Distr:

GENERAL
UNITED NATIONS E/ESCWA/SED/1993/20
23 January 1994
ECONOMIC AND SOCIAL COUNCIL ORIGINAL: ENGLISH

ECONOMIC AND SOCIAL COMMISSION
FOR WESTERN ASIA

Sustainable Economic Development Division

THE LINK BETWEEN PRODUCTION POLICIES AND EXPORT ACTIVITY
IN THE REGION*

January 1994

This study was prepared by Professor Mohammed Hashim Awad-Khartoum
University - on the request of the United Nations Economic and Social
Commission for Western Asia. The Views expressed in the study are those of the
consultant and do not necessarily reflect those of the United Nations.

e This document has been Issued without formal editing.

93~-0035



THE LINK BETWEEN EXPORTS AND PRODUCTION
IN THE ESCWA REGION

The study examine the link between production strategies and
policies, on the one hand, and export expansion and diversification
in the region, on the other. It also looks at the obstacles which
weaken the link between production and exports and suggest means to
strengthen this link. To that end the experience of Egypt, Jordan
and the Syrian Arab Republic in this respect are examined.
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INTRODUCTION

This study probes the link between production strategies and
policies, on the one hand, and export expansion and
diversification in ESCWA countries, on the other. Both the
theoretical and the practical aspects of this link are examined.
Firs, we explore economic theory and world economic trends
bearing on the question of whether and how import substitution
or export expansion strategies and policies, or a combination of
both, should be pursued by any particular country. Egypt, Jordan
and the Syrian Arab Republic are taken as case studies. The
economic systems and economic policies associated with each
strategy are analyzed, and the positive and negative aspects of
these strategies on the development of the countries applying
them are highlighted. Comparisons will also be made with some
of the East Asian countries which are looked upon as models or
examples of highly successful strategies for export-led growth.

The study also looks at the obstacles which weaken the link
between production and exports. These include the absence of
long-term strategies for coordinating production and trade, as
well as the lack of appropriate laws and institutions, and of
access to export markets, adequate capital, and advanced
technology. The final section gives an overview of the issues
discussed and the conclusions reached. It also contains
suggestions as to how the link between production and exports may
be strengthened by such measures as coordinating strategies,
creation of a healthy investment climate, encouragement of
private enterprise, and adaption to the emerging regional and
global realities.



I. IMPORT SUBSTITUTION Vs. EXPORT EXPANSION

A. The Controversy in a New Setting .

The current wave of protectionism has revived the import
expansion or import substitution controversy of the 1960s, albeit
in a very different context. International trade in the 1960s
was much freer than today, though it never approximated the neo-
classical ideal of a perfectly competitive market in which free
exchange allocates productive resources in accordance with
comparative costs, thereby maximizing the returns of every
participant. However, many of the misconceptions and confusions
that shrouded the debate of the 1960s have re-surfaced in the
current one. Here, we shall attempt to clarify some of the
crucial concepts used in the controversy, including the terms
export expansion and import substitution.

Export expansion seems to be widely seen as a sign of
successful specialization in areas where the exporter has a cost
advantage. In fact, it could often result from subsidies in the
form of wage restraint, dumping or overvalued currency.
Subsidies of this kind have the same negative effect on
international trade as production behind high tariffs and non-
tariff barriers of goods that can be imported more cheaply.

Greater misconceptions surround the notion of import
substitution. There is, first of all, the belief that it relates
only to imported goods, and that it is particularly in
manufactures produced by developing countries. In fact, it
covers also the substitution of factors, like foreign labour by
local ones or machines, or replacement of natural fibers with
synthetic ones as is now happening on a big scale in many
industrial countries. The term import substitution is also often
applied to local processing of previously exported raw materials,
particularly when this leads to the production of import
substitutes. It can also be said that partially processed
exports represent partial import substitution, 1if only to the
extent that they reduce the value of imports of the final
products. However, more often, local processing merely enhances
the value of exported primary products, which render it an
export—-expanding activity for as long as it increases the value
of previously unprocessed exports.

Thus, import substitution should be evaluated on the basis
of its overall (direct and indirect) impact on world exports and
international welfare, and not purely on its direct effects.
This entails weighing the direct negative effects of import
substitution on imports against its direct effects on the value
of substitute exports, as well as their indirect expansion of
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imports of capital and other imports needed for import
substituting activities. Also, import substitution should be
seen as embracing not only final goods but also inputs and
factors of production, whether the substitution is practiced by
developing or developed countries.

1. The Import substitution Argument

The above observations relate to the pure economics of
choice between export expanding and import substituting
activities., There are, however, political and strategic
considerations that affect this choice that are no less important
than the economic ones. Nevertheless, the choice is first and
foremost an economic one, with other factors playing a mere
modifying role. Economists have produced a number of arguments
favouring either export expanding or import substituting
activities. The advocates of export expansion relied heavily on
the neoclassical theory of international trade, which predicated
that world production and welfare would be maximized if countries
specialized in the production and exportation of the goods in
which they have a comparative advantage. However, for this to
happen trade has to be truly free so that three conditions are
met, namely: (a) unhampered factor mobility, (b) pricing of goods
at their marginal cost, and (c¢) equal price ratios for all
commodities in every country. Obviously, these are conditions
which could have hardly obtained at any time, especially
nowadays. Even if these conditions are attainable, economists
from as early as the 1840s have found justifications for
protecting high cost producers. In 1841 Franz List presented the
infant industry argument as a rationale for 1mport substituting
industries with a good prospect of growing and realizing
economies which enable them to dispense with protection. This
argument, which was presented in the heyday of free trade in the
19th century, was presented as ]ustlflcatlon. for protecting
nascent German industries of the day in the face of competition
from the better established British ones. The British
neoclassical economist, J.S Mill, endorsed the arqument as
justlflcatlon for short-term protection which should be lifted
once economies of scale have lowered production costs. The
infant industry, he observed, exposed the static nature of the
neoclassical theory of international trade, which ignored the
dynamic nature of costs fashioned by the gradual development of
industrial skills and expansion of productive capacity, both of
which shift the country’s production possibility curve outward.

In the 1960s, structuralists and positive economist, like
Prebisch, Singer and Lipsey dwelt on the practical shortcomings
of the neoclassical theory of international trade, whose
underlying assumptions are seldom fulfilled in reality. This is
illustrated by widespread imperfections in commodity and factor
markets despite strenuous efforts by GATT to liberalize world
trade. Prebisch (1959) highlighted the secular movement of terms
of trade against primary producers and in favour of manufactures.
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He related this to the high income elasticity of demand for
manufactured goods and the low one for primary products, which
lead to greater expansion in demand for the former than for the
latter as incomes rise. Singer (1955) maintained that industrial
countries benefited from the low wages prevailing in countries
exporting primary products, whereas effective trade unionism in
the developed countries neutralized the cost-reducing effects of
technological development in the industrial countries, rendering
unfair the distribution of gains from international division of
labour. Hence, the call by Prebisch and Singer for protected
import-substituting industrialization in the Third World.

The champions of free trade and export expanding production
like Clark (1952), Aubrey (1955), and Haberler (1957), countered
by claiming that the movement of terms of trade was cyclical
rather than secular against primary producers. They also argued
that import substituting industries added very little to the
welfare of host countries since they mostly constituted isolated
enclaves in these poor countries, and generated new demand for
imports of inputs, causing the multiplier effects of their
industrial investments to benefit their trading partners. This
nullifies efforts to use industrialization to escape economic
dependency on imported manufactures, by creating dependency on
imported machinery and/or intermediate goods.

2. e f t

The theoretical controversy over export expanding and import
substituting production has not been, any may, never be,
resolved. But it was, in reality; for, as Anne Kruger observed
(1978), most developing countries in the 1970s witnessed a marked
shift away from strategies of import substitution of the 1950s
and 1960s, and an adoption of strategies emphasizing export
promotion. The successes of newly industrialized countries which
pursued export expanding policies, like Brazil, Korea and Taiwan,
Kruger claimed reversed the bias to a point where it may be said
that foreign markets were encouraged at the expense of home
markets. This is illustrated by the markedly different
performance of East Asian and Latin American countries during the
periods 1963-1973, 1973-1980, and 1980-1989. During all three
periods the growth rates of East Asia’s GDP and export volume
exceeded those of Latin America and the Third World as a whole,
with export growth outpac1ng that of GDP. During the period
1963-1973, when Latin American countries actively pursued import
substltutlng strategies, their GDP growth equalled the average
for the Third World, (6.5 per cent), but fell short of East
Asia‘s (8.1 per cent), while their export growth was negative
(0.4 per cent) compared to a rate of 10.6 per cent for Latin
America. During the next period, 1973-1980, when the average of
the growth rates of Third World GDP and exports dropped below
those of the previous period, export expansion in East Asia (9.4
per cent) continued to exceed GDP growth (6.6 per cent), but in
Latin America the switch to export promotion turned its export
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growth rate positive (2.2 per cent), but less than its GDP growth
(3.0 per cent). 1In the period 1980-1989, export expansion in
Latin America (3.4 per cent) outpaced GDP growth (1.8 per cent);
but the two rates remained well below those of East Asia (9.6 per
cent and 7.9 per cent, respectively) which had adopted much
earlier export expanding policies.

Latin America’s switch from import substitution to export
expansion was promoted by the apparent failure of the former
strategy to realize the high expectations it had generated. 1In
a survey of "Import Substitution and Industrialization in Latin
America: Experiences and Interpretations", W. Baer (1972) listed
the failures of that strategy. Latin America‘’s import
substituting industries, he argued, generally suffered from high
production costs; that was because they were confined to small
domestic markets that denied them the opportunity of attaining
scale economies. High costs were also the result of limited
skills, but mainly because the protection the industries enjoyed
left them no incentive to improve productivity. Nor did that
strateqgy, Baer maintained, create jobs because the established
industries were encouraged by overvalued currencies to use
capital -rather than labour- intensive techniques. Currency
overvaluation also impaired the competitiveness of exports from
Latin American countries in world markets, which further closed
their economies. This led to further neglect of exports, which
remained without significant diversification or quality

upgrading. The same problems befell agriculture and mining,
which suffered from price controls that favoured the
industrialists against the primary producers. Nor did import

substitution, according to Baer, achieve the central objective
of ending dependency on the industrialized countries’ markets for
disposing of primary products and acquiring manufactures; for a
new dependency was created by the growing need for imported
machinery and inputs for import substituting industries.

With mounting evidence that there is a lower limit to the
import coefficient (import/GDP ratio) for most economies, there
seems to be a limit to import substitution, which many Latin
American countries approached, curbing their capacity to save
foreign exchange, while their neglect of exports reduced their
ability to earn it. The resulting shortage of foreign exchange
limited their capacity to import the inputs needed for their
industries. Worse still, Baer contends, insistence on attaining
‘economic independence’' or autarky by forced industrialization
delays synchronization of the country’s productive and demand
profiles, i.e., 1its production structure and its factor
endowment. The resulting disparity is illustrated by the marked
tendency in import substituting industries to concentrate on the
production of luxuries rather than mass consumption goods, and
to resist efforts to make a switch to the latter. This is what
Baer called the ‘structural lock’ dilemma.

After conducting "The Import-Substitution Strategy of
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Economic Development: A survey" (1970}, H.J. Bruton concluded his
empirical study by stating that “the most pervasive impact of IS
policies has been that it distorts the economy, and these
distortions do not, except in rare instances, correct themselves.
Indeed, economies become increasingly distorted as the IS process
continues"”. He adds that "conventional IS policies not only
reduce total output below the level that it might have otherwise
reached, but it also reduces growth rates, principally through
its effect on productivity growth and the flexibility of the
economy" .

B. GATT And Protectionism

1. Contradicti i Violati

The General Agreement on Trade and Tariffs (GATT) came into
effect at the beginning of 1948 as a multilateral treaty
committing signatories to promote growth and full employment by
liberalizing trade. Unfortunately, the developed countries
which, under the leadership of the United States, launched the
Agreement proved to be the chief impediment to trade
liberalization. It was, in fact, the reluctance of the major
trading countries to eliminate tariff and non-tariff barriers to
trade, and to extend all signatories the most favoured- nation
(MFN) treatment accorded under bilaterally negotiated agreements,
that lie at the root of GATT'’s troubles. These countries were
responsible for the abandonment of the scheme for establishing
an International Trade Organization and its replacement by an
agreement which merely established a code of trade conduct and
a monitoring body without an effective enforcement machinery.
Also, the major trading countries introduced clauses and
exemptions that flouted the Agreement’s three basic principles,
namely: the automatic extension of the maximum bilaterally
negotiated concessions to all GATT members under the MFN
principle; the prohibition of non-tariff restrictions and the
gradual reduction of tariff barriers; and, the principle of
reciprocity in making concessions among signatories.

The 45 years that lapsed since the ratification of the
Agreement saw the conclusion of eight rounds of multilateral
trade negotiations (MTNs) which have substantially reduced
tariffs. But very little was done to curb other trade barriers,
which have multiplied and proliferated to the extent that
protectionism has become the order of the day.

The violation of GATT principles by the leading trading
nations took numerous forms. The MFN principle was circumvented
by the creation of free or preferential trade blocks within which
trade barriers disappeared or decreased, but whose tariff cuts
are not extended to non-members. The principle of ‘non-tariff
barriers, only tariffs’ was infringed by the legitimization
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during the Tokyo Round (1973-1979) of codes signed by groups of
members to curb mounting non-tariff barriers, and the code
signatories were freed from their obligation under the MFN clause
to extend the agreed cuts to non-participants. The ‘tariff only’
principle was itself weakened by the inclusion in the original
Agreement of an article (XI: 2(c)) which permitted the imposition
of quantitative restrictions on agricultural products. This
article, and the so-called injury or disruptive import clause
enabled the industrial countries to control imports of temperate
zone products and subsidize exports.

The principle of reciprocity was from the start made
inapplicable to developing countries: it was argued that they had
to protect their balance of payments as well as their infant
industries through either import restrictions or export
subsidies. But in some sense reciprocity was observed by the
acquiescence of the developing countries in the restrictions that
industrialized countries imposed upon imports of tropical and
temperate agricultural products, and on manufactures like
textiles and clothing. In fact, until the 1970s the developing
countries were marginal participants in GATT’'s MTNs. They began
to be active during the Tokyo Round which consolidated earlier
gains with respect to protecting nascent industries, although
they had to accept the ’'graduation principle’ which related the
receipt and reciprocation of concessions to development levels.

But dissensions among the developing countries appeared
since the 1960s. They surfaced when the United Nations
Conference on Trade and Development (UNCTAD) demanded in 1964
that the Generalized System of Preferences (GSP) by which the EEC
granted its ACP associates preferential tariff concessions denied
to other GATT members should cover all developing countries. But
the GSP remained and spread by 1976 when adopted by all nations.
The Tokyo Round legitimized it by its ‘enabling clause’, which
exempted the GSP from the MFN principle. But under the Uruguay
Round, the EEC spearheaded a drive for globalizing its GSP,
thereby drawing resentment from its associates. The issues of
GSP globalization divided the developing countries into two
camps: GSP beneficiaries who resist globalization, and non-
beneficiaries who demand it.

The increased involvement of developing countries in MINs
during the Uruguay Round does not seem to have strengthened their
bargaining power even when divisions among the industrial
countries reached a new climax over issues like agriculture and
services. In fact, divisions also sharpened among the developing
countries over old as well as new issues. The majority supported
the industrial countries in introducing the issues of trade in
services, the infringement of intellectual property rights by the
newly industrialized countries (NICs) and trade-related
investment conditionality. A Group of Ten (Argentina, Brazil,
Cuba, Nicaragua, Peru, Yugoslavia, India, Nigeria, Tanzania and
Egypt) opposed raising all these and other new themes. Another
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group that emerged was the Cairns Group of Latin American
exporters of agricultural products which supported the United
States free trade stand, which came late and was largely
restricted to products which it exports. The Cairns Group
consists of large agricultural producers among developing
countries (like Argentina and Brazil) which will benefit from the
liberalization of agricultural trade, whereas this will hurt the
small producers of sub-Saharan Africa and some Middle Eastern
countries.

2. Developing Countries and GATT

However, a number of issues and considerations could have
united the developing countries in dealing with the industrial
countries. For they are all victims of exclusion from the free
trade areas and economic communities which are widely seen as
rich men’s clubs: with or without GSPs applied to developing
assoclates, the restriction of tariff cuts to their own members
is a clear infringement of the MFN principle. Instead of
splitting over the issue of maintaining GSP restricted or
allowing its globalization, the developing countries could have
united in demanding at least a gradual globalization of tariff
cuts accorded to each other by members of economic blocs as
required by the MFN rule, and the removal of internal tariffs on
their exports to these blocs.

Also, the developing countries could unite over the issues
of reducing tariffs on agricultural exports (like rice, sugar,
wool, cotton, meat and dairy products) to the 1industrial
countries. Non-tariff barriers on their manufactured exports
(like the Multi-Fiber Arrangement (MFA) and its seguel and
voluntary export restraints (VERs). Besides, the developing
countries could have, as a group, traded support for one or the
other camps of industrialized countries over issues of little
relevance to them like services, for concessions over ones of
importance to them. But, unfortunately, they mostly allowed
factional interests to govern their moves instead of the pursuit
of more basic benefits to all. Hence, their continued marginal
participation and contribution in shaping the rules governing
world trade.

Middle Eastern countries, whether in West Asia or North
Africa, are among the least active participants in MTNs, in
contrast to Latin American and Far Eastern countries. Yet,
countries of the Middle East are among the worst hit victims of
the current wave of protectionism. Both their agricultural and
industrial exports suffer from high tariff and non-tariff
barriers in the markets erected by the developed countries to
protect their high cost products. This applies particularly to
exporters of cotton, fruits and textiles. Liberalization of
trade in such products can benefit substantially the low—cost
Middle Eastern producers at the expense of the producers of the
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developed countries and many high-cost producers in the Third
World. The closeness of the Middle East to Europe is an
advantage which is dissipated by the preferential tariff edge
enjoyed by competitors among both EEC members and associates.
The region will benefit substantially even if liberalization was
confined to the globalization of the EEC’'s System of Generalized
Preferences and voluntary export restraint agreements which
favour NICs.

under the present world trade regime the countries of
Western Asia and North Africa are placed well behind the
relatively privileged groups of NICs in East Asia, and the semi-
industrialized countries of South Asia and Latin America. The
present situation militates against the aspirations of Middle
Eastern countries to shift from import substitution production,
which GATT rules now condone under the infant industry and
balance of payments protection argument, to export expansion
which is impeded by discriminatory tariff and non-tariff
barriers. The shift is made harder the greater the level of
processing which their exports undergo.

Mid-December 1993 witnessed the conclusion of the Uruguay
Round after long and protracted negotiations. Since new rounds
are started after gaps of four to six years and take longer to
conclude, the developing countries will have to undertake their
export expansion programmes under hard conditions, be they
exporters of agricultural or industrial products. With services
already looming large on GATT's agenda, service exporters like
Jordan may soon confront new restrictions imposed by the
industrial nations through the body that has so far served well
their interests. ESCWA members should plan their export drives
with full awareness of the present and future hinderances facing
the products they wish to sell in world markets.

C. The st Asi Mo

The remarkable growth rates achieved by the so-called “East
Asian Tigers" since 1965 have warranted describing their
experience as an economic miracle. Following the example of
Japan which emerged at the end of ten years of reconstruction
(1955-1965) as a world economic power, Korea, Taiwan, Singapore
and Hong Kong, followed by Indonesia, Malaysia and Thailand,
began in about 1965 a generation of unpreceneted export-let and
industry-based growth, which made these ’newly industrialized
countries’ (NICs) serious competitors to the leading industrial
countries of the developed world. Their average GDP growth rate
of 5 per cent during the period 1965-1992 was twice that of
either the OECD countries or the other developing countries.
Equally notable was their export performance which raised their
share of world exports of manufactures from 9 per cent in 1965
to 21 per cent in 1990.
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This East Asian Miracle has raised as much controversy as
the admiration it aroused. For economists are still in
disagreement over the secret of the Tigers’ economic successes:
both the free market and the interventionist schools see in the
achievements of these NICs proof of their respective contentions.
The advocates of market-friendly development relate the success
of these countries to their stable legal framework, sound
macroeconomic management, full exposure to domestic and
international competition, undistorted prices, low inflation
rates, and fairly stable and positive interest rates.
Interventionists ascribe the same successes to well protected and
subsidized industrially-based import substitution which paved the
way for the big export thrust that followed: interest-rate
controls, tax incentives, and tariff and non-tariff protection
played an important role in building East Asian industry.

The champions of free trade, represented by the World Bank
which published in 1993 an exhaustive 390-page study under the
title "The East Asian Miracle”, insist that the miracle occurred
despite state intervention, or that state intervention in East
Asia was selective and supportive of free market forces. They
point out that protection and subsidies were apportioned among
industries according to export performance, that firms had to
complete in both domestic and foreign markets, and that interest
rates, though controlled, remained positive. This school further
claims that in today’s increasingly integrated global markets and
growing GATT-led rejection of protectionist measures, it will be
much harder for other developing countries to try to emulate the
EAST Asian Miracle by controlling interest rates or subsidizing
exports with impunity.

However, the two schools agree that much of the success of
the Tigers as exporters of manufactures is due to some common
features of the economies of these countries despite differences
in their resources and policies. One is that they all invested
heavily in human and physical capital. They spend about 2.3 per
cent of GNP on education, with the focus on basic and secondary
education, which is vital for forming a skilled work force.
Also, their rates of domestic saving and investment (36 and 35
per cent, respectively, in 1991) are 50 per cent higher than the
world averages. Besides, they generally have a competent and
fairly uncorrupted civil service whose high professional
standards were maintained, thanks to generous pay that compares
well with the best in the private sector. Furthermore, these
countries remained open on transfers of foreign technology either
through transnational corporations or emigrating and returning
workers. It is these social and economic traditions, rather than
market-friendly or interventionist policies, that most observers
regard as the main factors that have fashioned the East Asian
Miracle.

The reluctance of economists of either school to concede
anything of substance to the other has prevented the two sides




from perceiving the simple fact the different strategies followed
by the miracle-workers of East Asia simply proved that both
strategies can produce good results, if they are applied well in
the right economic circumstances. This is well illustrated by
the successes scored by both Korea which followed strongly
interventionist policies and Hong Kong whose free-market policies
were amongst the most liberal in the world. Others,like Thailand
and Indonesia, followed a middle path.

One important but hardly mentioned dimension of the success
story of East Asia is foreign direct investment, which has been
pouring into the region while the others had to borrow heavily
to develop their economies. Until 1990, American transnationals
invested $46 billion with the aim of taking advantage of low
Asian wages in manufacturing goods. Thus, the United States
exported to these Asian countries capital and technology, as well
as jobs, and gave them unlimited access to its market while
turning a blind eye on their protectionist policies. 1In this
way, many of the East Asian Tigers seemed to some observers a
little more than outposts or extensions of the United States
economy. Hence, the remarkable upsurge in their industries and
their exports, particularly to America which imported from them
more than from Europe, but exported less, allowing them to run
huge trade surpluses for nearly two decades.

However, the United States’ mounting economic problems and
growing Japanese competitive influence in the region are forcing
it to abdicate her leading economic role in East Asia. 1In 1991,
United States exports, capital flow, and foreign aid to the
region were $60 billion, $4.4 billion and $1.4 billion,
respectively, compared to Japan‘s $107 billion, $8.7 billion and
$4.3 billion. The replacement of United States influence by
Japanese one was partly facilitated by the United States which
had forced Japan to open up its markets and revalue the Yen.
This forced Japanese companies to shift their activities to
nearby East Asian countries, which became big exporters to the
opening up Japanese market. This helped these countries to
maintain their export drive in the face of rising restrictions
by the United States on their sales in the American market. It
is to the extent to which East Asian countries were uniquely
positioned to benefit from American and, afterwards, Japanese
direct investments and market access that their success in
becoming big exporters of manufactures may not be easily emulated
by developing countries in other regions.
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II. CASE STUDIES

A. Egypt
1. e a of - tuti Industrializati

Egypt has for centuries maintained a tradition of closely
keeping up with new world trends especially in matters of
politics or economics. It was in keeping with this tradition
that it embarked in the 19308 on what was by Middle Eastern
standards of the time and ambitious programme of
industrialization along modern lines, led by the enlightened
promoters of the National Bank of Egypt, which established the
industrial complex of AI Mahallah Al Kubra, with its modern
textile and sugar factories. Between 1938 and 1952 industrial
production rose by an estimated 138 per cent, embracing food,
clothing, and cement industries. By contrast, Egyptian
agriculture remained largely unmodernized under the control of
the conservative and absent feudalists. With cotton dominating
this sector as the chief cash crop, the orientation of
agriculture was essentially towards foreign markets. By
contrast, Egypt’s nascent industries were intended formoset to
substitute imports in the local market.

It was during Nasser'’'s socialist and nationalist regime that
Egyptian industry had its biggest boost. The regime sought to
revolutionize Egypt both socially and economically: socially
mainly by an agrarian reform movement and nationalizations that
redistributed wealth from the landlords and borgouis classes to
the peasants and workers; the economic revolution was carried out
mainly by an industrialization programme which aimed at
“manufacturing everything from the needle to the rocket". These
changes were to be implemented under the leadership of the public
sector and within the framework of a centrally-planned economy.
The main focus of industrialization was to satisfy local demand,
but also to enhance exports by processing raw materials before
exporting them abroad.

The socialist line of the July 23rd, 1952 Revolution was
shaped no less by the reactions of local and foreign capitalist
circles than by the radicalism of the Free Officers who staged
it. Those officers were basically nationalists of middle and
lower class origins who wished to free their country from foreign
domination, backwardness and inequalities. They had first
conservative economic advisors, led by Dr. Abdel Galil Al Imri,
a former World Bank official, who sought to reform the economy
by a deflationary austerity programme, which converted the budget
and balance of payments deficits into surpluses by severe
spending and import cuts which hurt mostly the poor whom the
Revolution had come to assist. Al Imri’‘s attempts to revive the




economy by inducing domestic and foreign investments by generous
tax concessions and incentives were unsuccessful. But it was the
withdrawal in 1956 of the $70 million Anglo-American loan,
backed by World Bank credits of $200 million, for the
construction of the Aswan High Dam that brought about Egypt’s
renunciation of economic liberalism. This became more definite
after the Suez crisis which led to an economic boycott by the
West. Egypt turned to the communist bloc which offered it what
the west denied it- finance, arms and markets. The stage became
set for the socialization of the economy.

First, the professed aim was, in Nasser’'s words, to set up
"a socialist democratic, cooperative system....(in which) the
role of national capitalism is essential to strengthen and expand
our economy and to achieve our country’s economic independence".
In fact, the share of the public sector in GDP did not exceed 18
per cent until 1959. Many of the foreign firms that ceased to
exist after Suez were Egyptianized (sold to Egyptian private
firms) and not nationalized. The first Five—-Year Plan launched
in 1958 assigned the private sector a big role. But then came
the second jolt to the left given to Nasser by the collapse in
1961 of the three-year old Egyptian-Syrian Union, which he saw
as the work of "capitalism, feudalism, opportunism (which) joined
forces with imperialism to wipe out the gains of the masses and
to strike at the socialist revolution". The Egyptian business
class was made to pay the price by a series of decrees which
dispossessed 600 of the wealthier families, followed by all the
banks and insurance companies, as well as 600 industrial and
trading establishments. Later, partly nationalized companies
were fully nationalized. The last sectors to be nationalized
were mining, quarrying and contracting. Not unnaturally, private
investors who in 1961 contributed 17.3 per cent of total
investment reduced their share in 1964 to only 6.3 per cent.

All these developments produced a classical type of planned

and state -led economic growth spearheaded by import-
substituting industrialization. The World Bank statistics for
the 1960s reflect the results of this strategy. The most

significant changes were the slight drop in the share of
agriculture in GDP from 30 per cent in 1960 to 29 per cent in
1970, the rise of industry’s share during the same period from
24 per cent to 28 per cent, and the drop in that of services from
46 per cent to 42 per cent. The 1960s also witnessed a drop in
export and import growth compared with the 1950s; export growth
which averaged 11.1 per cent in the 1950s turned negative to the
tune of 0.9 per cent. These changes were well in line with a
policy of import substitution which sacrifices export growth to
win a greater drop in imports. The industrial orientation of
this policy which manifested itself in the increase of the share
of industry at the expense of both agriculture and services, was
also reflected in the structure of exports which showed an

increase in the share of manufactures form 10 per cent to 27 per
cent.



2. De isio

In September 1970 Nasser died and was succeeded by Anwar
Sadat who lost no time in reversing earlier policies. In the
economic field, Sadat’s infitah (opening-up) policy led to the
derequlation of the fields of banking, insurance and foreign
trade monopolized by the state, partial freeing of trade, and
offering an array of 1incentives to private investment.
Surprisingly, these efforts attracted very little Western aid,
in the absence of which the budget and Balance of payments
deficits widened and living costs spiralled causing much unrest.
But rescue, albeit of a temporary nature, came after Sadat led
Egypt in the Arab’s most successful encounter with Israel during
the Ramadan—-October War of 1973. The war sparked off the oil
boom which brought the OPEC countries vast wealth. But the $1.0
billion aid pledged on an annual basis to Egypt, plus Arab
investments in its industrial and service sectors, could not ease
the economic hardships of Egypt which claimed to have spent $13
billion in waging the October War. Unrest returned and the
United States promised aid if Sadat made peace with Israel which
he did. But his 1977 visit to Jerusalem and the conclusion of
the Camp David Accords in 1978 earned Sadat limited concessional
aid which could hardly make up for lost Arab aid. An,
International Monetary Fund (IMF) stand-by credit of $720 million
to be drawn over 3 years was made conditional upon stiff
austerity and liberalization measures and was blocked in the
second year after the government stalled when its reforms sparked
off more popular agitation.

President Hosni Mubarak faced the difficult task of
maintaining the peace process with a hawkish Israeli leadership
as well as the liberalization of the Egyptian economy so as to
secure the continuity of Western aid. He also strove to restore
links with the Arab countries which had ostracized Egypt for
making peace with Israel. He was successful in this difficult
task mainly because of the improvement in his relations with Iraqg
and the Gulf states following the outbreak of the Iranian-Iraqi
war in 1980. Egypt’s regional and international standing was
further enhanced by its stance during the Gulf crisis and its
contribution to the peace process in the Middle East.

These political developments form the background against
which Egypt’s economic policies evolved. For, in the case of a
country with a high ratio of human resources to natural
resources, it is essential to have access to external resources
that it lacks and outlets for what it has in excess. This may
involve movement of both physical and human resources through
trade, aid or migration. In the case of Egypt, there is the
highly important factor of having to maintain a regional standing
by both diplomatic and military means. Rivalry with Israel and
some other countries in the region has been decisive in dictating
Egypt’s association with the Eastern bloc first, and with the




Western camp later. Association with the East entailed the
adoption of socialism, central planning, and, import substituting
industrialization. Switching to the West meant following market-
friendly policies aiming at limiting state interference in the
economy, giving free reign to market forces and private
initiatives, and greater integration with the world economy.
Such course involved grave risks that 1its advocates always
minimized, but of which the Egyptian leadership has been much
aware.

The main worry of liberalizing regimes are escalating living
costs, worsening income distribution, and instability in the
labour, commodity and money markets. These economic ills often
trigger off political crises and destabilize governments. Many
rulers in different parts of the Third World which opted to
liberalize their economies did not only confront such crises, but
also found themselves forced to liberalize their political
systems as well. Hence, the reluctance of most governments to
embark upon liberalization programs, except slowly and after
securing sufficient assistance in mitigating the hardships which
the process generates.

President Sadat was made fully aware of these risks by the
Cairo riots of 1977 which were triggered off by the withdrawal
of bread subsidies in compliance with the IMF reform recipe.
But, this incidence apart, in his eventful era, economic issues
tended to be shelved more than resolved, as was the case with the
questions of central planning, privatization, and export
expansion. Only during Mubark’s presidency that these issues
were seriously tackled.

3. The Growing Free Market Lobby

The 1980s and the early 1990s saw the gradual liberalization
of the Egyptian economy, and the accompanying export drive. The
caution with which the Egyptian authorities acted drew repeated
criticisms from both the IMF and the local business circles
inside and outside the country. Contacts with the IMF in 1981
and 1983 came to nothing because of the insistence of the Fund
on prompt spending cuts, higher taxes, subsidy reductions,
interest rate increases, and the unification of the exchange
rates. Egypt did cut spending and some subsidies, and increased
taxes, but stalled on the other reforms causing the IMF to
withhold the $700-800 million promised to it.

However, after five years during which Egypt had regained
much of its regional standing and international ties, the United
States (according to the Economist of 24/9/1988) “pressed the
Fund to attaching only loose conditionality to a $320 million
lending agreement for Egypt". One of the reforms demanded by the
Fund in 1988 was the unification of the exchange rates, which



Egypt did in steps that ended in October 1991.

But until very recently, the Fund and the business world
were criticizing Egypt for "extremely cautious moves towards the
sale of state-pawned companies... (even when) the government has
realized many of the macroeconomic reforms sought by the IMF,
including removal of subsidies and devaluation of the currency"
{(The Middle East, December 1992). In fact, Egypt was not
stalling, but merely making certain that the privatized firms
will be sold at their real worth, to the right buyers, be
expanded, and their labour force preserved. Besides, by the
middle of June 1993, the first batch of 86 public companies had
been privatized. The total number of state enterprises was 340,
249 of which were profitable. They were grouped under 17 holding
companies with a paid up capital of LE6.4 billion and assets
worth LE8.0 billion, which in 1992 realized profits totalling
LE700 million.

As an issue, privatization of state-owned enterprises has
recently dominated the debate on economic liberalization in
Egypt. The related issue of export expansion rather than import
substitution was debated largely among experts: the concern of
other participants in the debate seemed to be with the identity
of the producer (state or private sector) rather than with what
is produced and for whom (the local consumer or the foreign one).
The conditions set for disposing of state enterprises commit the
buyers to modernize the purchased firms, respect the rights of
its employees, and charge only reasonable prices. The terms do
not include the exportation of any specified amount of
production, or even a commitment to export within a specified
period. In fact, it is widely felt that many of the potential
bidders (who include international firms like Merril Lynch,
Morgan Stanley, Barclays, Citibank and Chase International Bank
as well as the National Bank of Kuwait, and Misr—-Iran Bank)are
more interested in capturing the sizeable Egyptian market than
remoulding Egypt in the image of the Eastern Asian Tigers.

One of the few forums which debated extensively (albeit from
one viewpoint only) the issue of import substitution vs. export
expansion, as part of its overall advocacy of liberalization, was
the Arab Monetary Fund. The Fund organized jointly with the Arab
Fund for Economic and Social Development, the IMF and the World
Bank a symposium on the subject of Arab Foreign and Intra- Trade.
The meeting was coordinated by Dr. Said El-Najjar, a former World
Bank official and an ardent supporter of free trade; the bulk of
the participants were of the same inclination. The summary of
the proceedings which was prepared by the coordinator highlighted
the following conclusions:

(a) Trade policies have become a basic component of
economic reforms because of their Dbearing on growth,
competitiveness in world markets, and the balance of payments at




._17...

a time of growing globalism, protectionism and regionalism.

(b) The 19808 witnessed a general deterioration of
developing economies which revived the thesis propagated in the
1950s and 1960s by economists like Prebisch, Singer and Myrdal,
that claimed that international division of labour which confined
the poor countries to primary production leaving industry to the
developed countries favored the latter whose terms of trade
improved steadily. Hence the call for industrialization by
protected import substitution in the developing countries.

(c) Import-substituting industrialization succeeded in
establishing some viable industries in the Third World. But most
industries were overprotected against foreign competition. For
this reason they remained inefficient and chronically dependent
on protection, and unable to export in world markets. This was
confirmed by the studies of Belassa, Little and Scitovsky.

(d) By contrast, developing countries which embarked upon
export—-oriented industrialization achieved high rates of
industrialization, exportation and overall growth. But to say
this is not to preclude the possibility of development by import
substituting activities, so long as they are not rendered in-
efficient by excessive protection. Nor does it dismiss combining

export expansion with import substitution on nondiscriminatory
basis.

(e) Protectionism policies in the industrial countries do
not seriously hinder export expanding industrialization in
developing countries. This is partly because industrial exports
from the developing countries account for no more than 2-3
percent of consumption in the former, and can be easily trebled
without affecting the industries of the developed countries.
Also, the expansion of exports from the developing countries will
enhance their capacity to absorb more of the exports of the
industrial world.

(f) A greater integration of the developing countries in
the world economy will not impede integration among themselves,
for the two are not incompatible. Also, their exposure to
foreign competition will not necessarily destroy the industries
of the developing countries. Only a new division of labour may
emerge in which different producers specialize in manufacturing
part of the final product in whose production they competed.

This is increasingly happening at the level of the developed
world. ‘

(g) Egypt was until the restructuring of its tariff system
in 1986 a good example of how tariff and non-tariff protectionism
rose progressively with the degree of processing which the
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imported good underwent. This led to unusually high protection
with the effective rate significantly exceeding the nominal rate.

A paper presented to the Symposium jointly by Ahmed Al Darsh
and Hanaa Kheir Al Din examined Egypt’s Foreign Trade Policies
since the 1930s. It focussed on the impact of the tariff, non-
tariff and exchange regimes on Egypt’s exports and imports, with
special emphasis on the period 1961-1991. This was the period
during which Egypt embarked upon import-substituting
industrialization within the framework of a planned socialist
economy. The paper examines also the gradual liberalization of
the economy through measures taken in 1974, 1980, 1986 and 1991.

The writers explain how tariffs, non-tariff barriers, and
the exchange rate were used in a discriminatory manner to favor
high-cost industries particularly state-owned ones, and to
penalize export—oriented production in general, but especially
in the private sector. But since 1974, this discriminatory
policy was gradually revoked starting by allowing the private
sector to import goods previously governed by bilateral trade
pacts and other ones which have been hitherto monopolized by the
public sector. Besides, private firms were granted under the
Investment Act (Law 43) of 1974 tax cuts, reductions in tariffs
on imported inputs, and credit on concessional terms. But the
effect of these incentives on exportation was insignificant for
it was still more profitable to sell in the heavily protected
market than to export.

The authors regard the 1986 reforms as the most
comprehensive and radical measures aiming at liberalizing the
economy and, most significantly, alleviate, if not eliminate,
discrimination between the public and the private sectors and
between import-substituting and export-expanding activities. The
reforms covered tariff and non-tariff restrictions, export
incentives, and the exchange rate system. The disbanding of
Import Rationalization Committees heralded the end of
administrative control by licensing. Also tariff brackets were
reduced from 43 to 10 and their range fixed between 5 percent and
160 percent, with all additional taxes and duties on imports
abolished. The progressivity of tariffs with the degree of
processing was reduced, and reversed in the case of imported
parts for assembling industries in proportion to the value added
domestically. Regarding the exchange rate of the Egyptian pound,
tariffs were to be computed as from June 1986 on the basis of a
rate of LE2.6 per US$, which was the (newly devalued) free market
rate. This was coupled with a 30 percent reduction in the tariff
rates, and in their range to 0.7-120 percent so as to mitigate
the cost-raising effects of the Egyptian Pound devaluation. 1In
May 1991, following the conclusion of a stand-by Agreement with
the IMF, the range was narrowed to 5 — 100 percent. Regarding
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non-tariff restrictions, 1991 saw the lifting of ban on most of
the 571 commodities listed, leaving only 105. From 1990 the
number of goods deprived in 1988 and 1989 of the facility of
opening letters of credit, and the ones eligible for this
facility on making a 35 percent down payment, were reduced in
number and required to make a down payment of only 20 percent.

On the export side, the authors noted that they were
encumbered by a variety of explicit and implicit taxes, bans,

quotas and prior—approval requirements. For instance, cotton
procurement prices were fixed at 40-50 percent of export prices,
the balance being a defacto tax on production. Some 20

commodities were banned to exporters, including raw hides and
metal scrap, and also subsidized foods and forage that were
liable for smuggling outside the country. The list of goods
under quota restrictions were reduced from 17 to 4 (raw wool, raw
hides, cotton scarto, and unsold newspapers). Custom drawbacks
on raw materials used in producing exports were replaced by
temporary exemptions for such materials pending exportation.
Back-to-back deals which were confined to public corporations
were made open to private firms. Also, the 1991 reforms included
ending the Central Bank regulations requiring the private
exporters (but not public export companies) to sell after one
year to the Bank any foreign exchange they earn at the official
rate; they could buy it back afterwards at the higher free market
rate. The unification of the two rates in October 1991 ended the
discrimination.

Apart from explaining how the reforms of 1986 and 1991
sought to treat exports and imports fairly indiscriminately, the
writers sought to compute the nominal and effective rates of
tariff protection for Egyptian industries in 1980 and in 1986.
They estimated that the effective rates were 215.4 percent and
176.3 percent, respectively; the nominal rate in 1986 was 47.6
percent. This showed how the reforms of 1986 have reduced
protection, though less in real terms than nominally. The
authors also made estimates for the products covered by non-
tariff protection before and after reforms. They calculated that
after the reforms coverage fell from 72.8 percent to 54.5
percent. Before the reforms the coverage rate was higher for the
private sector (78.3 percent) than for the public sector, but
afterwards the rates were almost the same (54.3 percent and 54.5
percent, respectively). They also calculated the ratios of
exports and imports to the GDP of Egypt, Turkey and Korea,
observing that at 5.1 percent, Egypt’s export—-GDP ratio was much
below Turkey’s (10.9 percent) and Korea’s (30.9 percent), but its
import-GDP ratio of 27.7 percent exceeded that of Turkey’s (17.5
percent and Korea’'s (23.4 percent). They concluded that the
reforms of 1986 and 1991 might have improved the competitiveness
of Egypt’s exports in the world markets, but have, by and large,
failed to eliminate the innate discrimination to which they were
subject. They also observed that the unification of the official
and free market exchange rates eroded most of the advantages
enjoyed by the public sector over the private one, and that
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devaluations have generally given a strong boost to exports of
cotton and rice, as well as textiles. They also stated that the
balance of payments improved little because of a rise in non-
traditional exports, but mainly to the continuing fall in the
growth rate of imports despite an overall reduction of import
restrictions. However, they were careful not to make any
predictions as to what effect the reforms may have on exports and
imports in the future.

5. Export Expansion: High and lLow Expectations

In a more recent (October 1993) seminar organized by the New
Herald Society and the Association of Egyptian Banks on "Towards
and Egyptian Export-Oriented Economy, Free of Unemployment", Dr.
El Najjar reiterated the main findings of the United Arab
Emirates’ symposium in strong terms. He attacked what he
described as "archaic concepts which are relics of the days of
absoluted rule (in the 1960s) but still dominate decision-making,
impede economic liberalization, and wreck the chances of building
an export-oriented economy; one of them is the concept of self-
sufficiency, which is identified with indepence, while being an
exporting country hardly impairs national sovereignty. It is,
in fact, a concept that contradicts export expansion and so is
the idea of exporting only the surplus remaining after meeting
domestic demand, another isolationist notion. Equally damaging
is the requirement that an export must embody a certain
percentage of local components”.

Dr. El1 Najjar made comparisons between Egypt’'s GDP and
exports, and those of far less populated countries that pursued
export—-led growth, and realized greater GDP and export volumes,
including Singapore, Hong Kong, Israel and Chile. He blamed
Egypt’s low volumes of GDP and exports on its retained import
substituting policies, which have to be renounced if it is to
raise its growth rate from 5 percent to about 8 percent and
create 400 thousand jobs annually for new arrivals in the labour
market.

Dr. El- Najjar insists that he does not advocate giving up
import-substituting activities altogether, but merely calls for
balancing them with export-expanding ones. This, he suggests,
can only be achieved by curbing inflation, rationalizing tariff
and non-tariff protection, adopting a realistic exchange rate,
encouraging private enterprise, and spreading basic education and
literacy.

Dissenters with the speaker raised political issues, arguing
that decision-makers in Egypt were bureaucrats not policy makers,
and that it was futile to seek economic reform without political
reform. Others simply argued that to succeed as an exporter one
has to succeed first as a producer.




Defending the government policies, the chairman of the
economic committee of the ruling National Party claimed that
Egypt’s economic and political reforms were a success. Critics,
he said, must remember that from 1971 to 1981 there were no
reform programs and that Egypt’s economy had been damaged by four
wars with Israel.

However, cautious optimism premeates the new (Third) Five-
Year Plan (1992/93-1996/97), published in July 1992 but not
officially adopted. the document states that under this Plan,
foreign economic relations will

differ from what prevailed in the past. Due
to national and international economic
policies, the Plan 1is targeting major
improvement regarding the balance of
payments to contribute more positively to
the development of the Egyptian economy,
especially after 1liberating the foreign
exchange rate... which makes it possible to
revaluate the Egyptian pound to its real
value helping increase exports.

To continue the positive results
realized in the past years in controlling
the increase in imports and the balance of
payments and deficit, the Third Plan is
targeting considerable expansion of exports.

The Plan also aims at increasing the
rate of import substitution by increasing
output of domestic products which conform to
the requirements of economic efficiency.

The Plan envisages an average increase in imports of 3.0
percent, compared to an export growth rate of 7.3 percent. This
will raise the export coverage of imports during the Plan period
from 42.5 percent to 53.4 percent, and cut the trade deficit from
LE23.5 billion to LE22.9 billion. It is on an increase in the
invisible surplus from LE12.9 billion to LE17.9 billion that
hopes are pinned for improving the current account in the balance
of payments by raising the overall surplus from LE2.3 billion to
LE3.3 billion. These are, clearly, quite modest anticipations.
But they must be seen against the disappointing performance of
the foreign trade sector during the 1980s despite repeated
reforms intended to expand exports and contain imports. During
that period, the Third Plan document reports, imports rose
steadily from LE6.6 billion to LE 40.2 billion (or 6.1 times),
whereas exports first dropped from LE4.0 billion in 1981/82 to
ILE3.1 billion in 1986/87, and then rose to LE16.7 billion in
1991/92 (i.e., 4.2 times in a decade); hence the increase in the



trade deficit from LE2.6 billion to LE23.5 billion (9 times).

6. Conclusion

From the above survey of Egypt’s economic policies 1in
general, and trade policies in particular, it is clear that
socialist policies of the 1960s which favored the public sector
and import-substituting activities have been slowly replaced
since the mid-1970s by liberal ones that encourage private

enterprise and export-expanding activities. But neither the
earlier policies opposed export expansion, nor the latter
renounced import substitution in principle. Both regarded the

two strategies as compatible and, indeed, complimentary to each
other as means of accelerating growth and improving the country’s
balance of payments.

Economic liberalization which began in Egypt in 1974 is now
two decades old. Discrimination against exports has been nearly
eradicated, at least since 1986; but so far this has not boosted
exports, and the Third Plan’s forecasts are not very optimistic.
But imports grew rapidly after the reduction of controls; and
industrial growth, which rose from 5.4 percent in the 1960s to
9.5 percent in the 1970’s, slowed down to only 4.2 percent in the
1980's, which witnessed a big reduction in the protection of
domestic industries. All this seems to confirm the notions that
exports are less responsive to liberalization than imports,
particularly when foreign markets are protected, and that
protected industries do not fare well in a competitive domestic
market.

B. Syrian Arab Republic

The policies of the Syrian Arab Republic since 1970 have
sought to interact with external developments in the light of its
socialist philosophy and pursuit of national and Arab unity,
progress and independent decision-making. On the economic front,
this means striking a balance between the state and the private
sector, regions, civilian and military spending, world blocs,
trading partners, present and future needs, import substitution
and export expansion, and primary and secondary exports. This
has been achieved in recent years largely by encouraging private
enterprise without curtailing the public sector; by shifting
emphasis back from industry and services to agriculture; by
implementing projects like Al-Khabor irrigation scheme to make
the north-eastern province of hassakeh get some of the economic
development enjoyed by the Western Damascus—homs-Aleppo axis; by
reducing military spending in favour of civilian one; by
diverting foreign trade from former Communist trade-agreement
partners to free-trade countries in the developed and the
developing world, any by paying more attention to the immediate
problems of unemployment and shortages in basic needs.




Regarding the choice between import substitution and export
expansion, the shift from the former to the latter has been
gradual and subtle, but quite marked. Closely linked to it was
the restructuring of both exports and imports in a manner that
favoured processed goods on the export side, and equipment on the
import side. The process by which this was achieved is discussed
in some detail bellow.

1. Planned Import Substitution

The drive for establishing import-substituting industries
began in Syria‘’s first years of independence as a reaction to the
French ccolonial policy of discouraging the growth of domestic
industry, particularly ones that fully process domestic raw

materials that can be exported for final processing. A good
example was the silk yarn industry which was set up in the 1850s
so as to feed the silk factories of Lyon. When Japanese

competition forced French silk out of the market, Syria had to
close its yarn factories and cut down mulberry trees, replacing
them with citrus ones. During the French Mandate (1920-1946),
French policy, as indicated by the 1920 Huvelin Report to the
Marseille Chamber of Commerce, was to deny Syrian industrial
products protection, which the report regarded as necessary for
the growth of local crafts into modern industries, for fear of
hampering free access to the Syrian market by European exporters.
The French also blocked attempts by Syrian intellectuals and
businessmen to promote industrial companies and industrial
banking.

Supply shortages during World War II and its immediate
aftermath allowed Syrian industries to emerge to cater for unmet
local demand. The wealth accumulated during the war by the
indigenous middle class, and the foreign exchange (mainly
Sterling and French Francs) accruing to the country in war time
trade surpluses, enabled Syrian food and textile industries to
appear and grow, particularly after the country gained
independence in April 1946, The trend towards import
substitution was strengthened by the enactment in 1952 of an
industrial law that bestowed upon domestic industries, among a
variety of concessions and facilities, tariff and non-tariff
protection.

Unity with Egypt in 1958 and the accession of Ba'ath
socialists to power in 1963 gave the drive for import
substituting an ideological dimension; the replacement of foreign
goods by locally-produced ones was portrayed as a pre-condition
of attaining economic independence from neo—-colonialism, which
sought to replace political imperialism by economic domination.
Import substitution was an integral part of socialist thought
that advocated public enterprise, comprehensive central planning,
self-sufficiency, industrialization, provision of basic needs,
equitable income distribution, price controls, bilateral trading,
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and neutralism between east and west. In fact, these policies
were combined in a manner that made them subservient to the goal
of ending economic dependency through planned and subsidized
import-substituting industrialization, led by the public sector
and focusing on meeting the basic needs of ordinary citizens.
When western support could not be enlisted for such programmes,
the necessary assistance was readily forthcoming from the Easter
bloc, which provided the required capital goods on loan or
barter basis.

Though rarely stated explicitly in the country’s Five-Year
Plans covering the period 1961-1985, the notion of import

substitution found expression in statements like: ‘the
realization of self sufficiency in the main food and clothing
items, and of increasing proportions of other goods’; local

production of all agricultural inputs and subsequently, those of
other sectors; ‘the processing inside the country of local raw
materials for both domestic consumption and exportation’. These
quotations from the objectives of the Fourth Five-Year plan
(1976-1980) contained the strongest expression of commitment to
import substitution found in any of the country’'s development
plans. Significantly, the statements emphasize the pursuit of
self-sufficiency in all goods, starting with the main food and
clothing items, both via the processing of domestic raw martial
for internal and external use. This precludes import
substitution by assembling imported parts, a principle emphasized
by the call for the production of inputs of production units
(whether primary, intermediate or capital goods) locally.

However,, with the Fifth Five-Year plan (1980-1985), there
has been a marked shift from the Fourth Plan’s bias for import
substituting projects which leaves for exportation what is left
after domestic demand is met. The Fifth Plan clearly treats
production for exportation on equal footing with that destined
to satisfy domestic demand, with priority given to activities
which feasibility studies prove to be more rewarding; its
objectives include the "processing of raw martials locally if
this proves to be economically feasible, whether for meeting the
(local) needs of final consumption or increasing exports, and the
curtailment of industries that use imported primary or
intermediate products”. Another goald of that Plan was the
"restructuring of production and the distribution of resources
between exportation and domestic use in a manner that meets the
basic needs of citizens and enhances the country’'s export
capacity". The Sixth (unpublished) Plan (1986-1990), while
advocating both import substitution and export expanding
production on the basis of comparative advantage, shows marked
bias for the latter. This is inferred from the fact that while
it calls for the processing locally of primary products and
industrial inputs, it aims at the "production of goods that meet
international specifications with the purpose of exportation, and
the consumption of surplus locally". This is clearly the reverse
of the dictum of giving priority to domestic over foreign demand.




The pursuit of import-substituting policies led to the
decline of the ratio of imports and exports to GDP from 30 per
cent and 16 per cent in 1975 to 11 per cent and 5 per cent in
1985, respectively. The balance of trade, which was persistently
in deficit throughout this period, showed a marked increase in
the share of industrial (mining and manufacturing) products on
the export side, and of industrial inputs and capital goods on
the side of imports; by 1987, the former had risen to 40 per cent
and the latter to 84 per cent.

2. Shift to Export Expansion

Strengthening this tendency to encourage export expanding
investment was the desire to repatriate the savings of Syrians
living abroad and to attract foreign investment. These could
only be assured by carefully enacted safeguards enabling such
investors to remit abroad their imported capital and bona fide
profits. The Syrian government gave the necessary guarantees but
still required investors to make remittances out of their foreign
exchange earnings. This is tantamount to restricting private
foreign investment to export-oriented activities capable of
earning hard currencies.

Many of the other measures that were taken recently by the
Syrian authorities to attract foreign direct investment by Syrian
emigrants, Arabs and others sought to create a favourable
investment climate. Reiterating World Bank arguments in favour
of foreign direct investment vis-a-vis foreign 1lending, Dr.
Mohammed Al-Imadi, Minister of Economy and External Trade told
participants in the Fifth Conference of Arab Businessmen and
Investors meeting in Damascus in March 1993 that Syria preferred
foreign direct investment to borrowing because it brings in its
wake technical know how, managerial skills, and market access,
without saddling the balance of payments with the burden of
repaying loans and paying interest thereon". He stressed the
importance of political stability, constitutional safequards for
private ownership and enterprise, free commodity and money
markets, a realistic exchange rate, and rational fiscal and
monetary policies in creating a healthy climate for investment.
He said that most of these factors have already been met,
emphasizing the upward adjustment of produce prices and the
devaluation of the Syrian Lira. He also referred to Syria’'s
ratification of Arab League treaties facilitating capital
movement, guaranteeing inter-Arab investments, and setting up
numerous joint ventures owned by Syria and one or more Arab
partners. He also said that Syria would soon set up a stock
market and an investment bank. Dr. Imadi added that the new
incentives attracted 725 new projects, costing SL90 billion and
employing 55 thousand persons, and helping the economy to attain
an average growth rate in real GDP of 9.35 per cent during the
period 1990-1992.
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The gradual shift from an import substitution strateqgy to
an export expansion one manifested itself from the middle of the
1980s in the changing structures of both the GDP and foreign
trade. While growing at only 2.6 per cent during the period
1980~-1991, real GDP experienced increase in the shares of both
agriculture and industry which raised the former from 21 per cent
in 1985 to 28 per cent in 1990, and that of the latter from 15
per cent to 20 per cent during the same period. At the same
time, exports as a percentage of the GDP began to recover rising
during this period from 12 per cent to 18 per cent, while the
ratio of imports to GDP continued to decline, falling from 22 per
cent to 10 per cent between 1987 and 1990. BAa a result, the
balance of payments was in surplus from 1989 to 1991 after
decades of being in deficit. This was achieved largely through
an increase in exportable raw materials (mainly fuels and
unprocessed industrial inputs) to 60 per cent of exports in 1990,
while the share of finished exports fell to only 24 pr cent. On
the import side, the share of consumer goods rose from 19 per
cent to 29 per cent.

The increase in the ratio of exports to GDP is to be
expected when an export expanding pelicy is pursued; but the fall

in the import-GDP ratio needs explanation. The increase 1in
exports could have been at the expense of local consumption by
both households and industry. However, official statistics

suggest that private consumption did not decline as a percentage
of GDP; on the contrary, it rose from 67 per cent in 1985 to 83
per cent in 1990. These statistics also give a clue to the
paradox of fast rising consumption and exportation despite slow
GDP growth: the increase in the volume of exports during the
period 1985-1990 was only 82 per cent, while their value rose by
635 per cent , due to rising international prices of Syrian Arab
Republic exports (particularly oil). During the same period, the
volume of imports fell by 52 per cent while their value rose by
no more than 73 per cent. Hence, the improvement that occurred
in the balance of payments was mainly the product of improved
terms of trade. This is confirmed by the World Bank, which
estimates that Syrian Arab Republic terms of trade improved in
1991 to 182 (on the basis of 1987=100).

Several challenges are facing the Syrian Arab Republic in
implementing its envisaged export drive. First, there is the
marked ineptitude of the public sector which is the major
exporter of Syrian products; in 1991 it exported 67 pr cent of
exports worth SL38.5 billion, and was envisaged to export 69 per
cent of planned exports of SL63.0 billion in 1991. This sector
has been encumbered by bureaucratic traditionalism emanating from
the monopolistic position bestowed upon it by the state in
numerous fields, as well as by the underpricing of its products
and the foreign exchange which it acquires. As for the private
sector which is to bear the main responsibility for making new
investments and creating additional jobs, its still has to prove
its ability to shift from the services sector to the commodity
one, and to make the much needed break-through in free world
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markets for Syrian exports that have traditionally been marketed
under bilateral agreements.

The various sectors face their new challenges without the
assurances of a published economic plan giving clear indications
as to what the state intends to do and expects others to perform.
The current Sixth Plan has never been officially issued, and it
is not certain that a seventh one for the years 1996-2000 will
ever be drawn up. The private and mixed sectors are also
concerned that the public sector is already syphoning up most of
the limited resources of banks, particularly the Industrial Bank,
and the country’s foreign exchange. At the same time, the stock
market, which can provide an alternative source of finance, is
still merely a proposal.

3. Economic Pluralism Activated

The Syrian Arab Republic is currently undergoing a process
of far-reaching, but graduated and controlled, liberalization.
Officials stress that this process represents a shift in emphasis
and not in policy. They regard it as a new stage in the
implementation of the doctrine of economic pluralism enunciated
by president Assad in 1971. This doctrine envisaged a tripartite
partnership in development involving the public, private and
mixed sectors. With the state sector firmly entrenched and,
seemingly, overburdened, time was seen ripe since the early 1970s
to involve the other sectors in activities of low strategic
nature. Tourism was selected as a starting field for private
participation in development. A high Council for Tourism was
established in 1972 to promote tourism and exemptions from taxes
and duties on imported requirements were granted. Initially,
response from private investors was weak, and the state was
compelled to establish a number of first class hotels whose
management it entrusted to transnational firms. Also, it set up
joint ventures with some private entrepreneurs, which encouraged
the private sector to enter this field on an increasing scale.

In 1986, law No. 10 allowed the setting up of public
companies in which the state held no more than 25 per cent of the
shares. These companies were granted generous income tax
exemptions, and became the first non-governmental bodies to be
allowed to retain as much as 70 per cent of the foreign exchange
earned in foreign accounts inside the country. In May 1991 the
various acts governing investment in different sectors were
unified in law No. 10, which granted export production special
incentives. Industrial firms were made to pay no more than 32
per cent of their incomes in taxes, whereas non-industrial
companies had to pay 42 per cent. Besides, all firms which
earned the country foreign exchange through exportation were to
pay no more than 35 per cent income tax, instead of the 45 per
cent previously fixed by law. Retained foreign exchange by the
earning firm was raised to 75 per cent of the earned sums. This
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was well in line with the new policy of encouraging export-
oriented investment.

1. inki T ito M odi PO ation

A small area and limited resources, a significant part of
which were lost in the Arab-Israeli war of 1967, have imposed
upon Jordan some of the most unique patterns of production and
world relations. The incorporation in 1950 of the West Bank
increased the area of Jordan from 89,000 KM* to 94,500 KM?; but
the relatively small annexed area provided Jordan with some of
its richest agricultural lands and tourist attractions. The loss
of this territory in 1967 did not only deprive Jordan of these
resources, but also brought it a large number of Palestinian
refugees, who came to form about one-third of the population.
Of the remaining East Bank, 91 per cent are dry lands receiving
less than 200mm of precipitation annually, and another semi-dry
region covering 7 per cent, leaving only 2 per cent as wet land
enjoying a rainfall of 500mm or more. Thus, cultivation is
virtually confined to the north-western part of the country.
Phosphate and Potash are the only minerals of note.

After its limited natural resources were further denuded by
the loss of the West Bank, Jordan had to utilize its excess
manpower and good relations with most Arab and western countries
to enhance the living standards of its inhabitants.

Dependence to this extent on the outside world makes Jordan
quite vulnerable to external economic and political changes, and
narrows considerably its policy choices. Some may even see
Jordan as the epitome of economic dependency, or as an artificial
economy surviving by exporting labour and receiving assistance.
As such, they see all choices of strategy, such as between import
gubstituting and export expanding activities, as externally
imposed. Holders of this view argue that even in political
matters, which allow more scope for manoeuvering, Jordan is a
decision-taker rather than maker; it gains a loses least when it
sit on the fence, as in the 1973 war, and loses heavily when it
has to take sides, as it did in the war of 1967 and the gulf
crisis of 1990.

A more charitable (and realistic) thesis concurs that
external factors have a great influence on the Jordanian
decision-making process, but sees in Jordan‘s policies
consistencies in decision-making that are unattainable when the
policy-maker is actually a policy-taker from as diverse sources
of influence as Jordan is said to be. We hope that the following
analysis of Jordan's trade policies substantiates this thesis.




2. A Service Exporting Economy

At 67 per cent, the share of services in Jordan’s GDP in
1991 is the highest in the Middle East. Also, the share of
agriculture is the lowest in the region, except for some Gulf
states. But the shares of extractive and manufacturing
industries (13 per cent each) are about the average. This
indicates that Jordan‘s is essentially & service economy. One
of the main factors behind the predominance of this sector in the
Jordanian economy is its outward orientation. Tourism, which is
predominantly foreign, contributed up to 13 per cent of GDP,
about seven times the average for the region. Also, a good part
of banking activity (performed by 17 banks, 6 specialized
financing institutions, 11 nonbank financial houses, and 58
exchange bureaus) is intermediation between Jordanians and non-
Jordanians. Financial institutions account for 15 per cent of
GDP. The transport sector, which contributes together with
communications 9 per cent of GDP, has a strong outward
orientation; this applies in particular to shipping in which
joint ventures with the Syrian Arab Republic and Egypt supplement
the naticnal shipping lines; and also to road transportation, in
which Syrian and Iragi-Jordanian companies participate. It may,
thus, be said that the services sector, which is the biggest
sector in the Jordanian economy, has a strong export orientation.

Even the agricultural sector, which contributes only 7 per
cent of GDP and is unable to supply more than 42 per cent of the
country’s needs, exported in 1989 as much as one third of its
production, contributing 9 per cent of the national exports.
Jordan has exportable surpluses in eggs, dairy products, and
vegetables. But is has low self-sufficiency rates in wheat (14
per cent), barley (18 per cent), meat (29 per cent) and milk (40
per cent); the self-sufficiency rates for legumes and fruits are
57 per cent and 55 per cent,respectively. Projections for 1975-
1993 predict self-sufficiency in wheat rising to 22 per cent and
in barley to 45 per cent. These statistics suggest that Jordan
will be seeking food import substitution while expanding its food
exports.

One feature of the balance of payments which Jordan shares
with other countries in the region is combining a deficit in
commodity (visible trading) with a lesser surplus in service
(invisible trading), resulting in an overall deficit in the
current account. However, the size of the deficit in visible
transactions and the surplus in invisibles in relation to GDP in
Jordan are exceptionally large compared to those of the non-oil
Arab countries, The 1985-1990 averages for these countries
(Jordan, Tunisia, Sudan, Syria, Lebanon, Egypt, Morocco,
Mauritania, and Yemen) were -16.0 per cent and + 13.2 per cent;
for Jordan (alone) they were —-32.6 per cent and + 27.2 per cent.
When the commodity deficit and services surplus are related to
the average shares of commodities and services in the GDP for the
same period, which are 41 per cent and 29 per cent, we conclude
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that the export-orientation of the services sector 1s much
greater than the import-orientation of the commodity sector.
Since the service sector tends to grow faster than the commodity
sector throughout the world, Jordan, which exhibits the same
trend more than most countries, and also has a high export
orientation in its service sector, must be seen as a leader in
the field of service-led exportation. Service trading is seen
as the would-be focus of world trade for both developed and
developing countries in the not-so-distant future.

This characteristic of the Jordanian economy is also
manifest in its manpower situation. The scale on which Jordan
exports and imports labour is rather unique. At its peak before
the Gulf crisis, the Jordanian labour force working abroad rose
in 1985 to 339,300 or 68 per cent of a total force of 502,393.
In 1989, the number of emigrants fell to 330,00, or 58 per cent
of the 1labour force totalling 583,505. At the same time,
foreigners working in Jordan (the first of whom arrived there in
the mid-1970s) numbered 217 thousand in 1989, or 37 per cent of
the labour force. 1In 1991, they reached 239,000 or 35 per cent
of the labour force of 680,000 at a time when unemployment among
Jordanians reached 19 per cent.

The bulk of the foreign manpower is employed in agriculture,
where they constitute 55 per cent of the labour force, and in
unskilled and manual jobs which are unattractive to Jordanians.
This is an unusual case of a fairly open and competitive labour
market, which most advanced countries are wary of trying.

3. Interventionism With Monetary Liberalism

During the 1950s and 1960s most developing countries
generally followed interventionist policies characterized by
central planning, state enterprise and controls, and protected
import-substituting industrialization. From the mid-1970s they
started to liberalize their economies, encourage private
enterprise, and promote export-oriented production. But Jordan
followed the course of moving from state interventionism to
liberalism, and from free trade to protectionism.

The 1950s saw Jordan disengage economically from Britain
which drastically reduced it aid to Jordan. The Untied States
stepped in offering aid and the World Bank provided development
credit. Jordan abandoned the Sterling Area and lined the dinar
to the dollar. The central monetary authority (the Jordanian
Monetary Council) followed a very conservative policy insisting
on a 100 per cent gold and foreign exchange cover for the
currency. The state confined its activities to building the
infrastructure and to providing the basic necessities. The
private sector was allowed a wide scope, and it successfully
undertoock some of the most important projects including phosphate
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processing, cement manufacturing, and oil refimning.

Jordan’'s economic liberal policies which were implemented
by ad hoc measures were placed under severe testing by a series
of crisis beginning with the loss of the West Bank in the war of
1967, in which it lost 6 per cent territory, 54 per cent of
population, 30 per cent of agricultural land, 40 per cent of farm
production, 80 per cent of tourist income, and 20 per cent of its
industrial output. The skirmishes with Israel which continued
until the September events of 1970 led to the suspension of
agricultural activity in the fertile valley of the Jordan river.
Closure of the border with Syria and the continued blocking of
Suez Canal hampered Jordan’s exports, which stagnated while
imports grew quite freely. the decline of remittances by
Jordanians working abroad and of revenue from tourism, coupled
with reduced foreign aid worsened the deficit in the balance of
payments.

During these hard times, the management of the economy was
largely in the hands of the monetary authorities, which continued
their conservative policies. Monetary stringency, which reduced
the growth of credit from 29 per cent per annum in the period
1952-1966 to 5 per cent in 1967-1972, cut fixed investment growth
from 11 per cent to 5 per cent, causing GDP’s real growth to fall
from 6.9 per cent to 4.2 per cent. Slower growth was accompanied
by inflationary pressures generated by the reduction of the gold
and foreign exchange cover of the currency and the devaluation
of the dinar in line with the dollar (to which it was lined) in
1971. 1Inflation rose from 2 per cent in the 1952-1966 period to
9 per cent in 1967-1971.

The war of October 1973 and the o0il boom that followed
raised the costs of locally produced as well as imported goods.
Living costs rose by up to 20 per cent in 1974. The state was
confronted by strong demands from its employees for wage
increases. But it opted for subsidization of essential goods.
The Ministry of supply was given monopoly of importing wheat,
flour, sugar, rice, meat and olive oil, the whole sale and retail
prices of which were fixed by the state. These fiscal and
administrative measures succeeded to some extent in curbing
imported inflation. But soon factor and commodity prices grew
out of control when the oil boom gave a big boost to demand for
labour in the 0il countries and in the revived Jordanian market.
Rising wages and increasing remittances by emigrants raised
prices by 16 per cent annually during the years 1973-1980. The
government became more interventionist, monopolizing and
subsidizing goods which came to number about forty.

However, these measures which were intended to curb
inflation had little effect, largely due tc the passive monetary
policy followed by the central bank. Under this policy interest
rates remained unchanged, but turned increasingly negative with
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rising inflation; at the same time credit was allowed to expand
freely in response to growing demand and to increasing money
supply emanating from a sharp rise in foreign reserves. The
dinar, now lined to SDRs, rose against the falling dollar, which
encouraged importation form countries with currencies linked to
the dollar. This helped to ease commodity shortages and curb
inflation, but aggravated the balance of payments deficit.

4. inin ort Restriction with ort Expansion

Jordan entered the 1980s with a booming economy and falling
inflation. Its expansionary fiscal and monetary policies seemed
to have paid dividend. Optimism ran high, and an ambitious plan
was set for the years 1980-1985, which hoped to realize a GDP
growth rate of 11.1 per cent annually. The main thrust was
planned to be in the industrial sectors (mining, manufacturing,
electricity and water, and construction), which were to grow
annually by 18 per cent. Fixed investment was expected to reach
45 per cent of the GDP. Exports were to grow by 28 per cent
annually; imports by 14 per cent. However, from the second year,
the Plan began to falter under the weight of the world recession.
The Gulf states, a major source of valuable foreign exchange
flowing in aid and emigrants’ remittances suffered from falling
0il revenues. The Iranian-Irag war also caused aid from the Gulf
to dwindle. Jordan’s exports to the Gulf were also hit by the
shrinkage of the Iraq market and by mounting competition from
Turkish exports to this region. Worst hit were the newly
completed industries which produced phosphates, potash, chemicals
and cement. The cost of their equipment and inputs had escalated
considerably, while the world prices of their products dropped
by 20-25 per cent. Attempts to open new markets in Asia and
Africa had little success. Export growth in the period was 10
per cent against a planned rate of 28 per cent.

Under these difficult circumstances, state policy became
increasingly interventionist. It began to restrict imports and
subject them to higher tariffs whenever they competed with local
products, like aluminum and glass manufactures. This was done
largely in response to an emerging and vocal protectionist lobby.
At the same time, the Government sought to expand exports by a
variety of means. One method was to conclude bilateral
agreements with Egypt, Syria, Tunisia, Yemen and others; even
barter was tried with Irag. Also, subsidies in kind (underpriced
energy) were offered to export industries. Private investment
in both import substituting and export expanding activities, by
both Jordanians and foreigners, was encouraged by an array of tax
and tariff incentives.

These policies kept GDP growing until 1988 at an annual rate
of 4.2 per cent, with agriculture leading at the rate of 6 per
cent; services and industry trailed with rates of 4.4 per cent
and 3.6 per cent. Inflation averaged only 2.2 per cent in this
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period (1980-1988); but unemployment rose from 3.8 per cent to
8.2 per cent. This was an impressive performance by Third World
standards, particularly under the difficult circumstances which
Jordan faced at the time. But its times were to come. In August
1990 Iraq invaded Kuwait. Jordan tried to play a mediating role.
But its strong ties with Iraq made Gulf states cut their aid to
Jordan and expelled large numbers of Jordanian employees.
Aggregate net resource transfers dropped from $470 million in
1990 to $422 million in 1991, and to only $275 in 1992, none of
which came from an Arab source. Aid came from the EEC, Germany,
France, Italy and belgium. The United States released in 1993
$50 million which was allotted to Jordan in 1992 but blocked
until then. GDP fell from $4.5 billion in 1989 to $3.9 billion
in 1990, and recovered slightly in 1991 to $4.1 billion.
Unemployment socared from 10 per cent in 1989 to 17 per cent in
1990 and to 19 per cent in 1991. Exports which dropped only from
$1,118 million in 1989 to 1,064 million in 1990, rose in 1991 to
1,132 million. Nor did Jordan lose its absorptive capacity for
imports which were §$2156 million, $2601 million, and §$2512
million, respectively, in those three years. These achievements
seem to be largely due to the good levels of foreign reserves
which the country accumulated particularly from remittances which
rose substantially after the return of emigrants from the Gulf.
These remittances stood at $771 million in 1989, $1,139 million
in 1990, and $1,105 million in 1991.

5. Inward or Outward Strategies

Considering the magnitude and number of crises which Jordan
has withstood since its independence, the resilience shown by its
economy is quite remarkable. This is particularly true of its
record after the Gulf debacle. Inevitably, the fragility of the
Jordanian economy, its over exposure to external shocks, and the
frequency with which it suffered shocks, have impelled observers
to ponder what strategy would best enable the country to avoid
or wither these recurrent crisis. Several strategies have been
suggested.

An isolationist policy is hardly feasible for a country with
Jordan’s poor resources and which does not possess the market
size which permits production on a reasonably large scale. Nor
does it have the variety and types of resources needed for making
it self-sufficient in basic goods and services. In fact, Jordan
lacks the agricultural resources needed to make it self-
sufficient in fresh foods or the products of agro-—-industries.
On the other hand, its mineral resources are mostly of the type
which yields products for which there is little domestic demand.
For these reasons, economic isolationism may be for Jordan less
feasible than monetary barricading.

Dr. Jawad Anani (El-Najjar, 1987) hints at a very different
strategy, which is the opposite of isolationism:
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Jordan is a relatively small country of relatively
small size, without abundant energy: drifting on the
map of international division of labour will be
harmful to it unless it utilizes its highly qualified
labor force in becoming a centre of advanced
scientific and technological services. This requires
greater cooperation with countries in the region and

OECD. It also entails a bold liberalization drive
which sweeps away all tariff and administrative
restrictions. There is a need as well for adopting

flexible educational and training policies which equip
the labour force to keep up with scientific
developments.

A similar strategy has been proposed more recently (October
1993) by an official of the American Trade Centre in Amman which
suggests another branch of services as a field of specialization
for Jordan. This is trade, not technology. The proposal debated
in a symposium at the Centre was that Jordan should be encouraged
by play in the Red Sea the same role which Dubai plays in the
Gulf, which is acting as a regional trading centre. Dubai, it
was said, replaced Lebanon which played this role in the 1960s
and early 1970s. Jordan was its chief rival for the role. Dubail
won as it was quicker in attracting foreign investments because
of its liberal policies, low tariffs, good infrastructure, and
closeness to big economies. Jordan could win a similar place in
the proposed Middle Eastern Free Trade Area if it rid itself of
trade and foreign exchange restrictions. Jordan already has the
needed skilled labour force, infrastructure, and political
climate. It can become more attractive to foreign investors by
reducing trade risks, diversifying production, and broadening its
market.

Perhaps Jordan is well positioned to move in all these
directions combining its quest for self-sufficiency in strategic
products, and exporting some high-tech services to its neighbours
and beyond. The process needs, obviously, some time to unfold;
put the chances that it sees it through successfully are
reasonably good.




IV. OVERVIEW AND CONCLUSIONS

A. Egypt, Syria and Jordan: Similarities and Contrasts

In this final chapter we present an overview of the efforts
of the three countries under scrutiny (Egypt, Syria and Jordan)
in promoting either import-substituting or export—expanding

activities. Comparisons will be made between the three
countries’ strategies, their motives, techniques, and their
results. Evaluation will be on essentially economic basis, in

the light of both economic theory and economic reality, between
which there are tangible disparities. Since the ideal free and
competitive world economy envisaged by economists does not exist,
the goal of economic policy-makers should be to seek the best
possible arrangements within the limits set by the availability
of resources and options, both national and international. This
applies particularly to the issue of choosing between import-
substituting and export-expanding activities, or to a combination
thereof.

The experiences of Egypt, Syrila and Jordan in the field of
promoting either import-substituting or export-expanding
activities are varied and instructive. Egypt and Syria adopted
in the 19505 and 1960s strategies emphasizing import-substituting
industrialization, which became increasingly concentrated in the
public sector and centrally planned. Also, their foreign trade
was oriented towards the Eastern Bloc, particularly on the export
side. the 1970s saw Egypt slowly liberalizing its economy and
disengaging from the Eastern Bloc under the infitah (open-door)
policy. The process accelerated in the 1980s when it removed
import restrictions, dropped seeking self-sufficiency and
exporting surpluses, and began privatizing its public
enterprises. Syria, on the other hand, remained socialist and
close to the Eastern Bloc until the latter’'s demise; it also
retained its large public sector, but began encouraging the
private sector to expand, particularly in export-oriented
industries and services, under its doctrine of ‘economic
pluralism’.

As for Jordan, its economy has always been fairly open, and
production export-oriented, even when dependence on foreign
markets proved to be very risky quite often. It was, however,
obliged recently to introduce trade restrictions and consider
adopting an import substituting strategy so as to absorb
returning emigrants and attains self-sufficiency in some basic
needs. Internally, the Jordanian economy has always been
characterized by the dominance of the state as employer and in
controlling prices.
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The contrasts between the three countries are manifest in
many ways. Unlike Jordan, which is small in area and has limited
physical and human resources, Egypt is large in area and in
population, but has limited physical resources relative to its
area and population, Syria, on the other hand, has medium size
as well as relatively good and diverse resources. This has given
it a sectorally balanced economy and self-sufficiency in a wide
variety of products: it does not suffer from an undersize
agricultural sector as Egypt, nor of an oversize service sector
like Jordan. Nor is it as dependent on foreign aid as they both
are. Yet, all three countries are alike in having maintained
high growth rates by Third World standards in the 1970s, when
growth rates were generally high, and in the 1980s when they were
low. They also shared persistent balance of payments and
resource balance deficits, as well as generally moderate
inflation rates, and higher but varying degrees of unemployment.
Inflation has been highest in Syria and lowest in Jordan, but the
opposite has been true regarding unemployment.

All three countries were deeply affected by the political
turbulence in the region, mainly the four Arab-Israeli wars, the
Iranian—-Iraqgi war, the Lebanese civil war and the Gulf crisis and
war. Jordan suffered most, losing territory, markets, aid and
foreign jobs. Egypt retrieved Sinai and came out well from the
Iranian-Iragi and Gulf wars; but Syria has made less gains, and
has still to recover the Golan Heights and disengage from
Lebanon. Military spending remains high in the three countries,
being highest as percentages of the budget and the GDP in Syria
and lowest in Egypt.

With visible exports representing a quarter of its GDP,
Jordan has a truly export-oriented economy: its export GDP ratio
is comparable to that of the East Asian Tigers (24 per cent and
26 per cent, respectively in 1991). the export orientation of
its services sector is even greater, with invisible exports
forming one third of GDP. Jordan'’s export orientation is also
manifest in its labour market, with nearly two-thirds of the its
labour force working abroad in the late 1980s. Remittances from
these workers were generally comparable to its export earnings
(e.g. $813 million and $875 million, respectively in 1988). But
the two sources of foreign exchange earnings are not sufficient
for meeting the import bill, the deficit being bridged by foreign
aid.

Jordan’s dependence on foreign goodwill in turbulent times
for financing its big net resource gap, and the abrupt suspension
of most of aid in the aftermath of the Gulf crisis, is causing
many Jordanians to question the wisdom of having their economy
as export—oriented as it is now.

Syria’'s economy is less export-oriented than Jordan’s:
exports of goods and non-factor services constituted a third of
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GDP, compared to more than half in Jordan. Besides, about three
quarters of its exports are primary products, and the rest
manufactures (mainly textiles), while two fifths of Jordan's
exports are primary products and the rest manufactures, mostly
chemicals. Unlike Jordan, Syria’s balance of payments usually
has a small deficit, which occasionally turns positive; its
invisible trade has a surplus which, unlike Jordan’s, wipes most
of the payments deficit. Its resource gap is slight or positive,
and its aid receipts are small (11 per cent and -2.2 per cent of
its GDP in 1991), compared to those of Jordan (-22 per cent and
20 per cent). For these reasons, the relative openness of the
Syrian economy has been far less risky than that of Jordan,
Particularly since it was based on a good measure of self-
sufficiency which Jordan could not achieve. The biggest
challenge to Syria’s exporters now is the opening of new markets
to replace the shrunken markets of the former Communist
countries. Also, quite worrisome to the Syrian planners is the
generally low level of foreign reserves which seldom exceeds the
value of one month’s imports.

Of the three countries, Egypt has the lowest export—GDP
ratio. Its exports of goods and non-factor services constituted
in 1991 only 3C per cent of its GDP, which is slightly less than
half Jordan’s. However, its visible exports constituted a far
smaller percentage of GDP than is the case with Syria but its
reliance on invisible exports is not as great as that of Jordan.
Not unexpectedly, Egypt’s visible exports could not cover imports
but the surplus in services wiped most, thought not all, this
deficit. This is why its resource balance showed a deficit of -
13 per cent. But Egypt is the biggest recipient of aid in the
developing world; in 1991 its net receipts were $5 billion, half
a Sbillion less than in 1990. Egypt also had about half of its
debts of $52 billion cancelled. This substantial assistance was
a reward for its role in the Gulf war and the Middle East peace
process. It helped Egypt to have substantial foreign exchange
reserves, equalling 4.4 months’ imports in 1991. Needless to
say, excessive dependence on politically determined flows is
quite risky, particularly when Egypt has replaced its previous
quest for self-sufficiency by an export-boosting strategy.
Greater export effort is the solution, says the trade lobby, and
not chasing the self sufficiency mirage. This line involves a
welfare trade off between probable gains from expanded exports
and certain losses in security, which, unfortunately, policy
makers seem too busy with privatization problems to consider.

B. Impediments to Export Expansion

The dogmas of self-sufficiency, import substitution, and
state control and guidance lost much ground to the doctrines of
export—-led growth, integration into the world economy, and
market-friendly approaches. But the advocates of change have yet
to map out its course and identify its means. They generally pose
the East Asian Tigers as a model for highly successful export-led



growth and integration into the global economy. But they are
deeply divided over the role of the state in the East Asian
Miracle. Some say that countries like Japan, China, Singapore
and Korea succeeded because of government interventionism; others
say that they succeeded despite it. Since Thailand and Indonesia
fared also quite well with less intervention from the state, and
Hong RKong with hardly any, there seems to be more than one model
of export-led growth, or that the issue of what role the state
plays is quite irrelevant. In fact, there is now general
agreement that the East Asian model is almost non-reproducible
in the Third World for a number of reasons. Chief among them are
that they had good human capital (i.e. skilled and educated
labour force), efficient bureaucracy, and massive capital and
technology infusions from the industrial countries through the
operations of transnational corporation, which converted them
into outposts for their home economies.

Thus, issues relating to how a successful export drive can
be launched have still to be settled. For countries like Egypt,
Syria and Jordan, it is important to decide which markets to seek
to penetrate, and with what products. The range extends from
regional markets to markets of the developing world, to those of
the whole world, including those of the industrial countries.
Exportable products vary from primary to semi~-finished to
finished, and to high tech goods and services. Choices are
restricted mainly by exogenous factors, like protectionist
policies regarding certain products, the willingness of investors
to commit capital in developing countries located in (still)
unsettled regions, and the fast changing world economic order.
Even within their Middle Eastern (West Asian)region, the
countries under study still have to decide what roles they wish
to play, particularly if peace is reached and the proposed Middle
Eastern Common Market becomes a reality.

So far, perceptions about what shape this Common Market will
take are coming from American and Israell sources. They are
still vague, but generally hint at a tripartite partnership
between Gulf financial resources, other Arab’s labour, and
Israeli know-how. They also envisage the erection of the market
in stages starting with an Israeli-West Bank-Gaza—-Jordan core
that expands gradually to embrace all Middle Eastern countries,
except Iraq and Iran. Suggested forms of cooperation include
trade in goods and services, factor mobility, joint
infrastructural and productive ventures, water sharing and
utilization arrangements, etc. Israel and Western circles have
launched study institutions to formulate plans and projects with
Arab participation. Israel is starting a Middle East University
for the purpose. Recently an Economic Research Forum for the
Arab countries, Iran and Turkey has been established by the World
Bank in cooperation with the UNDP, the EC, Ford Foundation, and
the Arab Fund for Social and Economic Development. So far, Arab
initiatives in these fields have hardly gone beyond holding a few
seminars on the topic. In the absence of collective or even
individual effort in this field, the determination of the roles




which Arab countries shall play may be determined for them; an
example is the role of a trade service center for the region
advocated for Jordan by an official of the American Trade Centre
in Amman in a seminar held at the Centre in October 1993.

Making a thrust into the markets of the industrial countries
has to be carefully planned, lest it is impeded by an array of
tariff and/or nontariff barriers, which GATT explicitly condones
or is unable to remove. The Uruguay Round which was saved in the
eleventh hour on December 15, 1993, set a final seal on many
trade measures which contradicted GATT's ‘most-favored-nation’,
‘no nontariffs, only tariffs’, and ’'reciprocity’ principles. The
preceding seven rounds have already condoned the creation of free
trade areas in which members accorded each other trade
concessions denied to nonmembers in violation of the MFN
principle. An early decision to exempt developing countries from
reciprocating concessions granted to them by the industrial
countries on the basis of having to protect their infant
industries or balance of payments from disruption paved the way
for marginalization, as well as the subjection of agricultural
products of tropical and temperate zones to restrictions on the
basis of what is termed injury or disruptive importation. The
‘enabling clause’ upheld in the Tokyo Round permitted the
industrial countries to restrict the application of the MFN to
a selected group of countries through the system of generalized
preferences (GSP). Because of their disunity, the developing
countries failed to protect their interests; they sided with one
or the other of the two main industrial camps, the United States
the EEC, whose differences over agricultural and service
protection dominated the Round. Middle Eastern countries were
among the least effective participants in the negotiations
although their agricultural and manufactured products are
subjected to a variety of graded tariff and quantitative
restrictions.

C. Balancing Import Substitution and Export Expansion

Our survey of the policies of Egypt, Syria and Jordan
relating to production and trade has revealed that they share a
tendency to strike a balance between import-substituting and
export—-expanding production. Until recently, the balance was
tilted towards import-substituting activities in Syria, and in
favor of export expansion in Jordan. Syria’s shift to export
expansion was gradual: the fourth Five-Year Plan gave priority
to self-sufficiency in basic needs, leaving the surplus for
exportation; the fifth reiterated the pursuit of self-sufficiency
but also gave equal importance to industries that expanded
exports or enhanced their value by processing primary products
before exportation; the Sixth (1986-1990) spoke of industries
producing mainly for exportation and marketing locally any
surplus left. Syria’'s shift was dictated by both a need for
foreign exchange to meet import costs and for creating jobs, as
well as by satisfactory progress in meeting basic needs by local
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producers and the saturation of the domestic market. Textile and
leather industries are among the old established industries the
domestic markets for many of their products has been saturated
and had to look for foreign markets for the surplus output. More
Egyptian industries are in this position. But in the case of
Jordan, the shift from export expansion, which is still more of
an intention than a reality, was induced by loss of foreign
markets for goods and labour in the Gulf after the Iraqi invasion
of Kuwait. the country contemplated schemes that will employ
some 60-70 thousand returnees from the Gulf and their repatriated
earnings in producing goods that were in shortage in the local
market.

The opposite shifts taking place in Syria and Jordan suggest
that the two strategies of export expansion and import
substitution have to be, and can be, combined in an optimal
manner which will maximize both the returns from selling and
buying abroad on the best possible terms, and the security of
selling in a monopolized domestic market that provides the
essential supplies to local consumers. Poor countries, it must
be remembered, are like poor producers: they seek to maximize
profit as much as they purport to minimize risk. As to deciding
what to produce for export, there is obvious need to leave it to
free market forces; but the production of basic needs cannot be
left to business to the exclusion of the state, if only because
of the risks involved. However, state intervention must be
practiced as far as possible through the market. There are even
grounds for state involvement in the export trade, as is
happening extensively in the industrialized countries. This
intervention is not aimed at forcing a shift to exportation, as
its lobby seems to advocate, but as a correction of the earlier
imposition of import substitution. Its purpose 1s to counter the
protectionism of importing countries in the same way that
industrial countries counter what they regard as disruptive trade
practices. For what militates against export expansion in
developing countries 1s not a bias against exports, as is often
said; it is the hazards of expanding exports at a time when the
major markets are becoming increasingly inaccessible.

The experiences of the three countries under study refute
some of the familiar proposals concerning import substitution and
export expansion in the Third World. For instance, it is known
that the heavily protected import-substituting industries of
Syria and Egypt have become exporters to highly competitive
markets. Syrian industries are also adjusting to the shift from
exporting through bilateral agreements to trading in open
markets. Egyptian industries have even withstood the loss of
their protective shield in the domestic market. By contrast, the
farmers of the industrial world still cannot shed protection, and
their established processing industries cannot compete on equal
footing with the young industries of the Third World. Also, the
high percentage of profit-making public enterprises which are to
be privatized in Egypt (240 out of 315) dispels the popular
notion that state firms are mostly inefficient and loss-making.




There remains the question of the means of reaching the
right balance between import-substituting and export-expanding
activities. The fact that the promotion of import substituting
production is a familiar and well established practice in most
developing countries allows us to focus on measures by which
export expansion may be attained. Such measures should seek to
create an appropriate climate for investment in export expanding
activities, and to use the market and not by-pass 1it. The
selection of measures must be as a result of careful studies and
within the framework of a comprehensive long-term strategy.
Unfortunately, there is little evidence that such studies have
been systematically carried out and used in formulating
strategies. Exceptions are Jordan’s projection for self-
sufficiency in food during the period 1975-1993, and Egypt’s two
Five-Year Plans covering the period 1992-2002 as one long-rande
plan.

Long-term plans should clearly define the roles of state and
private initiatives. The experience of all three countries as
well as those of Japan, China, Korea and Singapore, suggests that
the state has an active role to play, not only as promotor of
private export business, but also as investor in this field.
State business may be later devolved to the private sector, as
Japan did under the Medices, and as Egypt is now doing. As far
as possible, state enterprise should be in areas where private
initiative is lacking. Whenever private and state business are
present simultaneously, equal treatment must be observed,
particularly in allocating facilities like land, energy, credit,
foreign exchange, training, contracts, and opportunities to
export under special trade arrangements. Discrimination in these
matters was quite noticeable in both Egypt and Syria in the early
stages of decontrol.

Pricing of both inputs and products is an area where
discrimination between state and private enterprise is very
marked. While land plots are usually offered to private
investors at reduced prices, state firms get them free. In
Syria, foreign exchange had to be surrendered to the central bank
within a year by its private earners at the official rate, but
could be bought back later at the higher market rate, whereas
public firms were allowed to retain their earnings of foreign
exchange indefinitely. In Syria, procurement prices of
agricultural products, like cotton, were for a long time fixed
at low prices as an implicit subsidy for the textile industry.
In Jordan, an experiment in 1987 in floating bread prices in the
interest of the farmers was abandoned after angry consumer
protests. One very common anomaly is the underpricing of labour
in the public sector, coupled with its exemption from most direct
taxation, while the private sector is forced to pay taxes and to
raise its wages whenever the state increases its own. This is
considered fair since private firms pay less taxes when labour
costs rise. Fair and realistic pricing in the domestic market
improves the competitiveness of exports in foreign markets.
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D. Promotion of Export Expanding Investment

Elimination of long practiced discrimination against private
enterprise is a major factor in creating a healthy investment
climate. But the creation of such a climate entails the
fulfillment of a number of legal and institutional requirements.
The legal ones can be provided in full only in democratic states.
They include safeguarding basic individual rights, such as
private ownership and equal access to national wealth and
collective facilities; but they also include safeguarding the
public interest against irresponsible individual behavior,
especially that damages environment, public assets, or foreign
goodwill (as export adulteration does). The constitution and
legislation of most countries provide these safequards, but some
lack the enforcement machinery, or are lax in applying them. In
the 1960s, sweeping nationalizations and confiscations caused
lingering mistrust of the state among investors in many Middle
Eastern countries; the current wave of privatization is having
similar effects on public sector entrepreneurs.

On the institutional side, some of the requisites of a
healthy investment climate are available, including fairly modern
credit, insurance, training and trade promotion facilities. Some
are found in inadequate forms, like free zones and specialized

banks. None of the several free trade zones in the three
countries offer services like those provided by Dubai on the
other side of the Arabian peninsula. Plans for installing

greater transit facilities on the Red Sea and the Gulf have been
launched by Germany and Israel, the former to use Abu Dhabi as
a major station on its trade route to East Asia, the latter to
merge Eilat and Agaba ports. Specialized banks in the region
tend to be undercapitalized, and have to borrow themselves to
lend. This is true of the 46 year old Egyptian Industrial
Development Bank, which was able until June 1991 to offer LE1.04
million to 16,771 projects, while its capital never exceeded
LE146 million. Most of its finance originated from loans by
international agencies and banks totalling LE813 million.
Syria‘s specialized (Agricultural, Industrial, Cooperative, Real
Estate and Popular Credit) and Commercial banks had in 1991
collective capital and reserves of SL8,599 million, but offered
loans totalling SL99,171 million, thanks to private deposits and
loans from the central bank and import down-payments of SL72.9,
27,9 and 13.0 billion, respectively. Of the SL9% billion
advanced to all sectors, commerce revived 71 percent, agriculture
12 percent, and industry 6 percent. The Industrial Chamber of
Damascus requested that the Industrial Bank be equated with, at
least, the Agricultural Cooperative Bank, in resources. One
essential institution, which is found in Egypt and Jordan, but
missing in Syria, is the stock market. Plans to set up one are
part of the measures taken recently by the government to
encourage private investment. Equally important, but generally
lacking, are service institutions like trade data banks, export
promotion agencies and think-tanks for special fields of
production and exports.




Participation by the private sector in policy making is
essential for the success of development and export expansion
schemes. All three countries have well organized chambers for
different sectors and regions with able businessmen at the top.
Their boards wusually include representatives of public
enterprises, and they are represented in various advisory
committees and councils. However, a general complaint among
these chambers is that they are consulted but they do not
participate in decision taking. In fact, some of them are little
more than instruments of marshalling support for government
policies. Yet, they often play a useful role in giving the
policy makers a feedback on policy outcome, as well as
crystallizing and conveying to the authorities business views on
essential issues, and organizing promotional campaigns and
exhibitions for the products of private firms. They are far from
being strong lobbies like the business associations of the
industrial countries, where they are a determining factor in
decision-making; as such, they can be safely involved in such a
process.

Regional cooperation can play a big role in promoting not
only inter-regional exchange, but also exports to world markets.
Cooperation schemes in the region date back to the 1950s when
collective agreements to facilitate trade, capital transfer, and
payments were drawn up by the Arab League, leading to the Arab
Economic Unity Agreement of 1957, and the creation of an Arab
Common Market in 1964. There was later a shift in empha51s to
]01nt.ventures bilateral cooperation, and sub-regional groupings
in the Maghreb and Gulf areas. Yet inter—Arab trade remained at
around $30 billion, or 9 percent of total trade. Now, the idea
of a Middle Eastern Free Trade Area or Common Market is being
discussed. It is too early to assess the plausibility and future
of such a scheme. But it has to be considered seriously,
together with possible alternatlves, for regional integration at
this age of world-wide groupings has become not merely the means
of ensuring growth, but a survival necessity. For only as a
group can the countries of this region compete effectively with
Eastern Europe and other developlng regions in attracting direct
foreign investment (FDI) which is replacing lending as the chief

form of capital flow to developing countries. With FDI
technology and know-how arrive, and also access to foreign
markets is ensured. Grouping also strengthens the bargaining

position of developing countries in international negotiation
forums like GATT where disunity led to the marginalization of the
entire Third World.

Finally, this study should be viewed as no more than a
preliminary review of the momentous changes which the economies
of Syria, Egypt and Jordan are undergoing These changes are
paralleled by economic andypolltlcal crises of national, regional
and/or international origin. The changes are largely responses
to foreign challenges and pressures; they center on the economic
role of the state and the orientation of production and trade.
Their results are yet to be seen. In the meantime, more changes
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and challenges seem to Dbe emerging as new regional and
international orders take shape. No doubt these and other Middle
Fastern countries will be much affected, for better or worse, by
the results of the search for peaceful co-existence and
cooperation in the region, and by the emergence of a tri-polar
(American, European and Asian) world economic order. These
changes and responses to them by policy-makers in the region have
to be closely monitored and appraised objectively to ensure that
the nations of this region resume their stalled advance to

prosperity.




STATISTICAL TABLES
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Table-3. Egypt:
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Investment Expenditures in the Third FYP,

1992/1993-1996/1997 by Economic Sector

{in billisy L.E)

Economic Sectors

Government
Sector (1)

Business
Sector (2)

Total
Investment
Expenditures

Agriculture
Industry & Mining
Petroleum
Electricity
Construction

Total Commodity Sectors

Transport, Communication X storage
Suez Canal

Commerce, Finance & Insurance
Tourism (Restaurants & Hotels)

R

Housing
Public Utilities
Educat ion Services
Health Services
Other Services

Total

1
Total Production Services Sectors 13.2

)

64.3 1

59.51

13.9
28.0
15.9
17.7

2.6

154.0 1

(1) Including: Administrative System,.

(2) Including: Public,

Local Administration and Economic & Services Authorities

Private and Cooperative Sectors
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Table— 12. Jordan: A Statistical Economic Profile
Area: 89,000 KM?

1991 Population: 3.7 million (1980-1990 Growth 4.7 %)
GDP: $3,524 million; Per capita GDP: $1,050

GDP Sectors (%):

1960 19790 1980 1991
Agriculture 16 14 8 7
Industry 14 28 32 26
Services 70 56 60 67
o) es

E
|
E

Agriculture 5.0 2.6 1.5
Industry 9.9 16.0 8.1
Services 5.6 2.9 -0.2
GDP 6.6 5.1 -2.7
Exports (1991: $879 million)
10.1 19.3 6.9
Imports (1991: $2,507 million)
3.6 15.7 -0.8
1 1960 1970 1991
Fuel/mineral /metal 0 24 38
Other Primary products 4 3 16
Machinery & Transport
Equipment 1 3 1
Textiles & Clothing 4 3 1
Other Manufactures 26 13 44
rts
Food 32 30 26
Fuel 8 6 14
Other Primary products. 5 4
Machinery & Transport
Equipment 60 17 18
Other Manufactures 42 37

Source: World Bank, World Development Report (1980, 1987
and 1993).
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