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INTRODUCTION

The purpose of this paper is to asseas the various efforts at econcmic

co-operation and integration between the Arab countries as well as the prospects

for such co-operatiocn and integration.

The term economic co-nperatinn is used here in a broad sense to embrace

the different types of regional preferential arrangements, ranging from granting

partial prefereatial treatment to full ecencmic union. The term integration

will be reserved to designate the relatively more advanced degrees of co-operation

(free trade erea, customs union, etc...).

The paper covers only seven countries, nazely, Bgypt, Iraq, Jorden,

Kuwait, Letanon, Saudi Arabia and Syria, anmong which there were several attempts
at co-operation and integration. 4lso the paper considers only co-operation

and integration in the field of commodity trade.

Part I reviews the various Arab effcrts
Part II

The peper falls intn two parts:
d integration and their impact on intra-Arab trade;

e problems and prospects of Arab economic

et co-operation aa

is devnted to o discussicn of th

integraticne.
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I. RIGIONAL ARAB CO-OPFRATION AND INTRA~ARAB TRADE

Tre history of contemporary economic co-operation among the countries
under review in the field of trade can be traced back to the early fifties
when these countries cmbarked on the road of bilateral and multilateral trade
and payments agreements, with a view to fostering intra-regional trade. Befor.
reviewing these agreements and assessing their impact on intra-Arab trade,
however, a quick look at the evolution of commercial policy in theae countries

since then seems necessary.

Ae Evolution of Commercial Policy

In the early post-war period, the use of teriff and non-tariff barriers
1/

—'

to trade was widespread in the countries reviewed, with the exception of Kuwait.
From the beginning of the fifties, the commercial policy of these countries
evolved in different ways.2 With the exception of Kuwait and, to a lesser
extent, Saudi Arabia, these countries have been increasing the rates of import

duties and widening the scope of goods on which duties are levied.

A conparative study by the United Nations Economic and Social Office in
Beirutz/reveals that, as of 1969, the unweighted average of tariff duties and
other charges were 57.34, 32.46, 31.15, 23.07, 21.50 per cent for Egypt, Syria,
Jordan, Iraq, and Lebanon, respectively. The average rate seems to have declined
considerably in Saudi Arabia. The rates of import duties in Saudi Arabia range,

on the average, between 10 and 20 per cent of the value of imported products.

;/ Mursay, Ae G., An Arab Cnmmon Market, Praeger, New York, 19639, pp.Sa—éZ.

g/ Unless otherwise stated, the facts related to commercial policy are based
on Internationsl llonetary Fund, Annual Report on Exchange Restrictions

(various issues).

3/ United Nations Economic and Social Office in Deirut, Problems and Methods
of Establishing Common External Tariffs for the Countries of the Arab Common Marke!
February 1971, (in Arabic).

International Trade Centre, UNCTAD/GATT, Saudi Arabia as_a Market for
Manufactured Products from Developing Countries, (Geneva, 1969), p. 23.

[ass

CamsScanner  Ligs d>guaall


https://v3.camscanner.com/user/download

-6 -

However, many products such asm foodatuffs, machinery, and pharmaceuticals are
exempted from duties. As to Kuwait, a general gd yglorvem duty of 4 per cent

is levied.

Turning to non-tariff barriers, one cannot fail to notice the tendency
in Egypt, Iraq and Syria towards increased reliance on quantitative restrictions
and foreign exchange control. To cope with balance of payments diffioulties,
and to provide protection for their new industries, such devices have been
regarded as more effective than tariffs. To this end, licensing, quotas,
prohibition, bilateral payments agreements, etc. have been increasingly practised

to control foreign trade.

The foreign trade system in these three countries ended up by subjecting
practically all imports, as well as a good number of exports, to licensing.
Import licensing is often operated in conjunction with quota and foreign exchange
control and is, therefore, usually selective in its incidence, depending on ihe
availability of foreign exchange or on bilateral payments arrangements which

do not involve payments in scarce foreign currencies.

From the beginning of the fifties, an increasing number of commodities have
been prohibited from being imported to the three countries. In the case of Egypt,
prohibition has been extended to cover eventually all goods that are considered
non-essential commodities or that are competitive with local production. Iraq
has been subjecting an increasing number of goods to outright prohibition. 1In
1963, for instance, Iraq prohibited the importation of over €5 items. Besides,
there is a list of suspended imports that includes, as of 1972, 93 items. In
Syria, the number of prohibited imports has increased from 64 tariff items in
1964 to 100 items in 1971. Syria also maintains a list qf suspended imports
which increased from 200 items in 1964 to 301 items in 1971. Prohibited impcrts
are mostly goods that are produced locally. With respect to exports, prohibition
is less frequent. A few commodities are subject to outright prohibition, while
licensing has been used to regulate exportation of some commodities in the light

of domestic needs.

Foan
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In the case of Egypt, Iraq and Syria, bilateral payments agreements
became a main instrument for balancing their exports and imports. In 1970, aboyt
70 per cent and 43 per cent of the exports of Egypt end Syria, and about 46 POT cops
and 27 per cent of their imports, respectively, were conducted through bilaters)
accounts. Trade with the CMEA countries accounted for 54 per cent and 1645 por cgns
of Egypt and Syria's exports, and tfor 29 par cent aad L7.4 per cent
of their imports, respectively. Only a minor part, as we should expect, of Iraq's
exports is conducted through bilateral payments agreements; however, a good part
of its imports is from bilateral partners. Imports frum the CMEA countries accounts
for 21 per cent of the total (see table 1).

During the sixties, the foreign trade system of the three countries evolved
to become effectively a state trading system. Pursuant to the nationalization
of foreign trade in Egypt, the public sector became, as of 1961, responsible for
all imports and for about 75 per cent of all exports. In Iraq, around 60 per cent
of imports and almost all exports in 1969 were effected by state controlled orgars.
In Syria, state trading agencies accounted approximately fer 43 per cent of total
imports and 52 per cent of total exports in 1968. '

It is to be noted that, in the case of the three countries, commsrcial policy
is not the outcome of a comprehensive plan covering the whole economy and within
which the level and composition of trade are the reflection of an optimum allocation

of resources. Attempts at planning foreign trade per se, are still embr,yonic.5

By and large, the evolution of commercial policy in Jordan has been less
restrictive than in the case of Egypt, Iraq or Syria. In shaping its commercial
policy, Jorden resorted more to tariff barriers than to non-~tariff barriers. It
is, however, to be noted that though Jordan proceeded, from the beginning of the
fifties, to raise the rates of customs duties on a large number of imports and
extend the tariff system to cover new products, its average level of unweighted

tariffe is atill, as given above, lower than that of Egypt and Syria.

5/ United Nations Economic and Social Office in Beirut, Etude Comparative
des_Cadres Institutionnels du Commerce Intrg-Marché Commun Arab, June 1971.

fsss
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Non-tariff barriers in Jordan are basically confined to é}“nﬂing ang
foreign exchange procedures. Imports exceeding a cef-tain value,~ angq Bome'e
aro subject to the licensing system. Payments for imports are subjec to thy
exchange control approval, but exchange p enmite 8ke grontad automatically Ongg
the import license ie obtalined. Prohibition of imports covers a gpmgyy DUnbey

of sgricultural and industrial products that are produced locally,

The evolution of comnercial poliey in Lebanon and Saudi Argbig énded y,
trade being subjected to either relatively mild barriers or to the adoptiop of
a rather free trade policy. Upon the Abreak—up of the customs union wity Sria,
Lebanon liberalized its trade restrictions. Throughout the period under ddscus

Lebanon has been resorting to tariffs as the mein tool of commercial policy and

Wity

105,

the scope of quantitative restrictinns has been diminishing, At present, impops
licensing and prohibition are use’ with regard to a limited number of Products
that are produced locally.

Saudi Arabia followed a more liberal commercisl rolicy. From ths early
1950's, and except for a short period,g/ Saudi Arabia has been dismantling non-tariff
barriers which were effective during the early post-war period. Eventusally,

licenses are not required either for imports or exports. Exchange control is

non=existent,

Except for a general import duty in Kuwait, equal to 4 psr cent, trade barrien
are non-existent,

Be Arabd Preferentialﬁ&greemnts

Fron tho:ond of the fortiss! onwards, the Arab countries embarked on the
road to fostering their intra-regional trade relations within the prevailing
quantitative and tariff framework, Fostering intra-regional trade has been
sought through both tilateral ang multilateral agreements, the provisions of
which range from partial preferentigl treatment which provides for the eliminatios

&/ More than 50 Jordanian dinars,

]/ Cement, non-nlcoholic drinls, ciga‘rettes, liquid batteries etc.

are subject
to outright prohibition, Barley, lentils, olivcs » and olive oil are pro

pibited &8
good years,

8/ In November 1956 Saudi Arabis
abia

- and exporta, Frop 1958 oéwards, trad
1960 it terminateq Practically all of

Grts
proceeded to license almost all impnuen'y

® controls began to break up and in J8
its quantitative restrictions.

o
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involved countries, to the complete freeing of commodities, Oapifal and labour
movements within the reglon and, thereby, to the eatablishment of an integrated
market for products as well as labour and capital,

Throughout theperiod under examination, Arab economic co-oparation has
beea mainly based on bilateral trade and payments agreements, the convention

i:r facilitating trade and regulating transit trade between the states nf the Arab
ague; and, thc arab poyments convention and Econonmic Unity Agreement between the

states of the Arab League. The last three agreements are of a multilateral nature.
1. BEBilateral agrcononta

Bilateral trade agreements have been widely used as en instrument to
promote intra~regional Arab trade. Though these agreements differ in content,

they share some fundamental features.

a) The scope of preferential treatment in bilateral trade agreements has

been usually limited to tariff reductions amd exemptions for particular trade

flows between the contracting countries. Preferential treatment in the field

of quantitative restrictions is not provided for except in a limited number of

agreements wherein trade in certain commodities are exempted from export and

import 1icen3es.1
Tt is to be noted that provisions for the elimination of licenses are
to be found in agreements between countries where the role of licensing in

restricting trade, compared with that of quantitative restrictions and foreign

exchange cantrol devices, is rather perfunctory. The approach adopted in tdlateral

agreements with respect to quantitative restrictions is of utmost importance in
assessing the impact of such agreements on regional trade. As mentioned earlier,

the evolution of cormercid policy in Egypt, Iraq and Syria, and to a lesser

degree in Jordan, terminated in non-tariff barriera being more important than

| nation clause and

g/ Some of these agreements do not contain, in substance, any preferential

' treatment, as they do not go beyond providing for the application of the moat favoured
stating the intentions of the parties concerned to facilitate

Under this kind of agreements come the agreement between

trade between themselves. :
Jordan amd Egypt on 5 August 1951; the agreement between Egypt and Syria on 20 August

1950; and the agreenment between Egypt and Lebanon on 2 September 1951.
;g/ The agreement between Jordan and Iraq on 30 September 19583 the agreement
between Jordan and Syria on 18 February 1953, aml the protocol concluded between

Iraq and Syria on 20 August 1967.

[oos
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tariffs intheir trade control systems. Thus the trade performance of thege
countries at the regional level must be mainly attributed to the discretion of
the foreign trade machinery that deternines, through di fferent non-tariff meang
of controls, the direction and the conmposition of the country's exports and
inports. Conversely, in the case of the remaining countries reviewed, performaneg
of their intra-regional trade could be nmainly attributed to market forces,
influenced by the partial or total elimination of tariffs,

b) Most of the agreerents under examination contain lists of commodities
that are intended to enjoy a reduction of, or an exemption from, customs duties,
A limited number of agreements provide for general exemption from customs duties
for agricultural and animal products, with the exception of a certain number of
commodities, and enumerates in & separate list manufactured goods that are to
enjoy a reduction or exemption from custons duties.ll Paew other agreenents

provide for genersl exemptii? for ell cormodities to be exchanged between the
12

two contracting countries.

c¢) Recent trade agreements between Egypt, Iraq, Jorden and Syria stipulate
an upper and/or lower limit for the total value of goods to be exchanged under
the agreemnt.

I .

|1 R | B ™

(o

Provisons stipulating an upper limit are usually motivated by the desire of t:

exporting country to secure particular goods for domeatic needs and/or for exportr

outside the regione On the other hand, provisiom for a minimum value reflect
the quest of the exporting country for am outlet to some of its non-traditional

exports.

11/The agreement between Jordan and Syria of 18 February 1953, and the
agreement concluded between the two countries on 26 April 1965; the agreemsnt
between Jordan and Iraq of 9 December 1965 and the protocol of 20 Augwst 1967

and the protocol of 29 April 1968.

;g/ The agreement between Egypt and Syris (as the two Regions of the United
Arab Repuhlic) of 31 August 1958 and the agreement concluded between them on
1 May 1969; the agreement between Iraq and Syria of 3 November 1961 (with the
exception of certain goods) and the protocol of 20 November 1967; the protocol
concluded between Egypt and Iraq on 27 July 1967 and the protocol betwsen Iraq

and Jordan on 29 April 1968,

fr s
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d) As the agroements under study are oonoluded for a short period (one or
two years) subjeot to renewal, the lists annexed to them have been frequently
the sudbject of continuous changes with regard to commodities to enjoy preferentisl
treatnent. These changes have been mainly motivated by tho change in the production
structure, in particular the industrial etructure of the trading countries.

Due to balance of payments difficulties, bilateral payments ngreements have

been frequently raorted to as a supploment to bilateral trade sgreementa. In this reapect,

Egypt comes out as the country that has been making most use of bilateral arrangements

in order to regulate payments arising from its regional trade, Throughout all the

period under examination, Egypt maintained bilateral paynents arrangenents with
Iraq and Syria. Bilateral agreements between Egypt and the rest of the countriea
in the region either did not exist (Egypt—Jordan, Egypt-Kuwait) or were only concluded

‘during the early fifties when most of the countriesof the region were gsetting up

foreign exchange control, (see amnnexta  1). Aside from bilateral payrents

agreenents with Egypt, Iraq and Syria havy had similar errangements among themselves
and with Lebanon and Saudi Arabia. At present, Jordan, Lebanon, Saudi Arabia and
uwait do not make use of bilateral payments arrangenents in carrying out intra-

egional trade,

In theory, the extent to which bilateral payments agresments contribute to
ltrade expansion depends on the frequency of settlements and the size of swing ocredits.
n recent bilateral payments agreements, settlement of excess balancea is usually

tipulated within six months upon the termination of the agreement; the latter being

ererally concluded for one yeer, which is renewable. This frequency gg'aettlement is lea:
Alsa the

ess than in payments agreements concluded during the earlier fifties.
endency in recent agreements is towards the enlargement of the size of awing credits.

;Q/For instance the agreement between Egypt and Syria of 29 January 1956 stipulates
hst excess balances have to be cleared every three months.

?12/ The agreencrt between Egypt and Iraq signed on 27 July 1967 provides for a

ng credit which represents about 50 per cent of Irag's imports from Egypt in
1968 and ebout 65 per cent of Iraq's exports to Egypt in the same year.

[eon
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2« Multilateral agreerents
Multilateral efforts in the field of Arab econcnic co-operation haye

been pursued within the framework of the League of Arab States and the Arab

Economic Councils These efforts are nainly based, as was nentioned above, on

three schenes:

a) The Arab Trade Conventd on;
b) The Arab Payments Convention; and,
¢) The Arab Economic Unity Agreenent,

1
Of these three Schenes, only the first and the third will be examined below.-i/

The Arab Trade Conventionlé/Was ratified by seven Arab countries, nanely,
Jordan, Fgypt, Saudi Arabia, Syria, Iraq, Lebanon end Kurait. The Arab Trade
Convention is similar to the bilateral trade agreenents concluded either bef-re
or after its coning into force, in that it does not provide for the elimination
of quantitative restrictions on trade. The Arab Trade Convention has, however,
over previously concluded agreements, two advantages as far as the fresing of
intra-Arab trade is concerned, Firsfly, the Arab Trade Convention extended
rreferential treatment to trade between some Arab countries that have not before
embarked on the road of mreferential treatment through bilateral trade agreements.
Before the Arab Trade Convention, only six trade agreeements were in effect
to govern specific bilateral trade flows taking place between Iraqg~Lebanm ,
Jordan-Lebanon, Lebanon~Syria, Jordan-Syria, Lebanon~Syria, Iraq-~Jordan (see
Appendix I). Secondly, the mcope of tariff reductions and exemptions was wider
in the Arab Trade Convention than in the previously concluded bilateral agreements,
Originally, the Arab Trade Convention embodied two schedules, namely, Schedule A,
providing for complete exemption from customs duties with reapect to most items
of section I to IV of the Revised (SITC) and Schedule B, providing for a 25 per
cent reduction of the normal duties on Bone 150 itens of nanufactured products.
Moreover, the Arab Trade Convention has been subject to four enlarging amendments
of which only the first and the second were ratified Ey the member countries.

15/ The Arab payments convention did not embody concrete obligations on the
part of the member countries in the elimination of payments restrictions and thereby

the convention remained inoperative.

16/ The convention was ratified by Egypt and Jordan in 1953, Iraq, Lebanon,
Saudi Arabia and Syria in 1954 and Kuwait in 1962, It came into force as of

12 December 1953,
/cuc
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According to the firat amendment, Schedule C, providing for a 50 per cent reduction
of the normal oustoms duties, in favour of a new list of nationally manufactured
L LA |

However, a good number of the items in Schedule C were alresdy

goods, was added,
As to the second

included in Schedule B and enjoying a 25 per cent reduction.
amendnent, it enlarged Schedules A, B and C, and added Schedule D providing for

a 20 per cent reduction of the normal customs duties with reapect to certain

assenbled manufactures,.

It is to be noted, however, that the conclusion of the Ara® Trade
Agreenent did not stop the spread of bilateral agreements, On the contrary,

available information reveals that from 1954 onwards the partners of the Arab
Trade Convention continued to make use of bilateral agreements. Thus it seems
Justified to state thaet the faith of Arab countries in bilateral agreements as
a means of building up closer tradelrelations was not checked by the appearance

of the Arab Trade Conventicn.

Camparing the Arab Trade Convention Schedules with the items listed
in bilateral sgreements concluded thereafter, one can see that the Arab Trade

Convention in liberalizing trade did not go as far as some of the bilateral

agresments. Though bilateral agreements continued reproducing many of the
itens included in the Arab Trade Convention and granting them the sane tariff

reduction or exemption, they provided, however, for a higher rate of preference
then in the Arab Trade Convention for a good number of articlea. Moreover, it

is often the case that bilateral trade ngreeements provide for tariff reductions
end exemptions with respect of new items not included in the Arab Trade Convention

Schedules.
If the role of the earlier efforts in the field of Arab Economic Co~operation

is to provide for partial preferential treatnent in favour of intra—-Arab trade,

the agreement for the Arab Economic Uhitylzéppears, as far as its stipulations

17/ The agrecment came into force as of 30 April 1964 when it was ratified by
five of the signatory states namely: Iraq (1964), Jordan (1963), Kuwait (1962), Syria
(1963) and Egypt (1963). Thereafter the agreement was ratified by the Yemen Arab
Arab Republic (1967) and Sudan (1969). . :
/.n-
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entail, toc be the franework for a far reaching advanced stage of econonie 1ntegnu&
The agreement provides for the conplete removal of barriers to trade amd to Tacty,
movements at gradual stages. It provides éiso for the co-ordination of varioug
national economic policies, with a view to achieving the cbjective of econonig
unity. Morecver, the agreenent establishes the Council of Arab Econonic Unity

&8 an autonomous regionsl institution within which the representatives of thexxmh,
states meet in order to elaborate the successive stages vowards econonic unity anq
to follow-up their inplenentation. The Council's decisions are to pass by a vote
of two-thirds najority, but they are not binding on the nember States until
ratification by the national legialative authorities. The Council is to carry
out its mission with the help of a pernenent secretariat,

The first step towards ihe inplemontation of the Arab Economic Unity agreene
was Decision No, 17, establishing the Arab Common Ilarlzet and passed by the Council
of Arab Econonic Unity in August 1964, The Decisicn set the firgt of January 1965
as the starting date for neving torwvarde the crestion of a free trade area between
the Councii nenbers. Only four countriea, namely, Irag, Jordan, Egypt and Syris
ratified the Decision,; and since the Council Decisions are not binding on the member
States, except after ratification by their respective national authorities, the
new free trade area was to be established only between the above-mentioned four

countries,

Decision No« 17 set up a achedule for the gradual elimination of tariff
and non-tariff barriers an trade flows among the participant States. Agricultural
products and products of natural resources, livestock and liveatock products, were
to be completely liberalized over a period of five years, while ten years were
envisaged for the conplete liberalization of trade in nanufactured goods. In
echeduling its prograrme of liberalizetion, Decision No. 17 nade use of the
amended schedules of ths Arab Trade Convention. A comparison betwesn Decisicon
No. 17 and the Arab Trade Convention as to the extent of trade liberalization
with respect to the first group of products mentioned above leads to the following

two comnents,

fios
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a) Decision Noe 17 provided for the elinmination of non-tariff barriers over
a poriod of five years for all such pro&ucta;

b) With respect to products listed in Schedule A of the Arab Trade Convention,
Decision No. 17, did not introduce a new element of tariff preference since these
products were alroady enjoying, under the Convention, full oxemption from cuetoms
duties and other charges and since under Decision No. 17 the Member Siates were
already abiding by the provisions of the Arab Trade Convention. Ae to the producta
that were not listed in this schedule, it is true that Decision No. 17 provided
for their gradual liberalisation fronm tariff and non-tariff barriers over a
period of five years, but a look at these preducts reveals that they either did

not figure in the production and trade of the countries involved or cccupied an
. imsignificant place,

With respsct to manufactured goods listed in Schedules B and C of the Arab
Trade Convention, and enjoying alreedy e tariff reduction of 50 per cent and 25
per cent, respectively, these were to enjoy complete tarifi’ exenption as of the
,f*rst of January 1969 for Schedule B products, and ae of the first of July 1974
g for Schedule C products. Moreover, sll other manufactured goods were to be freed
jﬁgradually fron custons duties at an annual rate of 10 per cent of the originsl
tariff rate to reach conplete exemption as of the first of January 1974.

&

4s to quantitalive restrictions all manufactured goods were to be freed
duslly at en annual rate of 10 per cent of the number of products subjected
o such restriction in the participant countries as of the first of November 1964.

Although, by any standard, the provisions of Decision No. 17 were anbitious,
bhe Council of Arab Economic Unity decided, in its 12th session, to accelerate

he rate of freeing manufactured goods from tariff and non-tariff barriers.
ccording to resolution No. 372, dated 19/5/1968, all nanufactured goods were to

E
be compictely exempted from both tariff and non-tariff barriers as of the first

éf January 1971,

Bl
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Fron a formal point of view the Arab Econcmic Unity Agreement, and
Decision No. 17, have two main advantages over the previous bilateral and
oultilateral agreenments: (a) the establishmen? of the Council of Arab Econonmie
Unity as a regional machinery; and, (b) the scheme of 1liberalization embodied
in Decision No. 17 is much bolder than the liberalization schenes ofithe Pr'fhmnl,
concluded bilateral and multilateral trade agreements anong the Arab countries,

The inplenmentation of the free trade area, as envisaged by Decision No. 17
and anended by Decision No. 372, was net with reticence and reluctance fron tke
countries invelved, First, these countries nade nuch use of the escape clause
provided for in that Decision and according to which the participating States have
the right, upon the approval cof the Council, and for a period that dces nct go beyn
the final stages of liberalization, to exclude particular products fron tariff
disarmanment end elinination of "adninistrative restrictions" for serious and
Justified reasons. The application of the escape clause resulted, during the
first stages of liberalization, in numercus lists of goods presented by the HMeaber
States for exemption fron tariff reductions. Due to the numerousness of these list
and the difficuliy of a careful check of their seriousness, the Council could

not but accept temporarily the lists of the Member States and set up a special
committee to study them.18 It was almost two years after the establishment

of the free trad L area that the member States agreed to withdraw the lists

of exemptions. Jordan reduced its lists to 16 items for which exemption is
based on the safeguarding of customs revenue,

The withdrawal of the exemption lists should not, however, be interpreted
as reflecting a positive change in the attitude of Member States towards the
implementation of the free trade area. Though the member couniries did not
refrain from drawing up and handing in the lists of products to be liberalized
from "administrative restrictions" during the various stages of liberalization,
as defined by Decision No, 17, they went on subjecting their trade with each
other to various quantitative restrictions, Moreover, as nmentioned earlier,
there has been a tendency in three of the four member countries of the Arab

Common Market, namely, Iraq, Syria and Egypt, towards a more comprehensive direct

18/ Decizion No, 28 dated 4/11/1964 (the third ordinary scssion),
19/ Decision No, 239 dated 6/11/1966 (the ninth ordinary session).

[oss
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control over foreign trade. This is in outright contradioction with Decision
No. 17 which states that member countries have to atabiligre their tariff and
quantitative restriotions as of 1 November 1964.

In justifying such attitudos, the Momber Statos pointed out that the
Council has not yet finished the studies concerning tho co-ordination of economio
plane and that in the abamence of an Aradb Payments Union they will be faced with
transitional payment difficultios due to the freeing of intra-Arab trade,

These arguments, as will bo shown later, point to an essential defect
in the approach of the Council to the ostablishment of a free trade area. For
the member countries to accept froeing of their regional trade, the programme
of liberaligation must constitute a part of an over-all programme based on the
co-ordination of production and coping with the transitional difficulties to
which freeing of trade must lead in the short run (see table 2).

Table 2, Intra-ACM trade liberalization schedule
(Percentages and reductions)

Bofore
1965 1965 1966 1967 1968 1969 1970 1971

Exemptions from customs
duties & other charges

1. Products of vegetnble
or animal origin and

minerals

= Products in List A 100 - - = - - = &

— Unlisted products - 20 40 60 80 100 - -
2. Industrial products | "

- Products in list B 25 3 45 55 65 8 100 -

- Products in list C 50 60 70 &0 %0 . 100 . -~ o

- Unlisted products - 10 20 . 30 40 60 - 80 . ‘100

Liberalization from adminis-
tratlve restrictions

1. Products of vegetable or

aninal origin end - 20 40 60 - 8 -100 - X
pinerals ' | B L
2, Industrial products - 10 20 30 40 60 . B0 100

e: United Nations Economic and Social Offioe in Beirut, International Trade
Unit, S
SRATTE
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As it stonds, there seems to be great doubt that the Arab Payments Union
would help the nember countries nore than the existing bilateral agreenents in
overconing regional payments imbolances arising from liberalization of regional
trade. Firstly, the frequency of settlement dates and, consequently, the size of
credit facilities furnished between these dates are shorter than what is preveiling
under bilateral agreenents, Secondly, if any one credit or country is entitled to
receive at the date of settlement the full value of its net credit position,
the provision of credit facilities to the net debtor will be in large part

incurred by the Union's fund, small as it is,

The attitude of the ACM countries as to the inplementation of the Council's

decisions or the issues of freeing intra-regional trade and payments is a clear

evidence of their reluctance to accept a degree of co-operation higher than what

is embodied in bilateral agreenents, No wonder that the emergence of the so-called

Arab Conmon Market did not forestall the use of these agreenents,

A N

C. Preferential Treatment ond Inter-Arab Trade

@ Tables 3 and 4 show that intra-Arab trade does not occupy but o ninor place
For the sceven countrics given in
less than 9 per

the same for

in the total trade of the Arab countries.
table 3 as a whole intra-regional trade in 1968-70 nccounted for

But the relative importznce of the regionel market is not

cent,
2ll these countries., Syria, Lebeznon and Jordan charnel into the regional
a relatively

narket a good propecrtion of their exports and depend on it for a
high proportion of their inports, In the case of Egypt, Iraq and Kuwaitgg/their

dependence on the regional narket is quite low for both exports and imports., The

regionnl narket is of insignificont iaportance to Spudi Arabia's exports, However,

froo the ioport side this country shows sone dependence on the regional market.

T YA

‘ 22/ Tn table 3 Kuwait's total exports do not include petroleum, UNESOB
eclinatec :ue share of regional exports to total exports of Kuwait (including

pctroloum} to be 2 per cent for the period (1961-1965)

/ono
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Table 3. Share of ;ntra—Regional Trade in Total Exports and Imports
of Seven Arab Countries, 1968-1970 (averages)

(Millions of U.S. dollars and percentages)

Total Intra-regional Total Intra-regional

Country exports exports Ratio imports imports Ratio
Egypt 702.8 33.9 4.8  696.8 21.5 T
Iraq 1060,.9 66.7 6.2 450.8 39.1 8.6
Jorden 33.1 2109 66.1 178.4 34-2 1900

. a
Kuwait 61. 23.1 37.0 627.6 49.9 7.9
Lebanon 239.0 112.9 47.0 642.8 83.1 12.0
Saudi Arabia 2155.,1 18.7 0.9 676.8 83.1 12.0

Total 4449.1 350.2 7.8 3622.3 359.8 9.2

Source: The Arab Leagu?, Summary of Foreign Trade for irab Countries, 1968 and 1969;
Report on Foreign Trade for the Arab Countries, 1970. Stetistical Centre.

g/ Excluding petroleum. Non-petroleum exports of Kuwait ere mainly composed of re-expc

Table 4. Share of Intra-Regional Trade in Total Zxports end Imports of
the ircb Common Market (ACHM) Countries, 1968-1970 (average)

(Millions of U.S. dollars and percentages)

Total Intra-regional Total Intra-regional

Country exports exports Ratio imports imports Reti
Iraq 1060.9 31.6 2-9 45008 20 .0 4.4
Jordan 33.1 8.2 24.7 17844 155 743
Syria 196.4 21-3 10.8 34900 32.1 9':
" Total  1993.2 80.3 4.0 1675.0 80.3 48

A e

Source: Same w3 for table 3.

_d
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Intra-regional trade between the four countries of the ACM wee in tho 196870
period at a level lower than the level registored for the soven countrics ns r whole

(see tables 3 and 4), In 1968-70, trade anong the ACM countries did not nzount to

nore than 4 per cent of their total trade., A conparison of tables 3 nnd 4 reveals

that Jordan and Syrin are nore dependent on Lebanon, XKuwait and Srudi Arabia than
Jordan and Syria, however,

on the ACH countries ns an outlet for their exports,
On the

are nore dependent on the ACHM countries as source of regional imoorts.

other hand, Egypt depends more on the ACH countries thon on the other throe countries

with respect to both its regional exports and inports, As to Iraq, the two sub-

regions arc equally important as an outlet for its reogional exports or as a gource

of its regicnal imports.
It is worth noting that the ninor place occupied by regional trade in total
trade of the Arab countries comes at the end of about twenty yearc of cttenpts

at regional co-operation and integration. The issue now should be the roles

played by the different types of prefercntial trectment in the performonce of

intra-Arab trade over the last two dccades. For this purponse, table 5 traces

the perfornance of intra-regionnl cxports between the four countries of the ACH,
It appears that the proportion of intra-regionnl cxports in total ecxports of

the four countries increased fron 2,5 per cent in 1951-52 to 4 per cent ia

1968-70, The growth of intra-regionnl exports at a rate higher than the rate

of growth of the totnl exports of these countries is attributable, in part at

least, to the differcnt kinds of preferentinl treatments that intra-regional

trade enjoyed throughout the period under review. In fact, at the beginning of

the period preferential treatnent was more or less non-czistent in intra-regional

trade, Thereafter, intra-regional trade benefitted from preferentinl treatnent
enbodied in the nany bilaternl agreenents concluded between the various pairs of

co.ntries, in the Arab Trade Convention, and in Decision No, 17 which established

the Arsb Comnion Morket, In ivying to explain the contribution of the various

kinds of prefercutial treatment to the growlth of intra-regional exports it seens
recsonnble to divide the period in question into two-sub-periods from 1951-52

to 1962-64, and from 1962-64 to 1968~70, During the first sub-period intra-

regional trade anong the four countries has been carried out within the franework

/llt
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Table 5. Total and Intra-Regional Exports of the ACH Countries
(Millions of US dollars and percenteges )
(1) (2) (2)
Country Year Total oxports  Regioncl ezports  As o p?rgentage of
;
Baypt 51 - 52 480.9 1.93 0.3
53 - 55 410.9 2.24 0.5
56 - 58 457.3 5404 1.1
59 - 61 489.8 13.19 247
62 - 64 485,3 552 1.1
65 - 67 606.0 11,12 1,8
68 ~ 70 702.8 19,21 2.7
Jordan 51 - 52 325 2.269/ 69,0
57 - 55 743 2,48 3440
56 - 58 15,1 4,23 32.3
59 - 61 11.8 2.68 22.6
62 - 64 19.8 4,18 21,1
65 ~ 67 24,7 5.84 23.9
66 - 70 3301 8.21 24,7
Iraq 51 - 52 243,8 6.2 2.6
B3 =~ 55 466,0 4,7 1.0
56 - 58 467.7 4.2 0.9
53 - 61 64044 1,59, / +25
62 ~ 64 76543 1495~ 1.3
€5 - 67 885.7 12,186 1.4
68 - 70 1060.8 31.63 249
Syria 51 - 52 80,5 10,56 13,1
53 - 55 133.4 12,07 9.4
5¢ - 58 141.2 16,85 11,38
59 - 6L 96,3 27,48 78.1
2 - 04 17643 15.74 9.1
65 - 67 172,1 10,80 6.2
6g - 70 196,4 21,25 10,8
Total 51 - h2 808.,5 20,95 2.5
56 - 58 1078.6 30,32 2.7
59 - 61 1238,3 41.94 3.6
62 ~ 64 14464.7 36,90 2.3
65 ~ 67 1688,5 49,93 2.9
68 - 70 1993,1 80,30 4.0
Sources: United Nations, Yenrboolk of Internntional Trade Statistics;
The Arab League Sumnary of Foreign Trade for Arab Countries, 1968
and 1969; and Report on Foreign Trade for Arab Countries, 1970,
Statistical Centre.
g/ Includes exports to Labanon.
h/ Exeluding petroleun,
/coc
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of bilateral agreements and the Arab Trade Convention, During the second sub-period
both bilateral agreements and Arab Common Market Decision No. 17 provided the

rationale for preferential treatment in intra-Arab trade.

Table 5 draws attentioa to the fact that the proportion of intra-regional
exports in total exports was about the same in 1962-64 as in 1951-52. Moreover,
the share of intra~regional exports in total exports fluctuated during this period.
It reached its peak in 1959-61 when Egypt and Syria merged into the United Arab
Republiec. After 1961, the year when the unity between the two countries broke
up, intra-regional exports reverted to their previous low level. This fact is

significent in the evaluation of the reapective roles of bilateral agreements

and the Arab Trade Convention in the expansion of regional trade.

The share of regional exports in total exports of the four countries
% during the second sub-period increased from 2.3 in 1962-64 to 4 per cent in
- 1968-70. With the refusal of these countries to abide by the provisions of

Decision No. 17, it will be rather arbitrary to teke the observed expansion in

intre-regionel exports as resulting from this Decision. On the other hand, a _

| closer look at export flows during the second sub-period reveals that their expansion

' was in the yeers immediately following the conclusion of bilateral agreements

between the various pairs of countries.

The sbcove analysis alludes to a significant point in assessing efforts of

co—operation among the Arab countries. Out of the various forms of co-operation,

bilateral agreements standout as the main instrument of co~operation among these

countries. Though from the early fifties the Arab countries set up the Arab

Trade Convention, providing for various degrees of tariff preferences, they con-
tinued to use trade agreements with a view towards expanding intra-regional trads.
The same thing is true in the context of the Aradb Common Market: the member

countries were loath to the idea of creating a free trade area by the elimination

of both tariff and non-tariff barriers. They continued on the path of bilateral

trade and payment agreements.

ey
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The favourable effect of bilateral trade agreements on intra~jpg fy
should not, however, be exaggerated. The combined effect of both bilateral

and multilateral agreements hardly led, as mentionod above, to a Bignificam

increase in the volume of intra—-Arab trade in relation to the total fores g

trade of the Arab countries.

On the other hand, if one accepts the premise that trade expansiqy,
among the countries of the region is a means of fostering economie develomant
and is not an end in itself, bilateral agreements among the Arab countrieg i
by no means fulfill this condition. In fact these agreements wonld not Serye
as an adequate fremework for a profound transformation of the productive
structures of the contracting countries to take advantage of the Prospects
opened by the regional market. Bilateral agreements are concluded for a shop
period of time and thereby the lists of goods benefiting from the preferentis)
treatment are subject to continuous changes. Moreover, the conclusion ang
application of these agreements have becn much influenced by the state of
political relations between the contracting parties. Often bilateral agreenents
vero suspended beccuse of a deteriorsdtion in the political relations between th:
two partners.23 Finally and importantly bilateral agreements have frequently bex
a tool by which the countries involved found an outlet for the surpluses of alr:
existing producticn or an access to a particular commodity which is in & short
Supply because of scarcity of foreign exchange. In such cases, trade is cerrisd

out on an ad hoc basis with little attention, if any, to cost and price

considerations,

23/ The trade and payment agreements between U.i.R. (Egypt, Syria) and
Iraq that came into effect during 1958 and 1959 (see Annex table 1) were
inoperative up to the early months of 1963. (See Mursay, op.cit., p. 94).
Another example is that of trade and payment agreements betwee_n_Saudi L
Arabla and Egypt, Iraq and Syria concluded during the second half of the fifti®:
These agreements vere inoperative during periods of .political tension.

Foss g
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II. FPROBLEMS AND PROSPECTS

The preceding discussion brought to the forefront the lack of will on
the part of the Arab countries towards the achievement of an advanced degree
of econcmic co-operation. There seems to be a widespread belief that political
factors are lying behind the present attitude of the Arab countries towards
integration. Though it cannot be denied that decisions on economic integration,
and for that matter on other economic issues, are of e political nature, in
the sense that such decisions are the concern of the political decision-making
centre of the couniries involved, it is important to explore whether the
political reluctance of Arab countries is based on objective factors. To
get a reply to this question, the rationale of integration in the case under
study has to be investigated to see if attempts at integration by the Arab

countries esre compatible with the implications of such a rationale.

A. The rationale

In terms of the basic customs union theory, the main economic motive for

forming a regional grouping is the possible benefits it would offer in the shape

of a more efficient pattern of production and trade. In the conventional theory,

the impact of a customs union on existing production and trade is analyzed by

making use of the Vinerian concepts of trade creation and trzde diversion. For

each of the countries in the region, a customs union would lead to a more efficient
! allocation of resources, and thereby to a gain in income, if trade creation

| effects outweigh trode diversion effects.24 The obverse is true if as a result

| of the formation of the customs union trade diversion effects predominate.

. Discussions of the relevance of the theory of integration to the case of
' developing countries, though not denying the importance of regional groupings in
| terms of a possible increased specialization within such groupings according to

Ethe principle of comparative advantage, point to the effects'of regional groupings

Eon the more fundamental determinangg,of the rate of growth and structural

étransformation of these countries.

24/ If consumption effects are abstracted from.

: 25/ Vinery J., The Economics of Customs Union, Carnegie Endowment in Interna-
'tional Peace, 1950, Excerpts published in International Economic Integration,

edit. by Robson P., Ponguin, pp. 31-47.
I

5 26/ Mikesell,R.F., The Theory of Common Markets as applied to Regional
Arrangements among Developing Countries, in International Trade Theory in a Developing

World, Americcn Economic Association, MacMillan, London, 1965, p. 205.

Lo
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ence, in examining the relevance of integration to economic devslap..nt
increased sttention was paid to its effeats on the process of ind“afrialita‘zwh

In this respect, integration azong developing countries has the merit o2 2aking

it possible for each mesber of the regicnal grouping to expleit ecomomies of

scale in g . 8reater scopa than is permitted within its individusl markest, Eldmu‘
this, «nuegratlon reauces, in comperisca with protected nationsl marksts, the
cost of industridlization and izport substitution. Moreover, in the case ~¢

countries suffering from a "trade" gap, integration would help then in overcomiag
it in two ways. First, by en.arg1n6 the market, end thareby reduc ing ths gost

- -

of production of manufactured goods, integration inereases the cs apacity of ika
member country to export manufactures to the rest of the world. Se
hancing the process of impart substitution

2
effect on the trade gap'gb

-y
cond

’
» 2ntegration will have slso favousshle

It is tecause of these favourable effects on the process of

industrisgligats:
that integration among a group of

developing countries may be regarded from the

standpoint of the integrated ares and/or the irdividusal member country beneficis!

even if, on balance, trade creation offects are outwei
effects.

ighed by trade diversion

Nevertheless, it is to be noted thet, if trade diversion effects are

predominant in the case of cne or more members °f a particular grouping, intesrat
would not be attractive even if the aforementioned industrialisation bene:

are there. This is duec to the fact that while trade diversion effects are to bs

felt in the short run and lend themselves to a relatively siople measurement, the
possible favourable effect of integration on industrialization is of a lenger-ru
nature and is more difficult to gauge.

To this qualification on the merits of integration from the viewpoint of
individual countries contemplating to join a regional grouping, two others may

be added.

27/ Mikesell,R.F., Ibid., p. 209.
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- of factor immobility is removed, the less developed will lose more becaus

. straight-forward nature.

First, if through the reallocation of existing resources within an integrated
area one or more countries have to give up a special line of production, they have
to dbalance the economic advantage aocruiﬂé as a result of increased specialization
against the complex economic and social problems of transferring labour to other
occupations. A similar deterrent to liberalization of trade will arise from
potential regional payments imbalances. Because of differences among the members
of an integrated area with regard to the nature of specialization.and to comparative
ratea of growth, some countries of the region will be, during a transitional period

i at least, in trade deficit with their regional trading partners.

Second, if integration takes place among a group of countries at unequal

| levels of development, the free interaction of market forces, following the
) elinmination of trade barriers, may make of the more developed countries of the
. region a pole of development and, thereby, lead to the extinction of industries

in the less developed countries. In such a case, the benefits from treeing trade
will, in a large part, be reaped by the more developed countries in the region.
The less developed ones may be even the victim of a backwash effect. Moreover,
if integration tekes the form of a common market and, therefore, the assunption
e their

cepital and skills will be drawn towards the more advanced partners.

From the foregoing analysis one can conclude that the benefits of integration

for individual countries contemplating joining a regional grouping are not of a
The decision of a particular country to join a free trade

a custonms union or a common market must be the outcome of a difficult process

area,
In view of this consideration,

of balancing the benefits and costs of integration.

- it eppears thet the success of a regional grouping, particularly among a number of

developing countries, is greatly related to the nature of the act of integration.

" Such an act should not be identified with the simple elimination of trade and

factor bar-iers. It should painly consist of a set of institutions and measures

aiming at giving the potential partners the opportunlty to balance the benefits
sts of integration, and to be sure of the net benefits they would gain in

| joining the integrated area.

fesa
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It is, therefore, clear that in order to evaluate regional economie o
operation and integration efforts among the Arab countries, and thereby
Arab economic co-operation end integration, the folloving two basic quest
need to be exanined:

(1) the benefits and costs *hat a regional grouping would bring to

the m'olp'
iOna th&t

individunl countries; and,
(i1) the nature of the integration act.,

B. Benefits and costs for individucl countries in an Arab regional er

Oubing
According to the foregoing analysis the benefits accruing to an individyy)

country from entering a regional grouping would be mainly in the form of a highey
rate of industriclizotion in the futre, along with the shorter run gains in terns

of better allocction of existing resources resulting from trade creating effects,

#gainst these benefits a country trying to moke a rational policy decision
must take into account the cost of integration in terms of trade diversion effects
the social and economic problems due to a reallocation of resources, transitions]
payments difficulties and the possibility of being the victim of backwash effects,

Needless +o 82y,tte measurement of the benefits and costs of an Arab region
grouping on its individual members calls for a study of existing patterns of
production and trade of the countries involved and of their future plans for
development and industrialization. A thourough study of this kind lies beyond
the scope of the present paper, It may still be useful, however, to give some

evidence of the possible bearing of a regional grouping on the countries reviewed.

By and large, all the countries reviewed suffer, in varying degrees,
despite their attempts at development and industrialization during the past
two decaaes, from structural imbalance. In the case of Egypt, Iragq, Jordan,
Kuwait, Saudi Arabia and Syria, the structural imbalance takes the shape of
the predominance of the agricultural sector und/or petroleum over the nmanufacturin
sector (see toble 6) and a more or less dependence on few primary products for
export. A4is tcble 6 shows, structural imbalance in Lebanon is characterized by

the predominznce of the tertiary sector, compared with the commodity sectors.

In this respect, it is to be noted that attempts by these countries at
a more balanced production structure through industrialization will be seriously
handicapped by the size of their individual markets, Available studies suggest
that the separnte notional markets of the countries under study are not large
enough to permit the operation of optimal units of productisn for a gocd number
of industries, This is true not only for the countries in the region with relativ

/e
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small domestic markets, such as Jordan and Kuwait, but also for the larger

countries such as Egypt, Iraq, Lebanon and Syria. Inthe case of this last

group of countries, specifically Egypt, industrialization based on import subati-

tution of consumers goods seens to have run its course. Further attenopts at

industrialigation have to be in the fields of intermediate and capital goods
industries. The required size of market, measured by population and per capita

income in the case of these industries, may be much larger than the national

markets of any individual country.

Thus, in so far as industrialization remains the ultimate goal for the
countries of the region, regional integration will remain for each of them the

principal means to achieve a level and structure of industry at a cost which is

not feasible within the framework of isolated national narkets.

With respect to the possibilities of trade creation and trade diversion
in an Arab regional grouping, these may be assessed on the basis of the degree

of complementarity and competitiveness between the economies involved as well

as of the height of their prevailing tariff walls.

In the case of prirary commodities, the region is characterized by diversity
If endowment in national resources is the basic

condition for the enjoyment of a conparative advantage in the production of

primary commodities, one should expect costs to be difforent within the region

for a variety of prinary products. The existence of such differences suggests
that a grouping will be beneficial for the region as a whole in so far as it

leads to better allocation of resources in the field of primary commodities pro-

duction.
From the standpoint of an individual country, tho extent to which a regional

grouping will be trade creating or trade diverting will be best illustrated by

contrasting: (i) the patterns of agricultural production in Kuwait and Saudi Arabia,

>n the one hand, and in the countries of the region with a wide agricultural base

)n the other; (ii) the pattern of production within the latter group of countries.
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Table 6. Industrial origin of gross domestic product at current
producors' values

(Average 1968-1969; percentages)

Saudi Tl
Sector Egypt Iraq Jordan Kuwalt Lebanon Arabia Syrhﬂ
Agriculture, hunting

forestry and fishing 29.85 17.85 15.77 0.52 9.80 6.03 2435,
Mining and quarrying 1.81 30.90 1.58 56.1 47.60 i
13.15 |
Manufacturing 19.57 8.35 9,10 3.72 8.24 17.&{

Electricity, gas and water 1.57 1.55 1.10 3.51 2.29 1.19
Construction 4.78 2.84 5.10 4.13 4 .64 5.02 3.12
Services 42,42 38.51 67.35 31.98 70.12 31.92 54 .66,
t
Total 100.00 100.00 100.00 100.00 100.00 100,00 100.00.
Rl
Source: United Nations, Yearbook of National Account Stotistics 1971. W
g/ At constant producecrs' values of 1963. '
£
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Agrioultural produotion im innignifioant in Kuwaib nnd Saudi Arabia. The two
 oountries, an nentloned above, hardly impose any import restriotions on the
' agricultural goods produced by other countrien of the rogion, Complamantarity
| botween the two groups of countries did not lend, howover, to the penstration
of Kuwait and Saudi Arabia narkete by somo major agrioultural products produced
in the rogion. As table 7 ahows tho proportion of intra=-roglonal imports to
total imports of live animala and rice of Kuwait and Jaudl Arabia was not,
 during the period 1969-1970, of a significant importanco, With respeot to these
products it is likely then that Kuwait and Saudi Arabia would incur a trade
diveraion effect in cane thoy form a customs union with tho other countries of
the region.

Competitiveness is best illustrated by the production of whoat and vegetablon
withinthe countries of the region having a wide agricultural base. Within this
group, Syria is the most important and efficient producor of whont,za while the
other countries maintain restrictions on their imports of wheat. Vegetables are
produced in Egypt, Jordan and Lebunon.2 The first {wo ocountries are in a better

osition with rogards to the cost of production than Lobanon. With reapect to
Euch products, integration with a common external tariff is thus likely to lead to

more efficient pattern of production, though the couhtry ot o comparative

disadvantage has to cope with reallocation problems.

Complementarity and competitiveness among the countries of the region in
the manufacturing scotor will give rise to problems similar to those which integra-
ion wi]l lead to in the case of the agricultural soctor. These problems are
est illustrated by taldng up the case of textile industrios in the region. "extiles
zcupy a major placc in the structure of the manufacturing sectors in Egypt and
rria and, to a losser extent, in Iraq and Lobanon. On the other hand, in bhoth.

udi Arabia and Kuwait these industries are relatively insignificant (see table 8).

28/ The FAO ostimates the production cost of wheat to be 63, 80, 63, 82,
US dollars per metric ton in Egypt, Iraq, Jordan, Lebanon, and Syria, respectively.

), Indicative World Plan for Aericultural Doyelopment 1965-1985, Near East, Sub-

zional Study, No. 1., Vol. II, Rome 1966., p. 176.

gg/ FAO Agricultural Policies and Programmes and Needs for their Harmonizmation
the Near Eanat Region, Joint Sixth Session of the Near East Commission on
‘icultural Planning and Near East Commission on Agricultural Statiatioa, Nicosia,
rus, 24 April-4 Moy, 1972, p. 10.
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Table 7. Share of Intra-Regional Imports in Total Im
and Rice of Kuwait and Saudi Arabin, 1969

(In thousand U.S. dollars)

porta of Live Ang
~1970 averages .y

Kuwait Saudi Arabin D
Live Animals Rice Live Animals Rice
Total imports 5,535.5 7,609 24,212,5 34,924
Egypt 9 118 & 95.5
Iraq 14 0.5 - -
Jordan 1.5 - 2 &
Lebanon 88 1.5 123,5 4.5
Syria 1,011.5 = ' = e
Sub-total 1,124 120 125.5 100
Ratio to intra-
regional imports
to total imports 20 1.5 045 0.28

(in percentago)

Source: Conmpiled on the basis of data appearing inthe Arab League, Summary of
Trade Statistics of Arab Countries, 1969 and Report on Foreign Trade of
Arab Countries, 1970, Statistical Centre.
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Table 8. The Shawe of the Textile I

¢ ndustry in the 7 tal .
Fngeaged in Vil ety Ty otal Number of Persons

ng Sector
(Nurbers and Percentages )

Somtry o Tew YT Totsl Memfagtuming (2)2(2)
Egypt 1968 221,700 5:":1;_%&; - 4:10;1_
Iraq 1969 13,479 82,680 16.30
Jordan 1848 2,031 32,805 CP P
Lebanon 1967 6,153 57,960 10,4

audi Arabis 1966 4% 8,07 ’ 0,55
yria 1968 29,460 103,170 28,55

'or Source and noteR: see Annaw Tnbla IT.

Complementarity between the tWo sub-vepgiona

A R USRS

in ‘he field of +extilexn did

. Arabin and Kyg it marlets by tevtilen

not lead, however, to the penetration of Sendd

produced in the above=mentioned countries., As table 9 shows, the oropoviion cof

intra-regional importa to total imports of cotton texiilen of Yiwnit and Sendd

Arabia did not amount in 1969-1970 +o more than 7,5 rnd 6.5 por cuent, rempectively.
Shch an ocbserv-tion ahould he evalunted in the light to thae frot thet towtile
mports to both countries do not neet with seriousg barvirwa, Moroowysy, an bilateral
&ade agreements beiween Saudi Arabin and the other countriss of the ragion,
‘xtilna have been always benefitin~s from a preferential troatment. 1+ 14 then

te espnnd at

%ear that for trade between +he two eub-regiona in these produet:
ho expense of inports from irtra-resiona?! gources a coimnon high irparg duy

ty in
udi Arsbia and Kuwnitb is necessary, With a higher external tariff theae two
1

wntries would incur a trade diverting effect, The gdna «nalynig appiisa, though
5 B - -

&’ lesser degrez, to Jordan, where the textile sector is snm

all and tho AVarags
Anport duties on textiles is leca than in the cage of the region's rain Producess,

S it e o L TS S

IR

3 2
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o
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Q. Share o Intra-Regloral Iuporta in Tat
ol Textilen of Xuwait and Saudi Arabia, 1&&%?! of Cotugy
A¥eTageg

(Value in thousand U.3, dollare)

T ———

uw, ~

e 1:6:8.5 5,538.0
Lebancn . )
. 3.5
Syeia 19,0
219,5 153.0
Total
269,0 367.0
Ratio of intra—-regional
ioports to total inports
: 3.5 6.5
percentage) ’

Source; Compiled on the basis of data included inthe irab Leagus
Summary of Trade Statisties of Arab Countries, 1969 a:.d. '

Report on Foreign Trade of Arab Countries, 1970, Statistical
Centre,
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On the other hand, integration in the field of the textiles industry wil
be trade creating ns far as the producing countries of the region are conco:
In this respect, avnilable studies point to poossaibilitios of vertical and horisont
SPGCialiﬂg ion anong the region's main producers, nanely, Egypt, Syria, irnq
Lebanon. However, given the importance of the textile industry in tho manufs
sectors of these countries, a change in its structure to cope with a more offic
regional specialization will entail a short-run cost in terms of employ: ..t «.id
value added.

The foregoing discussion is an illustration of some of the posaible
benefits and costs resulting from the creation of a customs union between
countries of the Arab region. The gist, though by no means conclusive, is
that for the various countries of the region, joining a customs union would e
a cost in terms of trade diversion effects, and/or in terns of erployment ind

value added as a result of reallocation of resourcea following the froeing

Against this possible cost, the individual countries have, however,
balance the benefits of integration in terms of trade creation effects and 2
higher rate of industrialization. On this balance will depend the final decision

of the individual countries concerned with respect to joining the fMture intesrct

ared.

4 . & g . .
This conclusion points to the need for an integraticn act that reduces

ts

E
i

Ethe cost of integration and gives the individual countries the opportunity to
gbalance the benefits and costs of integration and thereby be convinced ol

:

!

net benefits.

Closely related to the issue of the benefits and costs of integration is
the evaluation of the possible polarization and backwash effects that would follow
the elipmination of barriers to trade and factor mobility. Such an evaluation
is necessary in order to identify the methods needed to provide for an cguitable
iistribution of the integration benefits auncng the countries involved. The
dentification of these methods will assure the less developed countries of the
}egion that, by entering the integrated area, they would be better off than if they
4id not, It will zlso hslp the relatively nore fdevoloped ones in kmowing the
inits of any ascistance they could afford to give to the less developed countries.

s

29/ United Nations Economic and Social Office in Beirut, Studies on Selected
evelopment Problems in Various Countries in the Middle East, Neu York, 1967,pp¢ 242"
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The reasons for polarization, as mentioned above, nay be subsumed under
the concept of external economies. The concept of polarization implies that if
in one of the countries of a particular region sources of external economies nboy
relative to the other countries, the freeing of trade and factor movenenta will
nake of the former country a pole of development. Any assesscent of the possaibil
of polarization in the case of integration between the Arab countries will be fac
with the difficulty of identifying the availability of various aocurces of externa
econonies in these countries. Any attempt at such an identification will neet
not only with the difficulty of giving an exhaustive list of these sources, but
also with the difficulty that some of these sources are of an institutional

character such as cultural and social amenities.

Table 10, quantifies a few indicators of external econcrnies in tho countri
involved. It conmpares tctween the countries under review with respect to the siun

of population eond per capita incone (as an indicator of the size of the narket ),

the relative inportance of the manufacturing and the distributing sectors, energy
The table reveals that s urc:

On

production, electricity production and arable land.
of polarization are not concentrated in one of the countries of the region.

the contrary, the evidence suggests that these sources are spread out over these

countries with the exception of Jordan. It is then likely that integration acong

these countries would lead to the emergence of nore than one development centre.
It is worth noting, however, that because of the defects of the free
rarket forces as a nmechanism of development, the energence of these centres
could not be brought about by the simple elinination of trade and factors barrie:
The fact that the region comprises nmore than one potential development centre

reduces the extent of conflicting interests in any future agreement on integrati:

C. The act of integration and the balance of individual

benefits and costs

In the light of the preceding analysis, it wyould seen that the main defec
in the relatively advanced Arab attenpts at economic co-operation (the Arad
Trade Convention and the Free Trade Area) lies in the approach itself. These

attenpts consisted nainly of the general elinination of sone or all trade barrié

Joss
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Sone Indicators of Developnent Potentiallities, 1970

g Saudi
Egypt Iraq Jordan Kuwait Lebanon Arabia Syrie
Population (millions) 33.33 8.66 2.31  0.76 2.79 7.74 6.25
Income pegéyend (us
dollars 203 274 280 3880 487 350 244
Index 100 134.97 134.93 1911.,33 239,90 172.41  120.2
ufacturing in GDP
per cent) - 19.%1 8.39 9.09 3.65 13.58 8.54 16.31
Distribution in GDP
(per cent) 8.98 5.74 17.69 8.61 31,38 7.15 17.70
Index 100 63.92 196.99  95.88 349.44 79.62 197.11
Energy production(nillion
netric tons) 21.89 100.43 - 184.08 11 234.57 5.51
Index 100 458.79 - 840.93 .50 107.58 25.17
Electric energy pro- )
duction (1000 EKW) 7134 2115 165 2213 1230 970 947
Index 100 29.60 2.30 31.02 17.26 10.79 13.27
Arable land (10000
hectars) 2725 10000 1132 05 250 765 5641
Index 100 366.97  41.54 0.18 8,80 98.07 207.01
Source: United Nations, Statistical Yearbook 1971.
a/ 1969.
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But such general elinination leaves the countries involved in conplete ignorang,
about future mutual trade pomsibilitico and, theraby, nbout the benefita ang
costs of being n umenber of a reglonal grouping. In the future, Arab attempts
at integration, to have n reasonnble chance of success, nuat be carried out
within a framework that rendersthe countries involved awaro of the net benefitg
to be reaped as a rosult of a certain pattern of regional specialization. To
this end, attention should be directed towards the establishnment of an adequate
institutional set-up, couprising a regional machinery and a mechanisn that would

bring about an optimun regional specialization conpatible with the national inter

of the potentianl noenbers.

1. The regional nachinery

The need for a regional nachinery to carry out tho eatablishnent and
operation of the integrated areas lies, as mentioned above, in %he nature of the
process of integration itself. In theory, and in practice, such a process
calls for the co-ordinntion of production and invostment within the
integrated area., This task of co-ordination is best undertalken by a regionsnl

nachinery rather than by the individual national authoritics concerned.

Though the function of a "regional machinery" can be conceived in various
ways, contemporary cxperience in the field of integration reveals that the effici
functioning of such a regional nachinery is not contingent upon ita being a "supr
national" body to which the individual governments delegante their national author
in certain econcnic fields. The regionnl inatitutions of the EEC do not posseas
supra-national authoritios, ‘nor doea the Council for Mutual Economic Assistance
(COMECON ). These rogional bodies are, for the most part, a forun within which
the participating conntries negotlate alternative comnon solutions to their natic
problens. Within those regional institutions different proposals are exanined

in the light of both national intereats and the pursult of some kind of balance
anong theec intereats.

This point 18 of pivotal importance in oonceiving the set-up of a region
uachinery for integration, apecifically in the case of the Arab countries, as

these countries would be particularly reluctant to give up authority in the ecor

field to a supra-national body. What is required for a successful endeavour in

Jeve
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the field of Ara? econcnic integration is a regional decision-making body which,
without challenging the authoritieg of national governnents, could still bring
sbout their agreenents onthe Rain issues of integration ,

£ 48 hoyand e Scepe of this paper to exanine the constitutional
details of & regional nachinery that would fulfil the above-nentioned conditions,
vithout possessing, at the sane tine, a supra~national character. Nevertheless,
the organization of the EEC institutiops2t would, for the purpose at hand, provide

sone guidelines, The EEC regional Dachinery conprises two main organs: the Council
of Ministers and the Cornission. The Council consists of Ministers representing
the individual governnents and seeks to protect the interests of the Menmber States.
By and large, all inportant questions are passed by unaninity. The Commission,

on the other hand, though consisting of nembers appointed by the unaninous

approval of the Governnents of the Hember States, is supposed to act independently
&s a representative of the Comnmunity. For the Connission to perform such a
function its nenbers are chosen for their "general conpetence". By and large,

the studies and proposals initiated by the Comnission and its staff constitute

the basis of decisions by the Council.

The core of the decision-naking process within the EEC lies in the fact
that the collective decision is taken after a confrontaticn and a dialogue between
the Comnissicn oand the Council of Ministers; the latter representing the interests

of the nenber states, while the former being highly technical and independent,

representing the connon interests of the community. Decisions energing fron

such a process do not require ratification by any nationel parlianent.

The above rcnarks point to the inadequacy of the Council of Arad Econonmic

Unity as a regionnl nachinery to carry out the integration process. The decision—

naking process within the Council hardly provides for a forum within which individual
interests of the Menmber States are exanined with a view to finding a formula that

reconciles individual and cocllective interests.

2;/ David Coorbes, Politics and Bureaucracy in the Eurcpean Community,
George Allan & Irwin Lid., London, 1970, pp. 42-53, and pp. 77-81.
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It is worth noting, in this respect, that the decisions of the Counci)
of Arab Economic Unity are not binding on the Menmber States and need ratificatigy,
by the national lecgislative authorities. But as the decisions gf the regiona)
nachinery are, by their very nature, technically balanced conpronises, leaving
their final approval to the national parlisments would hardly guarantee the
recognition of the wvaricus highly technical elements on the basis cf which the
. "conpromise" has been reached.32 Should a national parlianent fail to pass g
regional machinery decision, the whole regional decigsion-ninking process has
to begin agein, and so on. Thus, it is clear that replacing the two-thirds
najority voting rule (provided for in the Agreement of Arab Econonic Unity)
by the principle of wnanimity, while not naking the inplenentation of the Council
Decision depends on the 1egislativé approval of national authorities, would be
a better solution as far as the adoption and inplementztion of the Council
decisions are concerned. Such a modification has the nerit that while the
national govermients reuain the ultinate authorities for all regional decisions,
the adoption and inplenentation of these decisions would not face difficulties

that are not related to their objective content.

In addition, the decision-nmaking process, within the Council of Arab
Econonic Unity, does nut provide for the cenfrontation prcocess with a view to
arriving at a ccritain conpronise between the national and regicnal interests, a
process that represents in the case of the EEC the "soul'33 of the decision-nakir
process. The rcprescntatives of the Menber States in the Council, cognizant
of the fact that the Council's decisions are not binding on their governnments,
would attend the Council meetings without the will or even the intention of
finding out the suitable regional conmpronise. For instance, Kuwait's representa
did not miss any of the Council neetings, though his national perliament failed
to ratify Decision Hlo. 17. Furthernore, a striking feature within the Council
Secretariat is the absenes of adequate provisiong for the study end elaboration

of proposals at the working level. Moreover, few of the Sccretariat proposals

gg/ Linberg L.ll.; Scheingold, S.A., Europe's Would Be Policy, Prentice
Hall, Inc., Londen 1970, p. 86.

33/ Hallstein, V., L'Burope Inacherde, Editions Robert Laffont, 1970, P: ;
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have bzen translated into action plans. 1In fact, the Secretariat ig hardly in

a position to carry out the nanifold tasks that an integration process involves.
PefEioe 3t Vo mention, in this Tespect, that at present the Secretariat staff
comprises eight juniors of whon two are graduntes in ecocncnics and the rest

. 34
ere clerical staff,~" 1p 1968, the staff of the LEC cooprised 4,882 nenbers.

Finally, but inpertantly, in explaining the snall role played by the
; Secretariat, is the fact that the Secretariat seens nct to carry sufficient
- weight within the circles of the national govermnents. Trensforration of the
Arad Econcnic Uaity Couneil Secretariat along the structure of the EZC Commisai-n

is a case to be ccnsidered.

2. The mechanisn

Though cc-ordinaticn of prcducticn has been a cormnon trait cf conterporary
integraticn experiences, the mechanisn used in carrying it cut differs widely
according to the type of econonic organization preveiling in the integrated area.
Within the EEC, co-ordination of production takes place through a se: o
harnonization policies aiming at influencing the free play of market forces )
in a way that would lead *o a set of effects, regarded as favourable fron the
point of viaw cf the integration objectives. Contrary to this, cc-ordination
of production has been nainly sought within the COMECON through central co-ordination

of the menber ccuntries production plans,

By and large, the literature on econonic integration among the developing
countries stress the inportance of central co-ordination through the elaboration
of a regional plan. UNCTAD,3 for instance, points to the need for a regional
planning effort, with a view to directing resources of individual countries
towards particular sectors prcducing for the regional raricet. The need for
regional planning inthe case of developing countris is based onthe inability
cf the market nechanisnm to bring about the structurql changes needed for the
creation of the integrated area. The main nerit of regional planning is, however,

that it essures that there would be nc conflict between the Process of integration

34/ This is based on discusaion with Dr. Heidar Ghaibeh, Deputy Secretary .
General of the Council.,

35/ UNCTAD, Trace Expansion and Econcnic Integration anong the Developing
Lountrics, New York, 1967, pp. 32-45.
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and national intereats of the participating countries. In other words, the
inportance of regional planning is that it reflects the agreenent of the govemmmm|

involved on ‘the shape of regional specialization.

The necessity for central regionul planniég does not, however, exclude
the need for an effort of harmonizaticn, covering various national econonic
policies followed by the participating cbuntries. Policy harnonization shoulg
be undertaken 1nrthe interests of accelerating the process of regional SPeClallZQﬁr
and of elininating deterrents to efficient resource allocation arising fron the
existence of different national policies. To this end, policy harnonization
should cover different policy issues: comuercial policy towards the rest of

the world, fiscal policy, regional payments arrengenents, eFC-

The literature on Arab economic co-operation -concentrates on the difference
in econonic systenu anong the countries of the reglom.as uhe,ma,:l.n obstacle to
1ntegrafiﬁd. ~Birg ifithe ‘conplete absEnce 6f attedpts,at revlﬁnal plannlng and.
harnonization, such a stress nay be misleading. The low level of 1ntra~regional
trade between the countries under study would be traced back, in the last analysis,
to the lack of conplenentarity within the Region, or to the higher price of intra-
regional imports relative to extra~-regional imports, or to the paynent facilities
that the inmporting country receives fron extra-regional exporters. If the ultinpate
goal of regional planning and harmcnization is to arrive at an optimum regional
Specialization, the rationnle for mutual trade dependence between the countries
of the Regicn will have been established, regardless of the difference in the
naturedof their economic systens.

It is to be noted, however, that on both the economic and political side,
the issue of optinun regional specialization is a greatly complicated one. It
will be the responsibility of the regional nmachinery to study conparative
advantages within the region in order to direct national resources towards
most efficient lines of production. But the evaluation of comparative advantages

36
in a dynanie sense invclves complex technical issues,

36/ For a critical appraisal of the different available criterin with
respect to the application of the dynanic comparative advantage principle see,
UNESOB, "Regional Co-oporation and co-ordination in the field of industrial
developnent“ ‘preliminary draft, December- 1972,
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The task of the regional machinery will become more complicated if it
has to provide for a certain degree of politically balanced regional allocation
of resources. 1In such a case, the regional machinery would have to nodify
the distribution of activitiag avong the regional partners, as dictated by
the principle of dynamic comparative advantage, in order to make room for the
political desires of some or all partners to have on their territories some
type of econouic activities. Such a problem will particularly arise with
respect to the locations of industries within the area - industrialization

taken as the symbol of development.

In view of these considerations, the problem of determining what is the
optimum regional allocation of resources appears to be too complicated to be
settled by sinple maxins. A tactidal approach to the determination of regional
Specialization within the Arab Region seems, however, necessary. In this respect

one would suggest the following two lines of action:

‘a) Any attenpt at regional planning should be selective, in the sense
that it should be confined to a small number of activities in the participating
countries. Selective (partial) regional planning, as opposed to comprehensive
regional planning, is likely to involve fewer naticnal interests and is then
likely to be more easily acceptable.

b) The coverage of regional planning should be large enough to give each
of the participating countries the chance to get a share of regional specialization,
specifically regional industries, and thereby to be able to appreciate the net

benefits from integration.

With these two points in mind, UNCTADEZ/believes that an effort of regional
planning confined %to a "package deal", covering a number of various projects.
or various sectors, would be promising as long as there would be possibilities

to give satisfaction to each of the members of a regional grouping.

In the light of the preceding analysis of the benefits and costs of a
customs union beitwecen the seven countrie under review, it seems that for a

package deal to be accepted as a basis for regional specialization, it must meet

with the following requirenents:

37/ UNCTAD, op.cit., p. 35.
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a) Regicnal specialization in the agricultural sector should be regardeg
as one of the main components of any package deal. Actually agreenent betWeen
the Arab countries on the pattern of regional agricultural specialization ig
less likely to mecet with as much technical and political difficulties gg in
the case of regional specialization in the industrial field. Within the
agricultural sector, conparative advantage is determined by natural resource
endownent that hardly change in the long run and is fairly well establisheq,

Moreover, the region is characterized by a diversity of agricultural resources,

b) For such a deal to be accepted by Kuwait and Saudi Arabia, it nust
include industries in which the two countries would have a conparative advantage,
The rationale of integration in the case of these two countries is mainly better
chances of industriclization that a large regionnl markct would make possible.
Furthermore, owing to the various factors mentioned carlier, a regional grouping
involving an increase in the level of inports duties actually levied by these

countries is likely to lead to trade diversion effects.
c) For such a denl to be accepted by the more industrialized countries of

the region (Egypt, Lebanon, Iraq and Syria) a special arrangement should be
provided for with respect to the already existing industries. These countries
have gone through o long phase of industrializotion within programnmes and plans
that were not based on the perspective of the regional market. The freeing of

intra-regional trade with respect to existing industries would prove, as mentione:

above, to be costly in terms .of employment and output. To avoid such a consequent

the regional specialization scheme should assure the above-mentioned countries
that it does not inply the lock-up of the existing relatively inefficient industr
Rather it would imply an obligation on the part of the nember country to stop
‘expanding its less efficient industry to cater to the expanding domestic demand.

The increase in this demand should be net by the nore efficient producer until

the complete absolescence of the existing inefficient industries,

d) Special neasures that will favour the developuent of Jordan and broader

its export market within the region and conpensate for revenue losses seen necess

The outcome of the preceding analysis is thet the success of future Arab !
. $
attenpts at integration depends or the elaboration of a regional specialization

schene that guarantecs a share in the net benefit of integration for each of

the countries involved. On the other hand, the analysis reveals the difficultié

that the elaboration of such a scheme would probably meet because of the confli

of interests of the participating countries. [ooo

|
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owing to thesc difficulties, it woumg be advisable that nome projecta
of the specialization scheme should be carried out through the establishnent
of multinational conpanies wherein the Participatin: countries share the capital
and the profit in a way that guarantees ap €quitable distribution of benefits
and costs of integratvion. To trig end, I.M.D. Little—3~8 put forward a special
status. The Dain provisions in this statys are that the capital of the rultinational
company is to be shared among the barticipating countries in proportion to their
consunption of the goods to be produced, and that the coripany should pay out
quite high proporticn of its profits to the shareholders. Such provisions would
likely lessen the conflict between the countries involved with respect to the
benefits and costs of integration. 3 country that would incur, for instance,
a trade diverting effect in importing_the goods to be produced by the pultinational

conpany would be conpensated by the provisions related to the country's share

in capital and profit.

——

_3§/ Little, I,M,D., "Regional International Companiea_ as Approach to Economic
'te€ration," Journal of Common Market Studies, December 1966, reprinted in International
onomic Tpte ration, op.cit., pp. 304~310. See also, UNCTAD, Current Problems of

domic Tnte ration, Peter Robson, New York, 1971, pp. 26-29.
/..n
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SUMMARY AND CONCLUSIONS

As early as the beginning of the fifties, the Arab countries under reviey
(Egypt, Iraq, Jordan, Lebanon, Kuwait, Saudi Arabic and Syria) embarked upon
the road of economic co-operation, with a view to fostering intra-regional trade,
The tendency towards closer Arab economic relations, however, was concomitant
with the tendency in Egypt, Iraq and Syria to increas¢ the use of trade control
devices, specially non-tariff barriers. While the commercial policies of Jordan,
Lebanon and Saudi Arabia have been evolving in the direction of lesser trade
restrictions,zgéhey still make use of import licensing and prohibit imports of

goods which are close substitutes to those that are produced locally.

Fostering intra-Arab trade was sought through both bilateral and multilatera]
agreements. The stipulations of these agreements ranged from partial preferential
treatment, providing for the elimination of some of the trade barriers, to the

complete freeing of commodities, capital, and labour movements within the Region.
Throughout the period under study, bilateral trade and payments agreements

were the main instrument in encouraging intra--Avab trade. Until the end of 1953,bil
agreements were the only tool for pieferential treatment. In 1953, the Arab Trade

Convention, which is multilateral in nature, came into force, but its existence did

the spread of bilateral agreements as a means of building up clcser trade relations.
The emergence of the agreement for Arab Economic Unity also did not change the
previous picture. The first step towards the implementation of the Arab Economic
Unity Agreement was Decision No. 17 of the Council of Areb Economic Unity (CAEU)
for the establishment of the Arab Common Market (ACM). January 1, 1965 was set

as the starting date for the creation of a free trade area between Pour of the Counc
members, namely, Iraq, Jordan, Egypt and Syria. The implementation of the free
trade area, however, met with reticence and reluctance from thése countries.
Although the member countries paid lip service to the case of a free trade ares,

by accepting the CAEU schedule for the elimination of tariff barriers, they

went on suibjecting their trade with each other to various quantitative restrictions.

in contradiction to Decision No. 17.

39/ The situation in Kuwait is somewhat different; except for a general
import duty of 4 per cent, trade barriers are non-existent.

Fise

1
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The attempt of the CAEU to establigh

unsuccessful because of Egypt's objection,

agreements.

An examination of the rerformance of intra-Aralb trade, from the early

fifties up to 1970, confirms the predominant role of bilateral agreements.

Remarkable expansions in intra-regional exports of the four Arab Common Market

countries occurred in the years immediately following the conclusion of such

agreements.

It is worth remarking, however, that if regional trade expansion is to
be regardgd as a means of fostering economic development, bilateral agreements
among the Arab countries do not achieve this aim. In fact, these agreements
to not constitute an adequate framework for a serious transformation in the

productive structures of the contracting countries in order to take advantage

of the prospects opened by the regional market. Bilateral agreements are

| concluded for a short period of time and, therefore, the lists of goods which
benefit from preferential treatment are subject to continuous changes. Moreover,
these agreements have frequently been used as tools by which the countries
invelved found outlets for the surpluses of already existing production, or

access to particular commodities which were in short supply because of the scarcity

of foreign exchange. TFor these reasons, trade has been carried out on an ad hoc

Ebasis, and has hardly contributed to an optimum pattern of regional specialization.

This shcas the lack of a serious effort on the part of the Arab countries
for achieving an advanced degree of economic co-operati 'n. An explanation of
Such an attitude calls for exploring the rationale of -integration itself and
if attempts at integration by the Arab countries are compatible with the implication

of such g rationale.

Lo
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t
In terms of contemporary literature on economic integration among

developing countrics, the benefits of integration for the countries contemplaty,

aightforward nature. 1In fact
’

entrance into regional groupings are not of a str
al grouping is the outcope

the decision of a particular country to join a region
of a difficult process of bazlancing the benefits and cost
The benefits aceruing to an individual developing country as a result of

s of integration.

entering such a grouping is mainly in the form of a higher rate of industrialj,,
tion, nlong with the shorter-run gains in terms of a better allocation of
existing resources as a result of the trade creating effects. Against these
benefits, the individual country must take into account the cost of integration

in terms of trade diversion effects, the social and economic problems due to

a realleocation of resources, transitional payments difficulties, and the possit:

of being a victim of backwash effects.

This rapid cnquiry into the effects of a regional grouping on the countr
reviewed shows that Arab integration efforts did not take the proper form. The
agreements on Arab economic integration profess to achieve beneficial results
through the elimination of trade barriers. The crux of the matter is, however,
if this approach makes the countries concerned aware of such benefits while
the integration attempt crystallizes. It is not clear that this happens. True
the elimination of trade barriers has, for the countries involved, favourable
effects on their attenpts at rapid industrialization. In so far as industriali
zation remains the ultimate goal for these countries, regional grouping will
remain, for each of them the principal means of achieving o level and a struct
of industry which, costwise, is not feasible within the fremework of isolated
national markets. Indeed, even some of the unfavourable effects of the elimin
tion of trade barriers are so only to a very limited extent. The case of
polarization and backwash effects are pronounced less than it is generally
expected, for, as this study shows, the loci of polarization are spread over
these countries with the possible exception of Jordan. Thus, integration amon
these countries is likcly to lead to the emergen&e of morc than one developed
centre. Nevertheless, the main issue remains that, in the process of integrat
the countries invelved are left in a position where they are unable to accurat
gauge the attendant benefits and costs, however minimal they may be. This
explains the reluctance of the Arab countries to implement the relatively

advanced degrees of cconomic co-operation. Moreover, in explaining this rel¥

Jiss
J
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distribu

oaly fe¥  BRi : (Egypt and
syria) the formation of a customs union will be trade creating. For other

countries (Kuwait, Saudi Arabia and, to a lesser extent, Jordan) the study

chanian guaranteeing equitable
In this respect, this study,
products suggests that for some countries of the Region

tjon of beaefits and costs.
though covering

illustmtes that the formation of a customs union will be trade diverting.

For all thc above reasons, it is clear that, in order to make the integ-

ration process worlable, it is important to create a situation where the countries

snvolved beconme aware of the net benefit to be reaped as a result of economic

jptegration. This calls for the establishment of an adequate institutional set up,
copprising a regional machinery and a mechanism that will make the countries

concerned constantly conscious and aware of the met benefits.

As far as the regional machinery is concernsd, the study asserts that

the efficient functioning of such a machinery is not contingent upon its being

a supranational body to which the individual governmeats delegate their national
authorities in certain fields. What is required for = successful endeavour .

in the field of regionol economic integration is & regional decision-making

body which, withou®t challenging the authorities of national governments, could
still bring about agreements on the main issues of integration. In the case

of the EEC, for instance, the collective decision is tcken after a confrontation
and a dialogue betwcen the Commission and the Council of Ministers, the latter
representing the interests of the Member States, the former being highly technical
and independent, representing the common interest of the community. In the

light of these remarks, it seems that the main defect of the Council of Arab
Economic Unity as a regional machinery is that, within the Council, the decision-

making process dces not provide for confrontation, with a view to arriving at

8 certain compromisc between the national and regional interests.

First, the dccisions of the Council of Arab Economic Unity are not binding
°n the Member States and need ratification by the national legislative authorities.
This Se2ms to be due to the fact that the Council decisions are taken by a two-
thirdg Dajority and not by unanimity. However, the fact that the decisions of the
Tegiona] machinery, which are by their very nature technically balanced compromises,

Ires
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are left, for their finnl approval, to the national parliaments, held separately
would hardly guarantee the recognition of the various highly technical elementqy
on the basis of which the compromiees have been reached. For this reason,
replacing the two-thirds majority voting rule (provided for in the agreement
of Arad Economic Unity) by *he principle of unanimitiy, which thus will not make
the implementation of the Council decisiomsdependent upon the legislative approva)
of national authorities, will be a better solution as far as the adoption and
implementation of the Council decisions are concerned. Such a modification has
the merit that, while the national governments remain the ultimate source for
all regional decisions, the adoption and implementation of these decisions will

not face difficulties pertaining to their technical content.

Secondly, it seems that the Secretariat of the Council is not formed
in a way that permits it to appear as representative of the regional interest.
The Secretariat should be comprised: of those who are known for their technical
competence and devoted to the regional cause. To this should be added the
need for an adequate staff size to enable the Secretariat to carry out the
nanifold tasks which the integration process involves. Transformation of the
Arab Economic Unity Council Secretariat along the structure of the EEC Cormissiorn

is a case to be considered.

As to the mechanism which is needed to carry out the integration process,
the study argues in favour of the need for regional planning and policy harmonize
in order to arrive ot an optimum regional specialization that assures the absenct
of conflict between the process of integration and the national interests of
participating countries.

The achieveneni of such an optimum would, however, meet with both technic
and political problens. The evaluation of dynamic comparative advantages within
the region involves, as it is well known, complex technical 'issues. The issue
appears more couplicated if we have to nodify the distribution of activities
among the regional partners, as dictated by the principle of dynamic comparative
advantage, in order 1o assure a certain degree of politically balanced regional

allocation of resovxrces.

§uis

»
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pepefits from integration. Regional blanning, in other tercs, should cover
; y v a

packge deal embracing a nunber of projects or sectors th

orticipating cowatries the chance to get g sh
g Pecialization,

@ to appreciate the net

1t would give satisfaction

¢5 each of the menbers of the Regioen. :
In this stuly, the snalysis of benefits and costs of o custons union between
tpe countries involved suggests that, for a packnge deal to be accepted, it

should meet the following requirerments:

(e) Regional specialization in the field of cgriculture should be regarded
es one of the nnin components of any package deal. The Tact that the Region is
chgrgeterized by a diversity of agricultural resources » and thet comparative
sgricultural advantages are meinly determined by national resource endownents,
ke the agreenent of the countries concerned on the pattern of regionnl asgricultural
specialization less likely to meet with technical and political difficulties

tan in the case of regional industrial specializatioan;

(’b) for such a deal to be accepted by Kuwait and Saudi Arabia, it nust
irclude industries in which the two countries have a conparative advantage. The
rationale of integration in the case of these two countries mainly rests on the
better chances of industrialization which a large regionnl narket will nake
Possible. Furtheimore , owing to the various factors mentione;l earlier, a regional
gTouping which involves an increase inthe level of inports duties actually levied

by these countries is likely to lead to trade diversion effects;

For such a deal to be accepted by the nore industrialiged countries of

the Region (Egypt, Lebanon, Iraq and Syria), a special arrangement should be

Rade with Tespect to the already existing industries. These countries have gone

t . i
trough o Telatively long phase of industrialization within programmes and plans

i
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that were not based on the perspective of the r egional narket. The freeing

of intra-regional trade with respect to existing industries would prove, as
mentioned above, to bo costly in torms of employpent and output. To avold

such a consequunce, the regional specialisation schene should assure the above-
pentioned countries that it does not imply the shutting down of the existing
relatively inefficient industries. Rather, it would imply an obligation on

the part of any one menmber country to stop expanding its less efficient industry
to cater to the oxpanding donestic demand. The inercase in this demand should
be met by the more efficient producer until the conplete obsolescence of the

existing inefficient industries is achieved;

(d) special neasures which favour the developument of Jordan, broaden
its export market within the Region, and conpensate for revenue losses appear

to be necessary; and,

(e) in order to lessen the conflict between the countries involved, with
respect to the benefits and costs of integration, it would be advisable that
scme projects of the specialization schere should be carried out through the
establishment of multinational companies where tho participant countries share
the capital and the profit in a way that guarantees an cquitable distribution

of benefite and costs of integration.

In view of the above analysis, it seems unaccoptable to concentrate, as
the contemporary literature on Arab economic integration does, upon the differences
in the economic systems of the countries of the Rugion as the main obstacle to
integration. In the complete absence of attempts at regional planning and
harmonization, such a stress rpay be rather misleading. The low level of intra-
regional trade between the countries under study would te traced back, in the
last analysis, to the lack of complementarity within the Regién or to the higher
price of intra-regional inports relative to extra-regional imports or to the
payment facilities that the importing country receives from extra-regional exporters.
If the ultimate goal of regional planning and harumonizotion is to arrive at
an optinum regional specialization, the rationale for mutual trade dependence
between the cogntrics of the Region will have been ostablished, regardless of

the differences in the nature of their economic systeus.

Fose
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