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FOREIGN
AFFAIRS

@ PREDICTION

Bashar al-Assad will
remain in office in

Syria.
‘%75 ' ‘%75 ’
Probability Impact on the Arab

region and Russia

ANALYSIS: Assad will remain in power.
The Russians are committed to Assad,
because they know his departure will lead
to the regime’s collapse, which they want
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PREDICTION
There is potential for a new
proxy war in the Middle East as
the existing one will continue.

«75) (60

Probability Impact on

the world

ANALYSIS: The existing proxy war is
already fairly well developed and is likely
going to continue. If yet another civil war

@ PREDICTION

The economic outlook
for the Arab region is
bleak.

%90 %80

Probability Impact on the

Arab economy

ANALYSIS: Low oil prices, persistent failure to
diversify economies, civil wars and their
spillover effects, and subpar educational
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® PREDICTION

Lower oil investments by
China but other investments
should be more resilient.

%65 | %3a

Probability Impact on Arab and
Chinese economy

ANALYSIS: There is likely to be a
slowdown of Chinese investments in
foreign energy resources during 2016,

opportunities all suggest the Arab world's
economic problems are going to continue to
fester in 2016, rather than improve
significantly. The Gulf countries, however, will
do better than their neighbors elsewhere in
the region. Over a sligﬁtlyI more extended /
timeframe, the answer will depend on where
oil prices go. If oil is at, $45 bbl, the region will
be capital-short. If the price tops $70 bbl over
an extended period, the energy exporting
states will build up a $6 trillion treasure chest
over the next 10-15 years. If oil returns to
$100 bbl that number goes up to $9 trillion.

breaks outin the region, that will become
another front in the broader proxy
conflict.

both for domestic reasons and because
lower oil prices will make fewer oil
projects attractive. However, the
scarcity of good domestic investment
opportunities inside China might lead
to capital outflows, some of which will
presumably end up in the Middle East.
Private overseas Chinese capital ma

begin to flow to the Middle East as it
has to other parts of the world, and
luxury real estate—both commercial and
residential-might be a prime target.

to prevent. The Syrian opﬁosition is not
strong enough to depose him. A coup is
unlikely because few insiders believe the
regime would continue for long without
him. Iran does not want him out, and /
Western powers are not prepared to
intervene with sufficient power to depose
him. So he will likely stay in power.

THE POLITICAL
STATE OF THE
ARAB WORLD IN

2016

PREDICTION @

A ceasefire in Yemen is
possible, but not a durable
settlement.

THE STATE OF
ARAB WORLD
ECONOMY IN

2016

PREDICTION @

“Daesh"” will grow weaker Iraq will remain
and will be pushed back into a united in name
smaller area. only.

‘: 75 ’ 75 , 75 , 75 ,

PREDICTION @ PREDICTION

Libya's unstable
political climate will
continue.

'%70’ (- b ‘%75’ '%60,

PREDICTION

The Sinai Peninsula will be a @ @ @ @ @
"ﬂfﬁ:;;g;’;;:;Zg’vz’::x:;fat PREDICTION PREDICTION PREDICTION PREDICTION
’ Given the increasing challenges Declining oil prices are Refugees will increase economic GCC countries will enjoy better
%1 %25 l

PREDICTION
FDI flows to the Arab
with tourism, Egypt's economy leading GCC countries strain on neighboring economies budget balances if there is a region will diminish.
will not grow significantly. towards slowing economic and may have implications on reduction or removal of subsidies and

growth. political stability. / or the implementation of taxes.
Probability Impact on Probability Impact on Iraq and Probability Impact on Yemen and Probability  Impact on Libya and Probability Impact on %80 %20 %90 9/080 '%75 ! %35 %70 °/025 l %75 °/050
the world neighboring countries Arab coalition States surrounding countries Egypt \ :
ANALYSIS: “Daesh” has advanced with ANALYSIS: At this point, with "Daesh” in ANALYSIS: A ceasefire in Yemen is ANALYSIS: Libya's problems will make ANALYSIS: The insurgency in the Sinai o : oo st i : -
stunning success in recent years, control of much of the Sunni parts of Iraq conceivable during 2016 because the regional problems even harder to solve. Peninsula is a considerable challenge to ey E I?;a{’::tcgzom Fraio gg%a:tc::ot:-le e rent Imﬁg:: 32;:::;2:95 rebD G(I.'Z%Fz:?n‘::']ies SEEER L?;%a;tc:fr:ﬁne
Ff:“SfOFI“""dE} ﬂsilf from | abioltl:al Iftactlon in the west and the Kurds largely autono- parties in the conflict appear to be getting Borders are highly permeable, the jihadists the Egyptian military. Should it spread, it gyp o y y
into a leading force globally. It now

controls a significant portion of eastern
Syria and western Iraq along with
outposts elsewhere in the region, has a
steady inflow of foreign recruits and
diversified sources of income, and has
recently demonstrated its ability and
willingness to attack Western targets of
all kinds. That said, its brutality and
aggressiveness has triggered opposi-
tion from all sides. Daesh’s enemies
have divergent interests and are unlikely
to band together strongly enough to
destroy the group, but they will Eiikely
have continued success in containing its
advances and pushing it back into an
ever-smaller area.

mous in the north, Iraq is a country united
more in name than in fact. It is unlikely
that Baghdad will be able to restore a
truly national government in the near
future, but it is also unlikely that the
government will lose further control over
events and see the country formally
break apart. So the likeliest scenario may
be a continuation of de jure unity and de
facto regionalization. But the situation is
not a stable equilibrium, and much will
depend on what happens in the Syrian
war and in the struggle against Daesh.

to the point where pausing the fighting is
increasingly in everyone's interest. The
Houthis have been pushed back enough
which means the major objectives of the
Coalition States have been met, and the
Houthis need a break in order to lick their
wounds and consolidate their position.
Therefore, the situation may be ripe for a
ceasefire. A durable settlement, however,
would require outside diplomaticinterven-
tion as well as a serious commitment by
local parties.

in Libya have no serious natural predators,
and they have large ambitions and they
might soon have access to oil income. This
will have an impact on the African coast.
On the other hand, Libyan jihadists may
export violence and migrants to Europe,
meanwhile, heightening tensions there.

will tax the ability of the Egyptian govern-
ment and security services to maintain
political control and at least a semblance
of stability across the country. The Sinai
insurgency will also have a significant
impact on the economy. To date,
Egyptians have not blamed President Sisi
or the government for the intensity of the
insurgency, which would suggest they
could weather the storm as long as the
leadership can keep the country
mobilized politically for the fight. As lon
as the violence continues to ie isolate
in Sinai, however, it does not pose a
major threat to Cairo.

ANALYSIS: Estimates for Egypt's 2016
GDP growth currently range from
3.3%-4.1%. In practice, Egypt is highly
unlikely to grow much in real terms,
although its economy should continue to

rebound somewhat from the lows of
2011-2012.

ANALYSIS: Many of the region's
economies are basically fueled by
oil-related revenues and investment.
Lower revenues will have two effects.
First will be less investment—which tends
to have multiplier effects throughout the
economy. Second will be a cutback in
the pub?;c sector as governments try to
balance budgets and not bleed through
huge reserves. The IMF has warned that
without big cuts across the GCC that
many countries could quickly go red. In
the long run, however, the situation
could be less bleak, and even possibly
educational, should it lead to necessary
domestic reforms.

ANALYSIS: Refugees are a big problem
economically, especially for Jordan,
Lebanon, and Kurdistan and potentially
for Tunisia, Egypt, Turkey, and Iran. The
bigger issue is whether refugees will
have an impact on political stability.
Don't bet on refugees boosting
anyone's economy any time soon.

ANALYSIS: The impact of reducing or
eliminating subsidies and increasing
taxes will depend on whether such
policies are indeed to be implemented
and on how significant and quick the
changes are. The UAE has successfully
implemented some rationalization of
energy prices for the consumer with no
difficulties, but it is not yet clear that such
progress will spread to other countries.
Should such policies spread across the
region, the results might eventually
include better budget balances, but with
some difficulties.

ANALYSIS: Given the Middle East's political
instability and security concerns, few people
look at the region right now and think, “that's
where | want to put my money.” Lower oil prices,
moreover, mean that the most important source
of FDI — investments from capital rich local
countries to capital needy local ones will
decrease. The UAE, Qatar, and other Gulf states
should not be greatly affected, while the rest of
the region will be lucky to attract much
investment from China or elsewhere. This would
be a good opportunity for the Gulf states to
increase and reallocate their own intra-regional
FDI toward industrial and labor intensive
enterprises and away from mining and services.



FOREIGN
AFFAIRS

@ PREDICTION

Syria, Irag, Yemen, Libya,
Ukraine, South and East China
Seas, are going to continue to

be the key conflict areas and
geopolitical hotspots

%70’ ‘%75’

Probability Impact on
the World

ANALYSIS: The hot spots that dominated
headlines in 2015 - Syria, Irag, Yemen,
Libya, Ukraine, South and East China Seas
- are unlikely to cool down any time soon,
because the conflicts in each area are
driven by persistent underlying political
causes. n the other hand, it is also
unlikely that major new areas of the world
will explode into conflict. So look for the
Middle East, along with the Russian and
Chinese peripheries, to once again garner
the lion's share of the world’s concern and
attention.

@ PREDICTION

Hillary Clinton will win the U.S.
Presidential election and she will
continue the same approach
towards foreign policy, but most
likely to be less allergic to
military interventions.

%40 %70

Probability Impact on the US

and the world

AMALYSIS: It has historically been difficult for
American political parties to retain the White
House for three consecutive terms, and for a
party to win a presidential election when its
incumbent president has job approval ratings
below 50%. Despite such factors, Hillary Clinton
seems to be a good bet to succeed her fellow
Democrat Barack Obama. A solid, experienced
candidate with the backing of a largely unified
party and with demographic winds at her back,
Clinton is likely to win even though she inspires
little passion and some distrust. Hard-core
conservatives who will find it hard to cobble
together a general election majority, in contrast,
have dominated the sprawling Republican
field. Even more plausible, once in office,
Clinton is likely to continue most of Obama's
foreign policy positions, with the possible
exception of being less allergic to military
interventions.
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@ PREDICTION

China will continue in its
current course of trying to
impose dominance without
proveking all out conflict.

70 .60

Probability Impact on China's

neighboring countries

ANALYSIS: In China's mind, it is not
pursuing expansionist policies but rather
merely reclaiming what it considers to be
its sovereign territory. So it is unlikely to
change its recent course much. Taiwan
may become more problematic in 2016.
Look for China to become a much more
active player in the Arctic region, and to
continue to pursue its "one belt one road”
olicy designed to achieve economic
integration throughout large swaths of
Eurasia and Africa. Washington does not
want to provoke a crisis either, but nor is it
willing to cede its dominant strategic
osition, so continued friction is Jik(gy.
till, it is highly unlikely that the tensions
will escalate into al.':iualymil'ltaryI conflict.
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THE POLITICAL
STATE OF THE
WORLD IN

2016

PREDICTION
Iran will try to comply with the
terms of the Joint Comprehen-
sive Plan of Action (the recent
nuclear deal) but without
opening up.

‘%75 ’ %59

Probability Impact on
Iran

ANALYSIS: With the nuclear deal already
in effect, Iran is unlikely to break its terms
significantly. That said, hardliners in
Tehran (lwho opposed the deal to begin
with) will continue to fight a rear-guard
action against it and work to block any
major political opening or diplomatic
rapprochement. President Rouhani and
his more moderate supporters have been
the targets of hardliner attacks in the wake
of the deal’s signing, but during 2016 they
may try to test the waters for an opening.
Here ‘as elsewhere, Supreme Leader
Khamenei will have the last word, and at
least in the short term, it is unlikely to favor
embracing globalization.

@ PREDICTION

Ukrainian crisis will
remain ‘frozen’

‘%75 ’ % a

Probability Impact on Ukraine
and Russia

ANALYSIS: The Transnistria/Moldova
frozen conflict dates back to 1992
Ukraine’s crisis, too, could continue
indefinitely, and is likely to, unless some
new factor destabilizes the status quo. A
difficult multiparty negotiation that
involves international recognition of and
Ukrainian acquiescence in  Russia's
sovereignty over Crimea in exchange for
termination of the frozen conflict in
eastern Ukraine; a Russian capitulation
that involves abandonment of Crimea; a
capitulation and withdrawal by separatist
forces that Russia is unable to control or
reverse. Since all of these scenarios are
highly unlikely, a continuation of the
existing situation is the best bet.

12

@ PREDICTION

The increasing attacks by
terrorist groups in Europe
will produce improved
counterterrorism and
increased nativism.

%D %90

Probability Impact on Europe

and the refugees

ANALYSIS: Given the holes in Europe's homeland
secur]tly system revealed by the Paris attacks, the
most logical and appropriate responses to the
attacks “would include plugging those holes:
improving intra-European intelligence sharing,
coordinating security systems, tightening border
controls and tracking of potential security risks.
Some of that may happen, but institutional reform is
a long slow process, and bureaucratic opponents of
chan?e will have their knives out. Crowd-pleasing
populist measures against refugees might prove
politically irresistible. Despite ‘much discussion,
stepped-up military efforts against Daesh are
robably not in the cards, in part because of the
ack of any identifiable endgame.

@ PREDICTION

Relations between US and
western powers with
Russia should continue to
fester but not escalate
dramatically.

%65 %65

Probability Impact on the

US and Russia

ANALYSIS: It is destabilizing for Russia to
sit largely outside the international order,
poking at its vulnerabilities, but it is
unclear what the coalition of political
forces inside Russia might be for undertak-
ing and sustaining the steps necessary
there to achieve significant improvement
in relations with the US and the West.
Ukraine has moved out of the front pages,
but the conflict there will continue.
Syrian theater will become increasingl

angerous, as shown by the TurkJsK
downing of a Russian plane recently.
Additionally, Kazakhstan could become a
flashpoint with the change of leadership.
Still, there are potential areas of common
ground, so if Putin wants to cooperate on
some issues, he might do so.

1"

@ PREDICTION

The global economy
will grow moderately.

%D

Probability Impact on
Global economy
ANALYSIS: The IMF currently projects
global growth of 3.1% for 2015 and 3.6
percent for 2016, with the advanced
economies as usual growing more slowly,
at 2% for 2016, and the emerging and
developing economies growing at 4.5%
for 2016. Growth will be harder in the
United States while Europe should
improve modestly. There is an outside
chance that growth will be lower than the
IMF predicts due to some geopolitical
crisis that produces a financial shock, but
that prospect is unlikely, and surprises
might come on the upside. Therefore, for
the first time in a while, the IMF forecast
might actually be overly pessimistic.

@ PREDICTION

Oil prices may increase but will
unlikely shoot back up as high as
they used to be due to cyclical and
structural shifts.

‘%90’ ‘%75 ’

Probability Impact on the world

and producer countries

ANALYSIS: Almost certainly, both cyclical and

| shifts have i i to the recent price
drop. The slowdown in the global economy has
reduced growth in demand, and supplies have stayed
high for longer than expected even as prices have
fallen. This left a huge bulge of cil in storage and a slack
market; that is the cyclical part. At the same time,
h -, there is an ongoing structural shift in the oil
market  Expected d d keeps ing down,
thanks to widespread adoption of aggressive energy
efficiency measures and the development of
alternatives to oil, and oil supplies themselves have
been diversifying, thanks to shale, offshore, and the
development of many little new places to drill. The
cyclical factors are always there, but what really matters
is this structural shift. There will be continued volatility,
and most analysts believe that current prices are below
what prices will average over the next decade. But itis
highly unlikely that oil prices will shoot back up as high
as they used to be recently and then stay thera.
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@ PREDICTION

Interest rates are likely to
increase by 50-100 basis
points.

‘%75’

Probability

Impact on
Global economy

ANALYSIS:  Current  FOMC  rate
projections for the end of 2015 range
from -0.1% to 0.9%, with a median of
0.4% . For the end of 2016, the rate
ranges from -0.1% to 2.9% with a median
of 1.4%. It is likely that we will see slow
but steady rises of 50-100 basis points by
the end of 2016 before a decision is
made on next steps. Whether tightening
continues beyond that will depend on
the strength of the U.S. economy and on
inflation rates.

THE STATE OF
THE WORLD
ECONOMY IN

2016

@ PREDICTION

The Chinese double- digit
economic boom is over.

‘%75 ’ ‘%75 ,

Probability Impact on
China

ANALYSIS: The double -digit economic
growth is over. However, China can
continue to grow at 6.5% to 7% for the
next two years if it chooses to continue
with the stimulus policies of the past.
After that, however, all bets are off, and
the answer will partially depend on
whether sensible economic reforms are
implemented. At that point, most
economists expect growth around %4-5,
or lower if reforms wither.

@ PREDICTION

Emerging markets will
bottom out while India
will continue to be the

bright spot.
‘%75’ %50'
Probability Impact on

emerging markets

ANALYSIS: With the exception of a few
commodity importers such as India,
where growth is improving, emerging
markets have been weak recently.
However, they should improve in 2016,
with the current and near future being a
period of bottoming out for most of
them. India should continue to be a
bright spot. The IMF projection for
emerging markets as a whole is 4% - 5%
for 2016.
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@ PREDICTION
Modest growth in the EU

econemy.

%19 %l D

Probability  Impact on the EU

and global economy
ANALYSIS: The EU has just about weathered the
currency crisis, although the strains have been
papered over rather than fixed. Now it faces a
ugee crisis, which, coupled with the attacks
on Paris, seem very likely to undo one of the EU's
grandest achievements: the free movement of
people inside the Union. The economic impact
of this in the short term is that countries that
have been flooded with refugees will continue
to spend a lot of money coping with them.
Coming on top of enormous monetary stimulus
from the ECB, which has produced a very weak
and competitive euro, and low commodity
prices, Europe has all the ingredients for a
rowth acceleration in 2016. Nevertheless,
urope is in political disarray, distracted by the
prospect of a UK referendum on leaving the EU,
and still with severe structural problems baked
into the single currency. That will create much
uncertainty and discourage investment.

@ PREDICTION

Iran’s opening up on
global markets.

‘%75 ’ %ZIS\

Probability Impact on
global economy

ANALYSIS: At least for 2016, the impact
on global markets of Iran’s opening up is
likely to be modest. Implementation of
the deal and rapprochement with the
world should play out slowly, due to
local political divisions inside Iran. Oil
prices should remain at least relatively
low. The uncertainty surrounding U.S.
policy may well deter firms from making
significant investments until after the
U.S. presidential elections in November.



The World is encountering rapid changes which require proper planning for the future. Hence, the Arab Strategy Forum
is introducing the State of the World in 2016 Report. The objective of the report is to give a view of the future to enable
proper planning for the year ahead, considering key geopolitical and economic trends likely to affect strategies for 2016.

Our 2015 report had a high accuracy rate with over 80% of predictions hitting the mark.

Yet, the State of the World and Arab World are not meant to be prophecies, just intelligently curated analysis that
presents likely outcomes of key geopolitical and economic issues facing the Arab world and the world at large. Consider-
ing the number of actors and variables that play a role in global markets and politics, it is hard to pin down exactly accu-
rate predictions.

Even with the most scientific of analysis, we are bound to miss some 'black swans’, those major events, that with the
benefit of hindsight, we could explain away.

At the end of 2013, no one could have ever imagined that Daesh would rise to become such a dangerous threat to
humanity and particularly to the Muslim world. Yet, with hindsight, many can attribute the root causes to a range of
factors, which led to its creation.

Similarly, most pundits could not have imagined the duration and severity of the decline in oil prices, which threaten to
destabilize fiscal budgets for oil producing economies across the world.

No one can tell what might just be yet another black swan moment, but the rate of such major events is increasing.
The view for 2016 is not very different from what we have experienced in 2015. Yet, there are some more somber issues

that can be reasonably assumed and we outline these in the report. In all, 2016 looks like it is going to be a fairly gloomy
year for the World with a number of challenges plaguing the geopolitical and economy landscape.

We hope 2016 will be a safe and positive year for everyone.
That in and of itself will be an achievement.
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