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Exscutive Summary

Arab countries have placed specinl emphasis an the grawth and diversifieation of their
manufacturing ssctors over the past three decades, with a large proportion of thoir investmont budgots
allocated to industry and its needs of infrustructuro. Yot porformance of Arab manufacturing has not
been uniformly positive. Key problems have been the import substitution natute of industrial strategies,
high levels of protection and the ahscnce of regional coordination in individual country plans.

The growing importance of regionalism, the projected impact of GATT and the continued
ascendancy of ASEAN countries are likely to divert trade uway {rom Arab couatrics and In favor of
members of the new mrading hincx (R1: and NAFTA), of ASFAN and of aclact davaloping eountries that
are ahle to roapond to the glohal challenge. Arab countries are thus fuced with a configuradon of
circumscances on the world macket with grave implications for growth unless 3 cancerted effort is made
to change tho structurce of their economies away from dependence on the cxport of raw matetials and

low value added intermediates and towards the exputt of high valuc added manufactures.

Intraregional wrade smong Arab countries still accounts for only 1085 of their trade. up from
7% in 1980. In contrast, the shate of intraregional trade in total trade of the three new regional blocs
hes fast incrcased and accounted for §8.9% of total EU trade, 37.4% fur Fast Asia and 36.3% for North
Awesica in 1989.Auuthe: feature of Arab countries’ sructure of industry is the large extent to which
similat ewphasis has becn given to the cxpension of certain subsectors (stecl, aluminum,
petrochemicals, fertilizers and other basic chemlcals) and the negleer of others (c.g. capital goods,

downstream petrochemicals, processed merals and various cnginccring products).

Another global wend is the rapid increase in tic numbcrs of giant transnational corporations
as well as In the scopc of their operations in world production and tradc. Transnationals from Europe
wxl Jupan have increased their market sharc at the expense of US based multinaticnals. In parallcl
with the process of indusirial restructuring taking place across the countrics of the theee regional bloes
s aswdies eyually bupustmst uesd iat ivulves mergers, acquisitons and the catablishment of joint

veature lndustrial projects and joint R&D programs in which several countwrics cooperate.




Arab states should seriously cousider ctrengthening their existing public ana private holding

companies snd providing appropriate incentives for more of them to he established. These Hokdings
should obtain full legal autonomy and independent status and should be encouraged to invite equity
participation from various Arab countries as well as foreign parmers. Both industry-specific as well »s
Industry/finance, industry/trade and industry/umde/finnnce configurations should be cnvisaged as
important agents of dynamic growth and flexible response to the challenge< and apportunities of the

increasingly oligopolistic global environment.

The conclusion of the Uruguay Round after many years of negotiations for free trade Is expected
to bring to an end the economic stagnation of industrialized countries and increase world GNP by some
US$300 hillion. However, it puts a major responsibility on the policy makers of each developing
country to ensure that their country will share in the expected benefits of an increase in world trade
and wotld GDP. Por Arab cuuntries, it is of particular importance to realize how vulnerable both their
domestic and export markets will beconie as all economies - developed and developing - are attempting

to capturc maximum advantage from the progressive dismantling af harriers to trade.

The result of CATT 1994 is improved murket access to OECD ccuntries for al! developing
counwies products except textles and clothing which will continue ta be subject to ¢uantitative
restrictions (QRs) under the Multl Fibre Agrecement (MFA) which is to be phased out over a decade.
However, the elimination of QRs will be accompanicd by the imposition of tariffs on several
commodities including ugriculture and food products, shoes, leather products and comaumer electronies.
Yetitalso peans that the exports af the mare comperitive and aggressive developing sountries may well
displace thosc of the less compstitive developing countries who are losing the shelter provided by the
quota arrangemonts that controlied OECD imports from the mare successful expaort ariented developing
countries and NICs. The net effect on any one Arab country can therefore go either way and will
depend on its sbility to put in place all of the incentives and institutional clements that make for

efficlency growth, market orientation and the penetration of cxport markets.

Globsl uends imply that Arab countries cannot afford to take a passive auitude to the
impendiog wrade war which can soon be expectcd amongst developing countrica over the opening of
markers of the advanced countries (accounting for 60% of devcloping countrics exports) as well as the
vpening of develuping countries markets themselves. What is equally obvious is that the gradual
enforcement of GAL'I' rules concerning the reduction in tariff and non tariff protection i developing
countcles markets will posc great difficultes to noncompetitive domeaidc producers in the Arab region.
The vuly viable stratcgy for Arab countcles is to pursuc a vigorous program of rationalization,
tesuuctwing wud scvilentation, with many benefits to be cnjoycd if the program Is deliberately

daigucd w caplealize on regional opportunities, with rcgional policics and measures that enforco




Larmonization of investment and trade policiec 28 a minimum, or a more ambitious plan for long term

intcgration ny & moximum.

The revolution in information, computers and telecommunications is also resulting in the
dismanding of the barriers tn the gengraphie dispersion af econamic activity. This means a reduction
in the degree of concentration of munufucturing ir. rich capitalist countries which will no longer have
the edge in awracting investment since global sourcing of capital. technology and manpower glves the
location advantuge to those countries that are best able to pravide praduction and arganizational
economies. The opportunity for Arab companies to associate and form srategic alliances with the new
breed of smaller knowledge-intensive enterprises must nat he averlooked since these enterprises are far
morc flexible in the terms they offer their partners and since they are expected to become major players

in the futurc of the global market.

For the purpose of cvaluating the performance of Arab industry, countries have been classificd
into three groups sccording to income levels per capita and the degree of telinnce on the energy sector.
Four obscrvations can be made that concern the industrial structure of all three group:z of Arab
countries: one feature is that there is & considerable degree of complementarity (i.e. each group is
rclatively specialized in its own subset of manufacturing activities) across the three Groups of economies
which can bo axploited to their mutual advantage if industrial policies and strategies are coordinated
in such a way as to cncourage the process of deepening along each group’s comparative advantage
while promating a parallel growth in intragroup trading. A second characterisns of all groups is that
they are still concentrating on the exmactive or primary procescing stages of their raw materials
(petroleum and basic chemicsls and metals in Group One, cotton and other agriculnural products,
phosphates and other ores in Groups Two and Three). The apportunity to raise value added {(wages
and profits) from further processing of these intermediates ic «uherantial (e.g downstream
prtrochemicals, synthetic fibers, rubber, plastics, metal products, specialized chemicals, clothing etc...)
wnd could significantly benefit from » more open trading systcm among the members of the Arab region
since Uiis would enable a berter dispersal and allocation of investmcnts to take advantage of locational

advantages and economies of scule.

A third obscrviivg is that all Arab countiics have neglected the cnormous potential and
impuriaice of bullding up a viable capital goods industry. Data shows that imports of capital goods
(excluding transport vehicles) to the Arab countrics cxcccded $6 billion in recent vears, concentrated
in three mujor cutegurics - uon-electric power generating machincry, officc machines and electric power
machinery und switcli gear - which together accounted for morc than two thirds of total imports of
capital goods (over $4 billivn). Data also shows that very few Arab countrics have a aignificant capital

gouds industry, namcly Cgype, Iraq and Morocco, and cven theze rely heavily on imports of capitul




guods from the rett of the world. A fourth and final obscrvation is that the export perfurmance of Arab
countries’ manufacturing sectors has been very poar and that except far a fow aof the sil-rich aconamies,
their halance of trade deficits [rom the induitrial scctor is exwremely high and could be easily remedied

with appropriate cxport promotion policies.

Menningful and sustainable Arab cooperation in the field of industry starts from the premise
that it must serve each and cvery member's objective of obtaining real economic gains from
cooperation, i.e. it should be a non zero sum game. Gains include higher commercial profits from
rquily patticipation in projecrs, growing market share for the industry in question, lower costs of
operation and technology acquisition, and greater leverage in negotiating with transnational

corporations.

In order for Arab countries to overcume the lwo most critical constraints to efficient growth of

industry, namely foreisn marksticccssy and access to techuological advances and innovations. a number

of proposals arc advanced for regional cooperation:

A Investment policies Arab countries should abandon their now obsolete systems of investment
licensing and fully liberalize markct entry except for security related and other clearly identified secrore
according to & set of commonly agreed eriteria. They should harmonize their investment encouragement
code for foreign investors rather than compete on the tax and other fiscal incentives each provirles.
Forrign investon shoukl he given equal treatment as domestic investors. The only consistent way In
which countries should discriminate against fareign investors is by selective choice of areas where such
invesunents have been identified us detrimontal to indigenous indusuaial development according to =

¢lcur act of criteria.

Floating sharcs of public enterprises on Arab capital markets is an important vehicle to activate
and develop the region’s capital markets, to capturc n larger fraction of private suvings, and to provide
enterprises with corporate finance and a measure of market cvaluation. Each country should combine
its privatication scheme with a strong rcaffirmation of its commitment to support the restructuring of
public enterprises under autonomous management with a view to utilizing their strength as a principal

agent for "catching up” in the process of growth and development.

B. Juiut vegture projects Arab countrics should encourage the participation of forcign investors
i julnt ventures with public enterprise. The most suitable organizational structurc that can promote
the succeasful establishiment of joint ventures is the public or private holding company which cun
negotiate from. a positiza of strength over the terms of technology acquisition and the plans to penetrate

furcign i hets. fuicign pastners are in fact more likely to prefer to enter joint ventures with public




guavantees that reduce risk. Transnational corporations are also known to have recently become more

accommodating to the rerms of agreement.

In order to take advantage of the huge Arah market, Amuh countries should prepare a plan for
the launching of the first Pan Arab product from the engineering induswy, ¢.g. a specially designed car
or bus with model whote specifications meet the needs of the region’s climate and terrsin in
collaboration with a leading transnational. Data shows that the recent value of Arab impotts of

commaercial road vehicles and passenger cars amounted to $ 5.8 billiorn and $ 1.8 billion respectively.

C. Trade Policies Arab governments showld commission & comparative study of trade barriers
(tariff and non-tariff) currently imposed by each Arab country on all manufactured products from other
Arab countries and the rest of the world. The study should appraise the impact of these trade barriers
on intraregional trade and propose a schedulae for the gradual elimination of non tariff barriers (NTBs)

and the reducton in tariffc on Arab inraregional wade.

Seriour cansideration should he given to the camablishment of an Arah tredc promotion
organization that is responsible for providing potential exporters and importers with all trade-reluted
services including: producer and product information from a data base directory linking up national
data bases, market trends (regionsl and international), itemized trade statistics on wull Arab countries

on & rcgular basiy, cte.

Arab countriet should also evaluate the experience of sarly successes in establishing Arab
trading companics and study the prospects for the creation of new ventures that can take one of the

many forms that sre currently operating 6a the global scene.

D. Induscria] policy Arab countries should together design a plan that develops a number of key
industries for which dynamic comparative advantage and growth prospects are expected and in which
cooperation would raise the rate of return. Among the industrics and subscctors that dcscrve attenticn
and study are; capital guods, downstream petrochemical products, special metals, microclcctronics end

software. [n cach of thesc ficlds, a number of specific lines can be identificd as potential niches.

Joint R&D programs with industcial applications can also be pursucd in such arcas as rencwable
energy, desalinizaton, building matcrials, itrigation cquipment und hiotechnology which would
complemcnt and support the growth of rclated induscrial sectors and provide opportunitics for new
invesiments. Consideration should also be given to the cstablishment of a computerized segional
reference library «n ongoing R&D throughout the world in all existing industrial subsectors as well as

those that have been identified as potential new industrics for the (uture. This library should be linked




up tu navdonal and regional rescarch centers and fie use chould be proamoted within industry freclf.

Prumn among thosc industrics with high growth prospects, Arab countries should proceed ro
identify a number of subscctors which qualify for regional integration based on mnrket srudy (size of
domestic mutkets, reglonal market and forccast of world demand), regional capacity, world supply
forcuast, technological aspects. Various scenarios and tme frames for implementation shounld be
considered. Once the cholec of sclected subeectors has been made, a program for the develapment,
resttucturing and integrauon of cach of thosc subsector chould be prepared. Special consideration
should be given to expected life of cxisting plants and the redeployment of Jahor. Fach program should
include investmenta for the technics! and financial siructuring of vinble plants, phacing out ohsalete

plantz, relocation where necessary, and implementation of expansion projects.

Three criteria are proposed for the sclection of viable candidates fui seglonel cooperaton:
opportunitics for import substitution with dynamic comparatve advantage, oppurtunities for forward
integration into high value added products and epportunitics for hutlzonial intcgration of existing
sectors with high comparative advaniage. The first criterion can be used to select new projects whose
feasibillty is contingent on taking advantage of the vast Arab market as a single market in situadons
where economies of scale on the supply stde have preveated any une counuy from making a viable
import-substituting investment hased on its local market alonc. The secoud criterlon can be used to
identify new projects whose feasibllity relles on explolting existing manufaciuiing subsectors whose
resource advantage provide the Arab region with low cost intermediates which can be further processed
snto high valuc added products for the regional and export markcets. The thitd can be used 10 select
existing subscctors for which regional integradon slong horizontul lines will promote meigers and
subcontracting arrangements among firms of different Arab countries uad would enliance productive
cfficiency, competitiveness and the scope for rapid cxpansion o meet the demuud of a fasl giuwing

regional marke:, espedally in consumer goods.

Arab countries should also promote the setting up of regiunal industy-specific stare of the art
institutes that cngage in R&D, wraining In production, designing, muderuizution, quality control and
market study. These insdtutes would provide cunsuliing scivices and technical assistance both
regionally and internativnally and would act as a mujor suppuit to capacity building of technlcal siaff
in cach industry in the region. Lach such insdrute would estublish ot computerized disectory with index

of regional consultants and consultancy hiouses by flelds of expertise in all services related to industry.

Morcover, special attention should be glven 1o the development of human resources. One viable
option for upgrading human skills in the realm of industry i» by paying spcelal attention to indusirnil

wraining. The field of indusirial training Is one of the mujor urcus that would benefit from cooperation




among Arab countries, at both regional and sub-regional levels due ta the existence of a large number

of specialized training institutions and institutionalized in-plant training programs within the region.

The assessment of humnn resources capabilities in the region undertaken by AIDMO has
indicated that there is an urgent need to develop training programs on areginaal or sub-regional level
in the following arcas:

- training of skilled and scmi-skilled workers,

- training of middle management,

- short term twmining courses for high level management,

- Industrial consultancy and cngineering services training programs.

Accordingly, it has been propused that the "special program” will work towards establishing a nerwork
hetween training centers in order to facilitate joint training progrmms, and the strengthening or

expansion of the capabilities of the cxisting centers.

E. Environmental Policy. A commitment hy Arah gavernments to adopt a ecommon policy package
conceming onvironmental legislation and itc enforcement, opportunity cost pricing of energy, and

incencives st the national level would have important positive implications in avoiding further
deogradation of the environment, in sharing fairly the burden of waste control among Arab countries and
in helping thoae industrics whase costs of introducing environmental standards are exceptionally high
including large scale energy intensive industries (e.g. cement and fertilizers) and the small and
relatively older plants operating in specific subsectors such as metals and placries. ineentives can take
the form of fiscal mensurcs and direct financial support for enterprises to install cleaner produetion
technologies. On balance, it would xeem that the long term gains to each ecanamy from environmental
protection - in the form of higher praduction efficicncy, lower direct and indirect costs of pollutdon and
in bester acccas to OFCD markets - outweigh the capital costs to entrepreneurs and the financial costs
to governments from providing incentives, regulating, monitoring and maintaining the reglonally agreed

common suindasds fur the protecdon of the environment.

T Activn program. In order for regional cooperation to follow a coherent and feacible action plan,
u number of concrete steps should be taken prior to the enactment of the proposed policy moasures to
be undertaken Ly the selevant government authorities, alter these have been approved through inter-
government consultation. Douth AIDMO and UNIDO could be assigned the different tasks involved in
claborating on the various options for coopcration and more specifically on the identification and
cvaluadon of subscciuss for Industrial development and intcgration in the Arab region. These
specinlized instisutions could bring their valuable cxpertise into play in defining the technical and
cconom!c parumeters aud determining the critical variablcs that will guide the cholce of ficlds of

coopernton wd policy measures for integradon.




Arab countrics have yet to reach the stage of self sustainable growth and development. While
all except thae least dovcloped of their economies made large temporary gains either directly or
indircctly from the oil boom of the 1970s, none has heen able to harness its windfall income and secure
a sustainable growth path into the future.Fver since the mid 1980s, one countty after another has
experienced ecanaomic stagnation, unemployment, internal and external deficits and growing foreign
debt. Forecasts aro bleak for any resurgence in petroleum prices or petroleum demand. The terms of
trade for other raw marerial-based exporting Arab countries (e.g.phosphates, cotton) are also likely to

rcmain unfavorable.

Morcaver, the growing importance of regionalism, the projected impact of GATT (refer to
section [.A.2) and tho continued ascendancy of ASEAN countries are likely to divert rade away from
Arab countrios and in favor of members of the new trading blocs (EU and NAFTA), of ASEAN and of
selected developing countries that are able to respond to the global challenge. Arab countries a. e thus
faced with & configuration of circumstances on the world market with grave implications for growth
unless a concerted effort is made to change the structure of their economies away from dependence on
the export of raw materials and low value added intermediates and towards the export of high vslue
addcd manufacturcs. The Arab world’s most abundaat and Ieast developed asset is human resources,
with another 53 million people added to its population over the pust decade. Policies have yet to be
devised that raise the labor force participation rate in each country, reduce the rate of open and
disguiscd unemployment, promote the productivity of Jabor and hence wages and inconies, and exploit
this vast and growing consumer market to the benefic of domestic industries which in turn create jobs,
incomes and future growth. What is needed is to smooth the eyele whereby the benefits of higher
Incomes in Arab countries translate to higher domestic economic activity including industrial output and
employment rather than the cuntinued dependence on imported manufactures. Arab countries must
turn from being consumer cconomies to becoming producer ecomomics, with the appropriate

combination of incentives 1.4 institutional reforms both within cach country and rcgionally.

The performance of Arab industry has been uneven. Some countries have made enormous
strides in setting up world compctitive industrics using the most modern tzchnologics that can cnable
them to develop horizontal and vertical linkages for further industrialization. Other countrics in thic
region have not instituted those mechanisms that are necessary to absorb technical progress and
maintain theic competitive cdge. Onc cxample can be found in the cnginccring acctor which was
developed emily on by some middlc siced Arab countries, and yer failed to keep up with technical
progress (c.g. automotive industries), Another example is the sub-optimal pesformance of the

phammaceuticel industries, which was also startcd morc than 20 ycars ago in certain Arab countries (e.g.




Egypt, Tunisia and Syria) but have failed to beccmne export oriented or to undertake sufficlent
investment in R&D and in the development of human skills and to increase their share of the domestic
market. The result is thut u very large number of industrial subscetors in the Arab wotld are losing their
cmpacity to compete with the international market or to grow along a sustainable path that generates

employmant, savings and foreign currency.

Intornational evidence shows that the manufacturing sector Is the most eapuble sector to act
as an engine of growth if it is allowed to develop along an cfficient path that promotes its ability to
capture technological progress, provide employment, earn net surpluses for the balance of payments
and become the leading source of savings and capital formation in the economy. For the Arab rogion,
the challenge is to redeploy its significant industrial base so that it takes advantage of its installed
capacity, restructures its weaker segments and turns from its inward orientation towards a dyadimic
compaetitor on the world market. Actions are needed on the macro and micro policy front, at the

institutionsl snd incentives levels, both domestically and regionally.

The current process of structural adjustment provides a real opportunity for domestic reforms
to translate into regional coordination and cvoperation which in themeselves would enhance the
peoapects for the manufacturing sector of cach Arab country for aceelerated growth and increased
ecompetitiveness. In parallel with the ongoing process of economic reform and structural adjustment,
Arab countriea woulkl significantly benefit from designing cffective industrial policies that aim at
responding to the challenges and opportunities for fast catching up of their industrial sector, especiall;-
if these individual industrial policics arc wcll coordinatcd among Arab countries. ‘Three scts of
opportunities must be sought to raisc the level of compctitivencss and the degree of diversification of
manufacturing industry across the Arab world: opportunities for further import substitution,
oppottunilics for forward integration, and opportunitics for horizontal intcgration. In 1992, total
lmpoits of manufactured goods by Arab countrics were valued at 803.4 billion of which only $ 5.0
billiun (6%) were {rum the reglon. Arab cxports of manufacturcd goods stood in the same year at $3.0
billion, only 1% of world exports of manufactures ($32.0 willion). The challenge is great and the

potential for improving the performance of Arab manufactured exports enormous.

10




L MAJOR CHANGKS IN THE INDUSTRIAL SECTOR WORLDWIDE

A The changing interpnational envitonment facing industrial gcrivity.
1. The emergence of threo loading regional blocs.
Unlike military and political power which has become unipolar with the US monopolizing the

international scene (nfrer the ecollapse of the Saviet Union), economic success has shifted from a US
hegemony to be shared by another two equally powerful centers revolving arouncd the European
Community and Japan - the world's new econontic giants. Regional integration around those three pales
is at a rapid pace, based on the economie, organizational and technological sdvances made at the core.
Competitive strategies of these three groups of players are strongly capitalist oriented yet vary in their
styles of operation and scope of gavernment intervention. In the rest of the world, socialist modes of
industrialization are fust disappearing (with Eastern European countries actively seeking to integPare

into the EU), and giving way tn varying forms of industrial and commercial cnoperation.

Compatitive cooperation within each of the three regional bloes invnlves significant and
continuous rationalization and restructuring of one industry after another, in response to the reduction
in level of protection in ench country relarive to other memhers of the region. {a the EU for example,
this carly began with the coal and stcel inductries, followed by toxtiles and more recently with
passenger cars. In South East Asia, the "Plying Ceese” model allowed a more staggered approach to
rostructuring, with Jupan followed by the firat gencration of tigers gradually restructuring and
relinquishing those industriea that were labor-intensive (c.g. textiles, electronics and engineering
products) and opening up their markers to other members of ASEAN. The same process of restructuring
is cxpected in NAYTA with 1IS and Canadian labor-intensive industries gradually losing ground to
Mexico and vice varsa. The resultisincreasing specialization and edmplementarity among the countries
in each region a3 well as a reduction in the level of vertical intcgration to the benefit of emaller and
more sfficicnt plants producing con ponents on a suhcontracting basis, and incressed intrarcgional
uade. The figures show u tremendous risc in the share of intrarcgionsl trude in total wade of each of
the cthree regicns. By 1989, intraregional trade accounted for 58.9% of total EU trade, 37.4% for East
Asia and 30.3% for North America.

In contrust, inuaregional wade among Arab countries ctill accounts for only 10% of their rade,
up from 7% in 1980. Auother featuse of Arab countrics’ structure of industry is the large extent to
which similar cipliasis has been given to the expancion of certain subsactors (steel, aluminum,
petrochemlcals, fertitizery und other basic chemicals) und the neglect of others (e.g. capital gonds,
downstuream puirocheiicals, metals and various engineering products). Three major factors are hehind
the absence of much trade or complementarity ucross the industries in the Arab world: one is the

reladvely high level of tariff and non teriff basrices to intrasegional trade, second is the stmilar resourcz
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basc of the oll rich group which has promnpred similar investments aricnted to the international market
and third ls the common legacy of impart cubstitution patterns of industrialization which have ignored
the opportunities for integraling within the regional and international markets. Today, both rapid
trends  globalism and regionalism - us well as the disappearance of managed trade opportunities with
former Soviet economies are making it increasingly difficult far countries that are not part of one of the
three omerging blocs to retnin their previous share of the global market for manufactures. This makes
i« imperative for Arab neighbots to harmonize their trade and invesrment strategies so as to consolidate
their past achievemcnts nnd maximize their chaace of sharing in the fruits of the expected large

wxpansion in world trade that will follow from GATT.

In porallel with the process of restructuring taking place across the countrics of the three
rcgional blocs is another equally important trend that involves mergers, acquisitions and the
ectablishment of joint venture industrial projects and joint RRD programs in which several countries
cooperate. National identity goals and policies have given way ta regional identity goals and policics,
and the objective of these various forms of ennperation is to realize efficicncy gains at the level of the
group that can sustain its competitive position in the face of the unprecedented speed with which
innovations can turn the ranking of industrial leaders. Although each advanced country has had its
leadership in particular industries, all three economic giants are moving away from concentrating on
a nichc towards competing on all fronts (e.g. Airhus industry, the joint European venture worth US$26
billion managed to hresk the US monopoly and succeeded in gaining 20 % of the aircraft market with
plans to rcach on¢ third by mid 1990s).

Another global trend is the rapid increasc in the numbers of glant transnational corporations
as well as In the scope of thicit opcrations in world production and trade. Transnationais from Europe
and Japan have increased their market share at the expunse of US based multinationals, as shown in

worldwide figures on the 100 largest industrial corporations:

USA gy Japan Other
1970 64 26 8 2
1990 27 47 12 12

New conglomerutes from South East Asia, Bruzll, Indis, Turkey and some Gulf statcs are starting to
acquire the organizationul end marketing skills to compete with transnationals from the advanced
countries, (u uiust cases, these national holding companies have been given special support by their
governmenas in the furm of legal and fiscal incentives which allows them to take advantage of scale
economies in production and salcs so as to face the international oligoj olies with equal strength. They
often combine indusisiul, Ainance and tyading wctivities, cither alone or with foreign partmers.
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Arab statcs should geriously consider strengthening their existing public anct private holding
companics und pruviding appropriate incentives for more of them to be ectablished. These Holdings
should obtain full legal autonomy and independent stniine and <hould he encouraged to invite equity
participation from various Arah countries as well as foreign partners. Rath industry-specific as well as
industry/finance, industry/rrade and industry/uade/finance configurations should be cnvisaged as
important agents of dynamic growth and flexible response to the challenges and opportunities of the

increasingly oligopalistic glohal environment.
2, Trade liberalization (GATT) and tradc diversion (regional blacs).

The conclusion of the Uruguay Round after many years of negotiations for free trade is expected
to bring to an end the economic stagnation of industrialize« countries and increasc world GNP by some
USS$300 billion. However, it puts a major responsibility on the palicy makers of each developing
country to cnaure that thelr country will share in the expected henefits of an increuse in world trade
and world GDP. For Arab countries, it is of particular importance to reslize how vulnerable both their
domecstic and export markets will become us all economies - developed and developing - are attempting
to enpture maximum advantage from the progressive dismantling of bharviers to trade. Not only have
members of the three competing reglonal blocs positioned themselves ta exploit the new opportunitics
of freer trade, but many developing countries who are outside these blocs as well as the economies in
transiton (former mcmbers of the Sovier Union and Eastern Europe) ace fast restructuring thelr

cconvmies and liberalizing their investmcent and wrade regimes to hecome major exporters.

‘The result of GATT 1994 is Improved market access to OECD countries for all developing
countries products except textiles and clothing which will continue to be subject to quantitative
restrictions (QRs) under the Multi Fihre Agreement (MPA) which is to be phased out over a decade.
However, the elimination of QRs will be accompanicd by the impositon of tariffs on several
commoditics including agriculture and food products, shoes, leather products and consumer electronics.
On balance, the removal of quotas on products in which developing countries have a comparative
advantage meuns that overall devcloping countrios penetration of OF.CD markets will grow. Yetit also

means that the cxports of the more competitive and aggressive davalaping countrirs mav well displace
those of the less competitive dsveloping countries who ase losing the shelter provided by the quota

arrangements thut controlied OECD imports from the more sucecssful export oriented  develooing
countries and NICs. The fuur Asian tigers (Korea, Hong Kong, Taiwan and Singapore) siready account
for more tsun half of devcloping counay manufactured exports, and the second gencration of tgers ure
fast increasing thels shares, The net effect on any one Arah country can therefore go cither way and
will depend on its ability 10 put in place all of the incontives aad institutional elements ( the legal and
regulatory framework) that make for cfficiency growth, market oricntation and the penewaton of
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export markets.

For Arab countries thar have already acquired & competitive advantage in particular indusrrial
subsectors such as basic petrochemicals and other natural resource bused products, they will have to
he prepared to respand to same of the remaining or newly impased barriers to trade that they are likely
to face. Thuse include restrictive business practices hy giant ORCD enrporations, eavironmencally
justified restrictive trade measurcs, voluntary export restraint, and anti-dumping and countervailing
measures which are increasingly being reverted to. According to UNCTAD, the number of anti-dumping
cnses initinted almost trebled between 1990 and 1993. Other less transparent forms of protection than
tariffs also include government procurement contracts, public cupital transfer and the introduction of
quality eonteal proceduces such as ELs system of I1SO 9000. The latter markert restrictions relate to
quality and specifications and can be a major obstacle to exports of developing countries to EU. The
Arab region will need 1o strengthen the role of specialized institutions that can undertake the necessary
inspection, quality control and the confirmation of ISO $C030 stundards.

The implications of CATT are therefore that Arab countrics cannot afford to take a passive
attitele to the impending trade war which can soon be expected amongst developing countries over
the opening of markets of the advanced countries (sccounting (or 60% of developing countries exports)
as well as the opening of developing countcies murkets themselves. What is equally obvicua Is that the
aradusl enforcement of GATT rules concerning the 1eduction in tariff and non caclff proteclion in
developing counwies markets will pose great difficultics (¢ ncacompelitive domestic producers in the
Arah region. The only viable strategy for Arab countries is to pursue a vigorous industrial program of
rationalization, restructuring and rearientation, with many benefits to be enjoyed if the progrum is
deliberately designed to capitalize on regional opportunities, with regianal palicica and mansures rhat
enforce harmonization of investment and wade policies as a minimum, or a more ambitious plan for
‘ong term integration as a maximum. Such & program must aim at fully cxploiting the curreat level of
dcmand for industrial products, and expanding those particular industrial sub-sectors that enjoy the
potential for dynamic comparative advantage as detailed below.

Although CATT 1994 is intended to activale intemational wade, the ncw system of quasl
trading blocs that is cmcrging - particularly EU and NAFTA - will have scrious implications in replacing
an open trading system with managed wade and thereby neutralizing some of the gains frum freer
trale. The principlc that governs cach trading bloc is that it climinates tariffs (and sometimes also
removes controls on factor movements: capitat and labor) between its members but lmposcs a unified
set of barriers against the rest of the world (ROW). The results arc both trade croation (more total
imports by the regional bloc) and trade diversion (replacing producers rom ROW with producers inside
the reglonal blac).
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On balance, trade diversion becomes morce likely if marker access for ROW is restricted for a
transitional period to help the region’s praducers ta rectructure their aperations (hence the fears of
Fortress Europe) or if members of the bloc have very different resource endowments and productive
structures prior to integratioa, such that the elimination of protection within the bloc leads to increasced
trade among its members at the expense of ROW. For Arab countries, the prospects of Fortress Europe
(which has mostly affected US and Japanese exporters of specific products such as cars) may not be as
serious as for more industrialized countrics, and trade diversion is elso unlilely to take place on sccount
of similar resource balunce among EU members. On the other hand, NAFTA does imply trade diversion
for Arab countrios - or to be more precise, reduced export potential to NAITA - to the oxtent that
Mecxico's resource cadowment is distinctly different from that of the US and Canada. Mexico's increased
sales of labor intensive products within NAFTA is therefore expected to divert other developing
countries axports of these products (e.g. garments, electronics and automotive compononts). Other
Latin Amezican countries are now considering joining NAFTA. However, it must be observed that &
major trend that has worked in the 1980’ in favor of developing countries that are not members of any
regional bloc is the operation of transnationals which are based in the OECD and ASEAN countries and
sre increasingly moving part of their operations to those developing countries which enjoy comparative

advantage and offcr attractive tcrma to investors.

Arab countrics arc therefore likely to find that competition from other developing countries,
who are adopting aggressive export policics (e.g. Latin Amcrican exporters such as Brazil, ASEAN
countries and tl.e transitional #conomies) will becomo the most formidable challenge over the coming
decade as these countrics increasingly rely on transnationals as a vehicle t penetrate the global market.
The two largest economies - China and India - have considerubly reduced their controls over foreign
Investment and have liberalized their ttade regimes so as to become increasingly export oriented. The
flow of fureigi disect invesunient into China reached $4.4 billion in 1991, China’s exports of
mwsnufuciuted goads to the OECD have grown from USS 14 billlon in 1987 to reach USS 46 billion in
1991, The growth rate of China's total exports was 11.5% pcr annum over the decade of 19803, India’s
cconomic reform program has begun in 1991 with a scrics of mcasures to reduce tasiff levels and
hupost licensing and to move towards the convertibllity of the Indian rupce. Export proccssing voncs
huve ulsu becuwe eligible to include trade activitics as a means of promoting cxports. India's garments
expurts grew by 21% in 1993/94, footwear by 1796 and exports from its chemicals scetor excceded
US$1 billivn iu 1989 und are expected to experience large growth ratcs. Aftcr a scrious shock to it3
exporis cuused by the dislocution of its market in the former Soviet Union, India's total manufactured

cxpusts have regained thcir previous peak and are likcly to continuc growing at an accelerating rate.
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B. cture, locati

1 New growth industries and their implication.

The era where large-scale, capital intensive manufacturing projects are the cors of any medern
industrial structure is heing replaced by a new structure where technology intensity, skill intensity and

the ability to better organize production characterizes the seven leading induatries of the future:

1) micraelectronics 3) civiiian aviation
2) biotechnology 6) robotics + machine tools
3) new materials-science 7) computers + software.

4) telecommunications

These growth industries a-¢ not adsptahle to a high degree of centralization und rc.quiu
relatively little raw materials as compared to the alder generation of industries. The implications are
that the hasis frr economic growth and material progress is no longer hased on & country’s availability
aof natural resources and thar the centralized control structure of large industrial plants will not be
suitable in these new industries. Instead, the :tress is now towards smaller flexible organizational

structures that can better respond o fast changing izchnologies and market conditions.
2. Impact of revolution in information and communications technology.,

The rovolution In information, computers and telecommunications has led to the dismanding
of the barriers to the geographic dispersion of ceannmic activity. This means a reduction in the degree
of concentration of manufacturing In rich capitnlist countries which will no longer have the edge in
sttracting invesrmenr since global sourcing of capital, technology and m:\npowc; gives the location
advantage to thosc countrics that arc best able to provide production and organicutivi:al ¢conoies.
The increased mobility of copital and the devclopment of institutions and orgenizations that cun
mensure the degrec of risk with accuracy means that even the most remote and leust endowed of

countries in terms of physiesl infrastructurc stand a good chance of atracting Invesunent,

Process technologies orc beccoming more impoctant than product techaolugics. Rapid
innovations intreduced in the production process itself are providing continuous reductivns in total cost
of production, especially in the cost of holding inventories and in the use of modular design in each
functional step from purchasing, storing and proccssing to marketing and distribution. This has micant
that those firms that are able to introduce thesc proccas innovativns can become niore cowpetitive chan

the originaror of new products.
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World compctition ia forcing improavements in organization and menagement. On the other
hand, the glahalization of production has been alded by the information/communications/computer
technologies which allow transnatienal carporations to mod-darize, scparate and micro-manage their
affiliates in great detail. On the ather hand, the rise of the small, efficient, knowledge-intensive
enterprics that pravides components and services to the lurge corporation Las .neant that the later arc
incrensingly shedding many activities which cun now be subconteacted. The era of centralized and
highly integratesd prexiuction aperations is giving way to a far more flexible organization with increased
interdependence among large und small producers acrass countriex, increased wansactions and
increased specialization. The anportunity for Arab companies to associate and form strazegic alllunces
with the new breed of smaller knowledge-intensive enterprices must not be overlooked sincc thesc

enterprises are far mare flexible in the terms they offer their partners and since they arc expacted to

become major players in the future of the global market.
n WMS_WM

A. Overview of Arab Industrisl Development
According to UNIDO data, the growth and diversification of the manufacturing sector of Arab

countries ha: heen shave the average for devcloped and developing countries over the past two
decndes. Growth rates of manufacturing value added (MVA) for the Middic East and North Aftica
(MFNA) averaged 5.9 percent in the decade of the 70s, and 4.3 percent in the B04. Thesc ratcs compare
with average world growth rates of 3.1 percent and 2.0 percent respectively for tho two decades. Over
the period 1975-93 the MENA region has also increased irs share in world total MVA by 1.5 percent,
with only the East and South East Aslan region exceeding that average. Morcover, the share of the
newly introduced manufacturing sub-sectors such ac¢ basic chemicals and basic metals have increased
at the expensc of traditicnal sub-sectors such as food processing and textiles, implying a rapid rate of
divensificaton (see UNIDO, Global Report 1993/94). For many of thoce econoniies, the emergence of
» manufacturing scctor began from a very modest base hut is naw accounting for a cignificans share
of total economic activity. Following the standard classification adopted by most regional economists,
Arab countsics have been grouped into three categories according to their standard of living (per capita

income) and their degree of reliance on the petroleum scctor, ws shown In annex tables.

Group One - the oil bascd economies - have allocared considerable invesements tu the
munufacturing sector which has saised their manufactwing value added (MVA) per capitu to closc tn
that achleved hy middle income cconomies uy defined by tlse world develapment rypore (sce annex
table ). Output of munufactures is conventrated in the rnergy und capitul Intensive subseciors:

petroleum refiaing petruchemicals und other beavy chemicals ns well as some heavy merals including

steel and i .
land alumigum (unnex tale 2). Alt..ugh the emphusis on wsing cuergy as s major raw materlal
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Is in line with Group One’s comparative advantage and ha< had very positive resules on these countries’
balance of payment; {annex table 3, 4), there is much scope for these countries to expand their
industrial strucrurc in the dicecrion of forward integration that is in downstream activides that further

process their outpur of hasic petrochemicals, other chemicals and metal products.

Group two countries have » relauvely older manufacturing history and a more diversified
structure of manufacturing activities that supplics a significant range of praducts for the local market
and relics on their more balanced resource wndowment, especially the availability of abundant and
relatively low cost labor. The three largest manufacturing subsectors in Group Two cconomies are food
processing, textiles and non metallic mineral products. These three subsec.ors have also been important
sources of export income, cspecially yarn, textiles and clothing, hut come of these countries have also
relied on exports from their chemicals subsectorx(nitrogenous and phosphatic fertitizers and petraleum
refining) and motal sector (aluminum). Prospects for expansion of the textile and food processing
industries slong cxport orientstion lines are favorable for these econamies, and $0 arc some niches they
can individually pursue in the production and export of special products within cach of the chemicals,
metals and cngineering subsectors (e.g. pharmaccutical, cosmetics. plastics, rubber, shaped metal and

various types of capital goods and consumer durable subsumed under engineering).

In Group Three countries - the least developed Arab economies - manufacturing industry still
accounts for a very small sharc of GPD and MVA averages less than $40 per capita (annex table ).
Manufacturing is concontrated in primary processing of some agricultural products - especially food and
textiles - and there iy litle manufacturing diversification. Exports of manufrctures in Group Three
countrics are minimal in relation to imports and they show the relatively highest degree of import
dependcnec as mceasured by the rario of exports to imports of manufactures exeept for Mauritania for
which 82% of manufactured exports consist of iron ore and related praducrs. These countries still have
considerable scope for expanding their manufacturing sector under import substtution lines to meet
with domestic demand fur & variety of non-durable consumecr products and for salecting one or two
sectors of speclalizution that cun beconic export oriented, cspecially if capital flows are forthcoming

from the richer Arab countrles to finance such projects.

Some general observations ca: be niade that concern the industrial structure of all three groups
of Arab countries: One featuse is that there is a considcrable degree of complomentarity (i.¢. each group
Is relatively speciuliced in its own subset of manufacturing activities) across the three Croups of
economies which can he cxploited to their mutual advantage if industrial policles and strategies are
coordinated in such u way as to cncourage the process of deepening along ench group's comparative
advantage while psumoting a parallel growth in intragroup trading. A second characteristic of all

groups Is that Uiy ure still concentrating on the extractive or primary processing stagos of thelr raw
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marerials (petroletum und basic chemicals and metale in Group One. colton and other agricultural

products, phosphates and other ozes in Groups Two and Three). The opportunity to raise value added
(wages and prafits) fram further processing for these intermediates is substantial (e.g. downstream
petrochemicals, synthetic fibers, rubber, plastics. retal products, speciulized chemicals, clothing etc...)
and could <ignificantly heneflt from x more open trading system among the members of the Arab region

since this would enable a better dispersal and allocation of investmonts to tuke advantage of locational

advantagcs and cconomics of scale.

A third observation is that all Arab countrics have neglected the enormous potential and
impartance of hullding up a viahle capital gonde industry. Annex table S shows that imports of cupital
goods (excluding transpart vehicles) ta the Arah cmueniries exceeded $£6 billion in recent years,
concentrated in three major categaries - non-electrie power generating machinery, office machines ond
electric power machinery und switch geur - which together accounted for more thun two thirds of total
imports of capital good (over $4 billion). The table also shows that very fow Arab counties have a
significant capital goods industry, namely Fgypt, frq and Morocco, and even these rely heavily on
imports of capital goods from the rest of the world. A fourth and final ahservation is that the export
performance of Arab countries’ manufacturing sectars has been very poor and that except for a fow of
the oil-rich economles, their halance of trade deficits from the industrial scctor is axtramely high and

could be easily remedied with appropriate export promotion policies.

B. Macroeconomic jmbalances and implications of adjwstment for Industry.

All Arab countries have experienced to one degree or another an artificial appreciation of thelr
local currencles, as a result of the windfall gains which accnied from the petroleum boom over the mid
1970s to mid 1980s period. In response 1o the sudden inflaw of foreign exchange from petrolcum
exports, workers’ remittances or related transfers, the halance of payments of Arab countrics became
excessively dependent on a few large but volatile sourccs of income which crented an overvaluation of
domeste currencies and a strong bias against tradublec other than petroleum. In practical terms, this
bas meant that the cnst of production in domestlic manufucturing becume t00 high relative to
competitive international prices and this discouraged production either fur the domestic or export
markets since it became cheaper to import many commoditics sud lucal products lost their
competitivencss. A rclated problem wae the temporary skill shortages tn those purticular Arab countries
with a significant manufacturing seetor (e.g. Fgypt in the 1975-8S period) due to labor migration to
the oil exporting countries, and the corresponding incraase in rcal wages which slso contributed co the
rising costs of praductlon in manufacturing and reduced competitiveness.
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In apite of the unprecedented flows of foreign cxchange from petroleum and labar migration,
many Arab economies proceeded to borrow massively in order to implement ambitinus -wagrama in
their infrastructure, in heavy industriox and in agricultural expansion, expectling a continuation of the
boom in the petroleum murket which would maintain their creditworthiness. Howevet, the sharp
teversal experienced in oil prices has mult.plied the debt servicing prohlom af mast Arah countries, with
toral Arah Forcign deht eatimated at US$140 billion in 1993, Macroeconomic imbalances which became
increasingly serious sinec the mid 1980x have farced many governments to impiement comprehensive
cconomic reform and styuctural adjustmont programs (ERSAPs). Stabilization has heen the relati-rely
casict component of RS AP in most countries, with tha manipulation of exchange rates, interest rates
and budget cxpenditure so as to reduce internal and external deficits and in arder ta hring down
inflation. As to structural adjustment, this is a much more complex process that entails reforms in both
the incentlves and institutional frameworks snd will hopefully bring about a much needed reorientation
of the manufacturing sector towards un eflicient and sustainable growth path that is based on each Arab
country’s resource balunce, on its potental to attract domestic <avings intn viahle investment

opportunities and to shift a significant prapattion of ire inductrial output from domestic to export sales.

Tiberalization of thc incentivea atructuse in each economy involves getting prices right
reflécting international prices and opportunity cost - so that domestic praducers restructure their
Investments and rcvisc their product mix in the face of a reduced level of protection, a reduced bias
in favor of import-substitution, reduced distortions in the cost of intermediates, reduced shelter anl

increased transparency for public enterprise operations. The liberalisation and revision of the incentive
structure will gradually climinate those particular industries that do not enjoy a comparative advantage,

and were sble only to produce behind high levels of protection, moreover a parallel displacement of
such industries by the mare competitive export oriented nne< wili take place. The elimination of price
distortions Is equally imporwant in the markets for factors of praduction: capital, labor and foreign
exchange. Domestic interest rates have long suffered from being tnn low and often negative in real
terms, and their increase will correct the bias which has favored excessive capital intensity in production
techniques and will stimulate the adoption of new technologics that arc capital saving and hence more
isternadonally competitive. ERSAP is also working to reducc real wage rates, especially in labor-
ubundwit economles whose industries will benefit from the restoration of equilibrium wage rates and
cutnpetitive labor costs. Exchange rate liberalization is perhaps the most important measure thae will
solve the probliews of uvervaluation, redress the balance of incentives away from nontradablec and
towards Gwlubles (especially manufacturing investment and output), and in favor of the more

compeiitive musnufacturing subsectors both in the import-substicuting and cxport oriented industries,

in terms of lustitutional structure, many Arab economics suffcr from overeentralization and

buseuussacy, from the absence of a clear and consistcnt rcguiatory framework and from poor
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enforcement of laws and regulations. Those deficicncivs have a negative inypact in attracting domestic
and forelgn investment in the manufacturing sector and caure unnecessary burdens on investors,
producers and cxporters. Institutional reform is an essentiul componcnt of successful ERSAP and will
often need ta he camplemented with additional measuras that are tallor-madc to each counuy’s
conditions including the revision of legislation concerning labor and capital markets, banking and
finance. property rights, the regulation of manopolies and the autonamy and accountability of public
sector enterprises. Successful decentralization and deregulation is especially important for previously
sociglist-oriented ecanomies and is the key to reducing transaction cnsts incurred by industry and hence

Improving their ovorall performance.

od Major Weaknesses of Industrial Strategies apd Policics

Non-oil Arab countries have mostly pursued import-substituting industrial strategies and have
failed to design effective industrial policies that respond to the rapid pace of technical progress and
changing market conditions at the global level. The following is a summary of tha main problems faced
hy manufacturing industry.

1 Weak technological basc and full dependcnce on imported technology and turn-key projects
from advanced countries. Fdueation and training have bsen deficlent in the industrial scctor. R & D
expenditure has been low, fragmented and isolated &om industrial cector necds,

2. Lack of coordination between the educational system, the lahor market and industrial
development. Effects on unemployment, hrain-drain and labor productivity.

3. Concentration of industrial investments in upstream sctivities with limited valuc added that
does not benefit employment or revenue generatdon. Transformation of natural resources (energy,
phosphates, cotton) into intormediates with lulc further use in downstream activites. Another side
cffect is vulnerable position on internntional markets.

4. low Investments in expanding and strengthening industsy because of low revenues of public
investments and low attraction of private capital (dou:cstic and foreign).

5. Absence of export oricntation.Industrial imports arc far surpussing industrial exports. As a
result of IST strategy, lndustrinl cxpansion has negative impact on balunce uf payments.

6. Absonce of leading subscctora that arc being promoted to bevvise gruwth aucleus for future
growth. Industrial policy fails to consider dynamic comparative slvancuge.

7. At reglonal level, lack of success in intcgration of markets rclated to industry. Neither
specialization and trade nor intrasectoral cooperetion (car assembly, cowputess). Jolnt ventures have

not been successful ns measured by growth rates ur wusket shure.
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D. Nesd for reorientation from ISI 1o export promotion.

Almost all non petrcleum Arab countries have long pureued ISI policies which are now resulting

in diminishing returns on account of a number of trends:

1. Domeatic markets cannot grow as fast as the praducrion capucity of new and existing
enterprises. In contrast, outward ariented industry does nol meer with constraints from the limitation

of markets.

2 Expansion of industries along 1SI paths meanx diversifying into ficlds that require increasing
capital, «kill and technology intensities which are not easily atained.

3. The continuation of ISl beyond the stage where economies of scale and natural advantage (
transportation costs ) enn he: reaped moans that country is foregoing, the oppertunity to specialize in
urcas in which it has acquired knowledge nndl <kills with which it can enter forcign markets and is
Instead diversifying in areas wheze it has less scope for becoming eompetitive.

4. Persistence of ISI in fact results in growing import dependency since it means the gradual entry
into ficlds in which thc country has less and less domestic resources that are suited to the production
of furthcr import substitutes. Tha experience of scveral Arab comntries gives evidence of their having
prolonged the IS1 phase beynnd that dictated by economic viability.

S. Insulation from global competition has constrained total factor productivity (TFP) growth, a
situation :ut hius very high eosts as evidenced by former socialist countries. Not only have mast Arab
countrles pursued (Sf with vigor untl recentdy, but in many cases ISI strategics have been combined

with a heuvy duse of socialist-type cenural planning, ctate-ownorship and buresucratic contenl.

6. The perlod of the vil buum is over. Many sectors that are inward oriented, especially non
tradables such as bullding materials and that werc fast expanding during that period have no further
scope for growih. Alternative is reorientation and restructuring.

7. Excessive protectivn lemds to scrious price distortions, and the greater the departuse from a
unified level of prutection, the greater the degree of relative price distortions . Price distortion, in turn,
lcad 10 unintended Liuses against particular activitics, namely thosu that are oriented 1o exports and

those In the productivss of caplial goods and intcrmediates.
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R. Tha nesd for an industrial Policy

‘There is strong evidence that srate intervention has played a significant role in the

wansformation of developing countries which have graduated to hecome Newly Industrialized Countries

(NICs). Evidenee is also necumulating ou the nanire of intervention that has characterized successful
growth models and points to special fearures that arc neither applicable in the strictdy neoclassical nor
socialist prcacriptions for growth and development. Feanamists are therefore being forced to reconsider
the notion of barriers to competilion, comparative advantage and to recagnize the role of social and
legal institutions in pramating the acquisition and utilization of knowledgc and the role of the system

of property rights in reducing uncertainty and minimizing transaction costs.

Rescorch is making it clear that dynamic camparative advantage- the key ingredient to
successful industrialization- can only he achieved if enterprises (in the production, trading snd other
sctviec acetors) can gequire knowledge with sufficient speed and adapt to rapid change which now
characterizes the global economy. Several elements of the structural adjustment and economic reform
programs currently underway in Arab counturies will have a positive impact on redirecting industry
towards self sustaining growth. Other elements are needed to enhance technical progress and ensure
adequate support to indusuy during its transition. Thesc can only be provided by a well designed
industrial policy emanating from the government, and in consolidation with the private sector.

Until recently, governments of advanced market economies belicved that state intervention in
the industrial sector should be minimal and have heen against the concept of an "industrial policy”. Yet
with the challenge of Jupan and ASFAN countries’ penctration of the globai market, even the US has
been institudng new forms of government promotion for technology acquisition, organization and

marsgcment skill formation and export grawth in the manufacturing sector.

The US federal govemnmeul unly stasted industrial extension activites in 1988. In 1993.
Congress passed lcgislation to appropriate $200 million for industrial extension from the $ 1.7 billion
Department of Defcuse conversion and reinvestment package. Financial support for the Department
of Commerce’s Nativnal Institute of Standards and Technology (NIST) which administers induscrial
excension programs Is expected to reach $500 million for 1996 and 1997. Federal funding will support
over 100 technology extcnsion centers, each equipped with the most modemn of production tools and
providing advanced knowledge of the specwrum of proven manufacturing techniques and technologies
including strategic business planning, total quality manugement, flexible manufa sturing, computcr-bused
production, menufacturiuy tesource planning, ctatlstical process control, and just-in-time Inventory

control.

23




In the US alea, a group of 19 govcraments agencies, the Trade Promotion Coordinating
Comamicttee (IFCC) chaired by Secretaty of Commeree Ronald Brawn has anncunced in 1993 lts
carefully designed "National Exnort Strategy” ta caardinate export promotion and export financing
programs into a morc strcamlined, coherent, efficient, responsive and offoctive government - wide
export promotion pragram. Key elements of the strategy include co-locating (export promotion. trade
finance specialists, small husiness administration, eximbank and others) appropriate agencies in “one-
stap shaps™, develaping a comprehensive cxport financing counselling/training programs for IS
government employees providing caunselling serviees to exporters, and creating strategic commercial

plans for cach market.

F. The Need to Switch from a Domestic 1o 8 Regional Orientation.

Closely related to Arab countries’ IS strategics of the past decades has been the narrow facus
of investment plans on the domestic matkei in cach indlvidual country at the expense of locking ut the
larger regional or global market. This attitude has served to replicate many capital intensive projects
across Arab countries aund o increase the dependence of each project on the rest of the world rather
than to achieve regional cconomies, regional interdependence and regional integration. This strategy

is not sustainable for a number of restons:

1, The rapid pace of regionalization in the rest of the world means that Arah countries are facing
an increasingly aggressive international market with the emergencee of higher real harriers to entry for

nonmembers of regional blocs.

2. Net financial flowe to Arab countrics from the West (especially Europe and the US) are
declining as a result of the priority that has been placed in responding to the unusually high demands
for capiual in Enstery Ewrope, Both commercial lending and direct investment arc thercfore much more

limited.

3. Arab countries arc also facing the threat of being further marginalizcd in the global market if
tlicy do not act cooperativcly in response to the ascendancy of Far Eastern exports including the ASEAN
group and China, The share of the scven tigers alone (Korea, [long Kong, Singapore, Taiwan, Indonesia,
Muluysia uid Thailuind) out of total developing country exports has riscn from 21% in 1980 to 16%
in 1990.

4. The impending Peuve settlement with 1sracl will have serlous implications to the competitive

pusition of dowesuc producers even within their own territory. On the one hand, lifting the cmborgo

on foreign firms doing busincss with lsrael means that a large number of multinationals will be
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utuucted to shift their regional basc from Arnh countrier to ixraal, diverting significant forcign direct
investment away fram Arah countries and at their expensc. Secondly, lifting the emhargo on Israeli
products mcans that significant changos in regional irade flows may displace existing intra regional
cexporters. On balance, it cun be expected that Isruel’s exports to Arab cauntries will exceed it imports.
Although much of this trade diversion may be ar the expense of the Rest of thc World exporters to the
region, ncvertheless, some Arah cxporters may lose part or most their markets. Thirdly, lsrael has
expressed its interestin estahlishing a regional bloc with its immediate neighbars (at least Palestine and
Jordan) and whatever mode of economic integratinn will imply relative strength of this bloc vis a vis
the rest of the Middle East region if it remains fragmented. Lastly, one should nat ignare that taday.
Iaracl can be considered by far the most advanced economy in the region in terms of Its skills and

technological basc snd the level of sophistication of its industrial structure.

All of the above factors point to the need for Arab countries to pool their resources and take

u common stand on w number issues that concer thejr indusrrial development.

G. The Need to adapt a Common Palicy for the Protection of the Enviranment

Arab countries have (0 varying degrees instituted rigorous legislation for the reduction of
industrinl pollution. In many cases however, the enforcement of rules concerning industrial location
and relocation, the restricting of plunts to reduce harmful emissions and the adoption of management
techniques for cleaner production processes has heen lax and ineffective. On the one hand, this
situation implies that the disuibution of the onvironmental burden is inequirahle across countries of the
region, with the costs of meeting environmental standarcds earried alone by those who enforce strict
standards. On the other hand, deluys in undertaking environmental investments has negative
repercussions not only on humsan welfare hut un the sustainnahility of a country’s natural resources,
cspecially water. Contiaued neglect of the environment standards enforced in developed countrics also

threatens 1o result in penaliies paid by Arab country cxporters to the advanced countrics.

Technological prugiess has recently provided industry with cost-offcctive capital equipmenr and
management techsiiques which minimize industrial pollution and these will only he adopted by
individual firms if guvernments tuke a firm stand with respect to environmaental legislation and support
policies to promote invesuients for a cleancr cnvironment. Training in the application of cleaner
production techniques has been shown to reault in important reductions in the harmful effects of
pollutants in-house (liealth huzards affccting workers and employees withis the factory), reductions in
the negadve externalitics cuusing damage to air, soil und water, as wall as in significant reduction<in
unit coses of pruduction related to good housckeeping, to enorgy and other raw material savings and

to decreased waste nianagement costs at the plant level,
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A commitment by Arab governments to sdopt w common policy package concerning
environmental legisiation and its enforcement, opportunity cost pricing of energy, and ineentives at the
national level would huva lmpartant pacitive implieatinne in avaiding further degradation of the
i ‘topment, in sharing fairly the burden of waste control umong Arab countries and in helping those
industrics whose custs of intreducing envivonmental standards arc cxceptionally high including large
scale energy intenslve industrics (c.g. cement ard fertilizers) and the small and relatively older plants
operating in specific subscctors such as metals and plastics. Incentives can take the form of fiecal
measuies and direct finarcial support for cntcrprisces to inztall cleaner production technologies. On
balunce, It would seem that the lung term gains to cach cconomy from environmental protection - in
the form of higher production efficiency, lower dircct and indircet costs of pollution and in better uccess

w OECD markets - outweigh the capital costs to ¢ntrcprencurs and the financial costs to governments

from providing incentives, regulating, monitoring and maintaining the regionally agreed common.

sctandards fur the prutection of the environment.




HL TIIE AGIIEVEMENT OF ARAB INDUSTRIAL QOOPERATION.

Indusuial cooperation among Arab countries should not be understvod as the flow of grants
and Gruncial assistunce from the rich to finance industrial projects in the poorer countries. Neither
should {t be seen us the market for selling the surplus output of domestic producers and solving
problems of excess capucily on an irregular basis. Nor should it mean the implementation of joint
ventures across the region that are simply motivated by political consideration and/or by Arab
nationalist goals, even through such obhjectives can boost cooperation. Mesningful and sustainable
cocperation starts from the premise that it must serve each and every member's objective of obtaining
real economic gains from cooperation, i.e. it should be a non zero sum game. Gains include higher
commercial profits from equity participation in projects, growing market share for the industry in
question - both regionally and internationally -, lower costs of operation and technology acquisition:

greater leverage in negotiating with transnational corporations.

Where can advantages be reaped hy the reginn and then he distributed amaong eountries that
sre members to such regional cooperation? and what are those specific industrial subsectors that could

benefit from regional cooperation?.

A Lower Barriers to Intruregionsl Investment Flows Across Arab Countries

The major reazon why industrial capitul flowe among Arab countries have been unusually low
is the significant level of institutional burriers, especially in the form of investment licensing which
grants advantages to domestic producers whose technological dependence on the advanced countries
naturally tends o favor relations with multinationals from outside the region at the expense of partaers
in the region. As & mattcr of (nct, the situation has often been one in which it is the multinationals
themselves who study Arab murkets, identify their choice location and then enter into agreements with

individunl country partners - public or private.

The operation of a large und better integrated Arab market would mcan onc in which the tables
ure wsned wivuad v that instead of cach country competing with its neighbor in attracting forcign
partaers, it is the multinationals v.ho would have to compete among themaclves to get a stake in this
wuch Jusger uarket whiere the flow of goods is relatively free. Whatever commercial transactions obtain
under this new scenaric of competitive cooperation, they arc bound to mean lower cozts ( economiss

of scale), mwure competitive prices (in favor of domestic consumec:s) and larger cxports.
The mosc lmportant gain o be achieved by intcgration is the higher leverage which any one

goverament or domestic fism will have vis a vis the rest of the world in its transactions: in purchasing

intermediaces and teclinology from giant corporations, in borrowing from the international and nutlonal
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capitul markets, In marketing its output in the rest of the world
B. Lown i ( Trade Flaws Acracs Arah Countries

The single most significant constrsint to a “normal” flow of rade among Arab markets is the
level of turiff and non tariff barriers which ix presondy very high. Aithough implementation of ERSAP
and the Uruguay round will result in some tariff reductions hy all Arah countrics, there ic a pressing
need for an in depth cvaluation of present structures and levels of protection across Arab countries and
their implications, with proposed alternative scenarios that can be presented to policy makers. This
becomes all the more important given the global challenges facing Arab countries on the one hard, and

attempts by particular Arab neighbors to forge new regional alliances nn rhe ather.

As a first step towards regionul cooperation in the field of industrial development, Arab
countries should strive tc glve some preferential treatment to intra Arub trade which effectively
diseriminates in favor of Arab producers in the region. It is often the case thae although protocols and
ugreements have been ratified which giva profarential access to Arab manufactures in Arab markets,
the enforcement of these agreementa has not materialized. 1t would therefore bo most useful for a
study to be undertaken to review the actual implementation status of regionai rrade agreements and

to suggest possible optinns for further expanding the scope of these agreements.

A sccond step lowards regional wade liberalization Is to identify a subset of manufactuscd goods
for potential regional coordination/cooperation (see next section). Bascd on these subsectors, a
scquence for trade liberalization that gives priority for relaxing trade barriers for these praducts would
be proposed. In many cases, the existence of tariff and non tariff barriers in any one Arab country hears
no relationship to thc operation of domenric industries that require protection and simply worke to
discourage the implementation of investment projects that can take the larger Arab market as their

domestc market in cunducting feasibility studics.

A third and additivnal step towards regional trade cooperation {a to undertake a sequenced
upprosch In wade liberalization by country groups. For each industrial subscctor, analysis of the
screngths and prospects of each Arab countsy vis a vis that subscctor would place that country in a
specific category with respeat w thie speed with which it can undcrtake trade Uberalization. This form
of coopersiion would he similar to the "Flying Geese Model™ of the succcssful South East Asian
cconomles whercby cach country has gradually opened up 413 markes for euch group of commodides
(e.g. provessed food, followed by texdlcs, capital goods, electronics, cars etc ...) with respect to irs
neighbors. This is huw ASEAN intrarcgional trade has grown from a negligible proportion of its total
internutonal trade to reach more than onc third of its total trade by the early 1990s.
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< Identification of Industrigl Sybsectors for Regional Cooperation

Therc arc three criteria according to which ane can judge‘ whether a particular manufacturing
subsector is a viable candidote for regional coaperation: opportunities for import substitution with
dynamic compurative ~vlvantage. opportunities far forward integration into high value added products
und opportunities for horizontal {ntegrarion of cxisting sectors with high comparative advantage. The
ficst critcrion can be used to select new projects whase feasibility is contingent on taking advantage of
the vast Arab market as a single market in siruations where economics of scale on the supply side have
prevented any one counwy from making a visble import-substinuting investment based on its local
market alonc. The cecond criterion can be need to identify new projects whose feasibility relies on
cxploiting existing manufacturing suheactors whose resource advantage provide the Arab region with
luw cost intermediatcs which can be further processed intn high value added products for the regionial
and export markets. The third can be used to scleet existing subsectors for which regional Integration
along horizontal lines will promote mergers and subcontracting arrangements among firms of different
Arab countries and would enhance productive cfficiency, competitivencss and the scope for rapid

cxpansion to meet the demand of a fast growing regional market. especially in consumer goods.
1. Tmport Substitution with dynsmic Comparative Advantage

The Arst criterion Is the scupe for linport substitution at the regional level for praoducts whose
import value by tic Arab rcgion is significant both in absolute terms and in relative proporton to actual
and projected levels of regional consumption. In addition, such products must enjoy some of the
minimum prefequisite characteristics for medium and long term economic viability for production
within the reglon (such as potential for acquiring up-to-date technology, training for appropriate skills).
Transpurt equipment (including passcnger cars) is one area where there is great scope for import-
substicudon Indusuislization, given the value of total imporis (see table 1). Othes capital goods that
can benefit from further expunsion are powcer generating machinery. office machines and electric power

machinery and switchgeas. Together thesc three subcectors account for the largest shares of caplital

goods imports (see table S in anncx).




Tahle {1): Imports and Exports of Selected Capital Goodt By Arad Countries (1994,

( US $million)
5 Neme Y Blec. Machinery | - Transport
- Elee.,Machinery - |- -7 710 o Equipment -
Total Arab Imports 10,228 6,057 13,315
Imports From Arab Countries 181 120 90
Total Arab Exports 324 606 322

Nute: Conuntries included arc toral Near dast as defined by UNIDO except {or Turkcey, lran and Cyprus which were subtracted frem
total. The figures therefure cuves all Arab Countrice cxcept for Somalis, Lebanon, Mavritania and Dijibouti.
Rource: UNING, Inditstrial Stabatwa hranch, Infarmation and Rescarch Division, (Hobal Counontic Natsbusc, 1994

Industrial policy at the national and regionsl level will be of the utmaar imporiance for
successful entry into new producix for tha ragional market, and extensive consulcation and cvaluation
will be necessary in eansidering alternarive aptinng in the choice of specific subgroups within any one
categary suck as capiral gonds. Previnus modes of identifying and planning new projects must be
svoided since they have tended to approach industrial investment with a narrow focus on such variables
as sive of national market, crude estimates of savings for the balance of payments and emplayment
implications of projects. fnstead, the focua of evaluation should take a broader view of the prerequisites
for cfficient operation, and market research should consider the dynamic globul aspects and prospects
of the market. In addition to the standard variables employed in making project evaluation, curoful
analysis must be made of the technolagical, managerial and <kill requirements on the supply side, 30
that investments are not confined to plant and equipment but to human resousce development and R
& D for continuous upgrading of skills and sustained technical progroes in those selected areas where

the Arab region has decided to concentrate its efforts.

Another traditional bias which must be avvided in selecting the "winning horses” is the nosion
that backward intcgration is a ncccasary condivion for successhul industrial projects. Evonomic viability
of any onc stage of processing is independent of the availability of raw matcrials and/v proessed
intermediotes used in that process, and this has been emplrically verificd by the success stories of
ASEAN industrislization. The costs and bencfits of concentrating on tractors, isrigation equipment or
textile weaving machincry will depend far morc on the knowledge and skills of their production
processes and technologics to keep abreast of innovations and on the value udded by these processes
than on the domestic production and availability of engines, motors, rubber products, special metals

wud other compunents used us intcrurediaies.

Morcover, it will also be important to calculate costs and bencfits at international prices aud

avoid the pitfall of assigning domestic priccs which undervalue or overvaluc the opportunity cost of
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inputs and output. ‘Uhix is partcularly tue of sssembly industries in thc engineering scctor where a
large number of Arab countries have promoted puhlic and private investments based on the high level
of tariff protcction offered for such products as comcumer electronics and passenger cars. [n most cascs,
these projects have negligible or even negative value added and could have been avoided if project
evaluation had made use of world prices. In contrast, a large selection of capital goods projects which
cnjoy considerable value added are ignored because they receive no protection. Appropriate
costbenchit analysis will therefore be essential in identifying from within the category of capital goods,
wanspere vehicles and other engineering goods thase <elected product groups which lend themselves

20 Arah cooperative investment for high and sustained rates of return.
2 Posward integration into high value added products

The second criterion is the scope for vertical forward integration into high value added
processes for products which enjoy eomparative advantage both in the regional and the international
market. Regional couperation would cnsure coordination on the design and size of proposed projects
to avoid regional duplication and enhance the advantuge such projects can gain from using the larger
Arab market as their base for cntering world markets. Table (2) illustrates the scope for expanding the
productior of suuic sclected downstream manufactures, that enjoy the support of a wide resource base.
in addition to being energy iutensive. A first candidate is the downstresm petrochemicals industry,
which currently accounts for $ 225 million of imports into the Arab region of which only 24 % are
imports from Asrab countsies themscives and for which total Arab exports had only reached $125 million
In 1992, out of a world wmucket of $3554 million. Likewice, synchctic rubber, iron and steel and other
metal products arc fields that vun benefit from furthcr cxpanszion. (see table 6 in annex for average

apparent consumption uf selected manufacturcs).




Table (2): Imports and Exports of Se'ected NDownatream Industries Ry Arab Countries (1992)

( US $million)

MiscPetroleuin & | Synthedc | lon& - | Meal -
. Coal - | Rubber |- Steel | Produets
Products - : ’

Excluding
Machinery

Total Arab Imports 225 1,441 5,846 4,536
Imports From Arab Countries 55 54 597 233

Total Arab Exports 125 S8 694 318
= L —

SOUTrCe: same as tanic

Many Arab countrics, partieularly thots ail-rich economies which enjoy comparative advantage
in energy-based manufacturing have madle vast investments in the primary processing of product from
their exwractive industries (petralcum and gas) as well as in the sccondary stages such as
petrachemicals, ferrilizers and bui'ding .saterials. “This rapid development of the 19808 has created a
new physionomy of the Arab region’s industrial stnucture and paves the way for further successful
diversifizition in the downstream activities of thesc subsectors. These promise significant value added
when undertaken at the aptional <cale and in conjunction with carefully studied market prospects

within the Arab region and in the rest of the world.

A< is the eate with the first import substituting "category of subsectors proposed for Atab
regional conperation, rhis secand “farward integration” category offers & very broad range of potential
candidates for coordinated investment projects. Again, the two key variables that need to be considered
in making the choice from among feasible opzions are the fechnological/skill requiromants on the
praduction side and the rapidly changing configuration of supply and demand conditions on the market
side. Several specific proposals for downstrcam investments have been proposed by specialized bodles
end these proposals should be given careful consideration Ly Atul guvermuoents.

Horizootal fntegration for Cumpetilive Expunsion

The third criterion is the scope for horizontal integration of existing industrics which enjoy
currcnt and prospcctive comparative advantage so as to capture the benefits of restructuring along the
regional dimension. The types of bencefit to be gained from regionalization are the larger size of market
for anyonc produccr, and all of its rclatcd benefits in terms of economies of scale, as well as econoniles
of relocation to takc advantage of sourcing for intermediates, labor and industrial services uvailuble
acrozs the Arab region. Table (3) points to somce sclected consumer gouds that account for significant

portions of total imports, and can bc further expanded sv as to allow the already existing pruductive
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capecitics to cator for current demanl which is being met by imports

Consumer goods industrics (food pracessing, tohacco, textiles znd cluthing, leather, fumiture.
pharmaceutical, cocmetics and various home appliances from the engineering sector) stll account for
morc than half of the Arab region's total value added in the manufacturing sector. Policies of trale
protection, price controls und hiases that discriminate agains<t the small <cale producers (in terms of
access to credit, serviced land, skill formation and training) have all worked to minimize the scope for
raising efficiency, productivity, capacity utilization, rehabilitation. technological catching up. and export
marketng. Yet all of these industries enjoy comparative advaniage and have goad prospects for growth
based on a rapidly growing population and incomes within the Arab region as well as prospects for
exporting to the rest of the world if policies are pur in place to correct for existing biases.

Regional couperation i this third group of industries will bencefit most from the reduction of
wade berriers and investment conswraints which limit the scope for cffective competition and
cooperation anuny the multitudc of firms that operatc in thesc subscctors across the region. By looking
at the outcuwe of 1egional integration across the Europcan Community, one can estimate that prospects
for gains by all members of the Arab regional community would improve in the medium and long term.
As wade liberalization procecds, this enhances the process of restructuring and mergers in each
subsector such that cfficlency is raised in all existing production plants, and growth of competitiveness
1s also accelerated vis-a-vis producers in the rest of the world. This procesc becomes of the utmost
urgency at a time when the Uruguay Round imposes a strict timetablc on the gradual lifting of tariff
an non-uariff barriers worldwide.
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Table (3): Imports and Expcrts of Selected Consumer Goods By Arab Countries (1992)
{US million)
Do —
PharmaceuticalPr Processed Textiles Footwens
oducts Food ’
Totat Arab Imports 1,569 26,506 5,233 438
Imports From Arah Countries na. 766 266 58
Total Arab Fxports n.a 1,161 1,628 245
v PROPOSALS POR REGIONAL COOPYRATION .

The two most critical constraints to efficient growth of Arab industries have heen fareign

market uccess and access tn technological advances and jnnovations. One route is to insist on the
devclopment of indigennus skills and talent to penetrate export markets and to catch up on the

technological level. The other is (o take the short cut route of inviring tran<national corporations which

have the most developed murketing netwarks and own fronticr technologies.

A. In

olicies

. Arab countrics should abandon their now obsolete systems of investment licensing and fully

liberalize market entry excepr for security related and other cleatly identified sectors according to a set

-of commonly agreed criteria. The use of a negatve list for scctors that require approval makes the

system trensparcnt and reduccs the scope for buresucratic delays and discretion.

- Arab countries should Larmonize their investment encouragement cude for foreign fnvestors

racher than compete on the tax and other fiscal incentives each provides. Foreign investors should be

given cqual treatment us domestic investors. The only consistent way in which countrics should

discriminate agalnst foreign investors is by selective choice of mseas where «uch investments have been

identified as derrimental to indigenous industrial development according to a clear set of criteria.

Floating sharcs of public entcrprises on Arab capital markets so as to activate and develop

the region’s capltal miaskets, to capture o larger fraction of private savings, and to provide enterprises

with corporate finance und a mcasure of morket evaluation.

Lach country should combine its privatization scheme with » strong sealtirmation of lts

commitment (o support the restructusing of public enterprises under autonomous management with a
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view to utilizing their strength ss a principal agent tur “catching up” in the procetc of growth and

development.
B. Joint venture projects

Encoutage the participation of forcign investors in joint ventures with public enterprise. The
most suitable orgunizational structure that can promote the success{ul estublishment of joint ventures
is the public or private holding company which can negotiate from a position of strength over the terms
of technology acquisition and the plans to penetrate foreign markets. Fereign partners are in fact more
likely to prefer to enter joint ventures with public guarantees that reduce risk. Trancnational
corputations (TNCs) are also knotwn to have recently become more accommodating to the terms of
agreernent. Currently new strategies adopted by TNCs imply greuter flexibility in terms of how
production is organized actnss harders. Such strategies allow for stand-alone affiliates engaged in
international production to serve a host country or a host region and enjoying a high degree of
autonomy from the parent firm. This allows them responsibility for most of the activities that comprise
their valuc chain, and in somc instances can sct as sclf containcd cntritics. TNCs arc also resorting o
outsourcing for parts of their value-adding operations, and strengthening their links with their foreign
affiliates and with separate firms operating as subcontractors. The existence of outsouicing is based

largely upon the cost advantages of a particular host country for a particular component.

- Prepare a plan for the launching of the first Pan Arab product from the engineering industry,
¢.g. 8 specially designed car or bus with model whose specifications meet the needs of the region’s
climate and terrain in collaboration with a leading transnaticaal. (Poland has entered agreement with
Tiat to produce first Western car from scratch in Eastern Curope, joint venture with Polish public sector
car producer). Data shows that the recent valuc of Arab imports of comnicrcial road vehicles and

passenger cars amounted to $ 5.8 billion and § 1.8 billion respectively (sce annex table 4),
C Trade Policies

Conduct a comparutive study of trade barriers (tariff and non-tariff) currently imposed by cach
Arab country on all manufactured products from other Arab countrics and the rest of the world.
Appraisc the impact of these trade barriers on intraregional trade and propose a schedule for the

gradual climination of N1Ds and the reduction in wasills on Arab intrereglonal trade,

Establish an Arab trade promotion organization that is responsible for providing potentinl
cxporters and importers with all trade-related services including: produccr and product information

from & data base directory linking up national data bases, market trends (regional and international),




itemized wrade statstics on nll Arab countrias on a regular bacis, etc.

- Evaluate the experience of early successes in estahlishing Aeah touling companies and study
the prospects for the creation of new ventures that can take one of the many forms that are currently

operating on the global scene.

- The issue of cariffs and taxes on capital gaads must be resolved since it Is an cffcctive
discourag~mont to investment in the capital goods industry (if tariff protection is low) and a significant

€xtra cost to overall investment (if tariff protection ic high).

D. industrial polic

- Arab countries should together desiyn a plan that develops a number of key industries for
which dynamic comparative sdvantuge and growth prospects are expected and in which cooperaton
would raise the rate of return. Among the industries and subcectors that deserve attention und study
are: capital goods, downstream petrochemical produets, specisl metsls, microslectronics and software.

In euch of these fields, a number of specific lines can be identified as potential niches.

Joint R&D programs with industrial applications can also be pursued in such areas as
rencwable energy, desalinization, building materials, irrigation equipment and blotechnology which
would complement and support the growth of related industrial sectors and provide opportunitios for

new investmcats.

- Establishment of a computerized rogional referonce library on ongoing R&D throughouc the
world in ull existing industrial subscetors as well oy those that huve been identificd as potential new
industries for the future. This library should be linked up to national and regional research centers and

Its use should be promoted within industry ltself.

. Identify a number of subsectors which qualify for regional integration based on market study
(sizc of domestic markets, regional market and forccast of world demand), regional capacity, world

supply forceast, technological aspects. Vorious seenarios und time fromes for implementation should

he considered.

- Design a numbcs of programs for the deveclopment, reatructuring and integration for theac
subscctors chat have been identified us deserving regional integration. Special consideration should be
given to expected life of cxisting plants and the redeployment of labor. Ench program should include

investmicnts for the technical and financial structuring of viable plants, phusing out obsolctc plants,
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relocation where necessary, and implementation of expancion projects.

- Fstahlischment of a computerized directory with index of regional consultants and consultancy

houses by fields of expertise in all services related to industry.

- Promote the secting up of regional industry-specific state of the art institutes that engage in
R&D, maining in production. desjgning. mcdernization, quality control and market study These
institutes would provide consulting services and tochnicsl assictance both regionully and intcrnationally

and would act as a major support to capacity building of technical staff in each industry in the region.

- Upgrade human skills in the realm of industry by paying special attention to industrial
training ‘The field of industrial taaining is one of the major areas that would henefit from cooperati-on
among Arab countries, at both regianal and sub-regional levels due to the cxistence of a large number
of specialized training institutions and institutionalized in-plant training programs within the region.
The broad runge of cccupational categarics thut are essential to industrial devclopment include
managers, scientiat, technolngists and professional engineers, supervisors and tochnicians. At the same
time there is also need for a support service of trained personnel in a variety of skills such as

engineering design, production technology, testing and quality control.

The asxessment of human resources capabilitics in the region undertaken by AIDMO lLas
Indicated that there is an urgent nced to develop training programs on a regional or sub-reglvual level

in the following areas:

- training of skilled and semi-skilled workers,
- ruining ol middle management,
- short term training courses for high level wunugemnent,

Induserial consultancy and engineering services training programs.

Accordingly, it has been proposed that the "special program” will work towisds eswablishing
a network between training conters in order to facilitate joint training progranis, aud the strengthening

ot expansion of capabillties of the existing cenlers.

E. ;nv}rggn;enm[ EO“L!

A commitment by Arab governments to adopt a common policy puchage concerning
environmental legislation and its cnforcement, opportunity cost pricing of energy, and Inceantives ul thie

national level would have important positive implications in avoiding further degrudution of the
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environment, in sharing falrly the burden of waste conurol amang Arsh eauntrics and in helping thouc
industries whose costs of introducing environmental standards are exceptionaily high Including lacge
scale energy intensive industries (e.g. cement and fertilizers) and the small and relatively older plants
aperating in specific subsectors such as metals and plasties. Incentives can take the form of fscal
measures and direct financial support for enterpriscs to install cleaner production technologics. On
balance, it would seem thart the long term gaine to 2ach economy from environmental protection - in
the form of higher production efficiency. lower direct and indirect costs of pollution and in bettcr access
to OCCD markets - outweigh the capital costs to entrepreneurs and the financial costs to governments
from providing incentives, regulating, monitoring and maintaining the regionally agreed common

stuandards for the protectiva of the environnient.

F. Action program

In order for regional cooperation to follow a coherent and feasible action plun, u number of
concrete steps should be taken prior to the enactment of the proposed policy measures to be undertaken
by the relevant gavernment authorities, after these huve been approved through inter-government
consultatior  Roth AIDMO aud UNIDO could be assigncd the different tasks iuvolved in claboratng
on the various nptions for caoperation und more specifically on the identificution and evatuaton of
subsectors for industrial development and integration in the Arab region. These specialized Instituctons
could bring their valuahle expertisc into play in defining the tcchnical and cconomic pursmerers and
determining the critical variables that will guide the ehoice of ficlds of coopetution and pollcy measures

for integration.
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Table 1: Major indicators of industrial Development.

) [7]] 3) [C) 5 ) N
Country population GNP MVA MVA/GDP  Rate of Growth of GFCF/GDP  Total Employment
Per Capita PerCapita ~ Manufactunng In Ingustry
Mid 1991 1991 1992 1992 1980-90 1990 1992
Millions) Uss us S (percent anuuat % {(percents (in thousandads!
Group One
UAE 1.6 20140 1622 8.6 29 20 183
. Banhrain 0S 7130 1098 169 0.7 365 74

Algeria 25.7 1980 207 94 56 * 271 1950
Saudi Arabia 154 7820 883 108 81 16.0 584
iraQ 18.6 na. ®\*=**434 ®@****110 13 190 1246
Ooman 16 6120 235 24 215 149 46
Qatar 0S5 14770 1576 8.7 87 123 31
Kuwait 14 na. 914 7.5 11 141 183
Lbya a7 4706 397 5.7 103 **125 305
Group Two
Jordan 3.70 1050 158 145 31 **184 260
Tunisia 8.2 1500 265 158 6.2 “2111 917
Syria 125 1160 101 M 114 40 15 1224
Palestine na. n.a. na na. na na. na
tebanon 37 na. 11 84 215 6.2 356
EQypt S36 610 124 176 ' sS °128 5130
MOrocco 25.7 1030 179 18.4 42 24 1957
Group Three
Mauritania 20 510 48 99 6.7 **121 51
Yemen, South n.a. n.a. °°*30 °**92 63 a1 na
Yemen, North na. n.a. *°*34 ***63 76 99 na.
Dgiboutt 04 na. 101 113 18 171 12
somalia 80 120 10 30 20 123 na
sudan 258 na. 36 110 14 **186 1010
NOte. * 1992

*° 1991

eee 1m

eve 01989

Employment in the ingustrial sector (column 7 includes manufacturing, extraction, construction ang energy sub-sectors

sources:
1) to (2) world Development Report. Published for the worid Bank, 1993
(3} to (6) UNIDO, tndustrial statistics Branch, Information and Research Division.
A Statistical Review of ECONOMIC and Industrial Performance.UNIDO, 1994.
{7} unified Arab Economic Report. Published by The Arab Fund for Economic and Social Development,
Arab Monetary Fund and OAPEC. 1993
(8) statistical Abstract of the Region of the Economic and Social Commission of western Asia 1981-1930
ESCWA, United Nations
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Table 2: Cross Output , Value Added In Manufacturing and Value Added of Largest Three Manufacturing Sub-groups for Each Country

UsS § million
Country Gross value 311 314 321 322 351 352 353 369 371 381]year
Ooutput Added
300 300

Croup one
UAE 1,751 521
8ahrain 544
Algeria 9,191 5,411
Saudi Arabia 16,297 4,898
traq 7.126 3,919
oman 66 22
Qatar 1,333 917
Kuwait 7.075 2,793
Libva 1,133 343

Croup Two
Jordan 23N 715
Tunisia 5,481 1,391
Syria 5.461 1,105
Palestine
Lebanon 302
Egypt 18,314 5,926
Morocco 10,003 3,148

croup Three
Mauritania
Yemen, South
Yemen, North
Dglbouti
Somalia a9 13 2 4
Sudan 791 234 N 46
Total 86,442 32,202 3,656 15341 9933 131 2,074 ~ 4,059 3619 1,422

Note: * 1980
Figures are provided according to the most recent year available.
Original figures In local currency were converted to US § at exchange rates given in the World Tables, Published for the world Bank, 1992
For classification see attachement (1)

source:
UN!DO, Industrial Statistics Branch, information and Research Division,
A Statistical Review of ECOnomic and Industrial Performance UNIDO, 1994




Attachement (1)

TOTAL MANUFACTURING{(30G}

Food products(311)

Beverages(313)

Tobacco(314)

Textiles(321)

wear ing apparel._.eaxceotl footwear (322}
Leather products(323)

Footwear .except rubber or pltastic(324a)
wood products.except furnttire(331)
Furniture except met21(332)

Paper and products(341)
Rrintjng _and publ)isning(342)
Inaustrial chemicals(3%97)

Other chemicals(352)

Petrolteum refineries(393)

Misc. petroleum and coal products(254)
Rubber products(355S)

Plastic products(356)

Pottery.china. earthenware(3f1)

Glass and products(362)

Other non-metallic mineral prod.{369)
Iron and steel(371)

Non-ferrous metals(372)

Favoricated metal products(3581})
Machinery. except electrical(3562)
Machinery electri1c(383)

Transport equipment(384)

Professional & scientific equipm.(385)
Other manufactured progucts(320)
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Table 3: Total Exports of Manufacturing and Percentage Shares of Three Largest Manufacturing Sub-groups

(Us S miilion)

Country |Total  |513/4 722 732] 7321
Exports Less

7321

Group One
UAE

gahrain
Algeria
Saudi Arabia
haq

Ooman

Qatar
Kuwait

Libya

Croup Two
Jordan
Tunisia
Syria
Palestine
Lebanon
ggypt
MOrocco

Group Three
Mauritania 98
Yemen, North 12
Yemen, South
Dgibouti 1
somalia 4
Sudan 160

Note: Table has been complled by scanning through each country's major exports at the three digit level (SIC.
For classification see attachement(2)
Source: Same as Table 2




Vi

Table 4: Total Iimports of Manufactures, and Percentage Shares of Largest Three Manufacturing Sub-groups.

(US $ mililon)
country Total 541 581 331] 332 243] 652 656 841 661f 673] 678 711 722 732| 7321
imports Less Less
8413 7321
Group One
UAE 3148 5 7
Bahrain 1746 a1 2 3
Algeria 4608 q q 5
Saudi Arabia 9977 2 4 12
iraq 2059 ] q 1"
Ooman 1252 q 5 11
Qatar 609 3 ¢} 11
Kuwait 3447 6 3 10
Libya 1896 4 5 10
Group Two
Jordan 1355 q 26 8 6
Tunisia 3302 8 9 3
sSyria 1094 4 5
Palestine
Lebancn 843 8 q 4
Egypt 4367 3 4 3
Morocco 4027 3] 14 3
Group Three
Mauritania 33 15 9 12
Yemen, Northern 785 16 6 15
Yemen, Southern
Dgibouti 87 2 2 S
Somalia 167 14 5 14
sudan 926 11 8 6

Note: Table has been compiled by scanning through each country's major imports at the three digit levet ISIC.
For Classification see attachement (2)
Source: Same as table 2
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Table $: Imports and Cross Output of capital Coods

Ireports § milhon
ountry TTotal 5351 8952 719] 1312 | 2123 714 7181 783 7195 rallvenr
Croup One | i '
s | 3 180 1 7 109 1986
BARFAIN 102 as 24 1 1 28 1988
Algeria 1118 1 80 311 138 8 80 H S8 10 260 1990
Saud! AraDIa 1330 a 62 255 a6 2 ay 7 n 2 a17 1989
'raq a83 10 135 B 5 7 : a2 N f 146 1976
‘oman 128 ! 3 13! A\l 16 1 1 3 1 64 1990
Qatar 53 12 N 1 1 o] 1 ? 19 1988
Xuwart 290 91; i 3 s 3 3 a 20 82 1989
ubya 33 1 28 63 1 ) 3 8 1 1" 12 184 1985i
,Croup Two l
joragan ? H 2 1 1 14 2 ? 2 14 1990
Tunisia s13 20 95 9 1 LY 8 2 10 123 1990
Syma 119 1 12 a1 a 6 1 1 1 33 1984
saestine ! |
Lepanon %% S a9! s ? 1 5 17 1985
Egvot 616 1 13 101} ? 4 686 12 13 8 135 1930
IMorocco s?9 2 23 89‘ L] 69 8 25 16 82 1990
]
Croup Three ' 1 ; '
Maurizamia 3 ' 1 ! ! | 3 1972
yemen. Soutn { | ! , ! |
vyemen NOMtn i ! ! i .
DQ:aouL a | ! 1! 2 3| 1990
somara | AL ! 2| 1 ? 1982
'sugan 101 5 19 12 2 2 1 2 2a| 1981
i |
{fota: 5 304 E) 286 . 1503 137 7 359 92 175 140 1,803 1
Note

Figures are proviaea accoraing to the 1atest vear avanable

setected CAPITal QOOAs are classified as foudws
Mand LOo!s used tn agniculture 16951

Too!s fOr use In Nand Or machine (E95

POWEr QeNnerating macningry non-electric SART!
Agricuitur v machinery [ b B4

Datry equirment 7125

Tractors 17°25)

Otfize Mmacnines (713

Me 3 wiraing achinery 115

Yextile ar 2 .eatt &r machinery (240

M3cnines ¢ 31 paper, pulp and paper artities (7181
1ngustriat 1003 processing machinery (71831
Machines tools for working minerais, wooda. ets (719%)
Electrical power machinery and switchgear 722

snaned Columns refer to largest three categories of Imported capital gooas in terms of vaue
value of gross output Of Capital geoas was converted from local currency 1o US 5 atexcnangef

Source Table was coOMplied using same source as tap'e 2

ates given n Tne worla Tapies The worig Aare 1492

Cross Output § milon

F 18! ) SE5 Yoy _jreans
i 11 21 Al 49 1945
319 367 76 982 1980
. 548 151 101 1084|1989
a0 140 80? 1986
| e
! A4 Y P19l 19e8
| i
|
19 4 6 87 1991}
" 117 [] 189 1990
117 ns '99°
19717
449 466 3 v6ral 1990
498 680 "n 1990
i |
\ i
! . 1-:0.':i
l booverel

7656 ] 2,083 VT ZTZEJ‘




’ Attachement (2)

QILS _AND FATS
Animal otls and fats(411)
Fixed vegetable otls and fats{421/2)
Processed animal anad vegetable otls and fats(431)
HEMICAL .
Organic chemicals(512)

Inorganic cnem.. oxitdes and halogen salts(513/4)
Dveing, tanning and colouring materials(931)
. Medicinal and pharmaceut ical products{S41)
Plastics. cellulose and artificial resins(S581)
FERTILIZERS
Nitrogenis fertilizers & related materials(5611)
Phosphat ic fertilizers and related mater1als(5612)
) Potassic fertilizers and related materiais(5613)

PE TROLEUM
Petroleum, crude or partly refined(331)
petroleum products(332)

RUBBER
Crude rubber, synthetic and reclaimed(231)
Rubber materials, e.g.sheets, threads, piping(621)
Articies of rubber, e.g. tyres, tubes(629)

w0OQ0 AND FURNITURE
wood, shaped or simply worked(243)
Pulp paper. including waste(251)
Veneers, Dlywood. improved wood(631)
wood manufactures(632)
Paper and paperboard(641)
Articles of pulp. paper or paperboarc(642)
Furniture(821)

TEXTILES AND CLOTHING
wWool and other animal hair(262)
cotton(263) y—-’
Jute(264)
vegetable fibres, flax ana hemp(269)
Synthetic and regeneratea fibres(266€}
Textile yarn and thread{(651)
woven cotton fabri2s(652)
woven textile fabrics(653)
Made-up articles chiefly of
Travel bags, handbags, etc. |
Clothing, excluding leather (
Calf leatner(6113)

LEATHER AND PRQOUCTS
Other leather, incluaing artificial(611 less 6113)
Leather manufactures(612)
Apparel ang accessories of leather(8413)
Footwear (85)

BUILOING MATERIALS_ AND GLASS
time, cement, fabricated buillging mater1als(661)
Construction and refractory materi1als of clay(662)
Glass(664)
Glassware ang pottery(6€65/6)

IRON_AND STEEL
Iron ore ang concentrates(281)
iron ang steel scrap(282)
Pi1g iron ang sponge(671)
Ingots and other primary forms(672)
Bars, rods. shapes, sections(673)
universals, plates ana sheets(674)
Hoop and strap(675)
[ron anag steel wire(677)
Tubes, pipes and firttiIngs(678)
Unworked castings ang forgings(679)
NACFERRQUS METALS
Non-ferrous ore and concentrates(?2g3)
Copper, blister. refined, alloys(6R21)
Copper bars, shapes. sections, wire, «ir. (6822)
Aluminium, unwrought or worked(684)
Lead, unwrought or worked(685)
Znc, unwrought or worked(686)
Tyn andg alloys. unwrought or worked(687)
wire products, e.g. cables. ropes(693)
QELECTED CAPITAL GQODS
Hang tools used yn agr iculture(6951)
Tools for use 'n nand or machine(6957)
Power generating machinery. non-electriyc(711)
Agricuitura)l machanery(7121/2)
Darry equipment (7123)
Tractors(7129)
Nffrce machines(714)
Metal working macnhainery(71%)
Textile ang leather machinery(717)
Macniynes for paper., pulp and paper articles{7181)
inaustrial fona-processing machinery(7183)
Machine tools for working minerals, wood,etc  (
flectrical power machinery and switlchgear (722
MAJOR CONSUME R DURABLE Y
Commnercyal road venacles (7137 leq, 774,01
Pasaenner motor ara(7321)
Terdervan, aon and 146510 qeta(7241/72)
Domes . elee e al equipment (706

textiles(656)
831)
841 less Bair3)

7109¢6)
)
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Table §: Average Apparent Consumption of Selected Manufactures, 19881988

12201

YT _ 324000 351307
Average IMpOTts Average Crowih Average Imports Average Crowth Average Imports Average  Urowth Average importy verage 1)
Country  {apoparent aswmof Annual rate of apparent s %of Annual rate of apparent n %ol Annual rate of spparent %ol Annual rate of

consumption apparent Production apparent consumptio apparent Production apparent consumption apparent Production apparent consumption apparent Proguction apparent

per 1000 consumption consumptioniper 1000 consumption consumption |per 1000 consumption consumptio |per 1000 congumption consumption

Inhanitants Innapbitants inhabitants Innabitants
Group One
UAE LR 1] 102 0 $0 70
sanrain $9S 100 o ‘998 oo 100 [} 49 85
Algeria 2039 1 1582 6109 976 75170 ? 17070 018 01} 100 Q 208
Sauql Arabli 726 2824 00?2 100 0 70 88
traq 1138 31398 20 429 PR3] 0138 100 0 1744
oman 84s 101 [} 129% 000 190 0 080
Qatar s78
Kuwait 11 8% 2100 <33} 100 [} 3189
LiDya 1224 628 78 8
croup Two
jorgan 18 50 as EL] 426 1488 708 003 100 [ 508
Tunis 592 -4 41 462 (B 1] 100 0 10 54
Syria oo0s 104 0 BE LI
Paestine
Lebanon 278 010 100 [} 495
EgyYDU 120 s 149 062 425 1234 97 V] 60691 LR Y} 012 100 0 an
MOrocco 6 a1 253 030 100 0 0717
Croup Three
Mauritania 000 100 [} r i |
'Yernen North 374 62 93 17?7 1388 00y 100 0 [ Va1 )
Yemen, South
Ogiboutt
Somalla 908 00 100 [} 10 50
Sudan 384 19 [} 245250 Q0 aoe 100 0 3120




6"

Table 6 (cunt.)

3620108 371076 372034
Average Imports Average crowth Average imports Average Growth Average IMports. Average  Crowth
Coun-ry apparent as % of Annual rate of apparent as % of Annual rate of apparent as % of Annual rate of
consumptio apparent Production apparent consumption apparent Proguction apparent consumption apparent Production apparent
per 1000 consumption consumption|per 1000 consumption consumption |per 1000 consumption consumption
Inhabitants inhabitants tnhabitants
Group One
UAE 5.66 105 0 18.89 38.90 106 0 2.95 7517
Bahrain 11.20 100 o} 17.64 55.91
Algeria 1.8% 15 36 197 1.60 53 9 -4.40 0.07 100 0 4.48
Sauqi Arabia 14.34 100 0 7.02
Iraq 11.13 4.02 100 0 24.56 0.02 100 0 -9.79
oman 572 100 o} 28.76 39.36 102 0 25.98 0.08 198 0 16.87
Qatar 0.02 100 0 37.88
Kuwait 012 110 0 -272.27 13.94 100 0 4.50
Libya 58.98 -6.02
croup Two
Jordan 9.06 10?7 0 25.85 0.03 105 0 10.10
Tunisia 2.06 8 16 2.21 0.54 102 0 11,73
Syria 245 100 0 5.84 0.09 100 0 15.09
palestine
Lebanon 0.83 100 0 3N
EQYPL 1.93 S 96 6.93 117 001 26.23
Morocco 9.63 14.96
Group Three
Mauritania 0.52 100 o] 11.10 0.00 100 0 102.17
vyemen, North 0.51 100 0 12,75 0.00 100 0 10.33
vyemen, south
Dgibouty
somalia 0.12 156 o} 4.78 0.00 100 0 -7.18
sudan 0.99 0.08 100 0 -6.04 0.00 100 0 157

Note: Table has been compiled by scanning through each country’'s average apparent consumption, imports, average annual production and growth rate of selected maunfactures.
Growth rate of apparent consumption covers the period between 1975-1988
units of mesurement are in thousanas of metric tons, except for footwear which are in pairs

selected Manufactures are classified as follows
prepared Animal feed (312201)

Oils of vegetable ornigin (311510}

Footwear, excluding rubber footwear (324000
RubbDer, synthetic (351301

Class bottles and containers (3620108)

iron and steel tubes, seamless (371076}
Aluminium tubes and pipes {372034)

source: Same as Table 2




