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CHAPTER 1: INTRODUCTION TO THE GENERAL DEBATE ON TRADE
AND DEVELOPMENT

Trade policy has become increasingly important within the international, regional, and national
policy-making spheres. It expanded beyond mere tariffs’ policies and exchange of goods to have
immense effects on macro and micro economic policies, as well as social and cultural realities.

In this context, international trade policies, institutions, and agreements have had a significant impact
in reshaping global governance structures. Among other dynamics, the international trade system has
been instituting new forms of legislation and relations in and among countries. It has been changing
the economic geography of the world. Economic integration forces have boosted the roles of markets
and profit-oriented policies in shaping people’s lives and the cultural spheres they inhabit.
International trade agreements are going beyond trade in goods and into areas which have direct
impacts on the rights, living standards, dignity, and cultural norms of communities. Accordingly, the
market processes have spilled over into the role of the state and its structures.

International trade processes bring about new power systems and necessitate different spaces for
democratic participation and processes. Yet, one of the main problems of the current global structure
has “much to do with economic globalization outpacing political globalization,” leading to a
“democratic deficit in our global economic institutions, which weakens even the democracy within
our own countries.”

The availability of democratic processes and spaces in which states interact within global governance
structures is highly skewed to the interest of developed countries. Accordingly, the level of influence
and leadership in the current international trade system varies significantly between developing and
developed states.

In this context, an increasingly prominent debate has emerged that pits neo-liberal theories regarding
the role of international trade, which tends to ignore questions of development, against empirically
justified, sustainable economic growth and equitable development within both developed and
developing states. What is of utmost importance in the latter approach is that international trade be
understood as a means to sustainable development and not an end in itself. Trade policies should be
an integral part of national and regional development agendas. Accordingly, the chief aim should not
be to liberalize trade but to set trade policies that secure social, economic, and cultural rights for all,
as illuminated in the UN Millennium Development Goals (MDGs). Yet, only recently have the links
between trade and development begun to be seriously explored by scholars, governments, and civil
society actors.

! Stigliz, ]. E. (2006). Making Globalization Work. New York, W.W. Norton & Co.
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HISTORY OF TRADE LIBERALIZATION

The origins of free trade lie in the colonial periods, wherein trade exchange was forced on colonized
countries under unfair terms and for the interests of the colonial powers. Consequently, this was one
of the reasons that gave rise to independent political movements that struggled to free the economies
of developing countries from colonial power while building domestic economies.

The generation of political leaders coming into power after the colonial periods aimed at political and
economic liberalization. Accordingly, a new trade system arose which opened more space for
developing countries to seek their own trade partners, negotiate with partners using various tactics,
and seek new markets and investments.

In the first five to ten years of that period, newly independent and developing countries
experimented in their attempts to completely break the chains of dependency from the former
colonial powers. In the case of Malaysia, for example, the government restricted foreign banks from
coming in the country and local banks were encouraged to set up numerous branches, which today
control up to 80% of the banking sector. The Malaysian government bought back the plantations of
tin and rubber which were owned by the British via the stock market in Britain and under British
commercial rules. The Malaysian government commercially purchased and did not nationalize these
sectors. Presently, these are owned by the government and run by private sector. Malaysia is
currently the biggest producer of tin and rubber.

At the end of the 1940s, three international financial institutions (IFIs) were established: the
International Monetary Fund (IMF), the World Bank (WB), and the General Agreement on Tariffs
and Trade (GATT). This came to be known as the Bretton Woods system (1944). The GATT was
established to deal with trade in goods only; one of its main objectives was to put an end to the
restrictions on trade in goods that were set up during war periods. The IMF and World Bank were to
secure financial stability around the world and implement a fixed exchange rate system. The World
Bank was established to offer loans to developing countries. In other words, they were established to
serve and regulate, not control, the economy. In the mid seventies, the United Nations Commission
on Trade and Development (UNCTAD) was established as a product of the work done by economic
thinkers from the developing world; it aimed to fill the gaps in the GATT trading system. Soon, it
developed into the major negotiating power in the international trade system. These institutions
came to shape the trading system as known today.

By the beginning of the 1980s, neo-liberal policies pushed by both the Ronald Reagan administration
in the United States (US) and Margaret Thatcher administration in the United Kingdom came to
aggressively promote the interests of multinational companies. As such, they tried to dismantle the
agreements initiated through UNCTAD. They advocated for trade reform beyond commodities and
for the establishment of a new international trade system. With Reagan and Thatcher came a change
in the IFIs’ role, especially with the rise of the debt problem. These institutions came to implement
economic reforms on behalf of the major global powers.
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Limitations were set on the role of various UN agencies; this included the role of the World Health
Organization (WHO) in the area of health, the United Nations Industrial Development Organization
(UNIDO) in industrialization, and UNCTAD in conceptualization and negotiations of trade in
commodities and intellectual property rights (IPRs). Each of these agencies was targeted and their
funds decreased.

The Bretton Woods system and its new institutions- the IMF and World Bank - came to draw the
basis for new trade policies. In return for loans given to developing countries trying to avoid
bankruptcy, these countries were forced to implement structural adjustment policies pushing for
liberalization of trade and investment, as well as privatization policies. In other words, trade policy of
the developing countries came to be set by the IFIs, as opposed to the countries themselves.

The World Trade Organization (WTO) was born in 1994 as a result of the Uruguay Round of
negotiations between 1986 and 1994. With the establishment of the WTO, services, intellectual
property (IP), and investment together with agriculture were brought into the global trading system.
It is worth nothing that agriculture was left out of the system for forty years before 1994 because the
European Union (EU) and the US were not able to compete in this area and worked hard to keep the
agricultural sector outside the system.

During that period, the majority of developing countries were not aware of the implications and
consequences of the WTO negotiations on their economies and development process. Between 1996
and 2000, developing countries represented in the G77 used to state in their declarations that they
“believe in a totally free trade system that benefits all”. Today, however, many developing countries
state that the free trade system does not benefit all countries since developing countries do not have
the capacity to make use of the system as it currently stands.

NEOLIBERALISM AND THE WASHINGTON CONSENSUS

During the last three decades of the twentieth century, neo-liberalism as an overall philosophy of
economics became the dominant ideology of the international trading system. In essence, neo-
liberalism promotes a market driven approach to economic policy making. It claims that free trade is
a means for easing the technological and resource constraints and inflationary pressure on countries.
With respect to the relation of international trade and development, neo-liberalism claims that the
way to development and growth is through cutting all barriers to trade, rapid and whole-scale
privatization of industries, limited intervention by governments, and market-driven exchange rates.
These reforms are most prominently captured within a larger set of reforms widely known as the
“Washington Consensus”.

The Washington Consensus promotes liberalization of trade irrespective of the development stage of
different countries. The IFIs have had an important role in promoting this approach among
developing countries. Accordingly, they called for a roll back in the role of the governments,
whereby the regulatory role of government was ignored and replaced by the market. They promoted
trade policy reforms as restricted to trade liberalization, assuming that specialization necessitated raw
material and skilled labor to achieve a comparative advantage.
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Neoliberalism argues that free trade is ultimately beneficial for developing countries. The WB states
in a document addressing development in the Middle East and North Africa region (MENA) that, ‘in
retrospect, it is clear that in the 1990s we often mistook efficiency gains for growth. The “one-size fits
all” policy reform approach to economic growth and the belief in “best practices” exaggerated the
gains from improved resource allocation and their dynamic repercussions, and proved to be both
theoretically incomplete and contradicted by the evidence. Means were often mistaken for goals—
that is, improvements in policies were mistaken for growth strategies, as if improvements in policies
were an end in themselves.” Despite this, the Bank continues with the same old recommendations
for liberalization on the basis of universality.

Political considerations have been a major factor behind the increase in inter-state economic
liberalization agreements, especially the rise of regional and bilateral free trade agreements (FTAs).
These agreements are perceived as means to attract more foreign direct investment (FDI) and
facilitations regarding aid and debt.

It is vital that developing countries realize that these agreements are crafting the future of their
peoples. They will impact their access to basic public services, their ability to use new technologies
and access related knowledge, their ability to get needed medicines at affordable prices, their food
security, and even the sovereignty of their states. Because of the highly political nature of these
agreements and their massive importance, it is crucial that every agreement undergo the most
scrupulous analysis by a diverse group of stakeholders from the private and public sector, civil
society, and academia.

These analyses should be coupled with strategic and well developed production master plans that
envision sustainable development within the state’s various sectors, including agriculture, industry,
and services. Trade policy should be developed in a way that allows domestic markets to increase
their production capacities and compete at the national and regional levels. This necessitates rejection
of the perspective that promotes development that is solely dependent on foreign producers and
imports.

The most important pre-requisite for developing a trade policy is having clear national agenda and
development policies based on equitable growth and full employment. Trade has to support local
production and local employment. This will lead a country to the best form of development with
distribution effect.3

2 Zagha, R., & Nankani, G.T. (2005). “Economic growth in the 1990s: learning from a decade of reform”.
Washington, D.C., World Bank. P. 11.

3 The development histories of Japan and Korea, among other newly emerging developing countries, are an
example of how a country can focus on building its own local companies through the support of local
industries, especially in their nascent stages, while limiting the entrance of foreign companies into the local
market. Japan and Korea instituted high tariffs concomitant with heavy domestic subsidies to local companies,
which boosted competition among local companies until they were able to stabilize within the local market and
start competing regionally and internationally.
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A NEW EMERGING CONSENSUS

Neoliberalism and its most influential policy manifestation, the Washington Consensus, are declining
in popularity and influence. Although there still is not a new development paradigm that effectively
rivals the neo-liberal paradigm, there is an emerging consensus among scholars and civil society
actors which argues that national governments and national development programs are necessary for
development. National governments need the utmost policy space and flexibility in order to solve
problems. Other international groups, such as the UN Department of Economic and Social Affairs
(UNDESA), UNCTAD, UNDP (UN Development Program), and the ILO (International Labor
Organization) have taken strong critical positions on the current trade and investment liberalization
framework. In the words of one major international trade policy publication by the UNDP, “The shift
in the approach of the trading system from reaching more markets to achieving human development
means that this system should be no more evaluated from the perspective of achieving higher trade in
services and products. However, trade processes should be seen from the perspective of enhancing
human development opportunities on the national levels ... which is based on the independence of
national policies that allows countries to achieve institutional change and progress.”

Furthermore, this emerging point of view argues that liberalization has undeniable negative
consequences when it is done in an extreme way. Liberalization should be achieved in a step by step
sequence, based on the development level of each country. This denies the point of view promoted by
the WB that “the counterarguments for faster (“big bang”) change are to gain credibility, ensure
complementarily among different parts of the reforms, reduce uncertainty, and capture opportunity’
and that “there is little reason for gradualism.”®

The benefits from opening to the international trading system will not be fully realized without the
international community refocusing on trade as principally a means to development. Thus,
international, trade policy commitments and alignments must be analyzed on the basis of national
socio-economic development indicators and plans. This issue was specifically addressed in the
UNCTAD XI Declaration of June 2004, entitled the Sao Paulo Consensus:

The increasing interdependence of national economies in a globalizing world and the emergence of
rule-based regimes for international economic relations have meant that the space for national
economic policy, i.e. the scope for domestic policies, especially in the areas of trade, investment and
industrial development, is now often framed by international disciplines, commitments and global
market considerations. It is for each Government to evaluate the trade-off between the benefits of
accepting international rules and commitments and the constraints posed by the loss of policy space.
It is particularly important for developing countries, bearing in mind development goals and

4(2003). Making International Trade in the Service of the People (Arabic: J‘alu a-tijara al-‘alamia fi khidmat a-
nas). New York, NY, Earthscan Publications. P. 82.

> Das Gupta, D., & Nabli, M.K. (2003). Trade, investment, and development in the Middle East and North
Africa: engaging with the world. MENA development report. Washington, D.C., World Bank. P. 4.

¢ Ibid. P.5
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objectives, that all countries take into account the need for appropriate balance between national
policy space and international disciplines and commitments.”

7 Sao Paulo Consensus, UNCTAD XI, 18 June 2004. Accessible at:
http://www.unctad.org/en/docs//td410 en.pdf.
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CHAPTER 2: OVERVIEW OF THE SITUATION IN THE ARAB
COUNTRIES

THE ARAB REGION, CIVIL SOCIETY, AND TRADE POLICY

Democratization and reforms has increasingly become a subject of discussion in the public arena of
the Arab region since the mid of the nineties. These debates and related processes are due to both
internal and external pressures, between which there has been much tension. Initiatives for political
and social reforms proposed by the international community, mainly the US and the EU, are
accompanied by aggressive proposals for neoliberal economic reforms which promote whole-scale
trade liberalization and investment as a primary engine for growth. These two countries have pushed
two main initiatives of trade liberalization throughout the region: the EU’s neighborhood policy
aiming at establishing the Euro-Mediterranean Free Trade Area by 2010 and the US strategy for
attaining a US-Middle East Free Trade Area by 2013.

While the reforms that deal with political, social and peace issues are often under the spotlight, but at
the same time constrained and paralyzed due to power dynamics in the region, economic reforms are
implemented with a fast pace but with relatively low visibility as well as limited transparency and
participation. Both governments and civil society in the Arab region struggle with countering self-
seeking reform initiatives from outside the region by means of developing national agendas and clear
reform proposals that are based on the needs of local communities. Yet, the dearth of well developed
reform proposals from Arab leaders often reflects a lack of willingness of the Arab regimes to
introduce serious changes and reforms.

Despite the heterogeneity of their economic situation, the Arab region for the most part shares the
same approach to economic policies: the state has a high role and there is significant protection of
imports. As a consequence, intraregional trade and the capital flows among them remain at a low
level.

In the last two decades of the twentieth century, countries in the Arab region experienced the
complex and intense dialectic between economic openness and strongly state regulated economies. At
various degrees of intensity, the MENA states underwent economic liberalization. That the states
were led to economic reform does not imply that this reform process was out of the control of state
administrations; rather, any economic change within the MENA states were, as one prominent
scholar states, “highly managed political affairs, to be controlled and manipulated in ways that owe
more to the balance of social forces within the country and the need either to maintain old coalitions
or to build new ones, than to absolute necessities enforced by bankruptcy or the market.” Economic
liberalization was not, therefore, an independent phenomenon within a country; rather, it was an
inherently political process.

8 Owen, R. (2004). State, power and politics in the making of the modern Middle East (3rd ed.). London and
New York, Routledge. P. 114.
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Box A: The Alexandria Declaration; reform in the Arab region

The Alexandria Declaration, considered one of the leading declarations on reform in the
Arab region, and the only fairly comprehensive civil society initiative in the region,
resulted from the conference of Arab civil society that was held in Alexandria, Egypt in
March 2004.

The Declaration addressed economic reform in the region and stressed the necessity to
address poverty in its multiple dimensions, including social and political marginalization,
lack of participation and constrained opportunities for upward mobility. Accordingly, the
signatories of the Declaration believe that economic growth alone is not a sufficient
instrument for poverty reduction. Therefore, it calls for the adoption of a closer
implementation timeframe to fight poverty in conformity with the United Nations'
Millennium Declaration.

The Alexandria Declaration addresses the employment problematic in the Arab region. It
proposes enhancing the development of medium and small enterprise funding programs,
empowering women to participate in the national work force, and reviewing current
economic policies from a full employment perspective in order to address five million new
Arab job seekers annually, with special emphasis on promoting youth employment. The
Declaration explains that this will only be achieved by implementing policies that could
raise actual economic growth rates to no less than an average of 6% to 7% annually over
the coming decade. Creating jobs and reducing unemployment remains the main
development challenge faced by the Mediterranean region as indicated by various
institutions, bodies, and reports.

The Alexandria Declaration emphasized that Arab civil society and private (business)
sector institutions have major contributions to make to economic reform. This contribution
could be achieved by governments and civil society working hand in hand in the crafting
and implementation of economic reform.

MULTILATERAL, REGIONAL, AND BILATERAL ECONOMIC LIBERALIZATION

Arab countries have been increasingly signing liberal bilateral, regional, and multilateral trade
agreements. As is the case with other developing countries, these trade agreements are being signed
with economically and politically more powerful developed countries, mainly the US, Japan,
Australia, and the EU. Arab countries are, therefore, put under a lot of pressure to open up their
markets and change their national policy regimes for economic development through negotiations at
the bilateral, regional, and multilateral levels.

The Arab countries have been developing regional economic integration plans through the Greater
Arab Free Trade Area (GAFTA), which came into force in 2005. Twelve of the Arab countries are
members of the WTO (Bahrain, Egypt, Jordan, Kuwait, Morocco, Oman, Qatar, Tunisia, United Arab
Emirates, Djibouti, Saudi Arabia, and Mauritania) while six are negotiating accession (Lebanon,
Libya, Iraq, Sudan, Yemen, and Algeria).® Under the Euro-Mediterranean Partnership, Algeria,
Tunisia, Morocco, Egypt, Jordan, Lebanon, and Palestine have signed association agreements, while

° This situation held as of July 2007.
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Syria is still negotiating with the European Parliament. By 2010, a free trade area between all
members of the Euro-Med agreement (15 EU countries originally in the agreement, 12 new EU
countries after its recent enlargement, and 10 Southern Mediterranean countries) is to be established.
Moreover, the EU and the Gulf Cooperation Council!® (GCC) have accelerated negotiations during
the end of 2005.

Furthermore, several Arab countries have embarked on bilateral FTAs with the US, including Jordan,
Morocco, Bahrain, and lately Oman. The US administration envisions these FTAs as a step towards a
US-Middle East Free Trade Area (USMEFTA) in 2013. However, several Arab countries, especially
members of the GCC have been highly critical about these bilateral FTAs given the sensitivity of the
issues negotiated and their potential impact on regional trade cooperation and integration plans
among the Arab countries, including that of the GCC and the GAFTA.

Trade agreements cannot be tackled in isolation; the multilateral, regional, and bilateral processes are
highly interlinked and have significant impacts on each other. Accordingly, addressing the regional
prospects for the GAFTA cannot be separated from the stakes of Arab countries within the WTO or
bilateral FTAs. However, coherence between the rules imposed by the various agreements is not
evident and the strategy of quick engagement in such a large number of trade agreements is not clear,
especially since Arab countries suffer from supply side constraints in most areas of production.

Moreover, agreements are being signed based on political considerations while their socio-economic
impact remains vague. No socio-economic assessments of the implications are even being discussed.
The agreements are being negotiated and signed in a non-transparent manner, while no effective
involvement of civil society groups is taking place. Furthermore, human resource capacities are also
limited compared to the amount of follow up and analysis needed to protect the interests of strategic
sectors throughout these negotiations.

Uncalculated engagement of Arab countries in such multiplicity of agreements threatens the scope of
policy space available to these countries, which affects governments’ ability to pursue enhanced
regional exchanges and trade enlargement as well as sustainable national growth and development in
various sectors.

Trade agreements involve strategic sectors like water, electricity and power, police and security as
well as sensitive sectors such as education and health care, transportation and postal services.
Opening these sectors to market liberalization under the FTAs is associated with the WB’s approach
that advocates the replacement of the right to these services by the establishment of safety nets. Yet,
imposed agreements and pressures on liberalization of public services impose direct threats to the
right to food, health, and labor, whereby transnational enterprises are given the right to compete
equally as national enterprises. It is important to take into consideration the impact of these
concessions on different sectors of the economy, such as agriculture, services, health, and
nonagricultural industries. This is why joining trade agreements must be part of a comprehensive

10 The GCC is an economic block made up of six Gulf countries in the Arab region, including Saudi Arabia,
Qatar, Oman, Bahrain, United Arab Emirates, and Kuwait. They aim at creating a common Gulf market and
common currency among the six countries.
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process of national economic reform, especially given that trade agreements have expanded to cover
areas that have significant impact on policy space available to national governments.

To face the challenges of employment, reducing poverty, reducing social and political
marginalization, democratization and the reform process, among other challenges, the Arab countries
need a sustainable socio-economic development plan. This plan must take international trade policy
into consideration. Furthermore, to benefit from trade, the Arab region must internalize the fact that
trade must be at the service of development needs and implemented in cooperation with both the
private and civil society sector. Arab states must resist poorly calculated positions on trade
negotiations that are due to, for instance, the lack of appropriate and well-defined national policies
on various aspects of development. It is in the interest of the Arab countries to participate in rather
than just integrate in the global trading system.

OVERVIEW OF THE SOCIO-ECONOMIC CONDITIONS IN THE ARAB REGION

International institutions and civil society organizations agree that the first socio-economic concern
for Arab countries is unemployment, which is worsening as a result of the impact of trade
liberalization on local productive sectors. Unemployment in the Arab region ranges from 7.7% in
Morocco to 40% in Yemen." In Yemen, services, construction, industry, and commerce account for
less than one-fourth of the labor force, while in Morocco this figure reaches 60%.

This is related to another particularity of the Arab region; that of the huge labor force growth rate.
Over the next decade, the job demand in the Arab region is expected to increase by 4.5 to 5 million
people a year. This represents an opportunity and a threat at the same time, for it necessitates the
creation of new jobs, which in turn necessitates a GDP growth of more than 6% on a yearly basis.!?
For the Arab countries, however, annual GDP growth normally barely reaches 4%.'3

In regards to the trade characteristics of the Arab countries, exchange with the EU covers between
40% to 60% of total trade in the Arab region, inter-Arab trade covers around 10%. The trade
exchange that the Arab countries administer through the WTO does not exceed 30% of the total.
While the oil exporting Arab countries register a current balance surplus, reaching the fifth position
in the whole world trade in the case of Saudi Arabia, most of the agriculture and low quality
industry-based exporters suffer a trade deficit.

1 Background paper on impact of trade liberalization on Yemen, prepared by Dr. Yehya Mohamad Saleh, for
the Arab NGO Network for Development

12 Reference can be made to the Alexandria Declaration, available at

http://www .bibalex.org/ARF/en/Files/Document.pdf

13 Refer to reports by the United Nations Development Program (Arab Human Development Reports) and
reports by the World Bank (MENA Region Economic Development and Prospects)
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THE MAIN PRODUCTIVE SECTORS IN THE ARAB REGION
Agriculture

Agriculture represents a strategic sector for almost all Arab countries, with more than 40% of
livelihoods in the region depending on it.!* Besides being a commercial operation for profit, it
represents means for sustenance in the absence of alternative professions in some countries.

Although agricultural products are not the main exports of Arab countries, agriculture must be
treated as a primary strategic sector given the number of lives that depend on it. Agriculture
generates more than 20% of employment in Syria, Tunisia, Morocco, Algeria, and Egypt.”> The added
value of agriculture as a percentage of Gross Domestic Product (GDP) in the Arab region was 10.8%
in 2002. Calculations for the year 2004 showed that agriculture contributed to 7 percent of the GDP
in the Arab region. There are as well around 87 million workers in the agricultural sector, which
makes around 31 percent of total population.'® Yet, agriculture in many Arab countries remains
fragile due to climatic hazards and unable to ensure the self-sufficiency of the local market.

It is evident, therefore, that appropriate policies on agriculture would yield a better future for a
significant portion of the populations in the Arab countries and the economic development of these
states.

Industrial products

The industrial sector in the Arab Region includes the major mining and manufacturing industries,
such as food industries, textile industries, petrochemicals, fertilizer industries, cement industries, oil
refineries, transport and mechanical industries, iron and aluminum smelters, natural gas plants, and
electricity generation.

On average, the industrial sector has contributed about 25-35% of the total GDP of the region
according to statistics of the end of the 1990s. This has been mainly attributed to the increased value
of extractive (mining) industries and revenues from oil. In 2005, industrial production growth was
4.1% in MENA countries and was estimated by the World Bank'” to fall by around 0.4% by 2006.
According to the same source, for resource poor and labor abundant countries, growth of the
industrial production in 2005 was 2.2% and accelerated to an estimated 3.4 in 2006, while for

14 Oxfam. (April 2004). “Euro-Med: Seeds of a Raw Deal?” Oxfam Briefing Note.

15 Which road to liberalization: A first assessment for the Euro-Med Association Agreement, C. dell’Aquila and
M.Kuiper, Working paper No. 2, ENAPRI, Center for European Policy Studies, October 2003.

16 Taken from the presentation of Dr. Adel Khalil, from the Council of Arab Economic Unity, given during the
workshop on Free Trade Agreements in the Arab region, organized by the Arab NGO Network for
Development and Third World Network (December 2006)

17 World Bank. (2007). Economic Development and Prospects: Job Creation in an Era of High Growth. P. 2.
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resource rich, labor abundant countries, it grew at 4.8% in 2005 and fell by 2.3% in 2006.'® This is
closely linked to the fluctuations in the oil prices.

All Arab countries face the challenge of diversifying their non-agricultural production base while
being able to venture in added value and clean production. This is especially relevant as competition
in the traditional sectors where Arab countries concentrated production, such as textiles, is facing
very high competition from China.

Accordingly, it is clear that Arab countries are still looking into the most effective means to develop
their industrial sector and achieve more competitiveness in this productive sector. They thus need
every policy tool available to be able to develop efficient and competitive industries that are able to
compete at the regional and international levels.

Services

The economies of the Arab countries are increasingly moving towards dependency on services
including labor, movement of people, health and education services, transportation, tourism,
financial services, construction, consultation, architectural and managerial services. Energy and
exploration services (oil and other natural resources), which are major strategic trade items in many
Arab countries, are an important component in trade in services as well.

Services are the fastest growing sector in developing countries, and they are essential for achieving
developmental goals, such as the Millennium Development Goals (MDGs).!° In the Arab countries,
tourism, travel, transportation, and business services have significant potential. Tourism plays a major
role in the economies of many Arab countries, including Egypt, Jordan, Lebanon, Syria, Tunisia, and
Morocco.

Total trade in services of Arab countries, including imports and exports, accounts for more than 20%
of their collective GDP.° This percentage is much higher than the world average of 14%, according
to WTO estimates. Trade in services also makes up around 24% of total trade exchange of the Arab
countries. The average growth of Arab countries’ exports in services have increased 5 percent
between 1990 and 2000, while that in industrial products have increased around 0.5 percent. In this

18 The MENA region includes resource poor labor abundant (RPLA) economies: Djibouti, Egypt, Jordan,
Lebanon, Morocco, Tunisia and the West Bank and Gaza; resource rich labor abundant (RRLA) economies:
Algeria, Iran, Iraq, Syria and Yemen; and the resource rich labor importing (RRLI) economies: Bahrain, Kuwait,
Libya, Oman, Qatar, Saudi Arabia and the United Arab Emirates (UAE).

19 The MDGs are a set of eight development goals, referenced in targets and indicators, which were adopted by
191 heads of states during the Millennium Summit in 2000. World governments have committed to achieve
these goals y the year 2015. The goals embody a collective of the development goals discussed and developed
during the United Nations global summits organized during the 1990’s.

20 This is taken from presentation by Mr. Khaled Wali, responsible for the services file negotiations of the
GAFTA, under the League of Arab States. His presentation was given in the regional workshop on free trade
agreements in the Arab region, held by the Arab NGO Network for Development and Third World Network
(December 2006)
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context, services have become the biggest creator of employment in most of the Arab world. Yet, as
other developing countries, Arab countries are net importers of commercial services and their
capacities are still concentrated in certain sectors.

The services sector is increasingly threatened by bilateral agreements signed by Arab countries, since

these agreements give way for multinational companies to control the market before Arab companies
are able to mature and compete with international organizations.
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CHAPTER 3: Introducing the engagement of Arab countries with the
WTO

OVERVIEW

In 1994, 123 countries signed the inaugural WTO Agreement which expanded upon and included the
previous General Agreement of Trade and Tariffs (GATT) of 1947 (now known as GATT 1994).2! The
foundation of the WTO is the principle of non-discrimination, outlined in two provisions of GATT
1997: Article I adopting the Most Favoured Nation (MFN) Principle and Article III adopting the
principle of National Treatment. The MFN principle states that no country can give extra preference
to another country without granting it to all other members of the organization.”? The National
Treatment Principle states that once border duties have been paid by foreign exporters no additional
burdens may be imposed through internal measures that affect foreign exporters differently than
domestic producers.?

The WTO is responsible for administering trade agreements, acting as a forum for trade negotiations,
settling trade disputes, reviewing national trade policies, delivering technical assistance and training
programs for developing countries.?*

Currently, of the 151 members of the WTO?, 12 of the 22 Arab countries are members (Bahrain,
Egypt, Jordan, Kuwait, Morocco, Oman, Qatar, Tunisia, United Arab Emirates, Djibouti, Saudi

2 The General Agreement on Tariffs and Trade of 1947 was an agreement that sprung from the failure of
establishing the International Trade Organization (ITO) at the Bretton Woods Conference. The Bretton Woods
Conference was intended to create the International Bank for Reconstruction and Development (commonly
known as the World Bank), the International Monetary Fund and the International Trade Organization for the
purpose of the global regulation of the economy as part of a plan for post-Word War II recovery. The ITO failed
to come into being largely due to opposition from the US Congress. What remained was the GATT of 1947,
negotiated by 23 major trading countries, which was originally intended to act as prelude to the ITO but now
esta