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Trade among the Arab Countries:
Directions, Trends, and Prospects, 1990-2004

Abstract

This thesis studies the directions, trends, and prospects of trade among the Middle Eastern
Arab countries between the year 1990 and 2004. For analytical purposes the Arab region
is divided into three sub-regions: the Levant states, the Gulf Cooperation Council states,
and North African Arab states.
Improving economic performance in the Arab countries is seen, at the moment, more
critical than ever, since the region faces high population growth rates, rising
unemployment, and modest economic growth coupled with increasingly intense
competition from emerging markets in Europe, America, and Asia. To meet these
challenges, the region is required to find ways to overcome economic and trade obstacles,
and by implication political obstacles, that impede, economic. growth.
The purpose of my thesis is to analyze the directions of trade among the Arab countries,
and to propose ideas for better economic performance.
Economic prosperity worldwide has been increasingly associated with expanding trade.
The biggest economic blocs or spheres in the world, such as Europe, North America, and
East Asia rely in large part on intra-regional trade for their prosperity and growth. The
Arab region is an exception to this rule. As the analysis in this thesis show, intra-regional
trade among the Arab countries constitutes a small percentage of the region's total trade.
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Chapter I

Introduction

Many Arab governments have tried to handle difficulties and push ahead with

national priorities. One could say that the Arab countries have made progress in the past

decade in spite of the difficulties they have gone through. Though Arab governments

have tried to maintain economic stability and focus on solving poverty and inequality, the

challenges facing the region demand greater policy effort than has been made so far. In

other words, it is hard to escape the reality that this region has remained a marginal

player in the world economy.

Despite more than fifty years of repeated attempts at Arab economic integration,

the results in terms of intra-regional trade and investment flows have been very modest.

Nevertheless, Arab countries of the Middle East and North Africa regions have great

potential for economic growth and prosperity in the twenty first century; yet for this

potential to be realized government and private sectors leaders in the region need to build

partnerships for development. Across the region, Arab governments have affirmed their

commitment to moving from the old inward-looking and state-led model of development

to a more outward-looking market economy. But the transition towards this goal has been

slow and patchy. A new commitment and strong decisive action are needed.

The aim of this study is to shed light on trade among the Arab countries between

1990 and 2004, by focusing on the changes each country went through, the reasons

beyond such changes, and a glance into the future.
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Trade among Arab countries has been consistently weak in spite of several efforts to

engage into different forms of regional economic integration. In 1994, the inter-trade

volume of Arab countries as percentage of their total exports was around 8 3 percent

This rate compares unfavorably with the corresponding rates of many regional groupings

from both developed and developing countries. To better compare, the latter ratios were

61.7 percent for the European Union, and 21.2 percent for South-East Asia, which shows

trade performance among Arab countries.'

There exist many factors that explain the weakness of inter-Arab trade and the

failure of previous Arab regional agreements to stimulate trade among Arab countries;

factors such as difference in economic systems, similarity in production and traded

goods, lack of adequate transportation infrastructure compounded by distance,

overprotection, heavy reliance on trade taxes, lack of convertibility of Arab currencies,

lack of market information, weakness of marketing strategies, and poor competitiveness

of products. Last but not least, trade among Arab countries is very sensitive to political

events as well as relationships among these countries.

To illustrate more, the share of Arab countries exports going to industrial

countries during the 1990s ranged between 48 to 54.5 percent, while the share of their

exports going to developing countries ranged between 40 to 46 percent. Moreover, the

percentage of total exports of Arab countries to the Middle Eastern states ranged between

16 to 20 percent, while to North Africa, the percentage ranged from 5 to 5.5 percent.2 On

the other hand, when considering the sources of imports of Arab countries, one cannot

but notice that Arab countries exceed other developing countries in their dependence on

'JJNCTAD: Handbook ofInternational Trade and Development Statistics. 1997. P.12.
2 Direction of Trade Statistics Yearbook. International Monetary Fund. 1997. P.3.
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the European Union, the Middle East, the rest of Europe and Africa as sources of their

imports. They, however, do not depend on other regions as much as the rest of

developing countries do During the 1990s, Arab countries' percentage of total imports

did not exceed 15 percent of their total trade, and imports from African countries did not

exceed 6 percent. The point we keep on stressing in this paper is the fact that inter-Arab

trade does not exceed 8 percent of the total Arab trade with foreign countries, while the

total trade of the Arab world constitute only 2.5 per cent of global trade. At the same

time, inter-Arab exports reached $14.6 billion in 1998 out of a total export of $134

billion, while inter-Arab imports reached $12.6 billion out of $147.5 billion total imports.

Minerals and fuels, accounting overall for more than one-third of their total exports,

dominate Arab countries' exports. On average, Kuwait, Morocco, Tunisia, U.A.E., and to

a lesser extent Egypt, Jordan, Oman, Qatar and Bahrain show a relatively diversified set

of exports. Resource-rich countries like Saudi Arabia, Algeria and Libya have remained

heavily concentrated on crude petroleum and/or natural gas. This clearly limits these

countries capacity to engage in mutually beneficial bilateral trade in the region. All of

this will be discussed in details throughout the following chapters. Another important

point to add is that the imports of food, like many other developing countries, accounts

for more than 10 percent of imports, making almost all Arab countries net importers of

food.	 S	 S	 S

The common average share, over the period 1990-2004, of inter-Arab trade in

total trade, inter-Arab imports in total imports, and inter-Arab exports in total exports, did

not exceed 10 percent. Moreover, this paper shows that export composition of Arab trade,

reveals a heavy concentration in minerals and fuels, chemicals, manufactured goods and
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other miscellaneous manufactures, machinery and transport equipment, for imports. Arab

countries rely heavily in their trade on non-Arab countries. While, their exports are split

evenly between industrial and developing countries, the former predominantly supplies

imports.

The whole analysis of this thesis is related to Arab countries' trade performance

and more importantly, the factors that lead them to scarcely trade with each other.
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Chapter II: Overall Arab Trade Volumes and Directions

This chapter is an overview of the volume of. trade among Arab countries, and the

directions they took during the last 15 years. Each sub-region has different natural

resources and trade products; but most importantly, they have political differences. It is

becoming increasingly important for Arab countries to put aside political differences for

the sake of common economic interests. The Arab countries are facing a set of

challenges, including weak economic growth, high unemployment rates, high internal

and external debt levels, and limited export capabilities. All of these challenges require

more serious co-operation among Arab countries, for the coming period is one of regional

economic blocs. The countries of the region must look at the common challenges and

interests.that tie them together since growing Arab cooperation would help the Arabs

reach their objectives. For Arab countries, a unified position is difficult to achieve since

each has a different economy and one can find more differences than common points.

The Arab countries must address about different national priorities, and use these

dissimilarities not as conflicts but as interests.

chapter III: The Levant Arab States

The first sub-region taken into consideration in relation to trade among Arab countries is

the Levant Arab states. This chapter is an illustration of trade in Lebanon, Syria, Jordan,

and Iraq. The discussion focuses on each country's imports and exports since the early

1990s and the way they evolved. Lebanon's trade is discussed in relation to the changes

in agricultural exports, its industry, tourism, services, and its labor force. While with

Syria, the focus will be on the priority the new government has given to economic reform
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in order to develop a market economy, and as a result show trade movements since the

early 1990s. And finally, the research discusses Iraq and the effects of the wars there on

regional trade The Iraq wars did not affect Iraq only, but in a certain way, other Arab

countries as well.

Chapter IV. Lebanon's Regional Trade

In this chapter, both Lebanese imports and exports will be discussed in details in relation

to other Arab countries and the foreign market. There exist few main sectors I would like

to focus on, which are: tourism, services, industry and agriculture. Following a

chronological order since the early 1 990s and even few years before, we will discuss the

latter sectors. Finally, the chapter will be ended by a glance to prospects for the year 2004

and beyond. Major changes occurred over the past few years, and Lebanon has been.

trying to expand its exports.

Chapter V: Gulf Cooperation Council Countries

Political events play a major role in the economy. This chapter is concerned with trade in

Saudi Arabia, U.A.E, Qatar, Bahrain, Kuwait, and Oman. The most important source of

income in these Arab countries is the sale of oil.

The economies of the 0CC rely on income from the sale of crude oil, refined oil

products, and petrochemical products produced from local oil and gas resources.

As mentioned, the (3CC states are, to varying degrees, oil and gas rich; but the Gulf wars

affected their economy in a major way. The embargo on Iraq and its consequences is one

of the discussions in this chapter; another is the new perspective the economy took by the

end of the wars and the way Arab countries' trade shifted over the years.
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chapter kI: North African Arab Countries

Trade conditions in the North African Arab countries have not been different from that of

Levant Arab countries nor (ICC countries since the export sectors have been lacking in

recent years followed by an increase in imports. This chapter discusses trade in Egypt,

Algeria, Morocco, Tunisia and Libya. Some of these countries rely on oil for the growth

of their economy, but agriculture has its share too in the countries' economies The focus

in this chapter is on Egypt as one of the most significant markets in the Middle East,

given the size of its economy, and its strategic importance in the region. Moreover, the

chapter discusses exports and imports from other Arab countries. Then, the focus turns to

Algeria's reliance on hydrocarbons; and finally, a discussion on Tunisia and Libya's

trade performance since the early 1990s.

Chapter Vii: Evaluafion ofAra/, countries' Economies

Arab countries could become full partners in the global economy, with a Vision  of

development, which is very much related to policy-making in the region as well as the

global market. The attempts taken for creating economic 
co-operation between Arab

States have been short and unsuccessful

The Arab countries' trade performance has been poor. I conclude my study by evaluating

Arab countries' economies, the attempts to a common Arabmarket, and finally,

Pro
p
osing different ways that could help improve trade among Arab countries and lead

them to growth and prosperity.
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Chapter II

Overall Arab Trade Volumes and Directions

Many Arab governments have tried to handle difficulties and push ahead with

national priorities. One could say that the Arab countries have made progress in the past

decade in spite of the difficulties they have gone through, whether political or economic

i.e. the Iraq-Iran war, the oil crisis, the Gulf war, and recently the American war on Iraq.

But, even though Arab governments have tried to maintain economic stability and focus

on reducing poverty and inequality, the challenges facing the region demand greater

policy effort than that beinE made nowadays. In other words, it is hard to escape the

reality that this region has remained a marginal player in the world economy. Despite

more than fifty years of repeated attempts at Arab economic integration, the results in

terms of intra-regional trade and investment flows have been very modest. Nevertheless,

Arab countries of the Middle East and North Africa region (MENA) have great potential

for economic growth and prosperity in the twenty first century. Yet, for this potential to

be realized, government and private sector leaders in the region need to build partnerships

for development Across the region, Arab governments have affirmed their commitment

to moving from the old inward-looking and state-led model of development to a more

outward-looking market economy. The transition towards this goal has been slow and

patchy; a new commitment and strong decisive action are needed.
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The rationale of this research is to study the trade among the Arab countries

between 1990 and 2004 by focusing on the changes each country went through, the

reason for such changes, and a glance into the future

In principle, the Arab states of the MENA region offer good opportunities for

mutual trade, since they include countries with widely varying per capita incomes,

ranging from the very poor to high-income countries. Domestic markets also vary widely

in size, ranging from Egypt's population of around 72 million to Kuwait's around 2

million, but with a mid-range cluster of countries with populations of 14-28 million.'

Taking the region as a whole, economic activity is also quite diversified; productive

structures reflect the importance for regional Gross Domestic Product (GDP) of

agriculture and, increasingly, li ght manufacturing as well as the oil industry.

Trade among Arab countries has been consistently weak in spite of several efforts

to engage into different forms of regional economic integration. In 1994, the inter-trade

of Arab countries as percentage of their total exports was around 8.3 percent. 2 This rate

compares unfavorably with the corresponding rates of many regional groupings from

both developed and developing countries. To better compare, the latter ratios were 61.7

percent for the European Union, and 21.2 percent for South-East Asia. 3 The Arab

countries' population is around 290 million inhabitants', and yet inter- Arab trade is only

8 to 10 percent of their total trade. This matter requires additional economic integration

among the Arab states to become a common market that can include the largest share of

national product.

'Population Reference Bureau. World Population Data Sheet 2003. P.2.
2 UNCTAI) Handbook ofinternational Trade and Development Statistics. 1997. P.12

Trade Issues, Bilateral Trade Relations. 2004. P.1.
1 Gulf News. Arab Population rose to 289million Last Year. Kawach N. 2002.P. 2.
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There exist many variables that play a role in facilitating or hampering trade among

countries. These include: the level of development, population size, membership in a

preferential trade area or customs union, protectionism, factor endowments, commodity

composition of trade, economic proximity, exchange rate risk and variability, and price

variables. The incorporation of the reverse trade reflects the presence of reciprocity in

trade among Arab countries. The higher the value of trade in one direction, the higher it

will be in the other direction. The factors that explain the weakness of inter-Arab trade

are factors such as difference in economic systems, similarity in production and traded

goods, lack of adequate transportation infrastructure compounded by distance,

overprotection, heavy reliance on trade taxes, the lack of convertibility of Arab

currencies, lack of market information, weakness of marketing strategies, and poor

competitiveness of products Last but not least, trade among Arab countries is very.

sensitive to political events as well as relationships among these countries.

To illustrate more, the share of Arab countries' exports going to industrial

countries during the 1990s ranged between 48 to 54.5 percent, while the share of their

exports going to developing countries ranged between 40 to 46 percent. Moreover, the

percentage of total exports of Arab countries to the Middle Eastern states ranged between

16 to 20 percent, while to North Africa, the percentage ranged from 5 to 5.5 percent. 5 On.

the other hand, when considering the sources of imports of Arab countries, one cannot

but notice that Arab countries exceed other developing countries in their dependence on

the European Union, the rest of Europe and Africa as sources of their imports. They,

however, do not depend on other regions as much as the rest of developing countries do.

During the 1990s, Arab countries' percentage of total imports did not exceed 15 percent

International Monetary Fund: Direction of Trade statistics Yearbook. 1997. P.3.
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of their total trade, and imports from African countries did not exceed 6 percent. The

point to be underscored in this paper is the fact that inter-Arab trade does not exceed 8

percent of the total Arab trade with foreign countries, while the total trade of the Arab

world constitute only 2.5 percent of global trade. At the same time, inter-Arab exports

reached $12.7 billion in 1998 out of a total export of $137 billion, while inter-Arab

imports reached $11 billion out of $136.7 billion total imports. 6 Implementing the

decision to set up a common market would help increasing the percentage of inter-Arab

trade to 50 percent from the current 8 to 10 percent.

For a further illustration, the broad composition of Arab intra-trade is as follows:

mineral fuels and manufactures by materials, which account each for 32 percent of all

intra-Arab exports, represent the two major components of intra-Arab trade, although

there exist considerable variations among Arab countries. On average, Kuwait Morocco,

Tunisia, United Arab Emirates (UAE), and to a lesser extent Egypt, Jordan, Oman, Qatar

and Bahrain show a relatively diversified set of exports. Some of these countries such as

Kuwait and Tunisia have turned the structure of their exports around during the past ten-

to-fifteen years while others such as Egypt, Morocco and Jordan have maintained the

same structure of exports. The latter will be discussed in details throughout the following

chapters. Moreover, resource-rich countries like Saudi Arabia, Algeria and Libya have

remained heavily concentrated on crude petroleum and/or natural gas. This clearly limits

these countries capacity to engage in mutually beneficial bilateral trade in the region. The

third largest category for intra-Arab trade is food and beverages such as vegetables and

processed food, which accounts for around 15 percent of intra-Arab exports. 7 Another

('Arabic News Online. Arab Exports rose to $164.4 billion. 2000. P.2.

Arabic News Online. Inter- Arab Agricultural trade, 2001 .P. 1.
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important point to add, is that the structure of imports is like many developing countries:

food accounts for more than 15 percent of imports8, making almost all Arab countries net

importers of food The Arab world depends on Western markets to secure agriculture

needs. During the year 2000, the Arab food balance deficit reached $14.7 billion because

of the weak marketing structure the region faces as one of the major obstacles against the

development of the agricultural sector. 9 The Arab countries lack a complete system for

the operations of selection, loading and unloading, as well as packing of agricultural

products. The shortage of financial allocations for the inter-Arab agriculture trade and the

political developments also cause a setback for this sector. Such deficits calls for the

development of infrastructure of the Arab foreign trade via the organization of regular sea

and air routes, the development of communications and means of storage. As a result, the

volume of inter- Arab trade for agricultural commodities reached $3.9 billion, which

represents 13.2 percent of the total Arab agricultural trade with the world countries,

which exceeded $ 29.8 billion as an average during the past ten years.'° The fourth major

category for intra-Arab trade is chemical exports (e.g., organic petrochemicals such as

fertilizers and inorganic chemicals) accounting for an average of 9 percent of intra-Arab

exports. And finally, machinery and transport equipment, which account for less than 10

percent of intra-Arab exports. As. regards the composition of intra imports, these follow a

similar pattern as exports, since intra-exports equal intra-imports by definition. However,

there is a significant difference in the relative importance of petroleum products as these

accounts for a much higher share (68 percent) in total Arab exports and double that of

8 FAO. Some Issues Relating to Food Security in the Context of the VI'O Negotiations on Agriculture .2001.

9 Arab Commercial and Economic Cooperation. 2000. P. 5.
'° Middle East and North Africa Report. 2001.
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intra-Arab exports (32 percent)." We should also note that while the exports of other

resource-rich countries are still significantly based on mineral fuels, they have started to

develop some capacity for exporting in other categories, such as chemicals and

manufactured goods (rubber, cork, paper, nonmetallic materials and nonferrous metals).

Although there has been increased regional trading in industrial goods, chiefly chemicals,

electrical articles, machinery, clothing and textiles, an important consideration to take

into account is whether recent trade changes are evolving along lines, which more closely

match regional imports.

The common average share, over the period 1990-2004, of inter-Arab trade in total

trade, inter-Arab imports in total imports, and inter-Arab exports in total exports, did not

exceed 10 percent. Moreover, this paper shows that export composition of Arab trade,

reveals a heavy concentration in minerals and fuels, chemicals, manufactured goods and

other miscellaneous manufactures, and machinery and transport equipment, for imports.

Arab countries rely heavily in their trade on non-Arab countries. While, their exports are

split evenly between industrial and developing countries, the former predominantly

supplies imports. The whole analysis of this paper lies on showing trade relations

between Arab countries as well as assessing political, economical, and social factors that

lead Arab countries to scarcely trade with each other.

For 1997, the value of Arab intra-regional exports is estimated to have been $14.2•

billion up from $8.5 billion a decade earlier. 
12 However, the relative importance of intra-

trade in total Arab trade rose moderately during the last twenty years. The Arab region

' Growth in the Volume of World Merchandise Trade by Region. 2000. P. 4-8.

12 Arab Trade Area. 1998. P.1.
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exports to the world about 3 percent of global exports 13 , and there is some indication that

the levels that Arab intra-trade has reached are still below normal levels. As a result,

Arab countries have higher than average tendency to trade with one another given their

relatively low tendency to trade at all. In addition, the importance of mtra-trade to

individual countries varies. The only countries whose intra-trade shares both of total

exports and imports have been relatively significant are Jordan, Lebanon and Sudan.

There is a high degree of concentration of intra regional exports in a few countries. Saudi

Arabia and the UAE account for about half of all intra-regional exports and around 21

percent of imports. 14 The overall intra-trade shares of imports are relatively less

concentrated, as eight countries (Bahrain, Oman, Saudi Arabia, UAE, Morocco, Jordan,

Kuwait, and Iraq) account for around three-quarters of all intra-regional imports. Another

important point to mention is that cross-border trade generally accounts for a high share

of Arab intra-trade. For example, this exchange represents more than 60 percent of

exports of Bahrain, Algeria, Saudi Arabia, Libya and Tunisia. 15 With such a high bilateral

trade between countries sharing common border, one can become aware of a lack of

functional transport and communication links within the Arab region. Many Arab

countries have similar export profiles that may have limited export opportunities for

intra-trade. The greatest opportunities for expanded intra-regional trade exist between..

energy exporting countries and the more diversified economies such as Lebanon, Syria

and Egypt that could trade manufactured goods and processed foodstuffs. It is important

to note that trade barriers in most Arab countries are high and have long reduced the

13 The Journal of the Arab Bankers Association. MENA Overview. 2000. P.2.
14 Country Analysis Brief. Persian Gulf Oil and Gas Exports Fact Sheet. 2003. P.5.
' Arab Finance. Trade Between Arab Countries. 2003. P.1.
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ability of producers in the region to look for export opportunities within the regional

markets.

The volume of inter- Arab trade increased in 1990 but drastically receded in 1991

as a result of the negative economic consequences of the Iraqi invasion of Kuwait. Later,

by the end of the 1990s, this volume continued to recede followed by a gradual revival

when Arab decision makers took an economic decision to re-establish confidence among

Arab markets. But still, the volume of inter- Arab investment is still under the required

level and the Arab ambitions. The value of these investments between 1985-1999 and

through 14 years did not exceed $13 billion, in other words less than $ one billion per

year, and only representing 1.3 percent of the total Arab investment abroad, estimated at

$800 billion.' 6 The economic relations among Arab countries require major

developments, and more importantly, it should be the concern of both businessmen and

political officials in the Arab states.

The image of what is seen by Arabs, when looking from a distance at the status of

the Arab world's economies, are fragmented, in-country Arab economies. The borders,

barriers and restrictions have been consolidated over the years since independence so

much to the extent that they have become real walls. Strong economic relations bind

them to the external world, while those that link the Arab states together are fragile.

There exists a weak framework of joint Arab institutions governed by political relations,

and an absence for the concept of economic integration that is replaced by the concept of

economic cooperation. By considering a number of economic and non-economic

indicators the image becomes clearer: there is a drop in the per-capita income on the pan-

Arab level coupled with wide differences in the individual levels of income inside each

'6Middle East and North Africa. Arabic News. 2003. P.2.
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country. In 1993, the average per capita income in the Arab states was $2,116 with the

highest recorded in the UAE at $20,705 and the lowest in Sudan at $203.' 7 Instability of

economic growth rates in the Arab states also plays a role This rate ranges between 7

percent and 81 percent annually, which can be attributed mainly to factors of economic

growth that are governed by external reasons, especially fluctuations of petroleum prices

in the world markets. Another factor is a rise in the value of trade transactions with

industrialized countries. Around 60 percent of the total Arab states' exports go to the

European Union, the United States and Japan, while 65 percent of the total Arab imports

come from these same countries. This analysis brings us back to considering that the

weakness of inter-Arab trade relations is reflected by the fact that inter-Arab trade does

not surpass 9 percent of total Arab foreign trade. This percentage changes up and down

• but does not exceed 10 percent at the best..

It is hard to believe this last factor as it would suggest that some 290 million

people, with great human, natural, and financial resources at their disposal are not

capable of producing much more of the products that they consume, and in the process

enriching their citizens.

17 Woild Bank Group: Data and Statistics. 1996. P.1.
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Chapter ifi

The Levant Arab States

This chapter provides an illustration concerning the Levant Arab States' economic

conditions and trade strategies since the 1990s. But first of all, a brief look at the Levant

States' economies before the 1990s is presented to better compare their performance over

the years.

Starting with Jordan, this country has a relatively diversified economy. Its major

sources of income are agriculture, mining, manufacturing, telecommunications,

transportation, trade, and construction. Tourism has a role in the economy as well.

Jordan's main natural resources are phosphates, potash and shale oil. Rock phosphate,

potash and fertilizers are traditional exports and sources of hard currency. The extraction

of phosphates, petroleum refining and cement production are the country's major

industries. A small part of the land is arable and, therefore, put to maximum use. Main

agricultural products are wheat, barley, citrus and other fruits and vegetables. Fishing is

carried out in the Gulf of Aqaba. Industry contributed about 14.6 percent of the GDP in

1988. 18• It consisted mainly of small establishments, with few large companies accounting

for much of the employment and value added returns. Most industries are related to

phosphate mining, fertilizers, potash, cement, oil refining, and electric power generation,

which are partially government-owned. Moreover, in the late 1980s Jordan turned to

light-manufactured goods and technical industries, such as pharmaceuticals. Jordan, like

18 Economy ofJordan. 1989. P. 14.
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many other Arab countries, has always been dependent on imports for substantial part of

food supply. Major crops such as cereals, vegetables, and fruit characterize Jordan's

agriculture Since independence, Jordan has imported far more than it has exported

Throughout the years, the gap widened as imports grew faster than exports. Major import

commodities were oil, foodstuffs, machinery, and transportation equipment, mostly from

Western Europe, the United States, Iraq, and Saudi Arabia. Major export commodities

were phosphates, potash, fertilizers, fruits, and vegetables to the (3CC, Asian countries,

and European countries. Jordan's mineral wealth constitutes a significant element in its

exports. From the 1980s, phosphate deposits were Jordan's primary natural resource and a

major source of export income. Jordan was ranked the third phosphate exporter in the

world, after Morocco and the United States, since it had the capacity to produce over 8

million tons annually. Potash was the other major component of Jordan's mining sector.

As in the case of phosphates, India was a major customer buying almost 33 percent of

output 19 . Another important point to mention is that Jordan did not seek to achieve a

trade balance with any major trading partner. In the mid-1980s, the United States and

Western Europe supplied almost 50 percent of Jordan's imports, while Arab nations

purchased nearly half of the country's exports. And finally, during the same period,

Jordan was almost entirely dependent on oil imported from Saudi Arabia and Iraq to meet.

its energy needs:	 ..	 .. ...	 ..	 . ..,	 .	 .	 .	 .	 .

Concerning Lebanese trade before the 1990s, one should mention that before the

civil war, Lebanon developed as a free-market economy with minimal government

regulations, and a strong laissez-faire commercial tradition. The Lebanese economy is

service-oriented, with banking and tourism as the main growth sectors. There are no

' Economy ofJordan. 1989. P.16.
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restrictions on foreign exchange or capital movement, and bank secrecy is strictly

enforced, which is considered a virtue for the Lebanese economy. Beirut became the

banking and investment center of the Middle East as a result of the country's stable and

open economy and strict laws regarding secrecy in banking. From 1975 to 1990,

however, warfare severely dislocated most economic sectors and destroyed structures and

infrastructures. As the war damaged Lebanon's economy, most other Middle Easter

countries experienced an economic boom, and businesses moved from Beirut to other

Arab economic centers. Lebanon's economy did not collapse completely during the war,

however, largely because foreign aid to competing militias fueled the wartime economy,

yet, the effect of the civil war was damaging. Lebanese trade will be discussed in details

in the following chapter.

On the other hand, since the early 1950s, and throughout the 1970s and 1980s,

Syria's value of imports has been close to double the value of exports. In the 1970s, Syria

diversified its sources of imports. Western Europe became Syria's most important

supplier, accounting for about 50 percent of total imports in the mid-1970s, while Arab

countries accounted for 11 percent of total exports. By the 1980s,  the direction of Syria's

imports had changed drastically, since Syria has experienced a tremendous increase in

imports from Iran and Libya, largely in the form of oil shipments. The Federal Republic

of Germ any (West Germany), France, Italy, Japan, the German Democratic Republic

(East Germany), and the Soviet Union were Syria's most important suppliers in the

1980s. The main imports were oil, machinery, transportation equipment, iron and steel,

cereals, sugar. In the 1980s, however, Syria experienced a sharp decline in the value of

exports because of falling world oil prices and reduced oil exports. In 1984, petroleum
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and cotton exports together accounted for 64 percent of the country's total exports 
.20 In

the 1980s, Syria concluded barter deals with Czechoslovakia and Yugoslavia, exporting

phosphates in exchange for engineering and: construction equipment and industrial raw

materials. Other major buyers in the 1980s included the Soviet Union, Algeria, Italy, and

Spain. In addition to cotton and petroleum, Syria exported phosphates and small

quantities of diverse goods. In addition, export of textiles, chemicals, glassware, and a

variety of agricultural products also earned small amounts of foreign exchange.

The fourth country in the Levant Arab region to be studied since the 1980s is Iraq.

Iraq is among the largest oil producers in the Middle East region. During the 1980s, Iraq

exported 3.5 million barrels per day (bpd) of oil. 2' Oil production dominates the

economy, although about one third of the labor force is engaged in agriculture. Iraq's

major wealth is its oil reserve. In 1987 petroleum continued to dominate the Iraqi

economy, accounting for more than one-third of nominal gross national product and 99

percent of merchandise exports. The Iran-Iraq War primarily shaped the pattern of Iraqi

foreign trade in the 1980s. Iranian attacks on petroleum industry infrastructure reduced

oil exports sharply, and cut imports by half. Iraq's focus, during that period, consisted on

cutting the volume of its imports and increasing the volume of its exports. But still, the

relative values of imports and exports had shifted fundamentally. More than 95 percent of

Iraq's exports were raw materials, primarily, petroleum, foodstuffs accounted 'for most

additional exports. According to Iraqi statistics, 34.4 percent of 1984 imports were capital

goods, 30 percent were raw materials, 22.4 percent were foodstuffs, and 12.5 percent

20 CountryGuide Study. 1987. P.1.
21 The Country and People of Iraq. 1995. P.5.
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were consumer items. 12 Despite its socialist orientation, Iraq had long traded most heavily

with Western Europe. In the mid-1980s, Iraq purchased 14.4 percent of its total imports

from Japan, ranging from transport equipment, machinery, and electrical appliances to

basic materials such as iron and steel, textiles, and rubber goods. Iraq bought 9.2 percent

of its imports from West Germany. Turkey provided the third largest source of Iraqi

imports, accounting for 8.2 percent of the total. Italy and France each accounted for about

7.5 percent, followed by Brazil with 7 percent and Britain with 6.3 percent. Kuwait was

Iraq's most important Arab trading partner, contributing 4.2 percent of Iraq's imports.12

By the same period, Brazil was the main destination of Iraqi exports, accounting for 17.7

percent of the total. France was second with 13 percent, followed by Italy with 11

percent, Spain with 10.7 percent, Turkey and Yugoslavia with about 8 percent each,

Japan with about 6 percent, and the United States with4.7 percent.

In this chapter, the second point of discussion turns to Levant Arab countries'

trade during the 1990s, and a comparison with the prior period. During the 1990s, Jordan

had a per-capita gross domestic product of about $1,550, and a population of 4.5 million.

This made Jordan, during that period, as one of the smallest and poorest economies in the

region, since Jordan was experiencing slow economic growth, declining per capita

income, and high levels of unemployment. During the mid-1990s, approximately. 6.7

percent of the Jordanian labor force was employed in agriculture, forestry or fishing. An

extensive infrastructure network provided support for Jordan's agricultural sector. A fleet

of 1700 refrigerated trucks is available to transport fruits and vegetables to export

markets. In addition, cargo planes carry around 200 tons weekly. Yet, the primary

Iraq Country Guide Study. 1988. P.13.
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obstacle to further agricultural development in Jordan is the shortage of water. Over 91

percent of the country' s land mass is classified as desert or and desert, and the country

faces a growth in population,. an increase in agricultural lands and a development of

industrial and economic activities.

Jordan's agricultural exports constituted 2.4 percent in 1996, representing approximately

15 percent of Jordan's total exports.

Jordan's large-scale industries consist mainly of phosphate and potash mining and

the industrial production of cement, fertilizers and refined petroleum. Industry in 1997

employed 13.8 percent of the country's labor force. Phosphates and potash are Jordan's

main natural resources. Their export provides a major source of revenues. In the mid-

1990s, potash and phosphate exports together accounted for $328 million, approximately

21.8 percent of Jordan's domestic export earnings: During the same period, Jordan ranked

among the top three exporters of phosphates in the world.

Table 1: Domestic Exports by Economic Sector 1997
(Domestic Exports $1.8 billion)

Commodities
Wood & Paper

Machinery
Cement
Textiles.

Edible Oils
Food & Tobacco

Mining
Chemicals

Other

2%
3%
3%

8%
17%
22%
31%
9%

Source: Ministry of Planning. Jordan. 1997.
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Pharmaceuticals, foodstuffs, and consumer products are among the most

prominent of Jordan's manufacturing industries. The growth of Jordan's pharmaceutical

industry has been particularly impressive. It gained a reputation in the region for

pioneering in the production of high quality goods, and as a result, Jordanian

pharmaceuticals have successfully penetrated more than 30 export markets, including the

United States and Europe. To give a concrete example, in 1997, pharmaceutical exports

earned Jordan $186.4 million, and still, the future of the pharmaceutical sector in Jordan

is bright, and the industry has significant potential for expansion. Another strong area of

Jordan's manufacturing sector is in detergents, soaps and toiletries, since exports from

this industry, between 1991 and 1997, increased by 68 percent.

Concerning tourism in Jordan one can say that Jordan is blessed with a rich

assortment of historical, religious and geographical attractions, and is determined to

effectively market these sites to boost tourism from regional, international and domestic

visitors. In 1997, the tourism sector contributed about 6.6 percent to the gross domestic

product. Foreign receipts from tourism in 1997 registered $ 773.8 million.

Another country of the Levant Arab states to be studied is Lebanon. During the

1990s, ,Lebanese exports to the Arab countries represent more than 40 percent of

Lebanon's exports since the Arab countries are considered as the trãditionàl natural

partners of Lebanon. The 1975-91 civil war seriously damaged Lebanon's economic

infrastructure, cut national output by half, and all but ended Lebanon's position as a

Middle Eastern banking core. The main sources of foreign exchange were provided by

family remittances, banking services, manufactured and farm exports, and international

23 The Hashein ate Kingdom of Jordan, Department of statLsti Cs. 2004. P.12.
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aid. Lebanon was unable to attract significant foreign aid to help it rebuild from both the

long civil war (1975-89) and the Israeli occupation of the south (1978-2000). Thus, it

accumulated significant debt, which had reached $28 billion by 2001 The Lebanese

government faces serious challenges in the economic arena. Real GDP changed

drastically between the mid-1990s and 2002. It grew 8 percent in 1994, 7 percent in 1995,

4 percent in 1996 and in 1997, but slowed to 1.2 percent in 1998, -1.6 percent in 1999, -

0.6 percent in 2000, 0.8 percent in 2001, and then edged to 1.5 percent in 2002. 24 The

U.S. enjoys a strong exporter position with Lebanon, ranking as Lebanon's fourth-largest

source of imported goods. More than 160 offices that represent U.S. businesses currently

operate in Lebanon. Since the year 1997, a number of large U.S. companies have opened

branch or regional offices, including Microsoft, American Airlines, Arthur Andersen,

Coca-Cola,. FedEx,:UPS, Cisco, Eli Lilly, and Pepsi Cola.

Since 1991 Lebanon's economy has revived. In 2001, GDP totaled $16.7 billion.

In this section, the discussion focuses on services, industry, and agriculture. Services in

Lebanon contribute around 65 percent of Lebanon's GDP. Domestic, foreign, and transit

trade, which is the re-export of products manufactured outside Lebanon but distributed

through it, stimulated prosperity before the civil war and have begun to recover since

• 1990. Similarly, financial services such as banking, investment, and insurance have also

revived. Tourists are attracted to Lebanon's countryside, climate, historical sites, and

cultural activities, supporting an industry of hotels, restaurants, casinos, and nightclubs.

For example, in 2001 about 837,000 tourists, mostly from Europe, the Middle East, and

the Americas, visited Lebanon. Another important service element for the Lebanese

economy is superior educational and medical facilities, which attract thousands of clients.

24 Economy of Lebanon. Arabic News. 2001. P.1
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Moreover, industry makes up 22 percent of the country's GDP and is a major

employer. 25 Light industry is especially prominent and includes the production of cement,

processed foods, printed matenal, textiles, clothing, chemicals, and jewelry Most'
.

ost of

Lebanon's industry is in or near Beirut. And, since the end of the war, construction has

been a major source of income and employment for the Lebanese population.

Historically, agriculture was a key element in Lebanon's economy. Agriculture, including

forestry and fishing, employs only around 7 percent of workers and contributes only 12

percent of GDP (Table 2). The Lebanese agricultural crops enjoy a great variety because

of the diversity in the climatic characteristics. Yet, the agricultural sector has been

retrograding over the years. The Lebanese farmers face many major problems including

the high costs of production, high prices of equipments, market stagnation, and a lack of

adequate extension projects.

Another important point to mention is the fact that foreign trade plays a major role

in the Lebanese economy, in addition to the very important domestic and transit trade.

Traditionally, Lebanon's balance of trade has been overwhelmingly unfavorable. In 2001

exports totaled $889 million, while imports totaled $7.3 billion. 26 Nevertheless, during

the 1990s Lebanon maintained a total balance-of-payments surplus because it received

large inflows of money in the form of remittances from family members who lived

abroad, investments in postwar reconstruction, and deposits in savings accounts that took

advantage of high interest rates. However, after 1999 the trade deficit grew faster than

these various cash inflows, and Lebanon reported a balance-of-payments deficit of $1.15

billion in 2001. Exports go mainly to Saudi Arabia, the United Arab Emirates,

The Colombia Encyclopedia Online. Lebanon, country, Asia. 2001. P.1.
26 Fncarta Encyclopedia. Lebanon Country. 2004.
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Switzerland, the United States, and France. Imports come from Italy, France, Germany,

the United States, and Switzerland. Lebanon's chief exports are food and food products,

paper products, chemicals, textiles, jewelry, and metal products As to Lebanese imports,

they include automobiles, trucks, heavy equipment, communications equipment,

electronic goods, appliances, machinery, and petroleum and petroleum products.

Table 2: Overview of the Lebanese Economy

1998	 2000
GDP - composition by sector
Agriculture
industry
services

Exports

Exports - partners

Imports

Imports-partners

12%
27%
61%

$716 million

Saudi Arabia 12%,
Jordan 4.6%
Turkey 4.3%
Syria 7%
US 7%
Kuwait 4%

$7 billion

12%
21%
67%

$714 billion

UAE1O%
Switzerland 10.8%

France 9%

Saudi Arabia 9%
UAE8.6%
US 6.7%

$6 billion

Italy 12%
France 10%,
US9%
Germany 9%,
Switzerland 6%
Japan 4.2%
UK 3%
Syria 3%

Italy 11.3%
France 10.7%
Germany 8.4%
US 5.6%
Syria 5.4%
China 4.8%
Belgium 4.5%
UK 4.2%

26



Exports - commodities 	 foodstuffs and tobacco, textiles, chemicals, metal and
metal products, electrical equipment and products, jewelry,
paper and paper products

Imports - commodities	 foodstuffs, machinery and transport equipment, consumer.
goods, chemicals, textiles, metals, fuels, agricultural foods

Labor force - by occupation services 62%, industry 3:1%, agriculture 7% (1997 est.)

Industries	 banking, food processing, jewelry, cement; textiles, mineral
and chemical products, wood and furniture products, oil
refining, metal fabricating

Agriculture - products 	 citrus, grapes, tomatoes, apples, vegetables, potatoes,
olives, tobacco, sheep, goats

Source: The World Fact book. December 2003.

Concerning Levant Arab states trade, the focus now turns to Syria. Syria is a

middle-income developing country with a diversified . economy based on agriculture,

industry, and an expanding energy sector. 27 In the early 1980s, when Iraq and Iran went

to war, Syria sided with the Government of Iran and closed its border with Iraq. Syria's

support for Iran isolated it from its Arab neighbors. Such a situation coupled with the

drop in oil prices caused a fall in economic growth. By the beginning of the 1990s,

Syria's economy went through improvements as a result of its participation in the

multinational coalition against- Iraq in the Gulf war, which ended the years of isolation,

and gave it access to substantial European, Japanese, and Gulf financial resources. In

addition, because of the reform measures taken in early 1990s and a major oil discovery,

the country was growing at a healthy rate of 5-7 percent during the year 1990 and 1995.

Yet, economic growth slowed significantly, with negative growth in 1999 of about 1.5

27 World Fact book.2003. P.4.
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percent. 21 Syria's natural resources are agricultural land, water, pastures and forests,

which are taken as the base of agricultural production in the process of agricultural

development The poor performance in 1999 resulted in part from severe drought

(agricultural sector directly generates 30 percent of GDP). Syria's location along major

east-west trade routes made commerce beneficial to the Syrian economy. Syrian cities

boast both traditional industries such as weaving and dried-fruit packing and modern

heavy industry. During the 1990s, the bulk of Syrian imports have been raw materials

essential for industry and agriculture, advanced oil-field equipment, as well as heavy

machinery for construction. Major exports include crude oil, refined products, raw cotton,

cotton knits, fruits and vegetables. The Syrian economy is rich with diverse natural

resources that are the product of the varied geographical regions characteristics of the

Syrian landscape: rainy . -Coastline. dry deserts, and in between mountain ranges in various

parts of the country. Exports of commodities and services jumped at an annual rate of 5.6

percent between 1995 and 2000, which was contrasted by a drop in the import of

commodities and services at the rate of—i .7 percent annually. 29 Agriculture in Syria is by

all means one of the most important economic sectors in the country, contributing 25

percent to 33 percent of the GDP. The most important agricultural products are wheat,

legumes and fruits-apples, grapes,, figs, apricots, citrus and pistachios. Within a short

• period of time Syria managed 'to achieve self-sufficiency, changing from being a food

importing country to being a country that exports certain crops and food products.

U. S. Department of State, Bureau of Near Eastern 	 April, 1999. P.1.
Economic Diversification in the Arab World. 2002. P.2.
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Table 3: Syria's Agricultural Exports and Imports 1995-1999
(Million US dollars)

Year	 Agriu1tural exports
1995	 177
1996	 225
1997	 936
1998	 818
1999	 647
Annual growth rate

between 1995 and 1999
	

66.5
Growth percentage of
The period 1995-1999	 -12.6

Source: United Arab Economic Report, Annex 3/6-p. 266.

Agricultural imports
928
263
905
857
845

-2.6

-1.1

Among the factors against Syrian trade is the fact that Syria's manufacturing

products produced under a protective trade regime were unable to compete in quality and

price in, the Gulf markets, because during the last twenty years the Gulf markets became

the largest in the Arab world. The Gulf States adopted open trade regimes, importing

goods from all over the world almost duty free. Another factor is that Syrian private

sector was constrained and was not able to grow enough to explore opportunities for trade

with other Arab states. Even after recent economic reforms, Syrian trade with other Arab

countries was limited as a result of the preceding factors, in addition to political

differences with Iraq. For, example, in 1993 . Syria's imports from the Arab states

constituted 7 'percent of its total imports, and its exports to' these states rëpreseñted 11

percent of all Syria's exports in the same year. 30 Syrian Minister of Health Mohammad

lyad al-Shatti stated, in January 2004, that 38 Arab and foreign states import medicine

from Syria, stressing the necessity for finding markets for the Syrian medicine

° Syria's Economic System. Arabic News. 1999. P.2.
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particularly in the Gulf States . 3 ' In the year 2000, Syrian imports totaled $3.8 billion, and

exports totaled $4.6 billion. 32 The principal imports were manufactures of many types,

including machinery, transportation equipment, iron and steel, refined petroleum, textiles,

and chemical products. Syria also imported grain, livestock products, and other

agricultural goods. The principal exports were petroleum, cotton and other textiles,

preserved foods, beverages, tobacco, phosphates, fruits, and vegetables. The chief buyers

of Syrian exports were Germany, Italy, France, Turkey, and Saudi Arabia. Italy,

Germany, France, the United States, and South Korea chiefly supplied imports. Much

revenue was derived from fees charged to foreign countries for piping oil through Syria

Considerable foreign currency also came from the expenditures of the many tourists who

visit the country each year.

On the other hand, trade relationships between Lebanon and Syria have been

extensive throughout the years. Consistent visits between the two neighboring countries

aim at boosting the bilateral relations and realizing integration in domains of economy,

trade, agriculture, industry transport, energy, gas, electricity, dams of water and many

other domains. Trade between Syria and Lebanon, in the 1980s and 1990s, was hindered

by the civil war in Lebanon and by the closed nature of the Syrian economy, but the end

•	 of the civil war in Lebanon and other recent changes in the methods of operations hold

• • attraction for both countries. Syria will benefit from Lebanon's skilled labor and the more

advanced banking system, education facilities and international trade connections, while

Lebanon will benefit from Syria's market depth on the one hand, and the semi-skilled

labor on the other. The geographic nature of relations between both Lebanon and Syria,

' Syrian pharmaceuticals to expand exports in the Gulf States. Arabic News. 2002.
32 Encarta Encyclopedia. Trade in Syria. 2004. P.6.
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in terms of the ease of transport, creates major trade activity. In addition, the relatively

low prices in the Syrian market make the country an attractive destination for its

Lebanese neighbors, especially for clothes, cotton-based products and jewelry And in

their turn, many Syrians come to shop in Lebanon and the number of inbound and

outbound cross-border visits reaches approximately two million people annually.

Nevertheless, there remain major obstacles to be dealt with, such as the differences in the

two countries' trade and exchange rate regimes and the slow pace of economic reforms in

Syria. Factors like high population growth, a heavy defense expenditure insufficient

production and export incentives, and the highly protective nature of the domestic

economy have their role too. The political and economic ties binding Lebanon and Syria

imposes a need for negotiations on how to better integrate economic activity in order to

benefit both countries, instead of suffering from obstacles and barriers to improved trade.

Again, Lebanese trade with Syria and other countries will be discussed in details in the

next chapter.

The second bilateral trade relations refer to relations between Syria and Iraq. These

two countries are natural trade and economic partners, but the development of the healthy

economic relationship between them has been interrupted by political differences. Each

of the two countries has, on its own, diversified resources consisting of agricultural,

industrial and hydrocarbon resources, and the two have 'complementary factor

endowments. Iraq's economy is currently a capital-shortage, labor-surplus economy,

while Syria provides a cost-effective outlet for Iraqi products through the Mediterranean.

Relations between Damascus and Baghdad were broken when Syria sided with Iran

during its 1980-1988 war against Iraq. But in 1997 the two neighboring states reopened
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their borders and started economic cooperation within the framework of Baghdad's 1996

oil-for-food deal with the United Nations (UN). The Syrian economy has grown heavily

dependent on Iraq Trade between Syria and Iraq, through the UN oil-for-food program,

is estimated to have achieved $1 billion in 200 double the amount from the previous

year

Jordanian and Syrian trade relations constitute the third bilateral trade relations.

Economic links between Jordan and Syria are extensive, despite the fact that political

differences had kept the two economies relatively distant during the 1980s and for most

of the 1990s. However, a rapprochement came about at various levels, including the

economic one as a result of a new leadership in Amman in 1999 and Damascus in 2000.

Let us summarize both countries trade situation over the last few years. Globally, major

Jordanian exports in the year 2000 include potash, pharmaceuticals and other medical

products, phosphates, garments and phosphoric acid. Major imports include vehicles and

parts thereof, crude oil, various machines, textiles and garments, pharmaceuticals and

medicaments. Major Arab partners during the same year were Saudi Arabia, Iraq, and the

U.A.E. On the other hand, Syrian trade exports are dominated by raw materials. Oil,

mainly unrefined, in 1999 made up 61 percent of the total value of exports, 14 with raw

cotton coming second in recent years. Major Syrian imports by the end of the 1990s

include chemicals, processed foodstuffs, metal products, agricultural raw materials and

vehicles. Major Arab trade partners in the same period were Saudi Arabia and Lebanon.

Major Jordanian exports to Syria in 1999 were white cement, aluminum cans, industrial

fatty acids, various resins and pipes of iron or steel used for oil or gas. These made up 58

Syria and Iraq. 2002. P.3.
Better Economic Relations between Jordan and Syria. 2001.
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percent of Jordanian exports to Syria in that year. Major Syrian exports to Jordan by

value for 1999 were textiles, which made up 51 percent of Syrian exports to Jordan in

that year. Vegetable, as well as textiles, became more important exports in 1996-1999 In

this regard, Syria had in the year 1999 around 230 products subject to total import

prohibition, and Jordan had around 35 products in its exception list, which are not to be

subject to the 'tariff reduction. Most of the excluded products are goods that compete with

domestic production. They consist largely of processed foodstuffs, as well as other semi-

manufactured and consumer goods, with garments being especially important for both

Jordan and Syria. Since that period, some custom duties were abolished on hundreds of

items, but still trade relations between the two countries increased slightly over the last

few years.

In the context of Levant trade, Jordan occupies a strategic location and is an

important crossroads in the Middle East. Jordan's economy has been experiencing strong

growth. The country's GDP grew by 4 percent in 2001, and 4.2 percent year-on-year

since that period. 35 Such growth was the result of the contribution of a number of factors,

such as Jordan's admission to membership of the World Trade Organization (WTO) in

April 2000, after agreeing to a package of trade and investment liberalization measures,

as well as improvement in protections for foreign-ownd intellectual property. Since that

time, the stone industry has received a lot of attention and is expanding in order to reach

new markets. The remarkable fact is that Jordan's volume of trade with other Arab

countries is high. The end of the year 2001, Jordan's exports to the Arab states constituted

37.5 percent of the total national exports, while Jordanian imports from the Arab states

reached 24.4 percent of the of its total import. Jordan's exports to the Arab states scored

World Fact Book. 2003. P.7.
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during the year 2002 a growth of 21 percent. The country's exports to other Arab

countries during the first half of 2003 formed some 44 percent of its total exports ($2

billion), against 52 per cent in the same period of last year. At the same time, Jordan's

imports from other Arab countries exceeded 21.5 percent of all its imports ($4 billion),

against 24.4 percent in the corresponding period of 2002.36 During the same year, exports

to non-Arab Asian countries constituted 23 percent of total exports, whereas imports

from these countries stood at 22 percent of the total imports .17 Major non-Arab markets

for local products are India, South East Asia, Israel, China and South Korea To

appreciate these numbers, one has to keep in mind that inter-Arab trade in general makes

no more than 8 per cent of total external trade of the Arab world.

Table 4: Geographical Distribution of Domestic Exports
1999

(Domestic Exports $1.48 billion)

Countries
us

China
Europe

India
South East Asia
Arab countries

Other

e
0.90%
2.40%
6.50%
17.20%
6.70%
40.60%
25.70%

Source Central Bank of Jordan Monthly Statistical Bulletin July 2000

Iraq occupied the first position concerning Jordanian exports and then Saudi Arabia the

second to be followed consequently by Lebanon, Kuwait and Syria As for Jordan's

imports, Jordan had in 2001 an increase of 6 percent in total imports, and the imports

Jordan's Exports and Imports. 2002. P.2.
Jordan Times. Jordan's share of total exports to Arab countries 52% in 1sf 4 months of 2002. 2002.
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from the Arab states increased by 24 percent and Iraq ranked first among the Arab states

from which imports came followed by Saudi Arabia and Syria. The imports partners

besides Iraq, Saudi Arabia, and Syria, were the U A E, Egypt, Lebanon, Kuwait and

Sudan, respectively. A fact that needs to be mentioned is that the volume of trade

exchange between Syria and Jordan increased drastically in 2001. Syria the fourth Arab

trading partner with Jordan increased its imports from Jordan by 60 percent during the

same period of time, while the Jordanian imports from Syria increased at 45 percent.

And, exports between the two countries increased by 50 percent.38

The final discussion in this chapter deals with the effects of the most recent

American-led war on Iraq, launched in March 2003, specifically on trade exchange

between Arab countries. During the 1980s and 1990s, Iraq experienced two major wars:

the Iran-Iraq war and the Kuwaitwar of 1990-1991,phis more than a decade of economic

sanctions. As a result, the country 's economy, infrastructure, environment, health care

system, and other social indicators all deteriorated sharply. In the aftermath of war in

March and April 2003, Iraq is passing through a period of uncertainty and transition after

more than three decades of Ba'ath party rule.

Before the American-led war on Iraq, Jordan's most important trade partner used

to be Iraq, because Jordan imported all its petroleum needs as well as some other items

from Iraq, which, in turn, absorbed around 20 percent of all Jordanian exports. 39

Jordanian-Iraqi trade relationships have been very strong and well established for the last

quarter of a century or so. As a result of the war, the share of Jordan's exports and

imports within the Arab world dropped following the abrupt suspension of imports of

38 Syrian - Jordanian trcde exchange volume increases by 50%. 2002. P.2.
War on Iraq. 2003. P.14.
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Iraqi oil and the reduction of Jordanian exports to Iraq by two thirds. The war affected

Jordanian industrial products, especially pharmaceuticals, because they are well known

and trusted by the majority of Iraqi consumers Experts say that after the U S war on

Iraq, Jordan needs to look for an alternative market to make up for the total or partial loss

of the Iraqi market. The Iraqi market could not be replaced since there are no ready

markets to be tapped for exporting products that would have been shipped to the Iraqi

market. The argument relies on the fact that if Jordan had been able to find more markets

in Europe, America, the Far East or the Arab countries, it would have readily done so. In

other words, the trade relationship with Iraq was not developing at the expense of

Jordan's trade relations with other countries. In addition, with Iraqi oil supplies to Jordan

halted since the war started, Jordan has been receiving oil from Kuwait, Saudi Arabia,

and the U A E at a discounted price. The Jordanian minister of commerce and industry.

Salah al-Bashir announced that 20 percent of the Jordanian exports go to the American

market and 20 percent others to Iraq. The value of the Jordanian exports to the U.S. has

been increasing since the year 1999.° Jordan's foreign trade during the first 11 months of

2003 increased 5.7 percent from the same period of 2001, according to a report released

by the Ministry of Planning. 41 
The report showed that national exports rose by 15.5

percent whi1e imports. edged up by 1.9 percent.. Despite a slowdown in the export

momentum of phosphates, this product ranked second at a 6.5 percent growth when

compared the year 2001. Fertilizers recorded a 28.3 percent growth. Exports of potash

dropped by 5.1 percent, due to lower demand in external markets and lower international

prices. By the end of November last year, there had been an increase in exports of fruits

'10 Jordan uses Haifa port to transport its exports. 2003. P.2.
41 Jordan boosts national exports by 15.5%, narrows trade deficit by 15.2 %Exporrs depend to agreat

extent on Iraq and US markets. Jordan Times. 2003. P.1.
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and vegetables by 29.4 percent, pharmaceuticals by 10.4 percent, fats and oils by 84.7 per

cent, and soap and washing materials by 78.8 per cent. Geographically, Iraq topped the

list of exporters to Jordan with a share of 15.4 percent, while Germany and the U S came

second and third. 'Jordan significant trade ties with Iraq (subsidized oil imports, foreign

direct investment and tourism) were affected by the war on Iraq. Jordan's economy was

expected to grow by up to 6 percent in 2003 before the war, but the result was downward

to negative growth.43

In addition, the effect of the war in Iraq hit many countries. In Lebanon, tourism

has been severely hit, forcing a wave of layoffs in the hotel industry. On the other hand,

Gulf States are expected to benefit as the reconstruction of Iraq gets underway. U.S. and

British companies will need to coordinate their logistics through the region and the Gulf

economies can be expected to share in the business

Of all Iraq's neighbors, Syria is the more vulnerable to the new U.S. imposed

environment. Having benefited over the past two years from considerable trade with Iraq,

it must now cope with what it hopes will be only a temporary closure of the Iraqi market.

In brief, Iraq was Jordan's major export market, and it was one of Egypt's largest

trading partners, and Iraqi oil was an underpinning of the Syrian economy. Egypt, Jordan,

Lebanon, Tunisia, Morocco and Dubai, as well as other members of the UAE, are.

expected to suffer too because they are heavily dependent ori tourism. 	 .

To conclude this chapter, table 5 shows trade relations of the Levant Arab countries

with other Arab countries during the year 2002, which leads to the conclusion that trade

exchange between those countries is not sufficient for an increase in inter-Arab trade.

42 US replacing Iraq as Jordanc first trade partner. 2003. P.1.
Trade Concerns for the Middle East. 2003. P.2.
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Table 5: The Levant Arab States trade partners in 2002

Exports-
Imports - partners (%)	 partners (%.)

Country.	 (2002)	 Country	 (2002)

Iraq	 Jordan 11%	 Iraq	 JS 40.9%
France 8.8%	 Canada 8.2%
China 8.4%	 France 8.2%
Germany 7.6%	 Jordan 7.5%
Russia 7.3%	 Netherlands 6.4%
Australia 7.2%	 Italy 5.4%
Vietnam 6.6%	 Morocco 4.7%
Italy 6.4%	 Spain 4.4%
Japan 5.6%

Lebanon	 Italy 11.3%	 Lebanon	 Switzerland 10.8%
France 10.7%	 Saudi Arabia 9%
Germany 8.4%	 UAE 8.6%
US 5.6%	 US 6.7%
Syria 5.4%	 Jordan 4.6%
China 4.8%	 Turkey 4.3%
Belgium 4.5%
UK 4.2%

Syria	 Italy 8.3%	 Syria	 JGermany 19.1%
Germany 7.4/00/ Italy 17.5%
China 5.7%	 Turkey 7.8%
South Korea 4.8%	 France 7.5%
France 4.6%	 Lebanon 5.2%
US 4.4%
Turkey 4.1%

Jordan	 raql3.4%	 Jordan	 Iraq 2O.1%
Germany 8.8%	 US 14.5%
US 8% India 8.1%.
China;6%	 Saudi Arabia 5..4%
France 4.2%	 Israôl 4.4%

Lebanon, Kuwait,
JK4.1%	 Syria, UAE 12%

Italy 4.1%
Saudi Arabia, Japan,
Turkey, Malaysia,
Syria, China 10%
France 4.2%

Source: The World Fact book. December 2003.
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Chapter IV

Lebanon's Regional Trade

Since the beginning of the Lebanese civil war, the Lebanese economy had many

pitfalls, which affected the country's trade relations with Arab and non-Arab countries.

Major changes occurred over the past few years, and Lebanon has been trying to expand

its exports. Both Lebanese imports and exports will be discussed in details in relation to

other Arab countries and the foreign market. The focus, in this chapter, is the main

sectors in the Lebanese economy: tourism, services, industry and agriculture. The chapter

will be concluded by a glance to prospects for the year 2004 and beyond.

First of all, we need to point to the characteristics of the Lebanese economy.

Lebanon's economy is liberal and open, and traditionally heavily oriented toward

services, a trait that to some extent accounts for the prosperity that Lebanon had

experienced prior to the war. Lebanon served historically as a safe place for Arab capital

and as a Middle East transit point. In addition, its private sector could be described as

vibrant and largely unregulated. Lebanon's banking and tourism sectors flourished

between the Gulf oil boom of 1973 and the, beginning of Lebanon's civil wariri 1975 by

serving regional needs. An explanation for the former economic prosperity of Lebanon is

related to the effects of various political and economic developments in the region.

Events such as the Palestinian occupation in 1948, the closure of the Suez Canal in 1967,

the oil boom of 1973, and the nationalization and socialization of economies in several

Arab countries have all contributed to the economic development of Lebanon, though to
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varying degrees. Real GDP growth was 6 percent per year from 1965 to 1975. 44 Human

and material resources, as a result of the latter developments, were transformed to

Lebanon, the fact that transformed the counfry into the banking, education,

hospitalization and tourism center of the Middle East. Lebanon's success during this

period is also attributed to the skills of the population. To explain more, the Lebanese

labor force is educated and exposed to Arab and Western culture. These facilities, along

with regional developments, attracted many Western firms to Beirut, which served as

their base for regional and international trade and services. Before the war, the Lebanese

economy was steady and relatively healthy. Events in the early 1980s, including the

Israeli invasion of 1982, conspired against the Lebanese economy. The huge damage

affected the Lebanese agriculture, industry, and service sector. The damaged consisted, as

well, of the loss and destruction of human resources. The economy continued to collapse

during the mid 1980s, when the army was split, and the state lost control of the capital

and other areas of the country to the militias, which prevailed chaos, as a result, the

economy was completely exhausted. By the early 1990s, the economic situation began to

change. The main sources of foreign exchange were family remittances, banking

transactions, manufactured and farm exports, as well as the narcotics trade. In the

relatively settled year of 1991, industrial production, agricultural output, and exports

showed substantial gains With the end of hostilities during that period, there existed a

short- term economic boom. Yet, this high level of activity proved unsustainable, mainly

because of enormous state deficits, the government poor economic management, public

The Bureau of Public Affairs U.S. Department of State. Republic of Lebanon. January1994. P.2.

40



sector corruption, and last but not least the collapse of public confidence in the nation's

leadership.45

Before the civil war, Lebanon developed as a free-market economy with minimal

government regulations. Because the country had a stable and open economy and strict

laws regarding secrecy in banking, Beirut became the banking and investment center of

the Middle East. As the war damaged Lebanon's economy, most of the rest of the Middle

East experienced an economic boom, and businesses moved from Beirut to other Middle

East economic centers. Lebanon's economy did not collapse completely during the war,

however, largely because foreign aid to competing militias fueled the wartime economy.

Since 1991 Lebanon's economy has begun to revive. Services, trade, manufacturing, and

agriculture are now the leading sectors, and the booming construction sector is also

Significant. To better explain the leading sectors in the Lebanese economy, let us proceed

by viewing the sectors before the 1990s. Before the civil war erupted in 1975, domestic,

foreign, and transit trade (the re-export of products manufactured outside Lebanon but

distributed through it) stimulated prosperity. Lebanon provided many services including

financial services such as banking, investment, and insurance. Tourists, who support an

industry of hotels, restaurants, casinos, and nightclubs, are attracted to Lebanon's scenery,

climate, historical sites, and cultural activities Superior educational and medical facilities

attract thousands of clients and also add an important service element. The second sector

in the Lebanese economy is manufacturing, which is a major employer, and constitutes a

great share of GDP. Light industry is especially prominent and includes the production of

cement, oil products, processed foods, printed material, textiles, clothing, chemicals

(typically paints), and jewelry. As to the agricultural sector, one can say that agriculture

The Colombia Encyclopedia. 2001. P. 14.
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was a key element in the country's economy. The main agricultural commodities are

citrus, grapes, tomatoes, apples, potatoes, olives, and tobacco.

Another discussion in this chapter is related to the 1990s and the way Lebanese

trade evolved. In the early 1990's Lebanon emerged from a long and prolonged cycle of

violence. The years of war and turmoil that began in 1975 had a devastating effect

economically, politically and socially. In 1992, Lebanon commenced its reconstruction

effort and began renovating its damaged economic, social and physical infrastructure.

Lebanon's main comparative advantage, during that period as well, lies in its productive,

educated, multi-lingual, and talented workforce. The disadvantage is the fact that

Lebanon does not have any significant natural resources. There are minor deposits of

high-grade iron ore, asphalt, coal, lignite, phosphate and salt and quarries for building

stone, and sand and lime suitable for construction The service sector is the main sector of

the Lebanese economy. During the mid 1990s, it contributed 70 percent to GDP and

employed around 76 percent of the total workforce in Lebanon. The most prominent

services are trade, construction, tourism, and financial services. Industry and energy

contributed around 18 percent to GDP and employed around 15 percent of total

workforce. 47 Agriculture in Lebanon is an important sector, since agricultural land

accounts for approximately one fourth of total area of Lebanon, The agriculture sector

contributes approximately 12 percent to GDP and employs around 9 percent of total

workforce (Table 6).

The CIA World Fact bock. October 28, 1994.
4' Lebanon's Memorandum of Foreign Trade Regime. May 2001. P. 11.
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Table 6: Breakdown by Sector of GDP (estimate in percentage)

Sector	 1995
Industry	 18
Agriculture	 12
Services	 70

Source: Lebanese Ministry of Trade and Economy

During the 1990s, growth in productive sectors of the economy has been

insignificant. However, a remarkable growth in the service sector of the economy took

place, especially in tourism, trade, and construction. The Lebanese economy, during that

period, depended primarily on services. The annual cost of Lebanon's imports during the

1990s was much greater than its earnings from exports, and this is the case nowadays too.

The country exports paper and paper products, foodstuffs, textiles, jewelry, metals,

electrical equipment, and chemicals, largely to other Arab countries. Imports include

machinery and transport equipment, grain and other foodstuffs, consumer goods,

machinery, and fuels, chiefly from Italy, the United States, Germany, and France (Tables

7 and 8).

Table 7: Main Imported and Exported Products, 1996

Maini imported products
Electric Items

Equipment and Transport
Metallic Products

Processed Agro-food Products
Textiles and Ready-made Garments

Chemicals

Source: Lebanon Trade Structure. 1996.

Main exported products
Paper and Paper Products

Textiles and Ready-made Garments
Metallic Products

Processed Agro-food Products
Plants and Vegetables Products

•
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Table 8: Lebanon's Trading Partners, 1996

	

Main Importers	 Main Exporters
United Arab Emirates	 Italy.

	

• Saudi Arabia
	

United States	 of America

	

Kuwait
	

Germany

	

Syria	 France

	

Jordan	 Syria

	

France	 United Kingdom

Source: Lebanon Trade Structure. 1996.

By taking into consideration the last two tables, one cannot but notice that

Lebanon relies in a major way on non-Arab imports. Many Arab countries have the

ability to supply Lebanon with some of its needs, instead of turning to foreign markets

especially Europe. One of the major Lebanese problems is related to the fact that despite

increase in exports, Lebanon continues to have substantial trade deficit. During the period

1997-2000, the value of imports decreased by 16 percent, while exports rose by 0.42

percent. Tables 9 and 10 provide an overview on Lebanese trade during the late 1990s.

Table 9: Export of Lebanon (Million US$)

1997	 1998	 1999
Export	 642.3	 660.95	 676.78

Source Lebanon s Memorandum of Foreign Trade Regime 2001 Page 108

Table 10: Import of Lebanon (Million US$)

	1997	 1998	 1999
Import	 7,456.6	 7,055.2	 6,206.5

Source: Lebanon's Memorandum of Foreign Trade Regime.2001. Page 110
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In the year 2000, imports share of GDP was 38 percent, whereas exports share of

GDP was 4.4 percent .48 During the same year, Saudi Arabia was ranked first in the list of

main trading partners, with a share of 10 8 percent of total Lebanese exports, followed by

United Arab Emirates (10.49 percent), France (5.15 percent), Switzerland (7.14 percent),

and USA (6.5 percent). 49 Concerning imports, and during the same year, Italy ranked first

in the list of main import partners with a share of 10.92 percent of total imports of

Lebanon, followed by France (8.45 percent), Germany (8.34 percent), and USA (7.34

percent). Tables 11 and 12 maintains the main export and import partners during the

years 1998 and 1999, which helps us compare the percentages between those years and

the year 2000 with the percentages stated before.

Table 11: Main export partners (1998 and 1999)

1998
	

1999
Exports
	

% of total
	

Exports
	

% of total
Country	 £M IJS$)

	
Exports	 (M IJS$)

	
Exports

Saudi Arabia
UAE
France
Switzerland
USA
Syria
Kuwait
Jordan
Germany
UK
Iraq
Italy
Netherlands
Egypt

86.96
	

12.15
	

70.95
	

10.48
70.92
	

9.91
	

53.92
	

7.97
62.62
	

8.75
	

52.12
	

7.70
24.36
	

3.40
	

44.55
	

6.58
47.23
	

6.60
	

41.99
	

6.20
46.71
	

6.52
	

32.27
	

4.77
30.26
	

4.23
	

30.40
	

4.48
26.11
	

3.65
	

26.96
	

3.98
2128
	

3.25
	

24.47
	

3.62
21.38
	

2.99
	

24.30
	

3.59
19.79
	

1.13
	

21.75
	

3.21
18.77
	

2.62
	

19.01
	

2.81
16.66
	

2.33
	

15.30
	

2.26
16.84
	

2.35
	

15.26
	

2.26

Source: Lebanese Customs. 2000.

Reference Guides on Lebanon. 2003. P.2.
49 Lebanese Economy of Trade. Lebanon Trade Partners for the year 2002. P.3.
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1 Switzerland
2 Saudi Arabia

United Arab
Emirates

4 Syria
5 Iraq
6 USA
7 Jordan

Country Value Share (
1 Italy	 1,045,218	 11%
2 Germany	 878,364	 9%

3 France	 779,527	 8%

4 USA	 700,536	 7%

5 China	 655,872	 7%

6 Switzerland 402,777	 4%

7 Turkey	 390,046	 4%

Value Share (

	

199,272	 13%

	

144,786	 9%

	

142,803	 9%

	

113,998	 7%

	

107,244	 7%

	

80,727	 5%

	

53,286	 3%

Country imports
Italy
France
Germany
USA
Switzerland
UK
China
Japan
Syria
Turkey
Spain
Belgium
Netherlands
Greece

Table 12: Main Import Partners (1999)

(Million US$)	 % of total imports

	

.679 .	10.9

	

595	 .	 .	 9.6
553	 8.9
501	 8.1

	

443	 7.1

	

272	 4.4

	

261	 4.2

	

259	 4.2

	

223	 3.6

	

164	 2.6

	

148	 2.4

	

116	 1.9

	

114	 1.8
	112	 1.8

Source: Lebanese Customs. 2000.

What we notice is that exports to Switzerland increased, from 1998 to 2000, and

continued to increase reaching 13 percent of total Lebanese exports during the year 2002,

and became Lebanese first exporter country. In addition, exports to France decreased,

reaching 2 percent of total exports by 2002. By the end of the 1990s early 2000, other

trade partners did not go through major changes concerning their trade with Lebanon

(Table 13).

Table 13 Lebanon Trade Partners for the Year 2002
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Imnorts 	 Exports
Country Value Share (%); Country	 Value Share (%)
Great8 Britain380,927	 4%	 8 Kuwait	 48,887	 3%

9 Russia	 370,801	 4%	 9_Turkey	 48 451	 3%
10 Japan	 327,763	 3%	 10 Egypt	 41,672	 3%
11 Syria	 312,516	 3%	 11 Italy	 34,176	 2%
12 Spain	 263 275	 3%	 12 Belgium	 33 697	 2%
13 Holland	 222,144	 2%	 13 Great Britain	 31,225	 2%

14 Saudi
Arabia

	

 209,430	 2%	 14 France

15 Belgium	 207,023	 2%	 15 Malta
16 Egypt	 202,610	 2%	 16 Algeria
I7Ukraine	 154,110	 2%	 17 Spain
18 Korea (s)	 116,025	 1%	 18 Tunis

Source: Lebanese Economy of Trade. 2002.

	

29,696	 2%

	

27,028	 2%

	

26,111	 2%

	

25,251	 2%

	

24,019	 2%

The share of the European Union (EU) countries in 2000 was 27 percent of total

exports accounting for $156 million, whereas Arab countries registered 46 percent of

total exports. 5° As for breakdown of exports, pearl, stones and imitation jewelry

amounted to 17.76 percent of total exports followed by products of chemical and allied

industries (12.37 percent), and machinery and appliances (10.46 percent). 5 ' On the other

hand, EU countries supplied 51 percent of total Lebanese imports, valued at $3 billion, in

2000, whereas Arab countries accounted for only 12 percent of total imports. Mineral

products represent the main component of Lebanese imports (17.59 percent), followed by

machinery and appliance (12.85 percent), and vehicle and transport equipment (8.92

percent). 52

Foreign trade plays a major role in the Lebanese economy. Traditionally,

Lebanon's balance of trade has been overwhelmingly unfavorable. In 2000 exports

5°Lebanese Economy. 2002. P.2.
' U.S. Dept. of Commerce, Country Commercial: Lebanon. International Trade Administration, 2002.

52 The Euro-Mediterranean agreement between the European Union and Lebanon Economics. 2002.
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totaled $714 million, while imports totaled $6.2 billion. 53 Tables 14 and 15 provide a

detailed illustration of the share of Arab countries and European of the total Lebanese

• trade. by the end of the 1990s. The EU is Lebanon's main trading partner.

Table 14: Lebanon's Trade with Arab-Countries (thousands US$) and Share of
Total Trade

(In Percent) 1999

Arab-countries
Syria
Saudi Arabia
UAE
Egypt
Jordan
Kuwait
Iraq
Libya
Morocco
Algeria
Tunisia

Turnover
794,916.00
255,723.70
173,512.50
109,530.90
64,759.20
62,278.80
44,196.60
21,793.50
15,347.50
9,574.00
9,558.00
8,912.00

Share
11. 56%
3.72%
2.52%
1.59%
0.94%
0.90%
0.64%
0.32%
0.22%
0.14%
0.14%
0.13%

Export
271,465
32,268.60
70,940.70
53,923.90
15,263.20
26,957.80
30,349.60
21,745.50
11,258.50
2,414.00
1,590.00
1,436.00

Import
523,451.00
223,455.10
102,571.80
55,607.00
49,496.00
35,321.00
13,847.00

48.00
4,089.00
7,160.00
7,968.00
7,476.00

Source: Lebanon's Memorandum of Foreign Trade Regime 2001. Page /11

Table 15: Trade with Europe (thousands US$) and Share of Total Trade
(In Percent) 1999

Turnover	 Share	 Export	 Import
Europe	 3,544,872.90	 51.50%	 216,307.8	 3,328,565.1
Italy	 697,986.80	 10.14%	 19,008.8	 678,978.0
France	 646,906.10	 9.40%	 52,117.6	 594,788.5
Germany	 577,124.30	 8.38%	 24,466.8	 5522657.5
Switzerland	 487,527.10	 7.08%	 44,552.5	 442,974.6
UK	 . 296,037.60	 4.30%	 24;296.5	 271,741.1
Spam	 15990340	 232%	 121941	 1477093
Belgium	 127,296.50	 1.85%	 10,927.6	 116,368.9
Netherlands	 129,608.90	 1.88%	 15,295.8	 114,313.1
Greece	 122,821.40	 1.78%	 11,122.1	 111,699.3
Ukraine	 110,111.40	 1.60%	 1,167	 108,944.4
Russia	 99,037.00	 1.44%	 550.0	 98,487.0
Ireland	 90,512.40	 1.31%	 609.0	 89,903.4

Source: Lebanon's lvfemorandum of Foreign Trade Regime. 2001. Page 112

53 Reference Guides on Lebanon. 2003.
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By the year 2003, Lebanon continued to have an open, , service-oriented economy.

Services, mainly banking and tourism, account for 65 to 70 percent of GDP. In 2002,

GDP growth was 1.5 percent, and in 2003 it recorded a growth of 2.5 percent, and GDP

per capita was around $4,800, significantly higher than many neighbouring countries. 14

Yet, economic growth has been moderate in recent years. Lebanon's main economic

challenge is addressing the enormous public debt which was primarily accumulated in the

immediate post-war period and continues to grow. Since 1998, the Government has

undertaken significant reforms with the support of the World Bank, including reduced

tariffs and introducing a consumption tax (VAT). 55 Stalled reforms that were intended to

ameliorate the debt situation include privatization and administrative restructuring. But

the question to be asked is whether government steps are serving the growth of the

economy or not. Lebanon's economic conditions in 2003 were characterized by a

moderate growth in real sector output, a reinforced overall monetary situation, a

favorable banking sector activity and a stagnant public finance performance.

During the last few years, Lebanon's vision to build a powerful economy based on

exports trade, a thriving service industry, and its emergence as a luxury travel destination,

has moved closer to reality. Tourism in Lebanon got revived as a result of the

• • reconstruction of Beirut, the re-development of its international airport arid the arrival of

more airlines bringing growing numbers of visitors. The country's progress towards a

bright economic future is being accelerated by the large number of tourists, from the Gulf

countries and a sustained recovery from civil war, which is now attracting investment.

Over the past two years, tourists from the Gulf countries, particularly wealthy customers

The Daily Star. Economy is Improving, but Growth Rate are still Well below Potential. 2004. P.1.
"Australian Government, Economy of Foreign Affairs and Trade. Country Bri ef Lebanon. 2004.
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Oct-Nov-Dec I	 Total

7,176

246

103,372
13,168

579
470.102

24,338
68,282
28,603
62,571
7,840
114

1 97.23

120,249
438,203
134,164
266,691
32,847
1,241

1,015,793

from Saudi Arabia, Kuwait, Qatar and the UAE, were interested in investing big projects

in Lebanon due to its location, climate, culture, great food, European architecture,

tradition of hospitality and nighthfe, casinos, international hotels, a growing skiing

destination, and the fact that their own language was spoken as well.

To illustrate more, arrivals in Lebanon grew from 741,648 in 2000 to 1,015,793

last year (Table 16). The first time the one million mark had been broken since 1974

when there were 1,423,950 tourists. The only other year to break the million barriers was

1972, with 1,028,798 visitors. 56 The number of passengers at the Beirut International

Airport, according to statistics from the Directorate of Civil Aviation, increased by a

significant 8.1 percent in 2003 compared to the year before, to reach a total of 2,717,684

passengers in 2003.

Table 16: Number of Tourists in Lebanon for the year 2003

Number of Tourists in 2003 by Source

Jan-Feb-Mar	 Apr-May-J

frica	 4,520	 5,211
America	 15,670	 33,992
Arab Countries	 60,175	 63,684

Ha	
26,619	 25,446

Europe	 40,121	 601621
Okiania	 4,658	 7,181
Other	 81	 467
Total	 151,844	 196,60

Source: Lebanese Newspaper Addiar. January20, 2004, p. 10.

Lebanon Tourism Booming. Trade Arabia News Service. 2004.
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By the beginning of the year 2004, the Lebanese tourism sector witnessed an

impressive activity. The number of tourists coming to Lebanon reached 69,353 up by

35 5 percent in January 2004 from the same month of 2003 17. Arab countries tourists

accounted for 49.2 percent followed by Europe 22.8 percent, America 11.3 percent, Asia

11 percent, Oceania 3.1 percent and Africa 2.6 percent.

A very important point to add, in relation to Lebanese economy, is that the

agriculture sector in Lebanon faces a number of problems, ranging from the means of

production to marketing strategies. The agricultural sector has been given less concern

compared to sectors such as banking and other services, due to the fact that agriculture

does not generate income as quickly as other sectors of the economy. Agriculture has

long been neglected to the advantage of the hotel and restaurant industries. Lack of

planning is a major problem, especially when over-production goes without the

government's intervention in the form of subsidies. In addition, Lebanon's agricultural

products face cruel competition from neighboring countries because of Lebanon's high

labor costs and the fact that farmers tend to leave their land to pursue other more

rewarding jobs. The Ministry of Agriculture has to formulate agricultural policies, and

find new ways for dealing with the problem, since Lebanon's natural resources such as

water availability, soil fertility and mild climate, needs to be managed seriously. Good

planning and marketing strategies are a major requirement to avoid losing such valuable

sector and source of income.

Lebanon is a signatory to at least 30 trade and economic agreements with many

countries, whether Arab, European, Asian, African or others, that primarily deal with

trade in goods. In addition to services, some of the bilateral trade and economic

'57 Bank- Audi Research Department. The Weekly Economic and Market Report. Week 8. 2004.
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agreements include general provisions that call for improving and increasing cooperation

with regard to trade in services between Lebanon and the other countries. In addition,

Lebanon is a signatory to at least 120 sector-specific bilateral agreements, including

tourism, post, culture, telecommunications, and transport (air, land, and sea transport),

with many countries including Armenia, Bulgaria, Egypt, Greece, Italy, Iran, Russia,

Turkey, United Arab Emirates, United Kingdom, Yemen. 58 These agreements contain

general provisions on facilitating trade in services without reference to any specific

preferences. Lebanon is not a member of any customs union but has bilateral free-trade

area agreements with many Arab countries including Egypt, Kuwait, Syria, and United

Arab Emirates, Jordan, Bahrain, and Saudi Arabia. The Lebanese government is

committed to economic integration among Arab states. In an effort to eliminate trade

between Arab countries, Lebanon became a signatory to the Arab League's Arab Free

Trade Area agreement in 1997.

The U.S. is an important trade partner for Lebanon, it is its fourth largest import

and export partner. According to U.S. Department of Commerce data, and as shown in

Table 17, the U.S. exported to Lebanon $356.5 million in 1999, $418 million in 2001,'

and $314 million in 2003. It imported from Lebanon $52 million in 1999, $77 million in

2000, and $92 million in 2003.

Lebanon Trade Regulations. Lebanese Trade Guidelines. 2003. P.1.
59 Bilateral Agreement Related to Foreign Trade in Goads and Trade in Services. 2002. P.1.

52



Table 17: U.S. Trade with Lebanon (Million of U.S. Dollar)

Year	 Exports	 Imports	 Balance
2003	 314.3	 92.3	 222
2002	 317.6	 61.8	 •255
2001	 418.2	 89.6	 328
2000	 354.7	 76.8	 277
1999	 356.4	 51.5	 304.9
1998	 513.9	 82.5	 431.4
1997	 552	 77.6	 474.4
1996	 627	 41.4	 585.6
1995	 592.2	 35	 557.2
1994	 442	 25.3	 416.7
1993	 377.2	 26.7	 350.5
1992	 310.9	 27.8	 283.1

Source: US census Bureau, Foreign Trade Statistics. February 2004.

During the year 2003, the trade balance of Lebanon did not show much change

from the year before. , Imports to Lebanon were worth at least five times more than the

country's exports, even though exports rose by over 30 percent during the period 2000-

2003. In addition, the US-led war in Iraq had a huge impact on Lebanon's trade.

However, Lebanese exporters, soon after the war, re-entered the Iraqi market relying on

the fact that Iraqis' familiarity with Lebanese goods and the high quality of their exports

would win a share of the Iraqi market Since the end of the war on Iraq, transit trade to

Iraq has increased as Lebanese traders and industrialists kept going to Iraq. The US-led

war. on Iraq could .cot as much as 1,000 billion dollars in lost production in Arab

countries, on top of the 600 billion dollars lost due to the last Gulf war 12 years ago .60 US

warmongering has the effect of sabotaging the cultures and economies of the entire

Middle East.

60 Iraq Invasion Could Cost Arab Countries $1 Trillion. Arabic News Online. 2003. P.2.
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Moreover, by the year 2003, a free trade agreement lowering tariffs on industrial

goods traded between Lebanon and Syria came into force, but the balance of trade still

remained in Syria's favor Lebanese exports to Syria 'n- . the  first ten months of the year

2003 reached $78 million, compared with $76 million for the whole of last year. Syrian

exports to Lebanon in the first ten months of 2003 reached $229 million, compared with

$207 million for the whole of last year.6'

Concerning Lebanese foreign trade by the year 2003, Lebanese imports amounted

to $7,168 million versus $6,445 million in 2002, while exports rose to $1,524 versus

$1,045 million in 2002.62

Table 18: Lebanese External Sector

Jn millions. ofUS$	 2002	 2003
Exports	 1,045	 1,524
Imports	 6,445	 7,168
Trade Balance	 5,400	 5,644

Source: Bank Audi, Quarterly Economic Report, 4" Quarter. 2003.

%
45.8%
11.2%
4.5%

Lebanese exports, in 2003, went to Switzerland accounting for around 25 percent,

followed by Saudi Arabia 6.8 percent, UAE 6.8 percent, Syria 6.6 percent, US 4.3

percent, Turkey 4.1 percent, Kuwait 3.3 percent, and Jordan 3.1 percent. The main

exporters 'to Lebanon, during the same year, were Italy 9.4 percent, France 8.1 percent,

Germany 8.1 percent, China 7.4 percent, US 6 percent, Russia 4.5 percent, UK 4.4

percent, and Japan 3.8 percent. In addition, the structure by product shows that jewelry

captured 30 percent of the total, electrical products 11.7 percent, food products 9.8

6' Lebanon. German Arab Chamber for Industry and Commerce. 2004.
62 The Weekly Pconomic and Market Report. Trade Deficit Rives by 18.8% in December Week 6.
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percent, basic metals 7.5 percent, chemical products 7.5 percent, and paper and paper

products 50.8 percent. As to imports, mineral products represented 16.6 percent of the

total, electrical equipment 12.2 percent, chemical products 10 percent, transport

equipment 9.7 percent, basic metals 6.6 percent, and food products 6 percent.63

To conclude, the question is related to the reasons the Lebanese economy trade

with non-Arab countries more than it does with Arab countries, when the commodities

needed may be found in the latter countries. Is it a lack of confidence in neighboring

countries' products or a policy led by Lebanese governors?

Since Arab economies' share in the global trade for commodities is not

improving, Arab countries need to pursue a plan supporting trade and investment among

them i.e. the free exchange of goods, services and the free movement of labor. Arab

countries have different economic sectors, which could help them enhance the

possibilities of establishing joint investment projects.

63 The Weekly Economic and Market Report. February, 2003. P.3.
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Chapter V

Gulf Cooperation Council Countries

In 1981, six countries (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the

United Arab Emirates) formed the Gulf Cooperation Council 6CC. These Arab Gulf

States have shared interests as well as common social, cultural, political, and economic

characteristics. 64 The 0CC countries have maintained a common trade policy in their

dealings with international and regional organizations and a unified oil-pricing policy

within the Organization of Petroleum Exporting Countries (OPEC). The 0CC countries

depend on exports of crude oil and other hydrocarbon products, have a limited-

availability of other natural resources. Their agricultural and mineral resources are very

minimal, and the natural water supply is scarce.

The Gulf countries began their domestic efforts towards modern economic

development in the early 1960s, achieving fast economic growth since the 1970s, by

mainly relying on oil revenues. Even though the small size of these economies hindered

the process of economic development, the 6CC countries manage to achieve high living

standards and considerable wealth, in part due to the oil revenues, and in another part due

to their relatively small populations. 	
0

In this chapter, we deal with both foreign and domestic trade of the Gulf region

over the last fifteen years. Oil dominates the economies and politics of the Gulf countries.

Prior to the early 1990s Gulf Crisis, production of crude oil in the region had reached

around 14.2 million barrel per day. Saudi Arabia contributed 38 percent of the

United Nations. Economic Diversification in the Arab World. 2002.P. 12.
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production, Iraq 20 percent, United Arab Emirates 13 percent, and Kuwait 12 percent. It

is also worth noting that Saudi Arabia and Iraq consumed about 17 percent and 12

percent of their oil production, respectively 65 For (3CC countries, the total value of

exports depends heavily on the prices of oil, which dominates these countries' exports,

and affects their economies. The accumulation of oil revenues in the 1970s pushed the

banking sector in the (3CC countries to become a major financial activity. During that

period, the number of banks and financial intermediaries and institutions increased

sharply. Many international banks chose to operate in these countries, especially in

Bahrain and Saudi Arabia, considering them as a base of operations for the Arab World.

Moreover, in the 1980s, banks continued to increase their range of services, and increase

the number of branches and total assets.

The Gulf Crisis seriously affected the oil sector. Prior to the crisis, impressive

growth rates in oil production prevailed. As a result, trade was another area seriously

affected by the Crisis. Successive resolutions adopted by the United Nations Security

Council restricting trade with Iraq have adversely affected trade among Arab countries.

The war caused tremendous damage that did not only affect Iraq and Kuwait, but went

beyond the borders of the latter countries affecting as well other countries in the region

and elsewhere. The worst damage was, certainly in Kuwait, where the fully integrated

petroleum facilities, 'incorporating all facets of exploration, drilling, production, and

refining were badly damaged.

The (3CC countries are the less diversified economies of the Arab countries. They

have been predominantly dependent on their natural resources. The question that presents

itself therefore is to what extent Arab countries compete with each other and to what

65 ESCWA. The Impact of the Gulf Crisis on the Economies of Western Asia. 1999. P.3.
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extent they complement one another. Inter-GCC exports represent only seven percent of

the total regional exports because of the dominance of oil as the main item of export.66

But, countries of the GCC have some differences in their export commodities For

example, among Bahrain's exports aluminum plays its role, and Saudi Arabia exports

textiles and foodstuff. The major obstacle GCC states are facing, for integrating regional

economies, is the lack in applying mechanism to coordinate their efforts.

The first part of this chapter consists on the Gulf countries' trade between the

period prior to the 1990s and during the 1990s. Again, oil commodities are the most

important sectors for the export of (3CC countries. In the 1980s, the ratio of oil exports to

GDP averaged around 75 percent, while oil exports accounted for an average of more

than 90 percent of total exports, with the ratio rising to 95 percent in Qatar and nearly 99

percent in Saudi Arabia.67

The political instability of the Gulf region, during the last two decades or more,

was a major factor that held back the process of economic diversification in the region.

The Iraq-Iran war of 1980-1988 and the Gulf war in 1990 forced the governments of the

Gulf to shift a huge amount of funds to war efforts, instead of investing in project to

develop their economies. A major sector the Gulf region focused on during the mid-

1990s was the development of the service sector, which followed different patterns and

occurred at a varying pace in those countries. Bahrain and Dubai having limited-

hydrocarbon resources were forerunners in this prospect by promoting themselves as

regional and banking services centers.

United Nations. Economic and Social Commission for Western Asia. 2001. P.10.
67	 Nations. Economic Diversification in the Arab World. 2002. P. 13.

58



To begin with, Saudi Arabia's oil reserves are the largest in the world, and the

country is the world's leading oil producer and exporter. Saudi Arabia is highly

dependent on the export l of the single crude petroleum commodity, which makes it an

open economy that has a low degree of diversification in the productive sector of the

economy. Oil exports traditionally represent 90 to 95 percent of the country's total

exports .68 Yet, the country has been focusing on diversifying its economy in order to

decrease its dependence on oil commodities. Other major commodities exported by Saudi

Arabia are ceramic products, glass, machinery, mechanical and electrical equipment, as

well as optical, precision and surgical categories. The following table shows the exports

of commodity groupings during the 1990s and the way they evolved.

Table 19: Saudi Arabia's Exports of commodity groupings

Year Food, Beverages Textiles Paper Products Chemical and	 Machinery
and Tobacco	 Petroleum Products

1990	 12.8	 1.5	 3.2	 50.2	 18.4
1994	 12.0	 1,7	 3.3	 45.2	 20.4
1998	 11.2	 1.8	 3.5	 40.0	 22.6

Source: United Nations. Economic Diversification in the Arab World. 2001. P.M.

Diversification , is very much benefic,ial.to the' economy since it lowers the risks' ,'

and uncertainties the economy may face, and in return, provides a better economic

stability. The major sectors the Saudi economy was focusing on are: natural gas, mining,

and, increasingly religious tourism. The first additional sector of the Saudi economy is

natural gas. Saudi Arabia's natural gas reserves are ranked four in the world after Russia,

United Nations. Economic Diversification in the Arab World. 2002. P.80.
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Iran, and Qatar. 69 The country has been trying to increase its production since the early

1990s when new gas reserves were discovered. Another sector of great potential for the

Saudi economy is mining The country has large mineral resources including precious

and base minerals, as well as industrial minerals. For example, the country holds some of

the largest phosphate deposits in the world, and is rich in marble which has a growing

market related to the construction industry. As for tourism, it is a significant sector in the

economy, and religious tourists' arrival to Saudi Arabia rose from 3,230,000 in 1994 to

3,600,000 in 1997. 70

To provide a better illustration of Saudi Arabia's trade during the specified years,

and in relation to other Arab countries, the following data gives more details. The

Kingdom's exports have expanded steadily since 1987 and achieved a noticeable

improvement in 1990 Total exports in 1990 increased by 56.5 percent to $44,417 million

from $28,330.9 million in 1989 due to the rise in exports resulting from the sharp

increase in oil production to help maintain international supplies and stabilize prices

during the 1990 Gulf crisis. 71 Only $4,647 million of Saudi Arabia's total exports, in

1990, were exported to Arab countries. Most of the other exports went to industrial and

developed countries. The main categories of Saudi exports during the same year were

74.11 percent crude oil, 16.9 percent refined oil, 5.71 percent petrochemical products and

plastics and 3.99 percent other commodities. Thevalue of the kingdom's exports'

increased during 1992 by about 5 percent, decreased by about 15 percent in 1993, and

then edged up again slightly by 0.5 percent in 1994 to reach $42,614 million. Yet, Saudi

Saudi Arabic Country Analysis Brief. eia. 2003. P. 5.
70 World tourism Organization. Online Information. 2001. P. 2.
71 Saudi Arabian Economy. Abacci Atlas. 2003. P.3.
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exports to Arab countries increased to $4,852 million. 72 Table 20 provides details in

relation to Saudi Arabia's trade with other Arab Countries from the period 1989-2000,

showing that throughout those years trade relations did not increase as required for

enhancing inter-Arab trade. Moreover, table 21 shows the Kingdom's trade with Gulf

countries as well as other Arab countries, in 2002, in relation to Saudi Arabia's total

trade.

Table 20: Saudi Arabia's Trade with Arab Countries
(Million Saudi Riyals)

2,159
2,579
2,908
3,085
3,250
2,876
3,255
3,710
3,383
3,657
4,186
3.251

Year	 Exports
1989	 3,139
1990	 6,539
1991	 5,198

1992	 3,339
1993	 6,347
1994	 4,408
1995	 4,802
1996	 6,106

1997	 7,714
1998	 6,051

1999	 5,425
2000	 6,230

I -Saudi Riyal = 0.26 US Dollar

Total Trade Trade Balance
	5,298	 980

	

9,108	 3,950

	

8,106	 2,290

	

6,624	 545

	

6,897	 397

	

6,284	 523

	

8,057	 1,547

	

9,816	 2,396

	

11,097	 4,331

	

9,708	 2,394

	

9,611	 1,239

	

9,481	 2.979

Source: Saudi Arabia Ministiy of Trade and Commerce. 2002.

The Journal of the Arab Banker Association. MENA Overview. 2004. P.4.
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Table 21: Saudi Arabia's Trade with Arab Countries in 2002 (Million Riyals)

Countries	 Exports Imports Total Trade Trade Balance

GCC Countnes	 14,761	 4,550	 19,311	 10,211

Kuwait	 1565	 413	 1,978	 1,152

Bahrain	 5304	 746	 6,050	 4,558

Qatar	 743	 507	 1,250	 236

Oman	 573	 509	 1,082	 64

UAE	 6,576	 2,375	 8,951	 4,201

Other Arab Countries	 8,239	 3,l6	 i 1.755	 4,723

Syria	 392	 1,018 1 1,410	 -626

Lebanon	 1,121	 471	 1,592	 650

Jordan	 569	 531	 1,100	 38

Iraq	 264	 0	 264	 264

Yemen	 888	 280	 1,168	 608

Morocco	 1,649	 270	 1,919	 1,379

Algeria	 48	 4	 52	 44

Tunisia	 151	 95	 246	 56

Libya	 34	 2	 36	 32

Egypt	 1,768	 696	 2,464	 1,072

Sudan	 483	 108	 591	 375
Total Trade with countries
Of the World	 254,898 116,931 371,829	 137,967
I Saudi Rival = 0.26 US Dollar

Source: Saudi Arabia Ministry of Trade and Commerce. 2003.

Among other Gulf countries, the UAE is one that has been open for business for

some time, especially, of transshipment trade and financial and insurance sectors. In this

regard, the UAE has succeeded to a great extent. The increased activity related to trade

and banking and finance in Dubai and in United Arab Emirates as a whole, have

contributed to a satisfactory growth in the UAE. In addition, the country has been one of
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the more careful countries in terms of passing legislation and enforcing anti-money

laundering and the integrity of its financial and banking system. 71 To be more specific,

the Emirates exports by the beginning of the 1990s were $21,917 million and rose to

$28,907 million in 1995. The UAE exports to Arab countries by the mid-1990s

constituted $1,916 million of the county's total exports, while exports to the European

Union countries were about $895 million. Exports to industrial countries such as Japan,

the US, Canada, and Australia constituted $10,198 million. 74 Concerning its imports, and

in 1990 as shown in table 22, the UAE imported $951 million from Arab countries ($414

million from Saudi Arabia, and $129 million from Qatar), $6,913 million from industrial

countries ($1,631 million from Japan, and $1,049 from the US), In addition to $3,577

million from the EU ($1,144 million from the UK, $876 million from Germany, and $522

million from Italy) There were other major imports from countries such as China, which

constituted $572 million, and India $466 million. 75

Table 22: UAIE Imports from other Arab Countries 1990-2000
(Figures in Millions of Dollars)

Economic Outlook in the Middle East and North Africa. 2003.
74 Merchandise Exports of the United Arab Emirates. Arab Monetary Fund. 2002. P.2.
71 Merchandise Imports of the United Arab Emirates. Arab Monetary Fund. 2002. P.3.
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From	 1990	 1991	 1992	 1993	 1994	 1995	 1996	 1997	 1998	 1999 2000

Syria	 26	 22	 26	 35	 28	 40	 34	 34	 43	 64 80

Iraq	 25	 0	 0	 0	 0	 0	 1	 1	 0	 0	 0

Oman	 8	 7	 2	 3	 1	 1	 1	 1	 2	 790 1,025

Qatar	 129	 123	 111	 123	 129	 151	 121	 111	 139	 151 564

Kuwait	 39	 9	 29	 58	 60	 55	 73	 99	 104	 0	 0

Lebanon	 54	 62	 74	 84	 66	 55	 59	 55	 60	 58 82

Libya	 2	 1	 1	 2	 2	 1	 0	 0	 0	 0	 0

Egypt	 19	 32	 47	 58	 44	 78	 101	 84	 95	 41 51

Morocco	 3	 1	 2	 2	 2	 5	 5	 5	 10	 10	 12

Total	 11,472	 13,765	 17,414	 19,520	 22,689i	23,481	 25,832	 26031	 30,524	 34,613 39,584

Source: Arab Monetary Fund. Merchandise Imports of UAE. 2002.

Kuwait is the third GCC country to be considered during the 1990s. Kuwait is a

typical example of an-oil based economy. The Oil sector contributes over one-third of

GDP and about 90 percent of exports. 76 The country's economy is small and open, and

exports during the 1990s typically accounted for around 55 percent of GDP reaching

$12,834 million in 1995. 77 Table 23 allows us to compare Gulf countries' trade by the

year 2000.

Table 23: Economic indicators, Kuwait and other GCC countries
(2000 in $ millions)

Kuwait	 Saudi Arabia	 UAE	 Oman
Exports of Goods	 19,573	 78,756	 43,294	 11,318
Imports of Goods	 7,619	 30,299	 39,584	 5,375

Source: Arab Unified Report, 2001.

76 United Nations. Economic Diversification in the Arab World. 2002. P. 121.
United Nations. Economic Diversification in the Arab World. 2002. P. 122.
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Kuwait is an open country with few restrictions on external trade. The oil trade

dominates Kuwait's exports. Crude Oil and Oil Products together accounted for about 91

percent of total exports in 1999. By the beginning Of the 1990s, Kuwait exported $6,238

million of mineral fuels, and $11,139 million in 1999.78 As to Kuwaiti imports, by the

1990, they consisted of food and beverages $640 million, crude materials $70 million,

chemicals $287 million, machinery and transports $1,292 million, as well as

manufacturers $1,533 million. 79 Table 24 shows the percentages of Kuwait's export and

import commodities by the end of the 1990s.

Table 24: Value and Quantity of Exports and Imports by Commodity Sections,
Including Oil Exports and Its Extracts - 1998

Source: Kuwait Ministry or 1-'iannlng, Annual Statistical Abstract, 1998

United Nations. Economic Diversification in the Arab World. 2002. P. 12579 Kuwait Commodity Structure ofimports, Arab Monetary Fund. 2002. P.2.
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Concerning Kuwait's trade partners, the country imported $804 million from the

Arab countries in 1994, and increased to $1,018 in 1999 Yet, Kuwait depends on non-

Arab countries for both its imports and exports. Kuwait's imports from the EU, by the

early 1990s, accounted for $1,352 million (Germany $362million, UK $338 million, and

Italy $ 247 million), imports from Japan accounted for $460 million, and the US $441

million. 80 By the end of the 1990's, Kuwait's imports from the EU collectively ($2,136

million) continued to be greater than those either from the US ($935 million) or Japan

($974 million). As to the exports of Kuwait, exports to Arab countries' have been

decreasing over the years (from $533 million in 1990, to $272 nillion in 1999). Kuwait

exports to the EU decreased from $1,952 million to $1,214 million during the same

period, yet exports to Japan increased (from $1,557 million to $2,782 million), as well as

to the US (from $568 million to $1,410 million). 81 Kuwait's top five exports partners take

more than 80 percent of its exports. The US and Japan together accounted for more than

40 percent of Kuwaiti exports and imports in 1999.82 Kuwait is highly vulnerable to

external shocks since it has a small domestic and un-diversified economy as well as a

heavy reliance on the outside world regarding oil revenues and investments income and

imports. Kuwait has tried to decrease its dependence on oil by developing the non-oil

sectors, but. its success' has been modest even if economic diversification is at the top of

the agenda for economic reform. The following table provides an overview of Kuwaiti

trading partners during the late 1990s.

Merchandise Imports of Kuwait. Arab Monetary Fund. 2002. P.1.
81 Merchandise Exports of Kuwait. Arab Monetary Fund. 2002. P.1.

Bilateral Trade Relations Gulf Cooperation Council. 2003. P.3.



Table 25: Kuwait's Main Trading Partners, 1999

Exports to
	

Imports to

Japan
	

27.2
	

Japan	 12.8
US
	

16.1
	

US
	

12.3
Korea
	

15.2
	

Germany	 7.7
Netherlands
	

12.5
	

Saudi Arabia
	

6.2
Singapore
	

12.3
	

Italy	 5.8
Pakistan
	

5.4
	

UK
	

5.7
Taiwan
	

5.0
	

India
	

3.7
UK
	

3.5
	

France
	

3.7
France
	

1.6
	

China
	

3.2
India
	

1.2
	

Australia
	

3.2

Source: Annual Statistical Abstract, Ministry of Planning, Central statistical Office, 1999.

The next country of the Gulf area to be studied is Qatar. The export and import of

goods and services play a major role in the structure of Qatar's GDP, since export

revenues are the main source of public spending and development financing, while

imports are the only means for obtaining various required commodities. As a result, one

could notice that foreign trade is essential to the economy. The country has focused on

increasing its industrial activity over the past few years with the development of natural

gas production, there has been a corresponding increase in import and export activities.

During the 1990s, Qatar's main export market was Asia, in particular Japan which buys

most of the exported crude oil ($1,960 . million in 1990, $1,974 million in 1995, and

$3 2 125 million in 1999), in addition to China and India, which import substantial

quantities of fertilizers and petrochemicals. Arab countries imported only $249million

from Qatar by the late 1990s. 83 Table 26 provides an overview on Qatar's exports with

other Arab countries.

Merchandise Exports of Qatar. Arab Monetary Fund. 2002. P.2.
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Table 26: Qatar's Exports to other Arab Countries 1990-2000
(Millions of Dollars)

Source: Arab Monetary Fund. Merchandise Exports of Qatar. 2002.

On the other hand, Qatar's impOrt from Arab countries combined together

accounted for $197 million in 1990 out of $1,694 of total import, and in 1999 they

accounted for $470 million out of $2,839 million (Table 27). The main sources of imports

are the U.S., Japan, and the United Kingdom. By the late 1990s, they accounted for $389

million, $590 million, and $533 million. 4 Significant imports include vehicles,

foodstuffs, electronic equipment and manufactured goods that support the population and

• industries of the country. Protection of domestic products is applied to products

competing with locally produced items, resulting in tariffs, for example, imported steel is

subject to 20 percent import duty, and tobacco is subject to 50 percent. 85 However, an

exemption from customs duties exists for goods manufactured in (iCC countries. At the

present time, crude oil continues to dominate the pattern of exports. In 1996, for example,

Merchandise Imports of Qatar. Arab Monetary Fund. 2002. P.3.
85 Qatar Trade Information. 2000.
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oil export revenues constituted over 90 percent of the country's total export earnings. In

1990, mineral fuels exports accounted for $2,697 million, and crude oil $2,783 million

out of $3,641 million of the total exports of Qatar, and in 1999 they accounted for $6,517

million and $4,166 million respectively, out of $7,213 million total exports. 86

Table 27: Qatar's Imports from other Arab Countries 1990-2000
(Millions of Dollars)

Source: Arab Monetary Fund. Imports of Qatar. 2002.

Concerning Bahrain, it is worth mentioning the role of the banking service

Offshore banking based in the Arab world coincided with the boom in oil revenues from

1973 through 1982. The banks were concentrated in the Gulf region, and particularly in

the State of Bahrain, which had established itself as a regional financial center in the mid-

Commodity Structure of Trade. Qatar Merchandise Exports. Arab Monetary Fund. 2002.
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1970s. 87 In Addition, the commodity structure of merchandise exports of Bahrain consists

mainly of mineral fuels, which accounted for $3,977 million in 2000, when the country's

total exports were $5,700 million. 88 The main export partners, at that time, were the u.s

with $295 million, Japan $246 million, Saudi Arabia $271 million and the EU $316

million.89

Table 28: Bahrain's Exports to Arab Countries, 1990-2000
(Millions of Dollars)

To	 1990	 1991	 1992	 1993 1994	 1995	 1996 1997	 1998 1999 2000
Arab .
Countries 224.3	 255.1	 253.9 366.3 403.7	 475.4	 477.9 424.2 502.9 478.5 605.0

Jordan	 0.0	 14.4	 4.0	 15.0	 21.7	 36.3	 20.1	 22.2	 25.3	 26.7	 6.0

UAE	 25.5	 102.7	 75.5	 118.2	 58.5	 74.2	 83.0	 74.5	 101.8	 99.1	 124.0

Tunisia	 3.2	 3.2	 3.8	 7.9	 4.8	 6.8	 6.6	 7.7	 10.5	 7.5	 7.0

Saudi	 108.1	 94.7	 119.1	 143.8 219.5	 251.2	 247.6 196.1 247.2 218.6 271.0
Arabia

Syria	 0.0.	 0.4	 0.3	 .0.3	 1.4	 1.0	 1.6	 0.0	 5.3	 3.1	 4.0

Oman	 4.4	 17.6	 25.4	 64.2	 20.7	 11.0	 11.3	 35.3	 17.4 	 20.2	 25.0

Qatar	 67.5	 21.1	 24.9	 16.4	 27.9	 31.6	 42.4	 30.2	 32.6	 31.7	 36.0

Kuwait	 15.5	 0.0	 0.0	 0.0	 42.1	 58.3	 48.2	 45.8	 50.8	 45.0	 62.0

Lebanon	 0.1	 0.1	 0.1	 0.1	 1.6	 2.1	 3.5	 3.8	 5.1	 5.3	 45.0

Libya	 0.0	 0.2	 0.2	 0.2	 2.8	 1.3	 0.6	 0.7	 2.2	 2.2	 3.0

Egypt	 0.0	 0.8	 0.6	 0.1	 2.7	 1.8	 7.0	 8.0	 4.8	 19.1	 22.0

ITotal	 3,836.3 1 3,513.0 3,464.4 L3,723.4 3,616.8 1 4,114.4 4,702.1 4,383.0 3,270.2 4,140.4 5,700.3

Source: Arab Monetwy. Fund. Exports of Bahrain. 2002.

Bahrain's total imports by the early 1990s were $3,711 million, Arab countries

accounted for $1,978 million (Saudi Arabia $1,886 million), European countries $602

million, Japan $187 million, and the U.S. $264 million. By the year 2000, Bahrain's

Regional Financial Services through Offshore Banking. Ghazi Abdel Jawad. 2000. P.1.
' Commodity Structure of Trade. Bahrain Merchandise Exports. Arab Monetary Fund. 2002.

Merchandise Exports of Bahrain. Arab Monetary Fund. 2002. P. 1.
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import partners did not change. Total imports were $4,611 million, Arab countries

accounted for $1,229 million (Saudi Arabia $1,035 million), European countries $1,415

million, Japan $181 million, and the US $488 million 9°

Table 29: Bahrain's Imports from Arab Countries, 1990-2000
(Millions of Dollars)

FROM 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999	 2000

Arab 1978,7 1815.7 1868.2 1604.3 1526.2 1690.9 1957.2 2013.9 375.0 360.6 1229.0Countries

Jordan	 0.0	 19.0	 12.8 22.5	 15.7	 18.0	 15.4	 16.9 15.0	 15.9	 16.0

UAE	 5 8. 8 52.9	 58.2 63.5	 97.5	 97.8	 93.8 104.1 94.6	 93.9	 116.0

Tunisia	 0.0	 2.3	 6.8	 11.5	 9.4	 6.4	 11.1	 10.0	 7.7	 8.0	 8.0

Algeria	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0	 0.0
Saudi 1886.6 1714.1 1760.8 1466.1 1353.8 1515.0 1780.8 1.42.2 203.1 201.5 1035.0Arabia	 .	 .

Syria	 0.0. : 6.2	 .1.4	 8.1	 .4.4	 '4.5	 8.9	 0.0	 '5.9.	 9.8	 11.0

Oman	 3.9	 3.5	 7.6	 8.3	 7.5	 9.2	 9.1	 11.8 10.5	 12.3	 15.0

Qatar	 6.8	 6.2	 6.8	 7.4	 9.3	 9.6	 8.3	 9.2	 7.6	 7.5	 19.0

Kuwait	 14.2	 0.0	 0.0	 0.0	 11.3	 14.9	 13.5	 0.0	 12.4	 0.0	 0.0

Lebanon 8.3	 9.2	 10.1	 12.0	 8.4	 7.8	 7.4	 17.2	 8.5	 9.0	 6.0

Egypt	 0.0	 2.4	 3.7	 4.9	 8.9	 7.8	 9.0	 2.5	 9.7	 2.7	 3.0
Total 3711.1 4236.5 4556.1 4315.6 3761.8 3715.7 4272.9 4174.6 3566.2 3697.6 4611.7

Source: Arab Monetwy Fund Imports of Bahrain. 2002.

Oman is the last GCC country to be studied in relation to its foreign trade. Oman

has a foreign trade oriented economy, with external trade in goods accounting for more

than three-fourths of GDP. Oman enjoys a liberal trade regime with no significant

00 Merchandise Imports of Bahrain. Arab Monetary Fund. 2002. P.2.
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commercial restrictions on exports and imports. Oman's exports consist of three parts: oil

exports, non-oil exports, and re-exports. Like any other country in the region, oil

accounts for the major part of export receipts, though 'the share of non-oil exports has

been rising over the years. Oil exports earnings, between the year 1998 and 1999, rose by

around 48.7 percent, from $3,587 million to $5,384 million. 9' Both volume and price of

oil exports improved during the year. Non- oil exports dropped in 1999 as oil exports rose

significantly. For example, food and beverages exports decreased from $348 million in

1998 to $311 million in 1999, and cereals decreased from $44.9 million to $31.73

million. 92 As to Oman re-export, they consist mainly of machinery and transport

equipment as well as motor vehicles for transport, in addition to other commodities.

Machinery and transport constituted $188.82 million by the beginning of the 1990s, to

reach $902.83 million. Direction wise and 'by the end of the 1990s, those ' items were

exported to the UAE $932 million, Saudi Arabia $151 million, the U.S. $135.3 million,

and Japan $2,566 million out of $11,318 million as the total exports of Oman.

 Oman's imports, they consist of food and live animals, beverages and

tobacco, mineral fuels, chemicals, manufactured goods, and machinery and transport

equipment. By the end of the 1990s, the UAE with $1,314 million, Japan $712 million,

UK $319 million, the U.S. $299 million, and countries of the EU $1,044 million were the

import partners of Oman, and still are today.

The question lies beyond the fact that even if Gulf countries' trade may

compliment other Arab countries' trade, inter-trade between those countries is still low.

91 Oman Country Guide and Study. Online Information. 2000.
Commodity Structure of Trade. Oman. Arab Monetary Fund. 2002.
Merchandise Exports of Oman. Arab Monetary Fund. 2002. P.2.
Merchandise Imports of Oman. Arab Monetary Fund. 2002. P.1.
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GCC countries have the ability to supply other Arab countries with the mineral fuels and

oil they need, while Levant and North African Arab countries could supply Gulf

countries with many of their needs. Instead, they turn to countries of the EU,. as well as

industrial and developed countries. This is the case since Arab countries face many

political problems that prevent cooperation concerning economic issues between them.

Table 30 shows the main export partners of GCC countries during the mid-1980s and the

year 1997.

Country

Bahrain

Kuwait

Oman

Qatar

Saudi Arabia

1985

Saudi Arabia
Japan
United States
Saudi Arabia
Iraq
UAE
United States
Iran
Japan
UAE
Not Specified

1997

Saudi Arabia
Japan
Asia
Saudi Arabia
UAE
Japan

• Thailand
China
UAE
Japan
United States
Japan

Table 30: Main Export Partners of Gulf Countries

Source: UNCOMTRADE database. 1999.

Nowadays, the six member states of the 6CC continue to constitute a regional

group of global strategic importance, as a result of the crude oil reserves of over 478

billion barrels which they have, in addition to natural gas reserves of about 29,323 billion

cubic meters, and a combined income of about $325 billion by the year 2003. More

importantly, the Gulf States represent a vital center of trade and transit services, linking

several continents. For example, 6CC trade with the EU currently amounts to about $50

Promising Steps towards Integration. 2003. Organization of Arab Petroleum Exporting Countries.
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billion and it is expected to rise now that ten East European countries contributed to the

admission of to the EU.

On, the other hand, GCC countries have trade relations with India. India has at

least one major joint venture in most Arab countries, and is the second largest trading

partner of the (3CC region after the U.S., and to be more specific, the trade between India

and the GCC countries increased from $5.6 billion in 2000-01 to $6.8 billion in 2002-

2003.

In 2002, the Arabian Gulf countries produced about 25 percent of the world's oil,

while holding nearly two-thirds of the world's crude oil reserves. Besides oil, the Arabian

Gulf region also has huge reserves of natural gas, accounting for 36 percent of total

proven world gas reserves. At the end of 2002, Arabian Gulf countries maintained 32

percent of the world total oilproduction capacity. 98

The Kingdom of Saudi Arabia has one of the largest economies in the MENA

region. In the year 2000, its GDP reached $185.3 billion. 9 Merchandise exports were

valued at $69.5 billion in 2000, and were composed mainly of crude oil and petroleum

products. And merchandise imports were $33.4 billion 100, composed of industrial goods,

metal, and food products. The major trading partners in 2000 were Japan, U.S., and the

EU. The U.S. relies on the Arabian Gulf for its oil supply, and the vast majority of

Arabian Gulf oil imported by the United States came from Saudi Arabia (69 percent),

with significant amounts also coming from Kuwait (10 percent), and small amounts (less

than ipercent) from Qatar and the UAE. At the same time, around 31 percent of Japan's

Bilateral Trade Relations. (3CC. 2003.
7 Summit Sees Great Potentialfor India-Arab Trade. Mohammad Shafeeq. 2004.

Persian Gulf Oil and Gas Exports. eia. 2003.
Saudi Arabia. Jewish Virtual Library. 2004. P.S.

100 United Nations. Economic Diversification in the Arab World. 2002. P. 80.
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Arabian Gulf imports came from Saudi Arabia, 30 percent from the United Arab

Emirates, 13 percent from Kuwait, 11 percent from Qatar, and less than 1 percent from

Bahrain. '°'

In the United Arab Emirates economic growth had slowed sharply by the year

2001, although oil prices had by then declined from the relatively high levels of 1999 and

2000. Nominal GDP growth exceeded six percent in 1999 and increased to 14 percent in

2000 due to sustained, high oil prices. 102 One encouraging aspect of the recent expansion

has been the performance of the non-oil sectors. Trade, tourism, the financial sector, real

estate and agriculture have generally shown healthy growth during the last decade. Trade

has played a major role in the country's economic growth and the free trade zones of

Dubai and Sharjah have been large contributors. In recent years, the UAE has undertaken

several projects to diversify its economy and to reduce its dependence on oil and natural

gas revenues. The non-oil sectors of the UAE' s economy presently contribute around 70

percent of the country's total GDP, and about 30 percent of its total exports. 103 The

government has invested heavily in sectors such as aluminum production, tourism,

aviation, re-export commerce, and telecommunications. Dubai has become a central

Middle East center for trade and finance, accounting for about 85 percent of the

Emirates' re-export trade. Most importantly, the UAE has one of the most open

economies in the region

For most oil-producing countries, export diversification means moving away from

oil. Some oil-exporting countries such as Oman, Qatar, UAE have relatively more

101 Persian Gulf Oil and Gas Exports. cia. 2003. P.2.
102 Transcript of a Press Briefing on the Economic Outlook in the Middle East and North Africa. United

Arab Emirates. 2003.
103 United Arab Emirates, Country Analysis Brief eia. February 2004. P.1.
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diversified non-oil exports than do others such as Bahrain, and Saudi Arabia. However,

more diversified Gulf countries have a tendency to rely on re-exports rather than develop

their own industrial base. This strategy may be easily displaced by competition. In fact,

competition from within the GCC countries is already rising in the re-export market,

which is mainly regional. Even if competition is healthy, there will be quick losers and

gainers and thus a rising need to build these countries' non-oil export industry on more

solid grounds. Oman, for example, appears to have made great improvements in its

export diversification. However, more than half of its non-oil exports consist of re-

exports and most of its technologically advanced exports also consist of re-exports. While

Oman's re-exports are dominated by machinery and transport equipment, and more

specifically cars (for example, 37 percent of total re-exports in 1998), non-oil exports of

Oman origin are dominated by low-skill commodities such as food and live animals,

although other categories such as chemicals, electrical equipment and machinery have

increased in importance over the past few years. In addition to Oman, the UAE show

high shares of re-exports (35 percent). 
104

To conclude, one could say that the Gulf Cooperation Council succeeded in the

integration of Gulf countries' trade but the lack still exists in a trade cooperation among

other Arab countries, if the Gulf countries rely on trade for their exports, other Arab

countries have more diverse economy, which could lead to a successful Arab economic

integration.

104 Export Competitiveness. Mona iladdad. 2002. P.3.

76



Chapter VI

North African Arab Countries

North African Arab countries play iheir role in relation to inter-Arab trade. Yet,

trade conditions in the North African Arab countries have not been different from that of

Levant Arab countries nor (3CC countries since the export sectors have been lacking in

recent years followed by an increase in imports. This chapter discusses trade in Egypt,

Libya, Tunisia, Algeria, andMoroecn.Some of these niintriesiely nnoiLforihegmwth

of their economy, but agriculture has its share, too, in the countries' economies.

To begin with, Egypt's location between the continents of Africa and Asia

remains, till the day, the crossroads between the East and the West, and Egypt has been

the center of trade an&enterprise in the. Middle Fctfor.centmies Jnarklition, the-Suez

Canal and its central location in the Middle East at the crossroads of Europe, Africa, and

Asia, give the country vast strategic importance. With a-population-of-over 72-million,105

Egypt makes up for theJargesLdomestic market-in -the _region ThgiveanovenLiew..on

Egypt's economy, one could say that Egypt's main agricultural products are cotton, rice,

corn, wheat and beans._EgypLis one of the major producers of high-quality . cotton The

Government of Egypt places great importance on the agricultural sector, recognizing its

significant role in the national economy. D yer ihe last few years, it -accounted -for about

20 percent of both GDP and total exports. The agricultural sector contributes to the

overall food needs of the countiy In addiiion, Egypt's natural resources include

105 International Monetary Fund. Egypt Fact Sheet. 2004. P.1.
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petroleum, natural gas, iron ore, phosphates, manganese, limestone, gypsum, talc, and

zinc. In 1991, the petroleum and natural gas sector accounted for approximately 10

percent of GDP, and about 45 percent of export earnings. 106 To limit the domestic

consumption of oil, Egypt has been encouraging the production of natural gas. The

development of the hydrocarbon industry has a inajor impactimthe economy. Domestic

industry ranges from food processing, textiles, vehicle assembly, to aluminum and steel

processing.

Transportation and tourism also play a major role. Concerning Egypt's trade, in

1992 exports reached V-4 billion, constituting_of petro1eiim cotton, anti manufactured

goods. Major export partners were Japan, Italy, Germany, France, and the U.K, while the

Arab countries' share wasminimal. On the other hand, imports reached $10.7 billion,

constituting of foodstuffs, machinery and transport equipment, paper and wood products.

Most of these commojlities were _supplied _from ihe ILS, - Germ my, France , Japan,

Netherlands, U.K., and Italy. 107 As-to imports -from _Arab countriesthey totaled-$140,9

million in the mid-1980s. Of these, 93 percent were from three countries: Saudi Arabia

($52.1 million), Sudan 4$43.1 million) and Lebanon ($35.6 million). While Egyptian

exports to Arab countries in the same period were worth $200 million, with more than 86

percent of the exports taken by Saudi Arabia {$85.9 million), Sudan ($66.8 million)-and

Lebanon ($20.9 million) 108 Still by the late 1990s Egypt's trade with Arab countries did

not develop in a remarkable way. The EU, during the same period, was the leading

destination for Egypt's exports (46 percent), with 14 -percent going to the ILS. and 8

106 US Department of State. Bureau of Foreign Affairs. Egypt's Economy. 1995. P.3.
107 US Department of State.- Bureau of Foreign Affairs. Egypt's Economy. 1995:P3.
'°8 Washington Report. ArabLrade.1954_P- 4.
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percent to Turkey. Egypt also imports more from the EU than from anywhere else.

Tables 31 and 32 show trade figures -for Egypt for the period 1990-1999.

Table 31: Egypt's Imports 1990-1999
(Million of $)

Source: Arab Monetary Fund. Merchandise Imports of Egypt. 2002
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Table 32: Egypt's Exports 1990-1999
(Million of $)
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Imports of machinery, transportation equipment, and foodstuffs have reached

almost half of Egypt's total imports. Arab countries may not have the potential .lo .supply

Egypt with machinery or transportation equipment, but they have the ability to increase

their foodstuff supplies. Concerning Egypt's exports by the year 1999, cotton contributed

40 percent ($240 million) of agricultural exports. Yet, industrial commodities remained

Egypt's major export contributors, with the petroleum industry constituting 62 percent

($1,296 million). 109 The late 1990s were, in economic terms, a nirning..pnin.t period for

Egypt. Economic growth increased to reach an average of 5.6 percent per year during

1996-2000." 0 The growth tooL pliceas_axesu1tof.1he service -and industry sectors, anda

strong demand for domestic prothicts, especially in tourism construction, .and import

substituting manufactured goods. In the years 1997 and 1998, Egypt foreign trade

witnessed 1 a narrowing of the gap between exports and imports as ,a result of an increase

in exports by 21 percent over the previous year and the increase in imports by about only

1.5 percent. 1997,-Egyptian goods made Their .way -to many new-markets. -Egyptian

exports to unconventional markets, .suchas South America...and Australia, increced.as

well as the case for the Arab countries (for example, Egyptian exports to Iraq increased

from $1 million in 199410 $20 million in 1997). Inaddition, Egypt's exports to Africa

also increased (Egypt's exports to Libya rose from $44 million in 1994 to $70 million in

1997)112 The Govejnmeit .has been -focusing on reducing -trade balance -deficit -by

removing all export obstacles especially with regard to agricultural products, stimulate

109 lnve3ting in Egypt: A Land of Opportunity. 1999. P. 3.
110 Poverty and Economic-(3rowrhinEgypt. 2003. P. 15.
11 Foreign Trade of Egypt. Sis Government. 2003.
"2 Arab Monetary Fund. Egypt's-Exports.--P. 1.
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Egyptian producers to upgrade the quality of Egyptian products and reduce their

production costs so as to be competitive in foreign markets.

By the year . 2001, Lebanon, Iraq and Syria were major importers of Egyptian

products, about $60 million. As. lo Libya, Syria, Saudi Arabia, and iheTJAEihey were

major Arab exporters to Egypt "3

The second North African Arab country to be studied in this chapter is Libya.

Libya was a very poor 2ncnlhIral .coi1nhIy with bleak economicprospctjintil 1958,

when petroleum was discovered. The economy has been very much linked to world oil

prices Although petjo!eiimprodiicñon ha dropped sinee.ihe 1920s, ni1 -Worts -continue

to generate a substantial percentage of the country's GDP. 114 Libya is also a major

exporter of natural gas. In addition, gypsum, salt, and limestone are produced in

significant quantities. Libyahas_liffle industiyand tbe.prinipa1

petroleum, liquefied natural gas, construction materials (especially cement), textiles, and

processed food. The following table provides an overview on Libya's trade by the mid-

1990s.

Table 33: Libya's Economy

Imports:	 $4,386 miilion-(1994).
Exports:	 $7,826 million (1994).
Main Trading Partners: Italy, Germany, France, Spain and Turkey.
Main Primary Prod,tc1s ley,-n 4s,J)ates, -Ground Nuts,
Livestuck, Olives, Oil and Natural Gs, Tobacco, Wheat.
Major Industries: Agricultuiiii1,Iing,foodProcessing,
Handicrafts, Oil and Gas Production and Refining, Textiles.
Main Exports: Natural Gas and Petroleum Products.

Source: Atlapedia Online Encyclopedia. 1998.

" 3 Arabic News. Exports to Arab states healthy, trade surplus up. 2002. P.1.
" 4 The Colombia Encyclopedia. Sixth Edition. Libya. 2001.
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Libya's trade with other Arab countries is minimal. Concerning the country's

exports, it totaled $13878 in 1990 with -only $458 million exported to Arab countries.

Libyan exports to Turkey reached $506 million, and Italy, $6,642 million.. " 5 The

country's mineral fuels and crude oil market destination was the European counties even

though many other Arab -countries are in need of$uchlesources. And by -the year2000,

the situation remained stable. Libyan total exports reached $12,000 million, while exports

to Arab countries decreased 10 $433 iniffion,inereased to $690_million br Tiirkey,.and

reached $4,503 million for Italy. 116 Libya is a major oil exporter, particularly to Europe,

and is hoping to reduce its dependency on oil as the country's major source of income,

and to increase investment in agriculture, tourism, fisheries, mining, and natural

gas. Nowadays, oil accounts for 94 percent of Libyan exports. The government undertook

different steps in the benefit .ufits economy, -In ay2002,.Libya annoimcedibatii would

allow foreigners to invest directly in the country as part of an effort to reduce the

government's dominant role in -production and services. "7

Over the last few years, Libya imported about 75 percent of its food. Within the

last couple of years, crudepetroleumand natural -gas were.ihe_leading expnra -The-main

imports were machinery, transport equipment, foodstuffs, and manufactured consumer

goods. 118 The countiys4otal imports -decreased -from $5,633 million in 1990 4o $4095

million in 2000 European countries werthe_main supplierc with Ttaly cupplymg $956

million in 2000. Imports from Arab countries slightly increased from $334 million in

"5 Arab Monetary Fund. Merchandise Exports of Libya.7XJ03.P. 4.
116 Arab Monetary Fund. Merchandise Exports of Libya. 2003. P. 7.

Arabic News Online. Libya. 2003.
Arab Monetary Fund. Comm oditySlruc.bire ofTthde M.erhandice fmporis ofLibya
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1990 to $606 million in 2000 with Libya's neighboring countries Morocco and Tunisia as

the main Arab import-partners,"

Several EU Member States, by the year 
2001 ,  continued to have extensive trade

relations with Libya. Italy, Germany, the United Kingdom and France were Libya's four

leading suppliers of manufactured goods, energy and food products and raw materials,

amounting to roughly 50 percent of her total imports. While Libya's major export

markets, in 2001, were Italy, Germany, Spain, France and Greece, absorbing about 78

percent of Libya's energy and r-aw-materials.'2°

The study now turns to Tunisia as the third North African Arab country. Tunisia's

economy, traditionally imsed on agn cu1ture,nowiias important mining energy, inurism,

and manufacturing sectors. Agricultural production varies widely according to rainfall.

Tunisia has large phosphate reserves and iron ore is found in quantity.. Tunisia's

manufacturing industries include textile factories, leather, food processing, paper, wood

products, and construction_ material s. Tourism -is-also an important economic -activity.

Tunisia is generally considered as a well-managed economy that derives its income from

tourism, remittance from those working abroad, agriculture and light industrial

manufacturing. Growth in tourism coupled with an increase in trade has been key

elements in the economic growth ofihe .countrylor ..theiast -few .yeara. Tourism -is -the

principal source of foreign exchange, accounting for around 17 percent of currency

revenue and is the country's second Jargest -employer. 121 The government is-trying to

increase its domestic and foreign investment ,as welLas_liherali zejradeancl djyersifi esjts

economy. Petroleum, phosphates, textiles, and olive oil are the country's leading exports.

119 Arab Monetary Fund. Merchandise imports ofLibyaT2003. P3.
'20 Economist Intelligence Unit. Libya Trcde and the Economy. 2003. P.11.
121 The Columbia Encyclopedia, Sixth Edition. Tunisia. 2001 P3.

84



Meanwhile, domestic petroleum demand is increasing rapidly, and Tunisia became a net

oil importer in 2000 for-the Ilrst lime in over 20 years. Since Tunisia's reflningcapacity is

low, the country exports crude oil and imports refined products. Tunisia's imports consist.

of machinery, metal products, chemicals, food (particularly cereals), and transportation

equipment. France and other European Union countries, as well as North African

countries, are the main trade partners.' 22 The following -table .-iflustr.ates Tunisian trade

between 1996 and 1998.

Table 34: Tunisian Trade ($ Millions)

1997

Total Goods -Exported 3:3-88.2 5640.3 5886.6

Total Goods Imported 7521.4 80330 8348.2

or Trading Partners 	 19971
Imports % Exports %

France	 1922.0 23.9 1435.9 25.4

Jtaiy	 1577.8 19.6 1203.7 21.3

-6iuiiaiiy	 0899 1±6 8t9.3 44.5

Belgium	 314 7	 3 9 343 1 6 1

U.S.A.	 347.1	 4.3	 37.9	 0.7

Source: the Bureau of Economic and Business Affairs U.S. Department of State, March 2000

122	 Bureau of Economic and Business Affairs. IJS. Department otState. Country Report on
Economic Policy and Trade	 Tnni.gici 7000.
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Concerning Algeria, the country has the fifth-largest reserves of natural gas in the

world and is the second largest gas exporter, -and ranks Lourteenth in oil reserves123 The

principal crops are wheat, barley, oats, citrus fruit, wine grapes, olives, lthacco,Jigs,anti

dates. Large numbers of sheep, poultry, goats, and cattle are raised and there is a small

fishing industry. Yet, petroleum and natural .gas are Algeriasjnns _important mineral

resources and its leading exports. The Algerian economy depends on the hydrocarbons

sector. This sector-accounts for ever 95 percent of export .earnings. 124 Other -minerals

extracted in significant quantities include iron ore, lead, phosphates, uranium, zinc, salt,

and coal. The country's leading manufactures are processed food, beverages, tobacco

products, construction materials, chemicals, .nielals,.texiiles,and clothing iniecent years

the annual earnings from Algeria's exports have been somewhat higher than the cost of

its imports. The chief imports are food and beverages, machinery, iron and steel, and

transport equipment. The principal exports besides petroleum and natural gas are wine

and agricultural goods (especially fruit). Algeria's main trade partners are France, Italy.,

the United States, Germany, and Spain. Trade with other Arab countries is not

significant. Almost two-thirds of all Algeria's export trade is with European Union

countries. The United States and Japan take much of the remainder. Annual exports for

the year 1991 amounted.toahonL$flE.billion,i mostly jnhe form uLpetmlenm,.natural

gas and lubricants whileimports totaledabout $76.bilhon 125j 1999,Agenanexpors

reached $12,452 million with only $198 million going to Arab countries (mainly Tunisia

$49 million, and Morocco S69 million). While exports to _European .countries .-reached

123	 Bureau of Economic and Business Affairs U.S. Dcpaitmcnt of State. Economic Policy and
Trade Practices: Algeria. 2000. P.1.

124 The Columbia Encyclopedia. Algeria. Sixth Edition. 2001.
125 Arab Net. Algeria: . Trade and Industry. 2002. P.2.
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$6,987 million, to Brazil were $986 million, and to the U.S. $1,806 million. 126 Algerian

mineral fuels go to non-Arab countries, while in fact many Arab countries import mineral

fuels. On the other hafld,-Algeria imports most ofits commodities from countries of the

EU ($5,573 million in 1999). Overall imports by the same period consisted of $9,716

million, with only $173 million coming from Arab countries ($47i million from Tunisia,

and $35.6 million from Syria). 127 
Table 35 gives a glance on Algeria's trade since the

early 1980s.

Table 35: Algerian Trade (S Millions)

1982
	

1992	 2001
	

2002

Total exports
Crude oil
Condensate
Manufactures
Total imports
Food
Fuel and energy

13,509
-2,977
2,807
69
10,735

-2,023.

11,510
2,029

2,928
251
9,085

.2,127
147

19,090
3,994
3,170
439
9,480

.2,350
133

18,700
5,056
3,055
430
11,300

•2,520
159

Source: World Bank Group. Algerian Trade. April 2003.

The final North African Arab country in this chapter is Morocco. Morocco boasts

the world's largest phosphate-reserves- The -export mf .phosp1aies and its derivatives

account for about 18.5 percent of Moroccan exports. The export earnings of phosphate

and phosphate derivatives -reached$1.4 billion in 19991128 -Mórócc ..o'soth nineral

resources include copper, fluorine, lead, barite, iron, and anthracite. Globally, Morocco is

a significant producer and expofiermfinthisirial minerals. I salsoa significantsegional

producer of base metals, primarily for Europe. Morocco also has a diverse agricultural

'26 b Monetary Fund. MerähüniseExportsoT Jgena.2002. -p 6.127 
Arab Monetary Fund. Merchandise Imports of Algeria. 2002. P. 3.

128 US Department of State CounuiyCommer1Gu7e.Morco 2000 P 12.
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sector, rich fisheries (the fishing industry is a key sector of the Moroccan economy,

accounting for over $600 million in export earnings), a sizeable and growing tourist

industry (the number of tourists in Morocco increased by .18 percent in 1999, to 2.35

million visitors, and tourism receipts increased by 14.7 percent), a growing

manufacturing sector (especially clothing which is done under contract with European

companies that provide the inputs and receive the finished garments), and a dynamic,

deregulated telecommunications sector. 129 By considering Tables 36 and 37, one could

notice that Morocco's trade with Arab countries is not significant, unlike trade with both

industrialized and European Countries. To be more specific, Morocco's imports from

European countries were $4,132 million, in 1995, while imports from Arab countries

were only $699 million out of total imports of $8,532 million. In 2000, imports from

Arab countries decreased to $625 million, while that from European countries increased

reaching $7,989 million out of $12,412 million. 130 On the other hand, Morocco's exports

to Arab countries are not better than the imports. In the mid-1990s, Arab countries

imported $330 million out of $4,712 million as Morocco's total exports, yet European

countries imported a larger share of $1,976 million. In 2000, Arab countries' share was

$303 million, while European countries' share increased to $3,958 million out of $7,963

million as Morocco's total exports. 131

129 US Department of State. The Bureau of Economic and Business Affairs. Country Report on
Economic Policy and Trade Practices. 2000. P. 6.

130 Arab Monetary Fund. Merchandise Imports ofMorocco. 2003. P.2.
'31 Arab Monetary Fund. Merchandise Exports ofMorocco. 2003. P.1.
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Table 37: Exports of Morocco 1990-2000(Million of Dollars)
11'10	 i990	 199!!	 1992!	 1993	 1994!	 1995' 1996	 1997'	 1998	 1999	 204)9'

	

,	 .	 .

a	 01A	 67-4	 49.5	 40.4	 41.7	 52
a	 57.4	 73.5	 71.7	 80.0	 96.3	 55,

L	
95.2	 114.2	 65.4	 49.6	 52.0	 60.

	

118.4	 196-41 131.21 140.8	 9&71 161.
Arab	

0	 19.9	 21.8	 27.8	 82.9	 56.

	

68.4	 331.3	 214.7	 295.i	 317.:

	

59.3	 40.0	 41.4	 43.7	 58.1

	

35.5	 3.4	 10.7	 10.4	 &l

	62.1	 67.9	 60.6	 91.4 113.

	

25.31 130.41 101.91	 99.21 124.

	

86.2	 89.6	 0.1	 509	 141

2,437	 2,671

1,335	 1,363

224.7	 299.1

Source: Arab Monetary

,882.3721 2,529	 28 2,878	 2,64

1,262	 1,276	 1,401 1,34	 1,26
168.0	 171.7	 193.7 185.2	 161.

99198.7 230.0 268.3 2.1	 298.

223.4	 267.1; 361.2 32.7	 259.
4,712,69	 7A	 4,W 4,67

Exports of Morocco. 2003.

1,9271 2,

306.
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By the year 2001, most of Morocco's trade was still with Europe. Morocco's

trade with France alone accounted for about a quarter of Morocco's imports and a third of

its exports. Morocco is .a net exporter of fruits and vegetables, and .a net importer of

cereals. Agriculture accounts for between 15 and 20 percent of GDP (depending on the

harvest). The insufficient rainfall has resulted in poor pasture conditions that are forcing

the government to take several drought relief measures including larger imports of feed.

As to trade between Morocco and the United States, over the past six years, U.S. exports

to Morocco averaged $475 million annually, with leading exports including aircraft, corn

and machinery. Morocco exported $450 million worth of goods to the U.S. in 2001.132

Phosphates and other minerals make up a large share of Moroccan exports to the U.S. It

is true that Arab countries cannot supply Morocco with its machinery and equipment

needs but there are many other commodities Morocco should seek to import: from other

Arab countries (such as food, beverages, and tobacco).

Morocco's exports in 2001 earned $7.1 billion. Morocco's leading exports

consisted of phosphates and phosphoric acid. Other exports include citrus fruit, wheat,

fish, and minerals. Imports were valued at $11 billion. 133 Imports typically consist of

industrial equipment, food products, manufactured goods, and fuels. The principal

purchasers of Morocco's exports, during 2001, were France, Spain, Japan, India, Italy,

the United States, and Libya Major sources of imports were France, Spain, the United

States, Germany, Saudi Arabia, and Brazil. All of the proceeding data, shows that

Morocco's trade with Arab countries did not improve from the early 1990s, but reliance

on the EU, Japan, the U.S., and other non-Arab countries remained. Moroccan major

132 United States —Morocco Trade. 2002. P. 2.
133 Encarta Encyclopedia. Morocco Foreign Trade. 2003.
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sources of profit are the results of remittances by Moroccans working abroad and from

the expenditures of the large number of tourists who visit the country each year.

In August 2000: the discovery of an oil deposit was announced. Such discovery

helps the country makes major saving on oil import costs from other Arab countries,

estimated at $1300 million in 1999. In addition, the development of the field will attract

major foreign investments, which leads to economic boost for the Moroccan economy.

The main weakness of the Moroccan economy lies on its reliance on the volatile

agriculture sector.

In the year 2003, Morocco's foreign trade amounted to $25 billion including $15.5

billion of imports and $9.5 billion of exports. 134 Except for food, beverages and tobacco

imports, which dropped by 24 percent compared to 2002, all other imported products

experienced 'a rise in value. Imports of finished food products rose by equipment goods

22 percent. Exports totaled around $9.5 billion in 2003. Only phosphates and derived

products exports remained relatively stable.

To conclude, by considering table 38 one could notice that North African Arab

countries' trade depends on European countries, the U.S., and China. Throughout the last

fifteen years, trade with other Arab countries did not improve even though Arab

countries' commodities could complement each other. There need to be greater political

involvement and better economic reforms for a significant inter-Arab trade to take place

134 Arabic News Online. Morocco's trade deficit worsened by 18.7% in 2003.2004. P.1.
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Table 38: North African Arab Countries' Top Five Trade Partners for the Year
2002

Egypt's principal exports destinations Egypt's principal import sources
1 United States 18.4%	 1 United States 17.0%
2 Italy 13.7%	 2 Germany 8.0%
3 United Kingdom 8.4%	 3 Italy 6.8%

4 France 3.9%	 4 France 6.6%
5 India 3.9%	 5 China 5.1%

Algeria's principal export destinations Algeria's principal import sources
1 Italy 18.9%	 1 France 31.0%
2 Spain 13.1%	 2 Italy 10.0%

3 France 13.0%	 3 United States 8.3%

4 United States 12.1%	 4 Germany 6.6%

5 Netherlands 6.0%	 5 Spain 6.0%

Libya's principal export destinations Libya's principal import sources
1 Italy 42.8%	 1 Italy 25.5%

2 Germany 14.2%	 2 Germany 9.7%

3 Spain 13.6%	 3 Korea 6.6%

4 Turkey 6.9%	 4 United Kingdom 6.5%

5 Switzerland 4.1%	 5 Tunisia 6.4%

Morocco's principal export destinationsMorocco's principal import sources
I France 26.6%	 1 France 20.9%

2 Spain 14.4%	 2 Spain 12.6%

3 United Kingdom 8.0% 	 3 Italy 6.3%

4 Germany 5.9%	 4 Germany 5.5%

5 Italy 5.6%	 5 United States 4.6%

Tunisia's principal export destinations Tunisia's principal import sources
[France 26.3%	 1 Prance: 24.3 %

2 Italy 21.2%	 2 Italy 18.6%

3 Germany 14.5%	 3 Germany 13.8%

4 Belgium 5.5%	 4 Belgium 4.6%

5 U.S. 1.2%	 5 U.S. 4.7%	 I

Source: International Monetary Fund. North African Arab Countries Fact Sheets. 2003.
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Now that all Arab countries in this study have been covered, we can have a better

perspective on inter-Arab trade by considering the following tables.

Table 39: Total Inter-Arab Exports (Figures in Millions of Dollars)

Source: Arab Monetary Fund. Inter-Arab Exports. 2002.
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Table 40: Total Inter-Arab Imports (Figures in Millions of Dollars)

Source: Arab Monetary Fund-Inter-Arab Imports. 2002.
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Table 41: Total Inter-Arab Trade (Figures in Millions of Dollars)

Source: Arab Monetary Fund. Total Inter-Arab Trade. 2002.
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Table 42: Total Exports for Arab Countries (Figures in Millions of Dollars)

Source: Arab Monetary Fund. Total Exports for Arab Countries. 2002.



Table 43: Total Imports for Arab Countries (Figures in Millions of Dollars)

Source: Arab Monetary Fund. Total Imports for Arab Countries. 2002.
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Table 44: Total External Trade for Arab Countries (Figures in Millions of Dollars)

Source: Arab Monetary Fund. Total External Trade for Arab Countries. 2002.
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Chapter VII

Conclusion
Evaluation of Arab Countries' Economies

This chapter consists of evaluating overall Arab trade after the preceding chapters

provided a detailed study of each country's trade with other Arab countries, and foreign

countries as well. In addition, this chapter covers recommendations on how Arab

governments could work for the enhancement of inter-Arab trade. Arab countries could

become full partners in the global economy, with a vision of development, which is very

much related to policy-making in the region as well as the global market. Yet, the

attempts taken for creating economic co-operation among Arab countries have been brief

and unsuccessful.

The Arab . common market faced many problems that affected its success. First of

all, most Arab countries have not pursued policies to encourage inter-Arab trade, which

has never surpassed 10 percent. Several factors that are structural to the economies of the

individual Arab states have played a role in this low level of trade. One factor is the

nature of oil-producing countries that is not improving in the creation of diverse value-

added byproducts from raw materials and oil. Another factor is that many Arab countries

have not been focusing on the fact that each country could develop its assets (such as

fisheries, agriculture, and tourism) into strategic centers that can produce good quality

products to be sold to local, regional and internal markets. Throughout the previous

chapters, we have seen that strong economic relations bind Arab countries to the external

world, while those that link them together are fragile. Major Arab trade partners are the

European Union, the US, and Japan, while trade with other Arab countries is
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insignificant. The main reason beyond the fact that inter-Arab trade is poor is the fact that

each state individually has failed in providing the environment, factors and tools to

• produce strong trade among the Arab states. Each country should focus first on domestic

economic reform, then on the associated process of integrating into the world economy

through multilateral trade. So far, inter-Arab trade has failed due to each country's weak

implementation, or lack of will, or insincere will for reaching integration among the Arab

countries. The expansion of inter-Arab trade would result in the improvement of the

standard of living, in addition to many other benefits for the common good of Arab

countries.

Although Arab countries share, to some extent, a common history, as far as

economic and social development is concerned, they do not constitute a homogeneous

• group. There are many disparities between the economic policies of Arab governments,

besides the differences in natural resources. Many Arab countries lack a diversified

economy, and instead rely heavily on oil exports. Over the years, the few exceptions

among non-exporters of oil were mainly Morocco, Tunisia and to some extent Egypt,

while Lebanon and Jordan made particular progress in services.

Many factors have their share in the lack of intra-Arab trade exchange. Factors

such as the differences in monetary and commercial policies, the instability of political

relations between the Arab countries, the high trade costs, the big differences in

individual incomes among various Arab countries, and the fact that Arab producers are

not able to compete with foreign goods in terms of price and quality, which makes it

more attractive to import from non-Arab countries. For the Arab countries, trade and

private investment are needed to provide new engines of growth. With more trade and
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investment, countries in the region will be able to achieve faster growth, reduce poverty,

create more jobs, and improve the knowledge, skills, and productivity of their work force.

Given the region's favorable characteristics in terms of size, income, and geography,

trade is not significant. Arab countries can attract more investment from abroad and

encourage more private investment at home, both of which are essential for trade and

development. Trade could become a key source of growth in the Arab region.

The Arab region needs to focus on improving its trade by applying a free trade

area, customs union, a common market, and finally an economic union. A free trade area

consists of a free movement of commodities, while custom unions consists of a unified

customs barrier against external countries, i.e., non-members of this integration group, a

common market is distinguished by free movement of factors of production (labor and

capital in particular) and an economic union has the distinctive mark of unified economic

policies and the issuance of a single currency. All of the above is a key to Arab economic

integration, which is also a voluntary political process with a purpose of achieving

economic gains for the member states that they cannot achieve individually. For this

reason, economic inte gration cannot be reached without a political will.

Additional recommendations for a greater inter-Arab trade are as follows: oil

exporters, less diversified economies need to attract non-oil export-oriented foreign

investment, and concentrate on human capital resources to built a non-oil export base On

the other hand, for large and small non-oil exporting countries the challenge is to improve

competitiveness and product quality in existing sectors and to develop high price export

sectors. For the oil rich countries of the GCC, development needs to be focused on high

technology exports, while at the same time continuing to develop their non-oil sectors
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through reliance on skilled workers and businesses from neighboring countries as well as

regions to complement their resource bases. And finally, non-oil countries need to work

on maintaining their natural resources and exploit them for. supporting their needs as well

as other Arab countries' needs. When each Arab country learns to work collctively for

the purpose of benefiting other Arab countries as well, then the Arab economy could

prosper. Inter-Arab trade is not unattainable, yet Arab countries have to change their

views in handling their intra-trade.
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Table 45: Inter- Arab Merchandise Exports in the Year 2000
(Figures in Millions of Dollars)

Source: Arab Monetary Fund. Inter-Arab Merchandise Exports. 2002.
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Table 46: Inter- Arab Merchandise Imports in the Year 2000
(Figures in Millions of Dollars)

Source: Arab Monetary Fund. Inter-Arab Merchandise Imports. 2002.
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