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Yemen: on the brink of socio-economic collapse
The volatile security situation in Yemen is closely linked to living conditions in the country. Yemen
remains one of the poorest countries in the world – with high rates of unemployment, illiteracy and
an absence of basic services. The transition process launched in the aftermath of the Arab Spring
has failed to deliver the results expected, instead strengthening the perception of inequalities and
government inefficiency. Fixing Yemen's economy and broken society is a key condition for any
workable political solution.

Gloomy reality
Yemen – formerly known as Arabia Felix, 'Happy Arabia' – is today among the world's poorest countries.
Years of internal conflict, economic mismanagement, and extreme weather conditions have increased the
poverty level in Yemen from 37.3% of the population living under US$2 per day in 2005 to 54.4% in 2012.
With almost 26 million inhabitants, Yemen is among the most populated countries in the Arabian Peninsula –
second only to Saudi Arabia. Increasing irregular migration from the Horn of Africa – from Somalia and
Ethiopia, in particular – weighs on a Yemeni labour market already faced with a 60% rate of youth
unemployment. Yemen's fast growing population, with one of the highest growth rates in the world, suffers
from food insecurity and water shortages. The World Food Programme estimates that over 10.6 million
Yemenis (41% of the population) do not have regular access to sufficient and safe food or drinking water.
The situation is most dramatic in the governorates of Saada (where the insecurity rate is almost 70%), Lahej,
Hajja, Shabwa, Ad Daleh and Al Bayda (around 50%). Yemen – like the whole Arab region – also faces
tremendous challenges related to agricultural sustainability and water management. Only 3% of the land is
fertile enough for agriculture; 25% of this is sown with a popular crop, khat, which consumes 30% of the
entire sector's water. In February 2015, retail prices of wheat grain and wheat flour rose slightly (by 1%),
while household purchasing power dropped by 2%.

Politics and development
Scarcity of resources, government corruption and inequality generate dissatisfaction across the country and
provide a fertile ground for tribal and internal infighting. The discovery of oil in the 1990s has led to Yemeni
society becoming increasingly dependent on central government, which used the newly discovered oil
resources to buy the support of tribal leaders and political allies, thus contributing to the culture of
corruption and favouritism. This growing feeling of inequality led to the civil war in 1994, protests in 2011
inspired by the Arab Spring, and more recently the Houthi insurgency which began in 2013. Even though the
National Dialogue Conference, launched to address Yemen's most urgent economic issues, brought
moderate results (the Yemeni economy grew by 4.8% in 2013 in GDP terms, whereas it had shrunk by 12.7%
in 2011), instability in the country makes any political and economic reforms difficult and depletes the
country's resources. For instance, conflict in Abyan in 2011 and 2012 between Al Qaeda in the Arabian
Peninsula (AQAP) and the government, resulted in the displacement of 320 000 people. In August 2014,
a new wave of demonstrations broke out, following a government move to reduce its budget deficit by
reforming the Yemeni civil service and curbing fuel subsidies – a condition imposed by the IMF in exchange
for a US$550 million loan. On 26 June 2014, Yemen joined the World Trade Organisation, in the hope of
attracting foreign investment and improving economic performance.

Oiling Yemen's economy
The hydrocarbon sector is the main source of income (80%) for the Yemeni budget, which implies that
declining oil revenues and increasing fuel prices make food more expensive, squeeze social spending and
ultimately threaten the economy and stability. In January 2014, Yemen's proven reserves of petroleum were
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estimated to total 3 billion barrels. A majority of the country's total reserves (80%) is located in two areas:
the Sayun-Masila basin in the south and the Marib-Jawf basin in the north. The capacity of Yemen's main
refineries – at Aden and Marib – was estimated in 2013 at 140 000 barrels per day. However, this capacity is
difficult to maintain given the volatile security environment in the country. The attacks on oil infrastructure
linking Marib province with export facilities on the west coast not only decreased Yemen's production and
sales on the international markets but also forced the government to import more expensive fuel from
abroad and sell it at lower prices with hefty subsidies. In 2013 this situation consumed almost 33% of state
revenue, and resulted in an 8% budget deficit, while Yemen's stocks of foreign currency fell to under
US$4 billion. The Yemen Electricity Corporation reports that in 2012 alone, its transmission lines were
subject to over 50 acts of sabotage, resulting in a loss equivalent to 40 billion Yemeni rials (US$185 million).
According to Yemeni government reports, losses resulting from oil pipeline bombings and acts of sabotage
between 2011 and 2013 amounted to US$4.75 billion, with an additional US$6.97 million lost in 2013 due to
acts of sabotage on copper cables. According to recent data from the Central Bank, Yemen's income from oil
exports fell to US$215 million in January 2014 (down by 37%), and the government spent US$2.2 billion on
fuel imports to cover a shortage.

Doing business in Yemen
In recent years, Yemen has made substantial efforts to improve the country's economic conditions.
The General Investment Authority (GIA) is the primary agency responsible for attracting foreign capital, but
the Ministry of Oil and Minerals and the Central Bank of Yemen govern investments in the oil and gas and
banking sectors respectively. Due to the fact that major international oil companies in Yemen account for
most of the oil production, Yemen relies heavily on production-sharing agreements (PSAs), which usually
include 20-year concessions for production activities. In the banking sector, the Constitution of Yemen
stipulates that Islamic Sharia is the main source of legislation, which implies that in the judicial system any
claims for interest payments are dismissed as being against Sharia law. In June 2014, the Financial Action
Task Force (FATF) determined that Yemen has taken steps to develop strategic anti-money laundering tools,
and to address deficiencies in combatting the financing of terrorism (AML/CFT). However, the security
situation in the country makes it impossible to conduct an on-site visit to assess whether those
commitments are fully implemented. Even though the government encourages foreign investment, and is
working to improve the regulatory environment, corruption and poor security have hampered business and
scared off most foreign investors. In 2012, foreign-investment projects in Yemen reached their lowest level
and venture capital accounted for only 871 million Yemeni rials (USD$4 million) – less than half the level in
the third quarter of 2011. Yemen is also one of the worst performers in the region in terms of economic
freedom, with an overall score lower than the world and regional averages. Rampant corruption is a serious
impediment to development, and successive governments have done little or nothing to improve the
enforcement of anti-corruption laws.

International support
As the conflict continues, the humanitarian situation is deteriorating. The 2015 Humanitarian Response Plan
for Yemen estimates that about 61% of the Yemeni population needs some sort of humanitarian assistance
which will require a minimum of US$747.5 million in funding. For many years, Yemen has depended on
money from its wealthy Gulf neighbours – Saudi Arabia being its main benefactor. 'Friends of Yemen' –
a donors' club with about 30 members – is one of the key international ventures set up to help tackle
Yemen's 'many urgent problems', including the completion of its transition process in accordance with the
Gulf Cooperation Council Initiative, National Dialogue Conference outcomes and UN Security Council
Resolutions. In 2012, members of the group pledged US$6.4 billion, including from Saudi Arabia
(US$3.25 billion), the United States (US$345 million) and the European Union (€170 million). In
December 2014, the World Bank approved an emergency grant of US$90 million to reinforce government
programmes designed to protect the most vulnerable groups and allow the maintenance of social spending,
while pursuing economic reforms. However, Yemen's effectiveness in allocating funds remains weak – about
85.1% of the funds have been transferred but only 49.6% has been allocated, and of this only 26.2% has
been spent.

This is one of a trio of publications on Yemen; the others cover the political situation and the security vacuum.
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