased through 1979/80 and have declined sharply since then.
This decline has been offset by a rise in private service receipts,
however, mostly as a result of growth i1n Yemenia Airways earnings, tourism
receipts, and private inveatment income. Private service payments have
closely tracked private imports, expanding vigorously through 1980 and
then leveling off, while government service payments have been
comparat ively modest except 1n a few years. lj

b Trang fers

The transfers account has recorded steady and sizable surpluses 1in
recent years as the leveling off and subsequent decline of private receipts
has been offset by broadly similar movements 1n private payments and by
variations 1n government receipts. Private transfer receipts are predomi-
nantly remittance 1nflows from Yemenis working abroad. The unfavorable
trend in inward remittances in the last few years partly reflects a tapering
off 1n the number of expatriate workers. Employment opportunities for
unskilled labor in neighboring countries, especially Saudi Arabia, have
fallen off as counstruction firms have switched to more capital—-intensive
techniques, and there has also been 1ncreased competition for jobs from

workers of other nationalities The result has been a narrowing of wage
differenti1als between the labor-importing countries and the Y.A.R. and a
reduced incentive to emigrate The number of Yemenis working abroad was

also affected by the tightening of emigration regulations by the Government
in 1980. Beyond these developments, however, two 1institutional changes
have taken place which may have led to increased underrecording of workers'
remittances 1n the balance of payments. 2/ First, with the improved
transportation network, emigrant workers are now remitting more of their
earnings 1n the form of goods rather than cash, btecause of the lower
prices 1n some nelighboring countries; a part of these goods 1s smuggled
into the Y A R , but even when border formalities are complied with, the
1mports and associated remittances are not caught 1n the balance of
payments which 1s based on bank records. Secondly, the expanding border
trade has created a market for foreign exchange outside the bankaing

1/ Inasmuch as some service payments are included in government imports,
government service payments are understated. However, the extent of this
anderstatement 1s not known.

2/ These factors are some of the same &s those leading to the under-
statement of private 1mports in the balance of payments (see footnote 2,

p- 37).
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yysten. Rather than sell the foreign exchange acquired from emigrant
workers to commercial banks, money changers sell it directly to merchants
or use it themselves to finance imports. Since this volume of remittances
bypasses the Lanks, neither it nor the associated imports are captured in
the balance of payments.

Ar regards private transfer payments, these are primarily outward
remittances by foreign workers employed in the Y.A.R. Remittance
out flows grew rapidly through 1978/79 as additional expatriate workers
were required to meet labor shortages, especially in the skilled and
professional categories. More recently, with the winding down of the
constraction boom and the return home of many Yemeni workers who had
been employed abroad, the demand for foreign labor has moderated and the
solume of outward remittances has decreased.

Government transfer receipts consist mainly of cash grants provided
by neighboring countries, principally Saudi Arabia. 1In wmost years these
grants have amounted to about US$100 miltion. 1In 1978/79, however, the
Government received about three times that amount to finance defense-
related import requirements, and additional large grants were also received
in 1981 and in the first quarter of 1982. Government transf-r receipts
also include the estimated value of commodities donated by toreign official
sources.

4, Nonmonetary capital

The nonmonetary capital account of the balance of payments includes
only official loan disbursements, repayments of the same, and foreign
direct i1nvestment., Estimates of direct investment have been reported
separately since 1978/79 but were included 1in private transfer receipts
before then. Estimates of private long— and short-term capital flows
are not available, and these items comprise part of the aggregate of net
errcrs and omissions.

Drawings on official loans increased steadily from US$54 million in
1976/77 to US$262 million in 1981 (excluding a US$207 million commodity
loan received from the U.S.5.R. in 1980). Repayments have remained
comparatively low, although in 1981 they jumped to US$58 million, equiva-
lent to 22 per cent of drawings. Most of the disbursements have been
against project loans, although cash and commodity loans accounted for
42 per cent of the total in 1981 (Appendix Table 43). The largest lenders
to the Y.A.R, during 1981 were the U.S.S.R., Saudi Arabia, and Iragq.

5. External debt

External public debt outstanding as of the end of 1981 amounted to
USS$1,700 mi1llion, of which US$1,10]1 million was disbursed (Appendix
Table 44). Outstanding debt cwed to multilateral and regional organi-
zations totaled US$392 million, of which the International Development
Association and the Arab Fund for Economic and Social Development provided
58 per cent and 34 per cent, respectively. Outstanding debt from bilateral
sources was 1I881,308 million, with the U.8.S.R., Saudi Arabia, Iraq, and
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the People's Republic of China supplying 33 per cent, 24 per cent,

15 per cent, and 9 per cent, respectively. Other important bilateral
lenders have been Kuwait, Abu Dhabi, and Japan. All of the Y.A.R.'s
external public debt is on concessional terms., There is no available
information on external private debt, but the amount is believed to be
negligible.

Until recently, the Y.A.R.'s external debt servicing requirements
were very low, equivalent to less than 1 per cent of current account
receipts (Appendix Table 45). However, both intereast and principal
repayments rose sharply in 1981, and the debt service ratio reached
5 per cent (which, although substantially higher than in earlier years,
is still modest compired with most developing countries). Over the next
five years, servicing requirements on existing debt are projected to
increagse by about 10 per cent per annum.

6. International reserves

Reflecting developments in the overall balance of payments, the
Y.A.R.'s offici1al reserves rose to a peak of US$1,613 million in March
1979 before declining by over half to US$804 million i1n November 1981
(Table 15 and Chart 2). 1/ Reserves increased somewhat after November
1981, as some external grants were received, but by June 1982 they were
back down to US$775 million, equivalent to four and one-half months of
imports at the rate recorded 1n the first quarter of 1982, At the end
of March 1982, 44 per cent of regserves were held as balances with banks
abroad (excluding those with the Central Bank of Egypt) and 50 per cent
as foreign securities. The Central Bank's foreign liabilities are very
small,

VI. Exchange and Trade System

1. Exchange system

Although the Central Bank Law provided for the determination of a
par value for the Yemen rial, none had been established. The free market
rate for the rial fluctuated until the end of 1971 when it was stabilized
at YRls 5 = US$1l. The Central Bank maintained this rate until February 25,
1973 when 1t was changed to YRls 4.5 = US$]1, which has been maintained
since then. Under Article IV, Section 2(a), the Y.A.R. authorities have
informed the Fund that the Yemen rial 1s pegged to the U.S. dollar, the
1ntervention currency, at YRlIs 4.5 per USS1. This exchange rate 1s applied
by the Central Bank to value its foreign exchange assets and liabilities

1/ Actually, these data refer to the gross foreign assets of the Central
Bank. Some of these assets, e.g., the balances with the Central Bank of
Egypt, are not really readily available for balance of payments financing.
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With the Fund, under Rule 0-2, the Y.A.R, has established a representative
rate of YRIas 4.5625 = USS]l, which is the average of the Central Bank's
buying and selling rates for spot telegraphic transfers in U.8. dollars

2€ YRla 4.550 and YRls 4.575, respectively, per USS1. A slightly different
spread, which arises from commercial transactions costs, is applied to
transactions in banknotes and travelers checks, but the spread of both
buying and selling rates from the official rate of YRls 4.5 = USS1 does
not exceed 2.2 per cent. Buying and selling rates for certain other
currencies 1/ are fixed daily by the Central Bank on the basis of their
rates against the U.S, dollar i{n markets abroad. Commercial banks are
permitted to quote buying or selling rates up to 1| per cent below or

above the Central Bank's rates, as long as the spread between the buying
and selling rates for spot telegraphic transfers does not exceed 1 per
cent at any time.

The e» hange rate used for customs valuation purposes was changed
from YRls 5.5 = US$1 to YRls 5 = USS1 in January 1981. Reluocive to the
official rate of YRls 4.5 = USS$1, this change meant that the implicit
tax on imports was reduced from 22 per cent to 11 per cent.

The exchange rates of the Yemen rial for currencies other than the
U.S. dollar have fluctuated considerably 1in recent years as a result of
movements 1n the exchange rates of the U.S. dollar for these currencies
(Chart 3). The Yemen rial appreciated against the SDR by 3.2 per cent
in 1980 and by B.7 per cent in 1981,

There are no taxes or subsidies on purchases or sales of foreign
exchange. Following a sharp decline 1n 1its reserves, in February 1981
the Central Bank instituted a requirement whereby, in order to buy foreign
exchange from it, commercial banks must show a genuine need by submitting
detalled statements to the Bank,

2. Import and export regimes

The import and export regimes were streamlined under a Law on the
Regulation of Imports and Exports in 1975. Trade control authority is
vested with the Minister of Economy and Industry who is authorized to
prohibit, suspend, or limit 1mports or exports of certain commodities
»n speci1fic economic and social grounds and, in consultation with the
Prime Minister, to apply exchange restrictions. At present all i1mports
require a license granted by the Ministry of Economy and Industry with
the exception of food and cement 1imports, which are licensed by the
Ministry of Commerce and Supply, but the requirement 1s for statistical
purposes only and licenses are freely 1ssued. However, all imports
originating 1in Israel as well as certain imports of used machinery for
resale are prohibited. Imports of petroleum products are reserved for the

1/ These include the deutsche mark, French franc, ltalian lira, Japanese

yen, Jordan dinar, Kuwaiti dinar, Lebanese pound, Netherlands guilder, pound

sterling, Saudi Arabian riyal, Swedish krona, Swiss franc, and U.A.E. dirham.



YOMRC. 1In addition to a license, the importation of certain commodities
requires the permission of certain government agencies. Importers in
possession of a valid import license may obtain the necessary foreign
exchange from commevcial banks without restriction.

Since April 2, 1978 ¢ uniform margin deposit of 20 per cent has been
prescribed againet letters of credit opened for imports. In addition to
applicable customs duty, imports are subject to a defense tax of 5 per cent
and g statistical tax of 2 per cent. BSince April 1981 imports transported
over land routes without g license have been subject to « 7 per cent
surcharge and an advance payment of profits tax equal to 3 per cent of
their value.

For statistical purposes, all exports must be registered on formas
issued by commercial banks, but export licenses are not required.
Exporters do not have to surrender their foreign exchange proceeds,
which may be retained in foreign currency accounts with domestic banks,.
All expor are subject to a defense tax of 5 per cent, but a decision
was taken in May 1981 to abolish all export duties, except for the 12 per
cent duty on exports of qat.

Pesidents are free to purchase, hold, and sell gold in any form 1in
the Y.A.R. and to import or export gold in anv form without an import,
export, or exchange license,

3. Invisibles

Trangsactions 1n i1nvisibles are supervised by the Central Bank for
ctatistical purposes only, and payments for current invisibles may be
made freely. Proceeds fror invisible exports need not be surrendered
and may be retained i1n foreign currency accounts with domestic banks.

Travelers may freely bring in and take out any amount 1n either domestic
or foreign banknotes.

4, Cugxtal

No restrictions are imposed on inward or outward capital transfers,
but they are subject to the provisions of a Law on the Promotion and
Organizaticn of Investment which became effective 1n August 1975 and is
administered by the Ministry of Economy and Industry. For approved and
registered projects, this law guarantees freedom of investment, equal
treatment to foreigners and nationals, the transfer abroad of net
profits attributable to foreign capital, and the repatriation of regis-
tered capital on liquidation in the currency invested. In practice,
investors are free to transfer abroad any portion of their share of net
profits after taxes and other provisions and to repatriate their capital.
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Nationalicat ion and confiscation are prohibited except in cases of urgent
public necessity and then only with compensation and permission to transfer
foreign capital abroad. Direct investments are authorized by the Minister
of Economy and Industry upon determination that the project is economically
viable and socially acceptable; a reasonable timetadble for completion and
other conditions may be specified. Certain tax and import duty exemptions
and concessions are granted for a period of five years to approved projects
that meet specific economic criteria, lj Private capital transactions
unrelated to direct investments may also be made without restriction. The
registration of direct foreign investments and the authentication of
intended profit and capital repatriation are undertaken by the Ministry

of Economy and Industry in cooperation with the Centrel Bank. External
public debt transactions are conducted through the Central Bank, wuich

also maintains accounts of outstanding amounts and service payments due,.

5. Bilateral agreements

The Y.A.R. maintaine bilateral trade agreements with a number of
countries on matters of trade and economic cooperation and assistance,
None of these agreements contains bilateral payments arrangements or
provisions for specific trade commi aents.

A bilateral payments agreement with Egypt, which was concluded in
1963, has been i1noperative for a number of years. In 1973 negotiations
were begun between Egypt and the Y,A.R. to resolve certain matters
relating to the settlement of the balance of a blocked account held by
the Central Bank of Yemen with the Central Bank of Egypt. The bilateral
payments agreement is expected to be furmally terminated when these
negotiations are concluded.

1/ For detalls, see Yemen Arab Republic - Recent Economic Developments,
sM/76/5 (1/15/76), p. 6.
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Table 16, Yemen Arab Republic: Gross Domestic Product by
Economic Activity, 1976/77-1981
(In millions of Yemen rials)
Prov.
1976/177 1977/78 1978/79 1979/80
(At current prices)
Agriculture, forestry,
and fishing 2,313 2,409 3,049 3,458 3,690
Mining and quarrying 53 100 133 149 156
Manufacturing 301 38l 504 655 770
Electricity and water 17 23 k1) 66 89
Construction 477 796 1,045 1,002 1,140
Housing and business
services 260 350 465 578 552
Wholesale and retail trade 1,185 1,448 1,686 2,060 2,124
Transportation and
communicat ion 215 308 370 431 483
Financial sarvices 293 512 707 874 1,013
Other privare services 1/ 143 180 226 273 298
Government services - 567 858 1,202 1,505 1,906
Less accounted for banking
services -266 -449 -645 -802 -889
Custom dutles 929 1,304 1,386 1,670 1,617
Gross domestic
product 6,487 8,220 10,166 11,919 12,949
(At constant 1975/76 prices)
Agriculture, forestry,
and fishing 1,850 1,653 1,926 2,008 2,177
Mining and quarrying 42 64 74 78 75
Manufacturing 274 309 361 416 460
Electricity and water 1?7 22 28 37 46
Construct ion 373 511 581 480 481
Housing and business
services 193 221 226 241 272
Wholesale and retail trade 944 987 963 1,063 1,032
Transportation and
communicat 1on 160 200 208 211 220
Financial services 227 338 380 421 452
Other private serv:ices l/ 129 143 155 165 172
Government services - 451 585 672 769 885
Less account>d for banking
services -211 -305 -360 -405 =422
Custom duties 737 887 774 843 785
Gross domestic
product 5,186 5,615 5,988 6,318 6,635
Source Central Planning G.ganizat ion. )

1/ Consists of services of restaurants and hotels, and social and

personal services including those of nonprofit organizations and households.
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Table 17. Yemen Arab Republic: Domestic Factor Income,
National Disposable Income, Gross National Product,
and Gross Domest ic Product, 1976/77-1981
(In millions of Yemen rials at current prices)
Prov.
1976/77 1977/78 1978/79 1979/80 1981
Compensation of employees
from domestic activities 1,284 1,938 2,620 3,094 3,652
Operating surplus 4,051 4,617 5,708 6,567 6,924
ooe factor
1ncome 5,335 6,555 8,328 9,661 10,576
Compensation of employees
from rest of world (net) 1/ 771 975 1,217 1,423 1,472
Property and entrepreneurial
income from rest of world 223 357 526 737 453
Indirect taxes less subsidies 1,019 1,471 1,593 1,967 2,050
Nat ional income at
market prices 7,348 9,358 11,664 13,788 14,551
Other current transfers from
rest of world (net) 2/ 3,490 4,382 3,936 4,022 3,591
Nat ional disposable
income at market prices 10,838 13,740 15,600 17,810 18,142
Capital counsumption allowance 133 194 245 291 323
Grouss national product 3/ 10,971 13,934 15,845 18,101 18,465
Less net 1ncome from
rest of world 4/ -4 ,484 =5,714 -5,679 -6,182 -5,516
Gross domestic product 6,487 8,220 1C,166 11,919 12,949
Memorandum 1i1tem,
Gross national producr 2] 7,481 9,552 11,909 14,079 14,874
Source Central Planning Organization.

1/ 1Iancludes transfers bty Yemenis working abroad for less than one year.
g/ Includes trensfers by non-Yemenis and Yemenis working abroad for more

than one year.

3/ Composition adjusted to include other current transfers from rest of
world, this item 1s also referred to as gross national disposable iancome.
property and entrepreneurial
LnEbme, and other current transfers from rest of world.

5/ Unadjusted for other current transfers from rest of world.

4/ Includes compensation of employees,
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(In millions of Yemen rials)

APPENDTX

Expenditure on Gross
1976/77-1981

Prov,
1976/77 1977/78 1978/79 1979/80 1981
(At current prices)
Government €inal
consumpt 1.on expenditure 861 1,242 1,786 2,190 2,970
Private final consumption
expeanditure 7,462 7,652 10,205 12,154 12,707
Gross government fixed
1nvestment 468 1,547 2,225 2,227 2,870
Gross private fixed
investment 1,028 1,613 2,220 2,655 2,730
Change 1n inventories -105 407 30 355 178
Exports of goods and
services 279 242 474 803 1,130
Less: 1mports of goods
and services -3,506 -4,483 -6,774 ~-8,465 -9 ,636
Gross domestic
product 6,487 8,220 10,166 11,919 12,949
(At comnstant 1975/76 prices)
Government final
consumpt 1on expenditure 685 846 1,007 1,106 1,393
Private final consumption
expenditure 5,917 5,182 5,805 6,209 6,287
Gross government fixed
investment 38l 1,070 1,321 1,197 1,461
Gross private fixed
investment 843 1,120 1,346 1,483 1,392
Change in inventories ~77 282 28 191 91
Exports of goods and
services 222 165 265 406 530
Less* 1mports of goods
and services -2,785 -3,050 -3,784 -4,275 -4,521
Gross domestic
product 5,186 5,615 5,988 6,318 6,634

Source: Central Planning Organization.
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Table 19. Yemen Arab Republic: Capital
Transactions, 1976/77-1981

(In millions of Yemen rials at current prices)

Prov,
1976/77 1977/78 1978/79 1979/80
Savings 2,515 4,886 3,609 3,466 2,465
Capital consumption

allowance 133 194 245 291 323
Capital transfers from rest of

world (net) 54 200 453 169 7

Finance of gross

accumulat ion 2,702 5,240 4,307 3,926 2,795

change 1n 1nventoriles -105 407 30 355 178

Gross fixed investment 1,496 3,160 4,445 4,882 5,600

Net lending to rest of world 1,311 1,673 -168 -1,311 -2,983

Source* Central Planning Organization.
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Table 20. Yemen Arab Republic: Number of Livestock
and Poultry, 1976-81

(In thousands)

Sheep
and Commercial Local
Cattle Goats Camels Chickens Chickens
1976 800 3,460 60 - 2,494
1977 840 3,598 63 - 2,546
1978 840 3,598 63 500 2,600
1979 861 3,670 60 1,150 2,642
1980 883 3,751 57 1,300 2,800
1981 906 3,834 57 2,000 3,000

Source Ministry of Agriculture.
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Table 21. Yeman Arab Wapublic: Output of Major
Iadustrial Products, 15780-81
Prov.
1978 1979 1980 TWET
Extractive industries
Salt (thousand toas) 38 73 154 oh
Quarried stone (Chousand cubic wetars) 19 7 76 37
Gypsum (thousand tons) -— -— -— 3.
food, beverage, and tobacco industries
Biscuits and coafectionaries (thousand toms) 15 19 20 22
Ghee and edible oile (thousand tens) 4.6 6.3 13.3 14.4
Soft drinke (thousand bomes) 4,017 10,3503 12,410 12,323
Mineral water (theusand cubic msters) - 16 27 7Y
Vieto drink (thoussand cartoms) -— -— 23 62
Ice (thousand tons) o 11 11 13
Milk and iced products (thousand cubic meters) — 0.6 2.1 4.6
Ice cream (thousand cartons) - 349 368 338
Cigarettas (thousand cartoens) 10 12 17 24
Spinning, weaving, and leather industries
Spinning and weaving (thousand equare ysrds) 2,096 4,747 5,140 3,428
Raadymade clothes (hundred dosens) -— -— -
Tanning (thousand skins) 306 393 299 ces
Wood industries
Industrial limbe (pieces) ] (79 277 600
Metallic industries
Household uteasils (tons) 585 703 708 1,634
Barvels (thousands) 17 42 113 102
Tine (thousands) aee 431 4S9 207
Doors and wvindows (thousand square msters) -— 6 6 S
Matallic ecrubbers (cons) 26 30 29 72
Noometallic industries
Cemsut (thousand tons) 66 68 [} as
Rad bricks (thousasnds) . aea 4,800 150
Cement bricks (thousands) -— - 290 1,916
Tiles (tho““nd.) o es e e LR ‘.‘7’
Camant blocks. tiles. ete. (chousand cubic meters) 12 22 i
Chemical indusctries
Plastic footwesar (thousand dosens) 30 188 33 299
Sponges (thousand tous) 1.3 1.9 1.7 1.8
Household utensils (thousand dosens) 89 797 157 353
Buckets (hundred doszsens) 32 248 319 907
Water tubes (thousand metars) 1,440 840 960 1,125
Plastic sheets (thousand kilogrems) 300 145 151 308
Beverage boxes (thousands) 300 316 277 20
Plastic tubes (thousand toas) 1.3 2.4 3.2 3.3
Polyathylene bags (tomns) -— 17 213 224
Cardboard (thousand tons) 0.9 1.0 1.0 eee
Paiat (choussnd cubic meters) 1.4 1.8 2.2 2.7
Soap and detergents (thousand tomns) -— -— 0.9 2.0
Perfumes {(thousand ounces) 360 438 563 315
Oxygen gas (thousand cylinders) -— 1.0 &.4 §.7
Carbon dioxide (tons) 180 738 755 491
Other industries
Fountain pens (thousands) 4,000 2,400 1,000 .o
Paper tissues (toms) — 74 72 “es

Source: Cantral Plgamniang Organization.
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Table 23. Yemen Arab Republic: Energy Sector--Domestic -

Sales Prices, 1976-82

(In Yewen rials per liter)

1976 1977 1978 1979 1/ 1980 1981 1982 2/
Motor gasoline 0.93 1.10 1.11 1.50 3/ 2.30 2.60 2.60
Kerosene 0.62 0.62 0.72 0.93 4/ 1.30 2.06 2.06
Aviation fuel 0.90 1.00 1.20 1.17 5/ 1.98 2.36 2.41
Diesel oil 0.48 0.70 0.50 0.63 1.70 6/ 1.50 1.50
Fuel oil 0.56 0.63 0.63 0.73 1! 1.23 1.67 1.67
Aviation gasoline 1.23 1.34 1.38 2.32 2.96 . .-

Source*

lj As of
2/ As of
3/ Price
4/ Price
5/ Price
6/ Price

7/ Price

July 1979 unless otherwise indicated.
April 1982,

changed to YRls 2.00 1in October 1979,
changed to YRls 1.14 1n October 1979,
changed to YRls 1.37 1n October 1979.
at January 1980 was YRls 0.90.
changed to YRls 0.78 1in October 1979.

Yemen 0il and Mineral Resources Corporation.
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Table 24. Yemen Arab Republic: Gross Fixed Capital Formation .
by Sector, 1976/77-1981

(In millions of Yemen rials at constant 1975/76 prices)

-
=

1976/77 1977/78 1978/79 1979/86 %5%
Agriculture 66 164 225 180 230
Industry 2n 330 42 444 709
Building and
construction 42 134 144 176 197
Transportation and
communication 200 555 714 821 664
Housing 587 675 733 663 ZGA
Other sectors 118 331 422 397 389
Total 1,224 2,190 2,667 2,681 2,854

Source* Central Planning Organization.
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Table 25. Y2men Arab Republic: Expenditures on Gross Domestic
Product During the First and Second Five-Year Plans,
1976/77-1980/81 and 1982-86

(In per cent of GDP)

First Five-Year Plan Second Five-Year
(197@!}7-1980/81) Plan (122}-86)
Actual Planned Actual Actual Planned
1975/76 1980/81 1980/81 1981 1986
Final consumption
expenditure 113.1 97.5 117.0 121.0 109.7
Private 99.3 83.2 98.4 98.1 86.3
Government 13.8 14.3 18.6 22.9 23.4
Gross capital formation 20.4 73.5 43.5 44.06 33.9
Gross fixed capital
format 10on 17.2 72.2 42,7 43.2 32,2
Change 1n stocks 3.2 1.3 0.8 1.4 1.7
Resource balance -33.5 -71.0 -60.5 -65.6 -43.6
Exports of goods and
services 4.3 10.1 5.9 8.8 12.1
Imports of goods and
services ~37.8 -81.1 -66.4 =-74.4 -55.7
Total expenditure on
gross domestic
product 100.0 100.0 100.0 100.0 100.0
Memorandum item*
Savings from gross
domestic product -13.1 25 -17.0 -21.0 -9.7
Source Central Planning Organization, Second Five-Year Plan (draft),

March 1982.
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APPENDIX

Punctional Classification of Government
Capital Bxpendictures, 1976/77-1982

(In willions of Yamen riale)

Actuals t
BRI RT—RR E——Te oYy i
“-‘r.l mlk ..“lc.. ’," l”-o 312.5 l‘ll. l.’o‘ ’ -, “'03
Gencral administration 77.8 11%4.3 152.1 . . ey nr.é
Public order and safety 16.0 3s.? 60.4 69.1 1.5 635.8 87.7
Defense $8.4 110.2 911.0 479.9 311.9 683.4 600.0
Educat ion 32.7 72.8 140.0 166.8 210.6 315.7 1.4
Health 7.9 33.2 57.9 81.7 94.0 121.4 273.7
Community and social
services 12.3 30.8 38.6 67.0 34.8 8.1 30.5
Recreational and related . -
activities 4.9 17.7 1.6 36.4 26,9 4.3 9.4
Broadcasting, press, and
informat ion 2.2 3.1 5.9 9.7 7.9 3.8 21.1
Religion 5.2 10.0 21. 20.9 - - -
Economic services 69.5 216.7 252.1 441 .4 646.7 649.3 780.6
Agriculture 3.1 33.3 . Ty 58,7 110.0
Mining 0.2 5.5 - - - - -
Electricity and water -- - - - - 0.2 3.3
Construction 37.2 136.9 142.9 180.5 277.0 309.2 550.7
Transportation and
communication 15.5 32.7 62.7 209,.8 300.2 246.0 110.0
Commerce 1.5 8.1 13.8 6.1 7.8 5.2 6 L
Capital transfers z_/ 140.9 276 4 404 .0 513.0 515.9 641.8 1,026.8
Unclassified - == - faded el 208.0 -
Budgeted capital
expenditures 415.3 890.1 2,036.1 1,933.6 2,001.3 2,866.2 3,722.3
Capital expenditures
financed by external
loans 3/ 188 1 276.9 581.6 558.8 1,918.4 940.9 1,215.0
Total 603 4 1,167.0 2,617 7 2,492.4 3,919.7 3,807 1 4,937.3

Source. Ministry of Finance,

1/ Provisional (April 27, 1982).
_2_/ Capital transfers as recorded in the Y.A.R budget documents include external loan repayments which
ire excluded here. Capital transfers have 1in some years included transfers to public sector enterprises

or current purposes.

1/ Counterpart of project and commodity loans, which 1s not included 1n the budget documents.
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Table 35. Yemen Arab Republic: Balance Sheet of
Agricultural Credit Bank, 1979-81
(In millions of Yemen rials)
1979 1980 1981
End of Month une June Dec. Dec.
Cash and current accounts 23.1 15.6 7.7 22.7
Loans 106.6 171.0 100.3 182.5
Investments 4.8 12.0 13.8 24.0
Ongoing projects 1.7 - 0.1 0.3
Inventories 12.3 7.8 9.3 23.2
Fixed assets less depreciation 2.2 8.4 10.3 11.2
Other assets 22.9 11.6 70.6 20.1
Assets = Liabilities 173.6 226.4 212.1 284.0
Credit from Central Bank 22.3 51.0 ) 3.9
Credit from Government 7.6 11.6 ) 106.5 104.6
Credit from foreign sources 7.2 59.4 ) 39.9
Capltal subscribed by Government 92.5 96.2 100.0 110.0
Retained earnings and reserves -2.2 -1.2 -— -
Other 1liabilities 16.2 9.4 5.6 25.6

Source: Central Bank of Yemen.
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Table 36. Yemen rab Republic: Balance Sheet of
National Cooperative Devalopment RBank, 1980-81
(In millions of Yemen rials)
1980 1981
End ¢. Month Dec. Dec.
Cash and current accounts 6.6 65.8
Term depoeits 115.3 -
Loans 3.3 1.3
Investmeants - 56.5
Ongoing projects - 0.7
Inventories - 5.2
Fixed assets less depreciation 1.5 4.8
Other assets 5.9 -
Assetg = Liabilicties 132.6 134.3
Liabilities

Deposits of development associations and
cooperatives 71.4 60.8
Capital subscribed by Government 30.0 30.0
Capital subscribed by private sector 1/ 17.0 30.0
Retained earnings and reserves 4.1 9.4
Other liabilities 10.1 4.1

Source: Central Bank of Yemen.

l/ Subscribed by Confederation of Yemeni Development Associations.



- 67 - APPENDIX

Table 37. Yemen Arab Republic: PBalance Sheet of
Industrial Bank of Yemen, 1979-81

({In millions of Yemen rials)

1979 1980 1981

End of Month June June Dec. Dac.
Cash and current accounts 4.6 7.1 2.2 4.1
Term deposits 48.0 40.5 36.6 26.0
Due on principal and interest -— 13.6 20.9 26.5
Loans 2‘.-“ 28-4 2900 41.3
Investments 2.4 3.3 5.6 6.4
Fixed assets less depreciation 1.7 1.6 2.0 .5
Other assets 1.2 2.1 2.1 2.3
Assets = Liabilities 82.3 96.6 99.2 108.1
Credit from Central Bank - - - 1.5
Credit from foreign sources - 0.9 1.1 1.8
Capital subscribed by Government 60.0 70.0 70.0 70.0
Capital subscribed by private sector 17.9 18.3 18.6 18.6
Retained earnings and reserves 2.6 4.8 7.4 11.0
Other liabilities 1.8 2.6 2.1 5.2

Source: Central Bank of Yemen.
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Table 38. Balance Sheat of Housing Credit Bank, 1979-81

(In millions of Yemen rials)

1979 1980 1981

End of Month June June Dec. Dec.
Cash and current accounts 1.2 2.9 2.4 11.2
Term deposits 15.7 16.8 18.7 43.6
Loans 24.2 38.4 40.2 AS-G
Investments 6.1 6.8 6.8 7.2
Ongoing projects - 1.5 12.6 0.4
Inventories -— - - 0.1
Fixed assets less depreciation 0.4 0.4 1.5 0.8
Other assets 0.4 3.1 0.8 6.8
Asgsets = Liabilities 48.0 69 .9 83.0 115.7
Capital subscribed by Government 45.0 63.8 72.9 93.9
Capital subscribed by private sector 1.9 2.2 2.3 2.4
Retained earnings and reserves 0.7 3.0 4.5 10.7
Other liabilities 0.4 0.9 3.3 8.7

Source: Central Bank of Yemen.
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Table 39. VYemen Arad Republic: Balance of Payments, 1976/77~1982
(In millions of Yemen rials)
1976/77 1977/78 1978/79 1979/80 1980 1981 <
Trade balance -2,786 -1.573 -5,613 -6,926 -8,562 ~7,821 =-1,342 -2,284
Exports, f.0.b 1/ 84 32 -1 Y2 5 1Y 17 [
Imports, f.o.b. zl -2,869 -3,605 -5,626 -6,957 ~-8,619 -7,868 -1,558 -2,288
Government (-326) (-605) (-1,207) (-1,387) (-2,324) 3/ (-1,638) (-218) (~783)
Private (-2,543) (-3,000) (-4,419) (-%,%71) (-6,296) (=6,229) (~1,341) (-1,50%5)
Sarvices (net) -252 =311 =161 -1 -94 =232 -127 =244
Recelpts 27 H3 998 1,528 1,55 1,607 73 366
Government &/ (174) (n (512) (725) (613) (502) {(125) 77)
Private (248) (272) (486) (801) (941) (1,105) (148) {190)
Payments -674 =900 -1,158 -1,527 -1,648 -1,838 -400 -510
Government 5/ (=-102) (-207) (-251) (~118) (-134) (-35%) (-72) (~161)
Private (=572) (-693) (-907) (=1,409) (~-1,514) (-1,479) (-328) (-350)
Unrequited transfers (net) 4,152 5.127 5,153 5,446 5,545 5,063 928 1,779
Recelpes 7,875 ; 5.598 58T E0 3,560 1,777 LI
Government 2/ (470) (452) (1,403) (503) (666) (1,516) (l141) (958)
Private 7/ (4,209) (5,905) (5,595) (6,118) (6,034) (4,444) (1,092) (1,174)
Payments -527 -1,230 -1,845 -1,175% ~1,155% -897 =305 -352
Government (=) (-= (-=) () ) (- (== (-1)
Private 1/ (-527) (-1,230) (-1,845) (-1,175) (-1,15%) (-897) (-305) (=351)
Current account 1,115 1,244 -621 ~1.481 -3,110 -2,989 =741 -749
Nonmonetary capital 222 340 522 710 2,226 1,035 50 521
Drawings on loans 2642 366 12 539 7,099 3/ 1,179 227 480
Repayments of loans -19 -26 =44 =33 -68 -259 -207 -7
Investmenta (nat) E/ - -- 54 185 195 114 30 49
Commercial banks (net) igl —512 148 -231 =325 5 109 =62
Capital account n3 61 670 173 1,901 1,040 158 459
Net zarrors and omissions 9/ 184 330 674 643 548 459 -464 156
Overall balance 2,012 1,634 722 -665 -662 ~1,491 -1,046 -133
Reserve movements (increase
in assets=~) -2,012 -1,634 -122 665 662 1,491 1,046 133
Changes in net foreign
assets of Central Bank -1,990 -1,733 -912 545 808 1,661 1,222 133
Valuation ad justments =21 99 190 119 -146 -170 =176 -—

Source Central Bank of Yemen.

1/ 1Includes re-exports until 1978/79.

2/

Import figures before 1979/80 were estimated by assuming that 3 per cent and 12 per ceat of total c.i.f.

import payments were insurance and frefight costs, respectively, and these amounts were added to private service

payments .

Government import figures include some government service payments

3/ M Jjusted to reflect disbursement of commodity loan of YRls 933 million from the U.5.5.R.
Consists wmainly of investment income from official reserves and local expeanditures of foreign aid agencies
5/ Some government service payments are fncluded in government {i ports.

6/ Includes cash grants and countetrpart of commodity grants.
7/ Conslats mainly of workers' remittances.

8/ 1Includes both government and privare Lnvestments.

9/ Includes short-term nonmonetary capital flows.
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Table 40. Yemen Arab Republic: Commodity Composition
of Exports, 1976/77-1981

(In millions of Yemen rials)

1976/77 1977/178 1978/79 1979/80 1980 1981

Payments basis 83.9 31.8 13.2 32.1 57.6 47.4
Cotton and cottonseed 56.6 20.6 5.0 T.0 T.0 TZ.T
Other 27.3 11.2 4.2 31.1 56.6 35.3

Customs basis 50.5 33.4 28.5 93.4 48.8
Cotton 25.0 - -- - -

Cotton manufactures 0.6 0.5 0.5 6.0 0.1
Coffee 10.2 0.9 2.2 b.4 0.9
Hides and skins 6.1 5.2 4.7 6.3 6.2
Pastry, biscuits, etc. 3.2 4.1 8.5 12.7 18.8
Other l! 5.4 22.7 12.6 64.0 22.8

Sources: Central Bank of Yemen and Central Planning Organization.

1/ May include some re-exports.



Table &1.

Yeman Arad Republic:

(1ln mtlltions of Yemen rials)

lsports by Commodity Group. 1976/77-1980 Yy

197¢/17 1977/78 1978/79 1979/80 1980
Food and live anisals 068.4 981.6 1,304.8 1,894.6 2,212.6

Liva animale 3 . LY ) 0.8 $0.6

Meat and asat products 3o.5 123.) 177. 222.7 208.1

Dairy products 69.5 123.0 196.0 1.7 474.0

Pish and fish products 16.7 13.4 23.4 30.7 36.4

Caveals and flour, etc. 296.7 234.8 220.2 400.4 39s5.8

Fruits and vegetables 180.4 220.8 307.4 $04.0 338.5

Sugar and sweets 166.6 131.3 245.4 233.3 363.0

Coffee, tea, and spices 29.9 77.9 55.8 73.2 39.7

Other 84.4 1.6 82.9 &3.7 76.7
Baverages and tobacco 49.0 85.6 110.53 114.6 103.6

Beverages . . . "

Tobacco 45.8 75.6 89.8 40.8 96.6
Rav materials 12.7 19.4 15.9 35.3 43.2
Mineral fuels and lubricants 2/ 58.9 108.0 139.6 369.5 609.2
Animal and vegetable of s and fats 11.2 28.4 32.2 42.5 65.9
Cheuicals 155.3 223.1 302.0 473.6 '32.2

Medicines —~&.T . . I7ZY T60.0

Cleaning materials and cosuetics 42.5 77.4 59.2 8l1.1 86.7

Fertilizger 3.5 17.3 25.1 20.9 7.9

Tanning and dyeing materials 10.2 24.5 26.9 42.4 34.8

Plastic materials 20.4 12.7 26.C 95.7 82.2

Other 22.6 15.4 61.8 60.6 60.5
Manufactures, classified hy asterial 668.2 975.2 1,270.3 1,780.5 2,140.1

Leather productsa 14 2.0 3.2 a4 2.6

Rubber products 30 4 3.9 105.4 109.3 133.4

Wood and wood products 154.6 202.4 287.5 307.3 400.4

Paper products 25 3 21.8 41.8 27.8 58.3

Textiles 171.4 208.9 153.7 262.3 269.3

Nonmetallic mineral products

(mainly cement) 89.9 138.9 177.4 430.9 417.5

Iron and steel 94.3 138.3 191.0 315.4 521.1

Nonferrous metals 13.5 41 9 49.7 44.1 28.0

Metal manufactures 82?2 189.2 260.5 298.9 309 4
Machinery and equipaent 965 7 1,155.% 1,581.4 2,474.5 2,348.0

Nonelectrical machinery 324 1 459.0 771.0 8v4.5 819.0

Electrical machinery snoc equipmant 114.1 142.3 250.1 566.8 532.4

Transport equipment 527.5 554 2 560.3 1,033.2 996.6
Miacellaneous aanufactures 243.0 339.7 312.3 465.9 456.8

Sanitary and lighting fixtures 24.6 . . . .

Furniture 10.9 31.7 49.5 65.5 74.6

Clothing 94 1 118 9 76.5 123.6 109.9

Footwear 31.6 61.7 64.5% 64 O 7L 3

Other 81.9 100.2 107.6 195 3 184 1
Gooda not classified elsewhere 2.9 24.3 20.3 54.3 42.7

Total 3,035.3 3,941.1 5,090.3 7,705.3 8,454.3

Source Central Planning Organization.

1/ Based on customs returns; data partly reflect increased coverage over tiae.

2] Por calculation of customs duties, aineral fuels and lubricants are valued at 1973

prices.

In this table import values of these it2ms have been adjusted to reflect price
changes sinca 1973.

Nonetheless, these data considerably understate actual import payments
for mineral fuels and lubricants
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Table 42. Yemen Arab Republic: sources of Imports, 1976/77-1980 1/

Value Share

TOVE/IT 1977778 1978775 1979780 1980  TUVE7T I3T7778 IO7677% 1979780 1980

(In millions of Yemen rials) (In_per cent of total)

ab League 705.5 1,110.6 1,502.8 1,945.7 2,035.7 23.2 28.2 29.6 25.3 24.]
United Arab Emirates 33 79 4 . 59.2 5.3 6.2 0.7 . 0.8 07
Saudi Arabia 376 3 628 1 1,238.4 1,535 9 1,632 6 12 3 15.9 24.4 19 9 19 3
Somalia s 1113 26 5 22 3 52 0 0.1 0.3 0.% 03 0.6
Kuwait 13.6 27 9 45.0 109.2 87 2 G.h 0.7 0.9 1.4 10
Djyibouti 129 3 112 9 53.8 $8.3 40,5 4.3 2.9 11 0.8 0S5
Other 178 1 300 9 108 3 160.8 164.9 5.9 7.6 2.1 21 20
rica 2/ 69.6 516 36 1 286  40.6 2.3 1.3 0.7 0.4 05
na 1,077.2 1,177.6 1,331 5 2,282.4 2,691.8 35.5% 29 9 26 2 29.6 314
China, People's Rapublic of 134.5 133 0 182 6 47,9 %08.7 4.4 T.4 ) L ) %8
Hong Kong 53 8 88 3 81 3 87.3 90.5 1.8 2.2 1.6 1.1 11
Ind1a 178 2 184 5 171 &4 229 5 231 9 59 4.7 3.4 jo 27
Japan 410 0 499.2 509 8 8621 1,074 9 13.9% 12.7 100 11 2 127
Singapore 143 6 168.4 220 9 291 2 329 5 4.7 4.3 4.3 i8 39
Philippines -— 25 4 6 81 9 103 7 - 01 01 11 12
Taivan 328 312 69 2 97 7 129 5 11 0.8 1.4 13 1.5
South Koreas 67 7 8,7 75 &4 152 2 246 2 2.2 0.2 1.5 20 29
Other 56 6 62 0 16 9 62 6 76 9 19 16 0.3 08 09
EA 88 4 85 0 112 7 134 8 167 6 29 22 2.2 17 20
USSR %9 k3 61 ¢ 63 0 T3 T?0 [ i 08 57
Otavr 46 6 46 1 76 3 72 2 104 7 15 12 15 09 12
C 737 6 1,042 4 1,642 8 2,446 0 2,560 5 24 3 26 5 32 3 31 7 30 3
France 724 5 45¢ & 655 1 667 2 39 7 50 B4 79
Germany, Federal Republic of 177 3 223 9 242 9 467 5 496 1 58 57 4 8 61 59
Italy 121 9 205 3 299 1 410 &4 425 6 40 52 59 513 S0
Netherlands 109 5§ 152 0 204 2 331 4 403 7 36 39 40 4 4 8
United Kingdom 169 6 194 7 3717 7 489 6 443 2 56 4.9 7.4 6 4 52
B2lgium 21 9 227 37 3 650 82.6 0.7 06 07 o8 10
Dther 20 5 19 3 250 37 0 42 2 0.7 0.5 0.5 05S 05
1er Europe 111 3 156 6 238 7 214 0 382 1 37 4 0 4 7 4 1 2_1
Austria % 1 76 %0 2 291 5 () 02 o8 06 06
Sreece 24 1 40 0 96 1 138 6 206 7 o8 10 19 18 4
Jther 731 109 v 102 2 126 3 128 9 24 28 20 16 15
itern Hemisphere l/ 85 6 67 3 151 2 152 9 279 5 28 1_7 30 20 33
:ania 4/ 1601 1589 495 1611 191 0 53 40 10 21 23

classified 02 879 149 2399 1056 - 22 03 i1 12

Total 3,035 3 3,938 8 5,080 4 7,705 3 B,454 3 1000 1900 1000 1000 1000

ource Central Planning Organization

/ Based on customs returns
'/ Excludes Arab League countries

i/ Almost entively the United SLates
+/ Almost eatirely Australia
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Yeman Arad Republicet
by Creditor sad Project, 1976/77-1981 1/

(1a mflitons of Yemen rials)

External Public Loan Drawingn

AL

1976/77 1971/7% 1978/79

1979/80

B

International Davelopment Aseociation

Taiz=Turbs Road Maintenance
Tihama Agricultural Development
Bducation 1

Sana'a Water BSupply
Industrial fstate

Southern Uplands Develupment
Taiz-Mocha Road Junction
Hodeidah Water SRupply
Education II

Livestock Development

Grain Storage

Sana'a Water Bupply 11
Hodeidah Port Improvement
Powar Distribucion

Roads III

Sacond Tihama Davalopmemt
Third Tihana Developument
Fishariaes Developuent

Arab Fund for Econcaic and Social Development

011 subsidies (cash loans)
Sana'as Electricity
Hodeidah Water Supply
Taiz-Aden Road

Electricity Project II
Sana's Water Supply
Electricity Project III

OPEC Special Fund
Cash loan
Third Highway Project
Damar-Taiz Power Transmission

Islamic Development Bank
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Internal Fund for Agricultural Davelopment

Third Tihama Development

Abu Dhabi Fund
Southern Uplands Development
Sana'a Water Supply
Wadi Sihaa Development
Taiz Water and Sewerage
Danar-Taiz Power Transmisseion

Iraq
Lommodity loan
Development losn
Hodeidah Alrport
Cash and commodity loan
Cash loan
Cash loan
Caah loan

Kuwalt
Salif Salt (mine and port)

Kuwa.. Fund
Taiz~-Turna Road Maintenance
Tihama Agricultural Devalopment
Taiz-Mocha Road Junction
Liventock Development
Wadi Siham irelopment
Ports Improvement
Centrai Planning
Wadi Rima
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Table 43 (concluded). Yemen Aradb Republic External Public Loan Drawings
by Creditor and Project, 1976/77-1981 1/
(In millions of Yemen rials)
July-
Dec .
1976/77 1977/78 1978/79 1979/860 TS0 1981
Saud: Arabila 35.1 74.3 195.9 176 .4 178,2 266.13
Damar-Al Beida Road 3% 1 . 5.3 5.3 1 -
Sana‘'a Rlectricity - 21.1 1.6 0.3 - -
Electricity Project - 07 1.4 16.5 38 4 27.8
Gaizan-Hodeidah Road - - 185 75.8 46.0 12.7
Saadah-Zahran Road - - 303 36.5 s 8 30.6
Grain Storage -— - 8.8 - 31.8 3.4
Taiz Water and Sewerage -— - -~ - 11 5 19.0
Grain Storage II - - - - &2.1
Power Distribution II - - - - - 50.7
Algeria
Technical cooperation 11 - - find ] ==
China, People's Republic of 76 72 20 7 98 6 == 22 2
Developament Y 3 T3 T8.0 T - -
Development - 13 - 6.9 - 15.4
Sana'a-Saadah Road - - 277 - - -
Technical and economic cooperation -- - - 62.0 - 68
USSR 5 2 b 2 40.8 20 5 14 1 300 4
Development T 7 13.2 3853 1% 2 T4.1 34.2
Commcdity loans 35 310 25 6 3 - 23
Special equipment -- -— - - - 253 9
Germany, Federal Republic of 2/ 44 5 12 7 16.7
Sana'a Airport 0 2 g | )
Sana'a-Taiz Road 50 04 -
Printing Prese and Grain Storage 05 - 04
Sana'a-Taiz Road Repairing 38 3 11 2 121
Sana'a-Tairz Road Maintenance 05 -~ -
United States
Taiz Water Supply - 38 0 03 - ot
Netherlands - 12 6 14 5 21 2 25 8 10 9
Development -- 56 10 4 73 4 6 -
Livestock Development - 30 41 -- 32 79
Development - - - 02 -- -
Steam Stations - - - 13 7 18 0 3o
Japan o= 1 3 1 0 01 34 7 55 7
Rural Water Supply - 13 1 01 34 7 12 4
Ras Katenib Power Station - - - - - 43 3
France - 39 30 9 30 1 36 0 24 3
Telecommunicat 1ons -— 39 17 3 22 2 26 & 17.8
T lecommunicat 1ons - - 13 6 79 9 6 65
Total 241 7 366 5 511 5 556 9 604 B 1,179 5
Source Central Rank of Y>men
1/ 1Includes only loans with an sriginal or extended maturity of over one year
:: v 1 1v 1979 311 sustaniing lnans from tha Tederal Republic of Gevmany Were coavert J ant o

g i
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Table 44. Yemen Arab Republic: Summary of External Public Debt
by Creditor, 1981

(In millions of U.S5. dollars) 1/

Amount
Disbursed Amount Outatandinefat End-1981
Duraing 1981 Disbursed Undisbursed Total

Multilateral/regional 47.5 209.0 183.0 392.0
Int-rnational Developmernt
Association 16.2 115.8 111.5 227 .3
Arab Fund for Economic and
Social Development 28.2 87.1 46.1 133.2
OPEC Special Fund 2.9 5.7 9.3 15.0
Islam:c Development Bank -- 0.2 5.9 6.1
International Fund for
Agricultural Development 0.2 0.2 10.2 10.4
Bilateral 214.5 891.9 416.2 1,308.1
U.S S R. 66 7 362.7 62.5 425.2
Saudy Arabia 59.1 200.3 112.2 212.5
Iraq 53.0 119.1 70.7 189.8
China, Peuple's Republic of 5.0 8l 4 39 2 120.6
Kuwait 50 46.1 43.7 89.8
Abu Dhaba 5.3 20.3 23.9 44,2
Japan 12 4 20.1 35.1 55.2
Netherlands 2.4 16.6 5.0 21.6
France 5 4 19.8 - 19.8
Other 02 5.5 23.9 29.4
Total 262 0 1,100.9 599.2 1,700.1

Source Central Bank of Yemen

1/ Converted at US$S1 = YRls 4 5
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Table 45. Yemen Arab Republic: External Debt
Service, 1976/77-1986
Total Current Debt
Debt Account Service
Ratio 3/

Principal Interest Service Receiptes lj
(In millions of U.S. dollars) 3?

(In per cent)

Actuals
1976/77 4.3 2.1 6.4 1,047.8 0.5
1977/78 5.8 2.6 8.4 1,450.4 0.6
1978/79 9.8 3.8 13.6 1,467.9 0.9
1979/80 7.4 4.4 11.8 1,705.8 0.7
July-Dec. 1980 10 8 3.9 14.7 779.6 1.9
1981 57.5 10 6 68.1 1,355,2 5.0
Scheduled
1982 44 .6 18.0 62.6
1983 53.6 21.0 74.6
1984 68.0 21.5 89.5
1985 72.1 21.9 94.0
1986 88.1 20.3 108.4
Source Central Bank of Yemen

l/ Receilpts from merchandise exports,

transfers.

2/ Converted at US$1 = YRls 4.5.
l/ Debt service payments as a proportion of current account receipts.

services, and private unrequited
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