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EXECUTIVE SUMMARY

fter seven devastating years of war,
Yemen faces a profound economic crisis,
while mounting fiscal and monetary
challenges threaten the government’s ability to
sustain vital public services. Following a brief and
very modest expansion in 2018 and 2019 (reflecting
a pick-up in the oil industry after an almost complete
stop in 2015-16), Yemen’s economic output resumed
its multi-year decline in 2020. Annual GDP is projected
to have declined by a further 2 percent in 2021 and
has now fallen to roughly half its pre-conflict level. In
addition to endemic violence and insecurity, multiple
domestic and external shocks are driving the renewed
contraction, including widespread flooding, weather
events, the ongoing economic repercussions of the
COVID-19 pandemic, and the war in Ukraine, which
has driven global food prices to record highs.
Soaring food prices, further exacerbated
by the war in Ukraine, have a major impact
on Yemen’s economy and—dramatically—on
an already dire food crisis. Yemen is a net food
importer, and rising prices have been adversely
affecting the external balances, inflation, and inter-
national reserves, which are currently estimated at
barely one month of imports. Most dramatically, these
dynamics have kept worsening an already dire food
crisis. Moreover, the war in Ukraine has led to an addi-
tional spike in the price of critical imports for Yemen.
Wheat is the country’s second-largest imported good

after fuel, and almost half of all Yemen’s wheat imports
come from Russia and Ukraine. Over the past year
alone, currency depreciation contributed to a 20-30
percent increase in domestic food prices, and shocks
to the global grain market could strain the budgets
of humanitarian importers, further weakening food
security.

While the rising cost of fuel imports
threatens to further slow economic activity,
higher global energy commodity prices could
bolster the IRG’s fiscal position. Yemen'’s extractive
sector could also attract renewed attention from inter-
national firms if sanctions on Russian oil exports push
them to diversify their sourcing, although violence
and insecurity could continue to limit the country’s
participation in global energy markets.

As the conflict has dragged on, the Yemeni
economy has developed more and more into
a de facto dual economy, split between the
IRG-controlled and DFA-controlled areas. With
revenues falling far short of expenditure needs,
in 2021, the IRG continued to monetize its fiscal
deficit, severely eroding the purchasing power
of the Yemeni rial. After years of fiscal deficit mon-
etization, the IRG has passed the point at which the
short-term benefits offset the adverse effects on infla-
tion and exchange-rate dynamics. As a result, in 2021,
high inflation caused public spending to contract in real
terms even as it expanded in nominal terms. However,



recent developments have bolstered the credibility of
IRG monetary policy. The introduction of a foreign-ex-
change auction mechanism at the central bank in
mid-November 2021, combined with the appointment
of new central-bank management in December 2021,
helped stabilize the exchange rate, which closed the
year at YER 952 per US dollar, after peaking at roughly
YER 1,725 per US dollar only a few days earlier, during
the same month (on December 2nd). Meanwhile, de
facto authorities (DFA) in Sanaa manage its fiscal policy
strictly on a cash basis, which has kept inflation in DFA-
controlled areas low and stable.

At the beginning of April 2022, several
important developments have potentially altered
the prospects of Yemen going forward. First, the
IRG’s financial position will be significantly strength-
ened following the announcement (by the Kingdom of
Saudi Arabia and the United Arab Emirates) of a US$3
billion package. Second, the transfer of power from
former-President Hadi to an 8-members Presidential
Council solidified different groups and identities living
in the IRG-controlled areas. These important develop-
ments came only a few days after a Yemeni-Yemeni
talk organized by the GCC in Riyadh and a 2-month

truce agreement announced by the UN on April 2. A
committee of Reconciliation was also formed to help
the Presidential Council negotiate a path of reconcili-
ation with DFA authorities. While further details on the
terms and timeline of the financial package are not
fully known at present, the economic impacts are very
significant. The Yemeni Rial (YER) appreciated both
in Aden and Sanaa shortly after the announcements
were made at the beginning of April 2022. Despite
continued volatility, this trend is predicted to help
reduce consumer prices in local markets, which rep-
resents an upside risk to the ongoing, daunting food
security crisis.

While a modest rebound in the GDP growth
rate is expected in 2022, Yemen’s economic
prospects heavily depend on the evolution of the
conflict and overall security conditions on the
ground. On the downside, episodes of hostilities cou-
pled with persistently high import prices could further
undermine conditions for the private sector. On the
upside, renewed hopes for peace, the KSA and UAE’s
large financial package, rising remittances, and the
potential for increased hydrocarbon exports could
accelerate growth over the medium term.
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